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Abstract

Purpose — Financial experience is very important in today’s dynamic world of constant globalization with the
upsurge in sophisticated financial products entering the financial markets, especially in developing countries.
This is because it helps the illiterate unbanked poor women owners of micro businesses to make wise financial
judgments and options guided by psychology and cognition. This paper aims to ascertain how financial
experience can promote microfinance lending and the continued existence of women micro businesses in rural
Uganda through an intervening role.

Design/methodology/approach — The paper employs a structural equation model through SmartPLS software
to ascertain how financial experience can promote microfinance lending and the continued existence of women
micro businesses in rural Uganda through an intervening role.

Findings — The empirical findings from this study indicated that financial experience, as a significant and
positive mediator, improves microfinance lending and the continued existence of women micro businesses in
rural Uganda.

Research limitations/implications — Owing to the geographical ambit of the current study and sample source
from only one developing country, future studies may collect data from other regions of the world for
comparative analysis to give more insights on the role of financial experience in rural financial markets.
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Practical implications — The government of Uganda should promote financial literacy to enhance the financial
experience of women owners of micro businesses to help them make better financial judgements in the rural financial
markets. This may increase microfinance lending and the continued existence of vibrant women micro businesses in
rural areas. As a result, this could lead to the creation of more jobs for the ever-growing younger population in Uganda.
Originality/value — This study is motivated by the lack of understanding and experience about key financial
concepts among more than 3.5 billion adults, mostly women. It applies the Experiential Learning Theory
grounded in psychology and cognition to show how the financial experience of women who run micro
businesses derived from repeated retrieval of knowledge and reflection, can help them to make sound financial
judgments to become financially included by rural-based microfinance institutions. Learning-by-doing allows
women owners of micro businesses to repetitively take prudent saving, borrowing and investment selections that
help them to generate income to meet timely loan repayment to access more microcredit for the continued
existence. This is inadequate in the current theory of microfinance lending in rural financial markets.

Keywords Financial experience, Women micro businesses, Cognitive skills, Overindebtedness,
Microfinance lending, Experiential learning theory
Paper type Research paper

1. Introduction

Although the Bank of Uganda during the Maya Declaration held in Mexico in the year 2011
pledged to increase the percentage of formally financially included women in Uganda from
54% in 2018 to 75% by 2022, the majority, especially those running micro businesses still lack
access to affordable financial services. Only about 4% of the rural women running micro
businesses in Uganda have access to formal credit (FinScope Topline Survey, 2018). Across
the world, the latest statistics further confirm that women continue to lag behind men in access
to financial services with access among women standing at only 7% since 2011. This situation
is worst in sub-Saharan Africa where over 80% of the adults remain unbanked and underserved
by formal financial institutions (Demirgii¢-Kunt et al., 2020).

Therefore, in order to achieve the Maya Declaration and the United Nations’ Sustainable
Development Goal of universal financial inclusion by the year 2030 to empower and transform
the lives of the poor, especially the women who live in rural areas, microfinance has come into
existence to offer small loans to poor women through the group lending model to reduce
delinquency (World Bank, 2020; Yunus, 2007). Noteworthy, the microfinance institutions
prefer to serve women because they are low-risk borrowers as compared to men. Thus, the
women are provided with small loans to start micro businesses to generate income to cater for
households, financial needs (Kabeer, 2001).

In contrast, while the microfinance institutions have offered small loans to the women
through joint liability group lending, high rates of default in repayment and overindebtedness
have been reported among women borrowers in developing countries (Rostamkalaei and
Freel, 2017). The high default rate and overindebtedness among the women borrowers are
partly explained by the inability to make better loan choices and investment decisions.

As highlighted by Mitchell and Lusardi (2015), most individuals may suffer from
indebtedness since they do not have experience with borrowings and investment activities in
the financial market. In tandem, the microfinance women borrowers have to first get the
necessary skills and experiences with microcredit for it to contribute to their business
successes prior to getting the microfinance loan (Mokhtar and Ashhari, 2015).

It is widely acknowledged that individuals like the women owners of micro businesses who
always use saving accounts, debts and engage in several financial transactions, can carefully
consider interest rates, avoid risks and compare available financing alternatives in the financial
markets (Bucher-Koenen et al., 2016). Actually, the women owners of micro businesses who
have experience with risk diversification, can opt to invest in businesses that are less risky to
generate more profits.

Relatedly, Moreira Costa et al. (2021) show that financial experience can improve the
financial knowledge and build decision-making skills of individuals such as the women who
run micro businesses. The highly exposed women owners of micro businesses who transact in
the financial markets tend to constantly save, opt for low-cost borrowings, put money in high
return investment and use advantageous financial contracts (Bottazzi and Lusardi, 2016).



Moreover, beyond other aspects within the financial market, scholars such as Klapper et al.
(2015) note that financially experienced women who run micro businesses will always save,
choose better borrowing sources and use loans for high return investments with less chance of
making financial mistakes. Accordingly, these women remain more secure because they do not
pay penalties on loan default and never often suffer from investment risk since they make
better financial decisions and choices in the financial market (Kaiser and Menkhoff, 2017).

Researchers have argued that highly exposed women owners of micro businesses who are
more financially knowledgeable and skilled, can make important and better financial judgments
to build financially stable micro businesses because they can borrow and invest at low costs
while avoiding indebtedness (Lusardi and de Bassa Scheresberg, 2013). Furthermore, Lusardi
and Mitchell (2014) highlight that the women owners of micro businesses who borrow money
from a single source and pay all balances on loans in full at the end of the loan period have better
opportunities to borrow higher loan amounts from the microfinance institutions.

Lusardi and Mitchell (2023) contend that financially experienced women owners of micro
businesses who are more likely to save money at a financial institution and capable of handling
financial hardships and emergencies, can borrow at low interest rates from any financial
sources to help their businesses to flourish. A high level of financial experience helps the
women who run micro businesses to avoid high indebtedness, burdensome credit options and
foster savings and better investments selection.

Profoundly, a recent global survey by Hasler and Lusardi (2017) revealed that over 77% of
adults, particularly women in developing countries do not understand key financial concepts
with limited experience. More so, although studies have examined the role of financial
experience globally, limited country-focused empirical evidence exist to investigate whether
financial experience promotes microfinance lending and the continued existence of women
micro businesses through an intervening role. Contentiously, studies like Bucher-Koenen et al.
(2016), Fonseca et al. (2012), Seligman (2012) have indicated persistent gender gap in
financial experience with women scoring poorly than men in financial literacy questions.

Taking into account the above justifications, this paper aims to ascertain how financial
experience can promote microfinance lending and the continued existence of women micro
businesses in rural Uganda through an intervening role. Indeed, learning from personal
financial experiences can affect the financial judgements and options of the women who run
micro businesses over time.

This study is unique in nature because it integrates the financial experience of women who
run micro businesses grounded in Experiential Learning Theory with microfinance lending to
ultimately illustrate how learning-by-doing derived from dialectics of action, reflection and
experience, and abstraction determine the continued existence of micro businesses. This could
be helpful to the women who run micro businesses to acquire financial sophistication that allow
them to repetitively make better saving, borrowing and investment judgments and selections to
remain viable clients within the financial markets in developing countries such as Uganda.

This paper is structured as follows: Section 2 covers the theoretical foundation. Section 3
presents a detailed literature review and hypotheses development. Section 4 lays out our
research methodology. Section 5 illustrates the study findings. Section 6 dwells on the
discussion. Section 7 concludes the findings. Section 8 highlights the policy implications.
Section 9 states the study limitations and future research directions.

2. Theoretical foundation

2.1 Experiential learning theory and microfinance lending

The Experiential Learning Theory by Kolb (1984) states that “learning is the process whereby
knowledge is created through the transformation of experience.” This theory focuses on the
premise that the best way to learn things is to actually have experience. This theory shows that
the dynamic view of learning is derived from the learning cycle compelled by the resolution of
the dual dialectics of action, reflection and experience, and abstraction. The theory argues that
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experiencing, reflecting, thinking and acting upon an experience can assist individuals to realize
diverse goals in all areas of life guided by psychology and cognition (Kolb et al., 1971). In view
of that, since the process of learning from experience is ubiquitous and present in human
activity everywhere all the time that individuals can apply to realize diverse goals in all areas of
life, financial consumers like the women who run micro businesses can use experiences to attain
their financial goals. Notwithstanding the current weaknesses of this theory, learning-by-doing
can aid microcredit women borrowers in the financial markets to acquire new ideas, attitudes,
practices and greater financial sophistication by repetitively making better loan judgments and
selections. Nino-Zarazua and Copestake (2008) discovered that financial decisions to save and
borrow in the financial markets were reinforced by first-hand experience among individuals in
different financial structures in rural Mexico. By integrating financial experience with cognitive
knowledge acquired through financial literacy, microfinance women borrowers who run micro
businesses can make the right financial judgments and debt selections in the financial markets.

3. Literature review and hypotheses development

3.1 Intervening role of financial experience between microfinance lending and continued
existence of women micro businesses

Klapper et al. (2015) show that individuals, such as women owners of micro businesses who
own and regularly use financial products such as savings account and credits, have more
understanding and increased experience in basic financial concepts.

Chen et al. (2023) state that financial knowledge and behavior acquired from financial
experience can facilitate individuals including the women who run micro businesses to astutely
make use of credit. Women with high level of debt literacy and financial experience are not exposed
to risk of high-cost borrowing and debt problems that can result from default and delinquency.

Lusardi and Tufano (2015) contend that the women owners of micro businesses, who
understand credit terms and are responsive on the loan amount that they have to settle up with
the microfinance institutions with the overall interest and principal amounts, can make better
loan selections and investment decisions.

Additionally, financial experience as an alternative to financial literacy, can enable
individuals like the women who run micro businesses to learn financial behavior so as to make
better financial judgments and selections when offered financial services by microfinance
institutions (Johnson and Sherraden, 2007).

As a result, women owners of micro businesses who participate in computing compound
interest and interest rates on loans can take bold decisions to save and borrow from the
microfinance institutions since they have prior and more concrete understandings and
familiarities with their savings growing with the microfinance institutions (Lusardi and
Mitchell, 2014).

Danes (2006) further states that financially experienced women who run micro businesses
can borrow loans from the microfinance institutions and use it for investments in diversified
businesses because they are risk averse. Significantly, women owners of micro businesses who
get early personal financial experiences that entail managing savings’ account and borrowing
can contribute to their understanding of saving money, investment and confidence in making
financial judgments as they borrow from the microfinance institutions.

Similarly, financial consumers such as the women owners of micro businesses who are
aware of the full range of interest rates, credit terms, know their credit risk profile, understand
their personal situation and decide suitable credit preferences can avoid being manipulated by
lenders (Hilgert et al., 2003).

Building on evidence that financial experience play a critical role in enabling women
borrowers to make better financial judgements, Liu et al. (2023) discovered that financial
experience gained from financial knowledge increased formal credit needs among 290 small
and micro enterprises in China’s Jiangsu and Shandong provinces. Financial experience and
knowledge enabled them to select better lines of credit, which increased productivity and



revenue streams. Lusardi and Tufano (2015) also found that Americans with low levels of debt
literacy and financial experiences were likely to encounter high-cost borrowing and debt
problems.

Timely repayment of microfinance loans as a result of financial experience can increase
access to microcredit by the women who run micro businesses. This leads to financial
inclusion of the poor women since they can constantly access savings and loans provided by
microfinance institutions. Thus, based on the above extant literature we hypothesize that:

H1. Financial experience promotes microfinance lending and the continued existence of
women micro businesses in rural Uganda through an intervening role.

3.2 Financial experience and continued existence of women microenterprises

The wvulnerable individuals such as the poor women and lowly educated need financial
experience, knowledge and skills to efficiently use complex financial services like the highly
priced credit that are offered in the financial markets, especially by fictitious financial
institutions in developing countries (Lusardi, 2019).

According to Lusardi and Mitchell (2009), vulnerable individuals with low levels of
education should have experience in calculating compound interest on savings and simple
interest rates on loans provided by financial institutions like the microfinance to avoid abuse
and manipulation. This helps them to demand low-interest rate microfinance loans that they
can invest to make a profit for continued existence.

Besides, possession of personal financial experience, which allows the women who run
micro businesses to deal with basic financial products, and financial knowledge and skills
acquired through financial literacy programs can facilitate them to make smart financial
decisions that can increase savings and borrowing from the microfinance institutions to
smooth operations (Miller et al., 2015).

Furthermore, the women owners of micro businesses who are financially experienced and
savvy always have less probability of defaulting on their loan repayment. This reduces loan
delinquency and increases lending by the microfinance institutions to them to use it for
productive investments to survive (Lusardi and Mitchell, 2014).

Sina (2012) also argues that the women micro business owners with high financial
experience can make wise investment decisions and planning that can allow them to re-invest
to generate more income to survive. In fact, the women owners of micro businesses who own
savings accounts, practice good credit and cash flow management, pay all bills on time, save
regularly and invest money, can participate efficiently in the financial markets and prosper into
the future.

Sohn et al. (2012) confirmed that adolescents who had bank accounts demonstrated higher
levels of financial experience than those who did not have bank accounts in the 2006 Korean
National Financial Literacy Test Survey. This indicates that having prior familiarity and
experience in operating a bank account helped them to prudently manage personal finances.
Therefore, based on the above extant literature we hypothesize that:

H2. Financial experience promotes the continued existence of women micro businesses in
rural Uganda.

3.3 Financial experience and microfinance lending

Financial experience refers to having practical knowledge and familiarity in dealing with
financial matters such as savings, credit, investments and risks. According to Safitri and
Kartawinata (2020), financial experience is an event related to finance that someone has felt,
lived and borne both as old and new events. This can be linked to applying for credit, planning
for investments and other activities within the financial markets. Therefore, individuals like
the women owners of micro businesses with sufficient financial experience can behave more
wisely in managing their finances than those who are financially inexperienced.
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Ameliawati and Setiyani (2018) observe that individuals like the women owners of micro
businesses who have strong financial experience can confidently make better financial
decisions and choices before consuming financial products offered by financial institutions
such as microfinance. Financial experience makes it possible for them to carefully evaluate the
available credit with its associated interest rate and compare it with other alternative sources to
opt for better borrowing. This helps them to use credit with friendly interest rate that enable
them to make timely repayments in order to gain access to future borrowings for growth.

More broadly, individuals like the women micro business owners who have experience in
dealing with checking account and credit always pay all bills on time and may not borrow
money from several sources (Hilgert et al., 2003). Borrowing money from only one source
with limited numbers of loans can help the women who run micro businesses to avoid
overindebtedness. Financial experience instills in them better loan management behavior,
which enables them to have timely loan repayment schedules (Lusardi, 2009).

Wholly, it can be construed that having practical knowledge about credit, savings and
investments can increase access to financial services by the women who run micro businesses
from the microfinance institutions since they can borrow at low interest rates and favorable
repayment terms. They achieve this by weighing various sources of loans, interest rates and
collateral requirements before selecting a better option guided by their financial experiences.

Raza et al. (2023) found that prior financial experience in access to credit gained from
financial education and practice significantly and positively affected access to loans among
rice farmers in Pakistan. This was determined by previous loan rejection experience, interest
rate, loan amount to borrow and repayment plan that helped them to opt for better sources of
credit. The farmers who had experience with access to high credit had more opportunities to
get credit from the Food Security and Agricultural Credit Scheme as compared to the ones who
had no past credit access experience.

Babajide et al. (2023) further discovered that financial experience gained from practice,
attitude, behaviors and skills derived from financial knowledge and capability were impactful
on business sustainability among small business owners in Nigeria. Informed credit decisions
made by the owners of small businesses who exhibited better debt management skills
improved the earnings from their businesses.

Within the East African region, Ismail (2022) showed that experience in running business,
making wise debt choices and adoption of innovation among individuals who run micro
businesses resulted in increased sustainability of the businesses used in the sample in Tanzania.
As a result, based on the above extant literature we hypothesize that:

H3. Financial experience promotes microfinance lending to women micro businesses in
rural Uganda.

3.4 Microfinance inclusion and continued existence of women micro businesses

Mahmood et al. (2014) refer to a woman entrepreneur as one who starts a new or invests in pre-
existing micro-enterprise. On the other hand, in Uganda, a “micro enterprise” is an enterprise
employing up to four people, with an annual sales or revenue turnover and total assets not
exceeding Uganda shillings 10 million (Uganda Investment Authority, 2008).

Financial inclusion is defined as “the process of ensuring access to appropriate financial
products and services needed by all sections of the society in general and vulnerable groups
such as weaker sections and low income groups in particular at an affordable cost in a fair and
transparent manner by mainstream institutional players” (Chakrabarty, 2011).

Microfinance refers to the financial services provided to low-income individuals or groups who
are typically excluded from traditional banking (FINCA International, 2021). Most microfinance
institutions offer microcredit that is used as startup capital and savings, payments and insurance to its
rural clients, especially the women who operate micro businesses (Caramela, 2018; Kagan, 2018).

Studies show that rural women are excluded from the formal financial system because of
the problem of information asymmetry that results in loan repayment default due to adverse



selection and moral hazard in the absence of physical collateral (Wang and Li, 2023; Akerlof,
1970). Ultimately, microfinance institutions have played a great role in promoting financial
inclusion in rural areas by offering microcredit to women who have been formally excluded to
economically empower them to attain livelihood (Milana and Ashta, 2020; Lopez and
Winkler, 2018). By and large, the microfinance lends to the rural women through a joint
liability model backed by social capital to replace the absence of physical capital that is used as
collateral to cover loan loss resulting from adverse selection and moral hazard.

From the public policy perspective, the sustainability of the microfinance institutions is the
responsibility of both its staff and clients to reduce defaults in loan repayment. The clients through
peer evaluation and monitoring should ensure that all members in the joint liability group meet
timely repayments. Additionally, good loan collection practices should be instituted by the
microfinance institutions to ensure respect for the clients. Microfinance institutions should practice
a humane loan collection policy supported by effective regulations, efficient credit bureau and
culture that uphold fulfilling debt repayment obligations. This can reduce adverse selection and
moral hazard and the overall delinquency level of microfinance institutions (Lopez-Sanchez, 2022).

The microfinance institutions offer microcredit to poor women who run micro businesses
through group-based lending because they lack access to formal banking services due to the
absence of physical collateral. Therefore, social collateral cultivated through social capital
derived from the group members replace physical collateral to ease the delinquency problem in
the process of lending to them (Garmaise and Gabriel, 2010).

Khan et al. (2022) also indicate that the microfinance institutions enable female
entrepreneurs to generate additional income, assets and savings that they can use for household
consumption and re-investment in micro businesses. When the women who run micro
businesses obtain microloans in the initial year, their productivity, income and longevity
increase in the long term (Cole and Sokolyk, 2018).

Argumentatively, since the microfinance institutions opt to socially serve poor women, the
microcredit offered provides self-employment and transgenerational entrepreneurship to lift
them out of poverty (Armendatiz and Labie, 2011; Collins et al., 2009). The provision of
microcredit by the microfinance institutions to solve their lack of finance compels them to
work hard and make more profits to flourish (Hartarska and Nadolnyak, 2008).

Generally, the microloans obtained by the poor women from the microfinance institutions
allow them to startup micro businesses, accumulate assets, expand, increase the income and
manage risk. This drives the businesses to attain survival paradigm shifts over time (Islam,
2016; Singh, 2015; McIntosh et al., 2011).

More recently, Yemelyanov et al. (2020) using randomly selected firms from Ukraine revealed
a direct effect of microcredit received from microfinance on asset growth. On the contrary,
Fajnzylber et al. (2006) show that the use of microloans does not accelerate the growth of Mexican
microenterprises. Therefore, based on the above extant literature we hypothesize that:

H4. Microfinance lending promotes the continued existence of women micro businesses
in rural Uganda.

4. Methodology

4.1 Participants and data collection process

This study involved women who run micro businesses located in rural Uganda. The data were
collected from women micro businesses situated in the northern part of Uganda that use
microfinance institutions as a source of finance. This is justified by the fact that more than 80%
of the population in Uganda lives in rural areas with limited or no formal banking services
(Financial Sector Deepening Uganda, 2023). The data were collected from 395 participants
selected from the women who run micro businesses and conduct daily banking activities with
the microfinance institutions. These women were identified through the microfinance daily
loan management records at their different branches. The semi-structured questionnaires were
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administered to the participants by research assistants to collect the required data for this study.
The data were collected in a period of 60 days from the selected participants.

4.2 SmartPLS mediation test

We used multivariate partial least squares in SmartPLS to establish how financial experience
can promote microfinance lending and the continued existence of women micro businesses in
rural Uganda through an intervening role. The SmartPLS was used because it is more superior
to methods such as the Covariance-Based and Bayesian analysis. This approach is also suitable
because it can be used to construct the measurement and structural models using both small
and large samples (Hair et al., 2014). The measurement model was constructed to establish
convergent validity and discriminant validity. The association between the manifest variables
and latent constructs is determined by the reliability, composite reliability (CR), average
variance extracted (AVE) and factor loadings (Hair et al., 2018). The reliability, CR and AVE
must satisfy the rule of thumb and cut-off points set by Nunnally and Bernstein (1994),
Bagozzi and Yi (1988), Field (2005), Fornell and Larcker (1981). Additionally, a structural
model was built to show the inter relationships between the different variables through
different paths (Hair et al., 2022). The structural model depicted the direct and indirect effects
of the independent variable and mediator on the dependent variable (Baron and Kenny, 1986).

5. Results

5.1 Measurement model

The results of the measurement model analysis indicated that eight manifest constructs loaded
well on the latent variable of microfinance lending and seven items were dropped in the final
analysis. More so, the results of the measurement model analysis showed that three manifest
constructs loaded well on the latent variable of financial experience and sixteen other manifest
constructs were dropped in the final analysis. The results of the measurement model analysis
also revealed that three manifest constructs loaded well on the variable of continued existence
and thirteen other manifest constructs were dropped in the final analysis. The results revealed
that the reliability, CR, factor loadings and inter-item correlation figures met the set rule of
thumb as indicated in Tables 1-4.

Table 1. Convergent validity

Latent constructs and manifest Cronbach’s alpha rho_

variables Loadings (o) A CR AVE R?
Financial Exp 0.830 0.845 0.722 0.671 0.344
FE13 0.727"""

FE16 0.786""

FE8 0.517""

Microfinance lending 0.867 0.876  0.897 0.525

MA1 0.714™"

MA12 0.812""

MA13 0.831""

MA?2 0.633""

MA3 0.792"""

MAG6 0.598"""

MA7 0.595""

MAS8 0.774"™"

Continued existence 0.862 0.875 0915 0.782 0.431
SW12 0.825™"

SW7 0.939""

Sw8 0.886™"

Note(s): ""p < 0.0001; Legends: Financial Exp — financial experience
Source(s): Authors’ own work




Table 2. Discriminant validity based on Fornell-Larcker criterion Asian Journal of
Economics and

Latent constructs and manifest variables Financial Exp Microfinance lending Continued existence Banking
Financial Exp 0.887""

Microfinance lending 0.587"" 0.725""

Continued existence 0.462"" 0.649™" 0.884™"

Note(s): ~"p < 0.0001; Legends: Financial Exp — financial experience
Source(s): Authors’ own work

Table 3. Factor loadings and cross loadings

Latent constructs and manifest variables  Financial Exp Microfinance lending ~ Continued existence

Financial Exp

FE13 0.727"" 0.466 0.307
FE16 0.786™" 0.477 0.365
FE8 0.517"" 0.212 0.285
Microfinance lending

MA1 0.450 0.714™" 0.465
MA12 0.459 0.812"" 0.405
MA13 0.487 0.8317" 0.508
MA2 0.218 0.633"" 0.645
MA3 0.410 0.792"" 0.557
MA6 0.418 0.598"" 0.345
MA7 0.444 0.595"" 0.248
MAS8 0.513 0.774™" 0.513
Continued existence

SW12 0.460 0.490 0.825™"
SW7 0.447 0.644 0.939™"
Sw8 0.324 0.576 0.886""

Note(s): ~"p < 0.0001; Legends: Financial Exp — financial experience
Source(s): Authors’ own work

5.2 Structural equation model
5.2.1 Indirect effect. The results from this study support hypothesis (H1) as the indirect effect
of financial experience between microfinance lending and the continued existence of women
micro businesses is positive and significant (f = 0.173; p < 0.005). There is a 17% point
increase in the variable of the continued existence of women micro businesses when an arrow
is drawn from microfinance lending through financial experience. This means that
microfinance lending exerts both direct and indirect effects on the continued existence of
women micro businesses. The provision of microfinance services promote the continued
existence of women micro businesses and some effects partially go through financial
experiences to boost credit decisions of the women owners of the micro businesses.
Accordingly, microfinance lending can promote the continued existence of women micro
businesses in the presence of financial experiences among the women owners in rural Uganda.
The overall structural model indicated that both financial experience and microfinance lending
explain 43% of the disparity in the continued existence of women micro businesses in rural
Uganda. The significance of the indirect and direct effects are indicated in Figures 1-6.
5.2.2 Direct effect. We also tested three other direct hypotheses that were derived under this
study. The findings are indicated in Table 5.



AJEB Table 4. Factor loadings significant for manifest variables

Latent constructs and manifest variables Loadings SE t-values p-values VIF
Financial Exp

FE13 0.727"" 0.055 13.116 0.000 1.089
FE16 0.786™" 0.039 19.983 0.000 1.123
FE8 0.517"" 0.089 5.813 0.000 1.055
Microfinance lending

MA1 0.714™" 0.038 18.627 0.000 1.987
MA12 0.812"" 0.028 29.369 0.000 2.897
MA13 0.831"" 0.023 36.581 0.000 2.938
MA2 0.633™" 0.046 13.747 0.000 1.858
MA3 0.792"" 0.030 26.669 0.000 2.730
MAG6 0.598™" 0.043 13.937 0.000 1.571
MA7 0.595"" 0.051 11.735 0.000 1.658
MAS8 0.774™" 0.027 28.950 0.000 1.991
Continued existence

SW12 0.825"" 0.026 32.152 0.000 1.842
SW7 0.939"" 0.009 103.153 0.000 2.346
SW8 0.886™" 0.020 45.207 0.000 2.623
Note(s): ~"p < 0.0001; Legends: Financial Exp — financial experience

Source(s): Authors’ own work

Indirect effects histogram: MA -> SW

22.744

Frequency

I Density histrogram [7] Normal distribution

Source(s): Authors’ own work

Figure 1. Indirect effect of microfinance inclusion on the continued existence



Total effects histogram: FE -> SW

Frequency

[ Density histrogram [T] Normal distribution
Source(s): Authors’ own work

Figure 2. Direct effect of financial experience on the continued existence

The results from this study support hypothesis (H2) as the direct effect of financial
experience on the continued existence of women micro businesses is positive and significant
(# = 0.125; p < 0.005). This means that financially experienced women who run micro
businesses can make informed judgments to borrow low-cost credit, which they can pay
without incurring additional debt.

The results from this study further support hypothesis (H3) since the direct effect of
financial experience on microfinance lending is positive and significant (§ = 0.587;
p <0.0001). This means that financially literate women who run micro businesses can borrow
from only one source in order to avoid over-indebtedness to remain loyal to the microfinance
institutions.

Finally, the results from this study support hypothesis (H4) since the direct effect of
microfinance lending on the continued existence of women micro businesses is positive and
significant (f = 0.649; p < 0.0001). This means that provision of suitable micro credit to
women who run micro businesses can allow them to invest and generate revenue to repay the
loan and invest more in their business ventures.

6. Discussion

6.1 Intervening role of financial experience between microfinance lending and continued
existence of women micro businesses

The results from this study revealed that the indirect effect of financial experience between
microfinance lending and continued existence of women micro businesses is positive and
significant. This study corroborates with the work of Liu et al. (2023) who found that financial
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Figure 3. Direct effect of financial experience on microfinance lending

experience gained from financial knowledge increased formal credit needs among 290 small
and micro enterprises in China’s Jiangsu and Shandong provinces. Financial experience and
knowledge enabled them to select better lines of credit, which increased productivity and
revenue streams.

According to Chen et al. (2023), financial knowledge and behavior acquired from financial
experience can facilitate individuals including the women who run micro businesses to
astutely make use of credit. Women with high levels of debt literacy and financial experience
are not exposed to the risk of high-cost borrowing and debt problems that can result from
default and delinquency.

Lusardi and Tufano (2015) also argue that the women owners of micro businesses, who
understand credit terms and are responsive to the loan amount that they have to settle up with
the microfinance institutions with the overall interest and principal amounts, can make better
loan selections and investment decisions.

Similarly, Lusardi and Mitchell (2014) observe that the women owners of micro businesses
who participate in computing compound interest and interest rates on loans can take bold
decisions to save and borrow from the microfinance institutions since they have prior and more
concrete understandings and familiarities with their savings growing with the microfinance
institutions. Indeed, women owners of micro businesses who get early personal financial
experiences that entail managing savings’ account and borrowing can contribute to their
understanding of saving money, investment and confidence in making financial judgments as
they borrow from the microfinance institutions.

Hilgert et al. (2003) show that financial consumers such as the women owners of micro
businesses who are aware of a full range of interest rates, credit terms, know their credit risk
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Figure 4. Direct effect of microfinance lending on the continued existence

profile, understand their personal situation and decide suitable credit preferences can avoid
being manipulated by lenders.

Therefore, we can suggest that learning-by-doing can help consumers of microcredit within
the financial markets to acquire new ideas, attitudes, practices and greater financial
sophistication by repetitively making better decisions and choices about loans. The
combination of experience together with cognitive knowledge acquired through financial
literacy can help poor micro borrowers to make wise financial judgments and debt selections to
promote efficiency in the financial markets.

6.2 Financial experience and continued existence of women micro businesses
The results from this study showed that the direct effect of financial experience on the
continued existence of women micro businesses is positive and significant.

Miller et al. (2015) state that possession of personal financial experience, which allows the
women who run micro businesses to deal with basic financial products and financial
knowledge and skills acquired through financial literacy programs, can facilitate them to make
smart financial decisions that can increase savings and borrowing from the microfinance
institutions to smooth operations.

Lusardi and Mitchell (2009) further argue that vulnerable individuals with low levels of
education should have experience in calculating compound interest on savings and simple
interest rates on loans provided by financial institutions like the microfinance to avoid abuse
and manipulation. This helps them to demand low-interest rate microfinance loans that they
can invest to make a profit for continued existence.

Additionally, women owners of micro businesses who are financially experienced and
savvy always have less probability of defaulting on their loan repayment. This reduces loan
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Figure 5. PLS-SEM algorithms with direct and indirect effects

delinquency and increases lending by the microfinance institutions to them to use it for
productive investments to survive (Lusardi and Mitchell, 2014).

This study agrees with Sohn et al. (2012) established that adolescents who had bank
accounts demonstrated higher levels of financial experience than those who did not have bank
accounts in the 2006 Korean National Financial Literacy Test Survey. This indicates that
having prior familiarity and experience in operating a bank account helped them to prudently
manage personal finances.

Thus, we can argue that having financial experience early enough in life at a younger age
could be a better strategy for building the financial experiences of individuals, especially in
under developed financial markets where consumers are exposed to complex financial
products and risks.

6.3 Financial experience and microfinance lending

The results from this study further indicated that the direct effect of financial experience on
microfinance lending is positive and significant. This finding is in line with Babajide et al.
(2023) who discovered that financial experience gained from practice, attitude, behaviors and
skills derived from financial knowledge and capability were impactful on business
sustainability among small business owners in Nigeria. Informed credit decisions made by
the owners of small businesses who exhibited better debt management skills improved the
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Table 5. Results of hypotheses testing
Hypothesized path Path coeff SE t-value p-value 2.5% LL 97.5% UL
MA - FE - SW 0.173 0.037 1.959 0.005 0.000 0.147
FE — SW 0.125 0.062 2.009 0.045 0.000 0.243
FE - MA 0.587 0.045 13.023 0.000 0.483 0.664
MA - SW 0.649 0.040 16.079 0.000 0.558 0.719

sk

Note(s): “""p < 0.0001; *p < 0.05; Legends: MA — microfinance lending; FE — financial experience; SW —
continued existence
Source(s): Authors’ own work

earnings from their businesses. Ismail (2022) also showed that experience in running a
business, making wise debt choices and adoption of innovation among individuals who run
micro businesses resulted in increased sustainability of the businesses used in the sample in
Tanzania.
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Ameliawati and Setiyani (2018) suggest that individuals like the women owners of micro
businesses who have strong financial experience can confidently make better financial
decisions and choices before consuming financial products offered by financial institutions
such as the microfinance.

Hilgert et al. (2003) also attest to the fact that individuals like the women micro business
owners who have experience in dealing with checking account and credit always pay all bills
on time and may not borrow money from several sources.

More so, Lusardi and Mitchell (2009) observe that individuals who constantly participate in
many financial transactions that necessitate careful consideration of interest rates and
comparisons of alternative sources of credit make better choices on loans offered by financial
institutions such as the microfinance. This helps them to use loans with friendly interest rates,
hence timely repayment and access to more future loans from the microfinance.

In view of that, it is worthwhile mentioning that having practical knowledge about credit,
savings and investment can increase access to microcredit by women micro businesses from
the microfinance institution since they can borrow at low interest rate and favorable repayment
terms. They achieve this by weighing various sources of loans, interest rates and collateral
requirements before selecting a better option. This means that individuals should be
encouraged to participate in financial activities to become familiar with financial concepts
within the financial markets, especially in developing countries.

6.4 Microfinance lending and continued existence of women micro businesses

The results from this study showed that the direct effect of microfinance lending on the
continued existence of women micro businesses is positive and significant. This result
corresponds to Yemelyanov et al. (2020) who found that randomly selected firms from
Ukraine revealed a direct effect of microcredit received from microfinance on assets growth
although Fajnzylber et al. (2006) showed that the use of microloans did not accelerate the
growth of microenterprises in Mexico.

Milana and Ashta (2020) indicate that the microfinance institutions promote financial
inclusion in rural areas by offering microcredit to women who have been formally excluded to
economically empower them to attain livelihood through micro businesses.

Khan et al. (2022) contend that the microfinance institutions facilitate female entrepreneurs
to generate additional income, assets and savings that they can use for household consumption
and re-investment in micro businesses. The microloans received by the women in the initial
year increase their productivity, income and longevity in the long term.

Islam (2016) also indicates that the microloans obtained by poor women from microfinance
institutions allow them to startup micro businesses, accumulate assets, expand, increase
income and manage risk. This drives progress into the future through shifts in the continued
existence paradigm over time.

Hence, we can state that the provision of microcredit to poor women offers them self-
employment and transgenerational entrepreneurship to lift them out of poverty. This makes
them work hard and make more profits to flourish (Armendatiz and Labie, 2011).

7. Conclusions
First, the results from this study support hypothesis (H1) since the indirect effect of financial
experience between microfinance lending and the continued existence of women micro
businesses is positive and significant. Timely repayment of microloans as a result of financial
experience can increase access to microcredit by the women who run micro businesses from
the microfinance institutions, hence, financial inclusion.

Second, the results from this study support hypothesis (H2) because the direct effect of
financial experience on the continued existence of women micro businesses is positive and
significant. Financial experience gained through familiarity with dealings in the financial



markets can help individuals like the women who run micro businesses to make prudent
investment decisions and planning to generate more earnings for the continued existence
over time.

Third, the results from this study further support hypothesis (H3) since the direct effect of
financial experience on microfinance lending is positive and significant. The women who run
micro businesses with sufficient financial experience can behave more wisely in managing
their finances than those who are financially inexperienced.

In conclusion, the results from this study support hypothesis (H4) since the direct effect of
microfinance lending on the continued existence of women micro businesses is positive and
significant. The provision of microcredit to women micro businesses based on social lending
strengthens their bonding that offer the basis for monitoring and selection of credit-worthy
members. This builds a better lending relationship between women and microfinance
institutions, which increases the availability of microcredit for investments.

8. Policy implications

The government of Uganda should promote financial literacy to enhance the financial
experience of women owners of micro businesses to help them make better financial
judgements in the rural financial markets. This may increase microfinance lending and the
continued existence of vibrant women micro businesses in the rural areas. As a result, this
could lead to the creation of more jobs for the ever-growing younger population in Uganda.

The government of Uganda through schools should encourage parents to introduce children
to savings to help to mold and build their financial experiences. This can offer early childhood
financial exposure that can be useful in the future. Thus, repeated exposure to finances at an
early stage can help them to make sophisticated and wise financial decisions as they start
dealing with financial institutions as they grow into adulthood.

Besides, the government of Uganda should ensure that financial education is conducted in
colleges and universities to advance financial capability among young adults. Equipping them
with the necessary financial knowledge and skills to participate effectively in the complex
financial marketplace could be useful as they progress with life.

More so, the government of Uganda can encourage partnerships with academic and
learning institutions to develop customized financial literacy curriculum and modules that suit
the financial learning needs of women micro businesses. This can help them to acquire
financial knowledge to supplement their financial experiences to make informed financial
judgments to be financially included by the microfinance institutions in order to grow their
businesses.

The women micro business owners can also conduct interactive learning sessions among
the existing women groups to pass-on basic financial knowledge and skills to their colleagues
based on personal experience. This may also help them to stay informed about the current
activities within the financial markets while running small businesses. The interactive sessions
can help to promote access to finance for investment from the microfinance institutions and
other prospective financial service providers in rural areas.

The microfinance institutions can also arrange for training sessions on loan management
and sharing of ideas about savings and borrowings among the different women groups in rural
areas. This can give them knowledge and skills on how to manage microloans and ensure
timely repayment.

The government of Uganda through different business development institutions can also
organize routine business mentorship through radio talk shows and information exchange
sessions and trade shows for the business communities. This can offer a platform for business
owners to share their financial experiences with others so that they may replicate them to
succeed.

The government of Uganda can also advocate for the use of teachable moments to provide
entrepreneurs with knowledge and skills in dealing with financial matters. For example,
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practical sessions on debt management and counseling can be conducted among business
groups to equip them with better business and money management skills and experience.

9. Study limitations and future research

Owing to the geographical ambit of the current study and sample source from only one
developing country, future studies may collect data from other regions of the world for
comparative analysis to give more insights into the role of financial experience in rural
financial markets. While the results from this study were significant and tenable through the
use of SmartPLS, the use of Bayesian analysis was not adopted in this study. Future studies
may adopt and use the Bayesian analysis.
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