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Abstract
Purpose – The purpose of this paper is to establish the mediating role of collective action in the relationship
between financial intermediation and financial inclusion of the poor in rural Uganda.
Design/methodology/approach – The paper uses structural equation modeling (SEM) through bootstrap
approach constructed using analysis of moment structures to test for the mediating role of collective action in the
relationship between financial intermediation and financial inclusion of the poor in rural Uganda. Besides, the paper
adopts Baron and Kenny’s (1986) approach to establish whether conditions for mediation by collective action exist.
Findings – The results revealed that collective action significantly mediates the relationship between financial
intermediation and financial inclusion of the poor in rural Uganda. The findings further indicated that the
mediated model had better model fit indices than the non-mediated model under SEM bootstrap. Furthermore, the
results showed that both collective action and financial intermediation have significant and direct impacts on
financial inclusion of the poor in rural Uganda. Therefore, the findings suggest that the presence of collective
action boost financial intermediation for improved financial inclusion of the poor in rural Uganda.
Research limitations/implications – The study used quantitative data collected through cross-sectional
research design. Further studies through the use of interviews could be adopted in future. Methodologically, the
study adopted use of SEM bootstrap approach to establish the mediating effect of collective action. However, it
ignored the Sobel’s test and MedGraph methods. Future studies could adopt the use of alternative methods of
Sobel’s test and MedGraph. Additionally, the study focused only on semi-formal financial institutions. Hence,
further studies may consider the use of data collected from formal and informal institutions.
Practical implications – Policy makers and managers of financial institutions should consider the role of
collective action in promoting economic development, especially in developing countries. They should create
structures and design financial services and products that promote collective action among the poor in rural Uganda.
Originality/value –Although several scholars have articulated financial inclusion based on both the supply
and demand side factors, this is the first study to test the mediating role of collective action in the relationship
between financial intermediation and financial inclusion of the poor in rural Uganda using SEM bootstrap
approach. Theoretically, the study combines the role of collective action with financial intermediation to
promote financial inclusion. Financial intermediation theory ignores the role played by collective action in the
intermediation process between the surplus and deficit units.
Keywords Mediating effect, Financial inclusion, Structural equation modelling, Financial intermediation,
Collective action, AMOS
Paper type Research paper

1. Introduction
The concept of financial inclusion has become a key issue under the development agenda in a
number of developing economies, Uganda inclusive. TheWorld Bank’s triennial Global Findex
Data indicates that about 86 percent of the poor in low-income countries still remain largely

International Journal of Bank
Marketing

© Emerald Publishing Limited
0265-2323

DOI 10.1108/IJBM-08-2017-0174

Received 16 August 2017
Revised 16 November 2017
Accepted 13 December 2017

The current issue and full text archive of this journal is available on Emerald Insight at:
www.emeraldinsight.com/0265-2323.htm

Collective
action among

rural poor

D
ow

nl
oa

de
d 

by
 U

ni
ve

rs
ity

 o
f 

L
ou

is
ia

na
 a

t L
af

ay
et

te
 A

t 1
9:

00
 1

1 
O

ct
ob

er
 2

01
8 

(P
T

)



excluded from access to and use of basic financial services (see also Bhanot et al., 2012). Thus,
in a bid to promote universal financial inclusion, especially among the rural poor, scholars and
financial inclusion working groups across the globe have adopted different strategies.

Chibba (2008b) suggests that in order to appropriately advance financial inclusion,
developing countries should liberalize their financial markets to allow entry and the
functioning of diverse financial intermediaries. Correspondingly, Dev (2006) contends that
new regulatory procedures and freedom of operation within the financial system that allows
several financial intermediaries in the market can stimulate the financial inclusion process.
Indeed, proponents of financial intermediation such as Gurley and Shaw (1960) and
Diamond and Dybvig (1983) postulate that intermediaries such as banks can improve
economic efficiency through facilitating transactions and portfolio creation, easing
household liquidity constraints, spreading risks over time, and reducing the problem of
asymmetric information in the financial markets.

According to the United Nations (2006), financial inclusion refers to easy access to safe
savings, appropriately designed loans for poor and low-income households and for micro-,
small-, and medium-sized enterprises, and suitable insurance and payment services. While
Gorton and Winton (2002) define financial intermediation as a process by which banks
collect deposits and give it out inform of loans to support investment in the economy.
Indeed, financial intermediaries mobilize deposits from savers and allocate it to borrowers
including the poor to help them come out of poverty.

However, the World Bank Global Findex Data indicates that about three-quarter of poor
people around the globe, especially in Sub-Saharan Africa still lack access to formal financial
services such as bank account, credit, insurance, and payment (see also Chibba, 2008a, c).
Additionally, Beck et al. (2007) also revealed that barriers like high minimum deposit balances,
minimum loan amounts and fees, strict documentation requirements, geographic centralization
of deposit and loan decisions at headquarters, and long processing times have resulted into
financial exclusion. Besides, the Bank of Uganda (2015) observes that formal financial
institutions serve only 14 percent of the population in rural Uganda, partly because of high
transaction cost and information asymmetry (see also Financial Sector Deepening Uganda, 2016).

Consequently, the World Bank (2002) observes that the poor in underdeveloped markets
rely on informal groups under collective action to enable exchange. According to Marshall
(1998), collective action is “the action taken by a group of individuals in pursuit of members’
perceived shared interests.” Desai and Joshi (2012) suggest that collective action among poor
individuals, which emerges under low cost of information, opportunity to coordinate
actions and engage in repeated interaction, and the power to reward contributors and
punish free-riders can result into benefits shared by all such as access to financial services
(Bowles, 1998; Ostrom, 1998; Henrich et al., 2001; Fehr and Gächter, 2000; Ostrom, 2000;
Ostrom and Ahn, 2009).

Thus, financial intermediaries such as banks rely on informal local networks of
information created by collective action among the rural poor to market its financial
products and services in order to scale-up the scope of financial inclusion. Accordingly,
Besley and Coate (1995) and Stiglitz (1990) argue that sanction in group lending can reduce
moral hazard of repayment and it acts as a peer monitoring tool among poor borrowers.
Indeed, collective action helps financial intermediaries such as banks by monitoring,
sanctioning, and providing information about group members in lending.

Previous scholars like Beck et al. (2008), Nissanke and Stein (2003), Mathews and Thompson
(2008), Rau (2004), Kumar and Mishra (2011), Johnson and Nino-Zarazua (2009), and
Rojas-Suarez and Gonzales (2010) have argued that financial intermediation leads to improved
financial inclusion through financial deepening, especially in unbanked and under-banked
communities. Similarly, Mishkin (2007), Chandan and Mishra (2010), Kendall et al. (2010),
Demirguc-Kunt and Klapper (2012) contend that opening up of numerous bank branches and
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the entering of other financial services, providers in the financial market can also pave way
for provision of different financial products that suits the economic status of the poor.

However, these studies ignore the mediating role of collective action in the relationship
between financial intermediation and financial inclusion of the poor, especially in rural
Uganda. In addition, the financial intermediation theory by Gurley and Shaw (1960) assumes
that there are no other factors that may influence information sharing and availability in the
financial market. Yet collective action among individuals in local networks and groups with
shared interest potentially reduces transaction cost and information asymmetry, which lowers
the incidence of adverse selection and moral hazard in the process of lending by financial
intermediaries. Indeed, group formation for collective action facilitates access to credit as a
result of interaction among the poor (Anderson et al., 2002; Folgheraiter and Pasini, 2009;
Ito, 2003; Khan, 2009; Marr, 2006; Swain and Wallentin, 2009).

Thus, to this end, the main purpose of our paper is to establish the mediating role of
collective action in the relationship between financial intermediation and financial inclusion
of the poor in rural Uganda (Figure 1).

2. Theory and hypotheses development
Financial intermediation and financial inclusion: collective action as mediator
Ayyagari et al. (2007) observe that finance promotes growth through an increase in
productivity. Further, Beck et al. (2006) also state that financial development through
existence of several players in the financial market significantly impacts on external shocks
on the domestic economy. Equally, Schumpeter (1934) argues that financial intermediaries
like banks, causes transformation in the path of economic progress by smoothing the
allocation of savings, thus, resulting into productivity and growth. Therefore, the financial
intermediation process is central to the development and growth in an economy.

Morris et al. (2006) suggest that collective action created by trust, obligation, and
reciprocation that create social cohesion, which gives meaning to and sustains cooperation,
can influence economic and social outcomes (see also Woolcock, 1998; Rankin, 2002; Sanyal,
2009). Conversely, Ostrom (2004) concludes that informal collective action of local networks
of poor people can organize and coordinate local action that leads to achievement of specific
short-term purposes such as access to banking services.

Accordingly, banks require lower-income households to meet lenders’ requirements for
formal physical collateral. Thus, the poor who lack physical collateral rely on their social
safety nets such as social collateral based on collective action to access financial services
from the banks (Conroy, 2005).

Collective action potentially reduces transaction cost and information asymmetry among
the poor guided by locally devised and simple rules that rely on effective monitoring and

H1+ 
H4+ H3+

H2+ 

Financial intermediation 
• Market penetration 
• Quality of services   

Collective action
• Trust 
• Obligation 
• Reciprocity 

Financial inclusion
• Access 
• Usage 
• Quality/relevance 
• Welfare

Source: Authors’ illustration

Figure 1.
Mediated model for

the study
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sanction systems, which results into benefits for all members (Meinzen-Dick et al., 2004;
Ostrom, 1990; Wade, 1988). Indeed, collective action helps financial intermediaries such as
banks to monitor, sanction, and provide information about group members in lending.

The effectiveness of screening, monitoring, and enforcing loans repayment by the group
improves repayment performance (Karlan, 2007). The group members’ web of social tie
enables them to extract and use the soft information available in their social network to
screen, monitor, and enforce loan repayment on their peers. A study by Lapenu and Zeller
(2002) revealed that more than two-thirds of borrowers in Africa, Asia, and Latin
America were served by group lending programs based on collective action. Hence, the
micro-borrower’s social network creates value that can be used as social collateral in order
to get access to external sources of financing. Thus, here we hypothesize that:

H1. Collective action mediates the relationship between financial intermediation and
financial inclusion of the poor in rural Uganda.

Financial intermediation and financial inclusion
The theory of financial intermediation was first formalized in the works of Goldsmith (1969),
Shaw (1973) and McKinnon (1973). Financial intermediation, which is central to the
development and growth of any country, is the process that provides a link between lenders
and borrowers. Therefore, financial intermediaries like banks, provides the necessary link
between the lenders and borrowers in the financial markets.

Ongore and Kusa (2013) argue that through their intermediation function, banks play
vital roles in the efficient allocation of resources mobilized for productive activities. Banks
transfer funds from those who do not have productive use of it (surplus units) to those
without funds but with productive ventures (deficit units). Chibba (2009) contends
that banks play a critical role in providing financial services to the poor, especially in
developing economies.

Furthermore, Merton and Bodie (1995) also point out that financial intermediaries are
able to allocate scarce resources across space and time in an environment characterized by
uncertainty. Financial intermediaries such as banks acquire information that is not readily
available in the market from surplus and deficit units and use it to enable savings and
borrowings (Mathews and Thompson, 2008). Indeed, banks rely on the acquired information
for screening and defining its new clients including the poor to whom it extends financial
services such as loans (Rau, 2004; Nissanke and Stein, 2003). However, because of
information asymmetry and high transactional cost, financial intermediaries do not lend to
those who lack collateral (see for, e.g. Rosengard and Prasetyantoko, 2011).

Additionally, Mishkin and Eakins (2009) elucidate that banks are financial institutions
that accept deposits and make loans. Thus, for the poor who are presumed illiterate and at
the “bottom of the pyramid”, can also save, borrow, and make payments (World Bank, 2014).
Conversely, Chandan and Mishra (2010), Kendall et al. (2010), and Demirguc-Kunt and
Klapper (2012) observe that opening up of numerous bank branches and the entering of
other financial services, providers in the financial market can pave way for the provision of
varieties of financial products that suit the economic status of the poor. The cost incurred by
banks in the intermediation process in the market determines the penetration level and
provision of quality financial services. Hence, we hypothesize that:

H2. Financial intermediation significantly affect financial inclusion of the poor in rural
Uganda.

Collective action and financial inclusion
The logic of collective action is treated in Mancur Olson’s (1965) path-breaking work on interest
group formation in the long run based on trustful cooperation that can create prosperity.
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Scott (2001) observes that collective action guided by social obligation facilitate gains among
the actors. Coleman (1990) further argues that social sanction created by trust force people to
behave cooperatively in the society.

Indeed, Meinzen-Dick et al. (2004) suggest that trust, reciprocity and exchanges, common
rules, norms, and sanctions, as well as networks and groups are important mechanisms for
promoting collective action. Members will sustain their obligations because violating
agreement of collective action can lead to social exclusion. Consequently, this lowers
uncertainty and reduces transaction cost, thereby, fostering economic activity at both micro
and macro levels, especially in rural development (Grootaert and Van Bastelaer, 2002).

Therefore, it can be deduced that having feelings of shame, incredibility, and being socially
excluded in the case of violating collective agreement will encourage individuals to honor their
obligations, which promotes collective action among the poor. The willingness and
cooperation to share information culminates into collective action. Thus, this results into
reduction in cost of information acquisition and uncertainty about reliability. Munene et al.
(2005) suggest that cooperation among rural poor households contribute to the likelihood that
they will move beyond their diverse self-interest towards mutually beneficial collective action,
which can help them to escape from poverty. Consequently, for the poor who own no physical
collateral can rely on their informal groups formed through collective action and cooperation
to have access to financial services offered by financial intermediaries. Collective action based
on trust and obligation that results into reciprocity helps the poor to access financial services
such as loans. Indeed, sanctions based on informal norms help the poor to monitor and screen
members who have to be included in the group in order to avoid default in loan repayment.

Joshi (2006) and Lahiri-Dutt and Samanta (2006) conclude that poor households who live
in closely knit communities have been able to collectively access financial services from
financial intermediaries in order to progress out of poverty (see also Ibrahim, 2006).
Collective action becomes the bankable collateral that leads to increased access to financial
services by the poor (Mayoux, 1995; Morduch, 2000; Rankin, 2002; World Bank, 2001).
A study by Sanyal (2009) found that collective action led to access to financial services from
microfinance institutions by women in India. Therefore, we hypothesize that:

H3. Collective action significantly affect financial inclusion of the poor in rural Uganda.

Financial intermediation and collective action
Ramakrishnan and Thakor (1984) observe that financial intermediaries such as banks pool
funds from savers and lend to companies that need resources for investment in the presence
of imperfect information. Similarly, Merton and Bodie (1995) argue that financial
intermediaries are able to allocate scarce resources across space and time in an environment
characterized by uncertainty. In light of this, Levine (1997) indicates that risk pooling and
diversification is among the important functions that banks perform to benefit the economy.

However, it is the uncertainty that gives rise to risk and underscores the need for
appropriate risk management strategies. The main cause of uncertainty in banking is market
frictions such as transaction cost and information asymmetry. The bank finds it difficult to
determine the exact credit-worthiness of the borrower and as well as to accurately monitor the
project after the loan has been disbursed. This complication gives rise to adverse selection and
moral hazard in lending. Besides, Gropp et al. (2007) argue that during the life of the loan, there
is a possibility of default and failure to repay the loan in full by borrowers.

Dasgupta (2002) observes that poor individuals engaged in long-term collective action
(cooperation) can perform their obligations due to existing care and trust for one another.
Thus, collective action as guided by locally devised and simple rules that rely on effective
monitoring and sanction systems, potentially reduces transaction cost and information
asymmetry, which results into benefits such as access to financial services for all the
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members. Wydick (1996) observes that when the threat of social sanction is sufficiently
strong and credible, the group is able to deter moral hazard in credit contract.

Indeed, group formation for collective action facilitates access to credit as a result of
interaction among the poor (Anderson et al., 2002; Folgheraiter and Pasini, 2009; Ito, 2003;
Khan, 2009; Marr, 2006; Swain and Wallentin, 2009). The members of the group screen each
other and decide with whom to associate. Being rational individuals, the group members
will associate in a combination that allows them to minimize the cost of monitoring and the
risk of repaying their peers’ loans (Hermes et al., 2005). Thus, here we hypothesize that:

H4. Financial intermediation and collective action are significantly related.

3. Data and methodology
Research design and procedures
The study used data collected through cross-sectional research design using a semi-structured
questionnaire that was administered to poor households and accounts relationship officers of
PRIDE MDI. Cross-sectional research design was adopted because of its strength in allowing
large amount of data to be collected over a shorter period of time. Besides, poor households
were selected for the study because existing evidence revealed that only 14 percent of the rural
poor are served by formal financial institutions in Uganda (Financial Sector Deepening
Uganda, 2016). Furthermore, the relationship officers were used in the study because they have
more information about the financial behaviors of the poor who consume financial services
offered by the MDI.

Population and sample size
The population for this study included both poor individuals living in rural Uganda and
relationship officers of PRIDE MDI. The poor households were selected for this study because
they are under-banked or/and unbanked with limited access to and use of financial services
provided by formal financial institutions. Thus, for the purpose of this study, a total population
of 1,200,000 poor households (Uganda Bureau of Statistics, 2014) residing along the digital
banking map were used in the study. In addition, a total population of 100 relationship officers
of PRIDE MDI was also used in the study (PRIDE MDI, 2015). This is because they deal
directly with the poor who are clients of PRIDE MDI. Therefore, a total sample size of 400 poor
households and 80 relationship officers were selected for the study based on formula derived
by Yamane (1978). Overall, a total target sample of 480 individuals was used for the study.

Sampling method and procedures
The samples for this study were selected from both poor households who reside in rural
Uganda and relationship officers who are staff of PRIDE MDI. Thus, a total sample size of
400 poor households was randomly selected for the study. Random sampling method was
adopted in order to give all the poor households equal chances of being included in the
study. During the selection process, three conditions of households’ utilities, housing
conditions, and households’ welfare were used to identify poor households to be included in
the sample as recommended by Uganda Bureau of Statistics (2012). This procedure was
used until a total sample of 400 poor households were identified and selected for the study.

In addition, a total of 80 relationship officers were also purposively sampled because they
were in direct contact with the poor who consume financial services offered by the MDI. Thus,
they were in a better position to provide the right information about the poor households who
are clients of the MDI. The poor households and PRIDE MDI were the units of analyses, while
the households’ heads and relationship officers were the unit of inquiry. Overall, a total of
440 responses were received back. This accounted for 91.6 percent response rate in the study.
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Data collection instruments, validity, and reliability
Data for this study were collected using a semi-structured questionnaire containing both
open- and closed-ended questions. The semi-structured questionnaire was used in the study
to give the respondents opportunity to provide defined and non-defined responses about the
study. The questionnaire was designed based on nine steps recommended by Churchill and
Iacobucci (2004). The items included under each of the variables were anchored onto a
five-point Likert scale as recommended by Likert (1932), Johns (2010), and DeVellis (2003).
Prior to the final field study, the questionnaire was pre-tested to ascertain the validity and
the reliability of the items. The content validity indices were 0.93, 0.85, and 0.88 for financial
intermediation, collective action, and financial inclusion respectively. While the reliability
results were 0.783, 0.751, and 0.838 for financial intermediation, collective action, and
financial inclusion respectively. The items that were found to be redundant, hard to
understand, and ambiguous were deleted from the final questionnaire for the main study.

Data analytical techniques
Data collected from the main study were sorted, arranged, and serially numbered. The raw
data from the field were captured into SPSS (19) statistical analysis tool and checks for data
entry errors, missing values, and outliers were performed. Missing values analysis and data
entry errors were checked by generating frequencies and descriptive statistics, while box
plots were used to test for existence of outliers in the data. The Little’s MCAR test results
revealed that the amount of data missing were minimal at less than 3 percent. Therefore, the
missing data were replaced using linear interpolation as recommended by Hair et al. (2010).
The box plot results indicated that outliers were not a problem in the data, thus, the data
were good enough for further statistical analysis. More so, analysis of moment structures
(AMOS) software was adopted to run confirmatory factor analysis (CFA) and structural
equation model for both the measurement and structural models. Prior to performing CFA
and SEM, exploratory factor analysis (EFA) was performed to ensure convergent validity
among all the items under each of the variables. The results of the EFA indicated that all the
items loaded well to each other with eigenvalues greater than 1 and absolute value above 0.5
to explain each of the variables under study.

Measures of research variables
Financial intermediation was measured based on the constructs of market penetration and
quality of financial services using 28 items as recommended by Dutta and Dutta (2011),
Allen et al. (2011), and Yaron et al. (1997). Conversely, after carrying out exploratory factor
analysis and confirmatory factor analysis, 14 items were retained as valid and reliable
measures of financial intermediation.

The variable of collective action was measured based on the constructs of trust,
obligation, and reciprocity using ten items. However, after running EFA and CFA, nine
items were retained as valid and reliable measures of collective action. The measurements
for collective action were developed and adopted from scholars such as Olson (1965),
Scott (2001), Coleman (1990), and Meinzen-Dick et al. (2004).

Finally, financial inclusion was measured using the dimensions of access, quality, usage,
and welfare with 39 items but after performing EFA and CFA, ten items were retained as
valid and reliable measures of financial inclusion. Therefore, the dimensions of access,
quality, usage, and welfare were adopted as measures of financial inclusion under this study
as recommended by ACCION (2011), AFI Financial Inclusion Data Working Group
(2011), Čihák, et al. (2012), Claessens (2006), Ardic et al. (2011), Kendall et al. (2010), and
Beck et al. (2008).

The original item measurement scale ranging from 1 – strongly disagree to 5 – strongly
agree used in the pilot study was maintained to avoid errors in the final study results.
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Confirmatory factor analysis (CFA)
Anderson and Gerbing (1988) suggest that as a first step, estimation of CFA measurement
model is very important before constructing the final SEMmodel using bootstrap in order to
establish existence of mediation (see also Jackson et al., 2009). CFA is a special form of factor
analysis used to test whether measures of a construct are consistent with a researcher’s
understanding of the nature of that construct (Byrne, 2010). Indeed, CFA is a way of testing
how well the measured variables represent a smaller number of constructs.

Therefore, to confirm the relationship between the latent and manifest variables,
goodness-of-fit (GOF) indices are adopted to explain the relationships. According to Hair
et al. (2010), GOF indices are used to determine how well the observed data fit to the model.
The GOF indices are the measures indicating how well a specified model reproduces the
covariance matrix among the indicator variables. Thus, it is recommended that use of
three to four fit indices provide adequate evidence of model fit (Hair et al., 2010). However,
researchers adopting the use of CFA and SEM should report at least one incremental
index and one absolute index in addition to the χ² value and the associated degrees of
freedom because using a single GOF index even with a relatively high cut-off value, is no
better than simply using the χ² GOF test alone. Hence, reporting the χ² value and the
degrees of freedom, the CFI or TLI, and the RMSEA will provide sufficient unique
information to evaluate a model.

AMOS/20 software was used to construct the measurement and SEM models
(Arbuckle, 2009) and absolute values and goodness-fit-indices ( χ2-CMIN-minimum value/
degree of freedom (DF), Tucker–Lewis index (TLI), comparative fit index (CFI), relative fit
index (RFI), incremental fit index (IFI), normed fit index (NFI), and root mean square error of
approximation (RMSEA) were used to show that the measurement model and the structural
model fit well to the observed data. The results of the CFA and SEMmodels are indicated in
Figures A1-A4, respectively.

Testing for mediation using SEM bootstrap approach
SEM is a comprehensive statistical modeling tool for analyzing multivariate data involving
complex relationships between and among variables (Hoyle, 1995). SEM surpasses the
traditional regression models by including multiple independent and dependent variables to
test associated hypotheses about relationships among observed and latent variables.

According to Byrne (2010), SEM is a powerful collection of multivariate analysis
techniques, which specifies the relationships between variables through the use of two
main sets of equations: measurement equation and structural equation. Measurement
equations test the accuracy of proposed measurements by assessing the relationships
between latent variables and their respective indicators. The structural equations drive the
assessment of the hypothesized relationships between the latent variables, which allow
testing the statistical hypotheses for the study. Additionally, SEM considers the modeling of
interactions, nonlinearities, correlated independents, measurement error, correlated error
terms, and multiple latent independents each measured by multiple indicators.

Past studies have indicated that mediation effect is present in a relationship between
variables if the impact of the predictor variable goes through a third variable known as a
mediator to cause a variation on the outcome variable (see for e.g. Okello et al., 2016).

Therefore, to test whether mediation effect exist between the predictor variable and the
outcome variable, Baron and Kenny (1986) suggest four conditions that should be satisfied
before carrying out the mediation test. They argue that to establish mediation, the following
conditions must hold: the independent variable must affect the mediator variable; the
independent variable must be shown to affect the dependent variable; the mediator variable
must affect the dependent variable; the independent, mediator, and dependent variables
must be related. Indeed, two effects are tested: the direct effect of independent variable on
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the outcome variable, and the mediated effect of independent variable through mediator
onto the outcome variable.

Thus, if all these conditions hold in the predicted direction, then the effect of the independent
variable on the dependent variable must be less in the third condition. However, perfect
mediation hold if the independent variable has no effect when the mediator is controlled. Hair
et al. (2010) argue that a condition of full mediation is achieved when the direct effect becomes
non-significant in the presence of the indirect effect, whereas partial mediation occurs when the
direct effect is reduced but remains significant. Similarly, existence of mediation can also
be explained by p-values and model fit indices. Preacher and Hayes (2010) recommend that the
p-value should be significant at po0.05 for full mediation, while Hair et al. (2010) advocate for
excellent model fit-indices between the competing models (direct and indirect models).

SEM bootstrap method was adopted to test for the mediation of collective action in the
relationship between financial intermediation and financial inclusion. SEM bootstrap
method was adopted because all the relevant paths are directly and indirectly tested and
none are omitted. Besides, complication of measurement errors, correlated measurement
errors, and feedback are incorporated directly into the model (see for e.g. Baron and Kenny,
1986). Furthermore, Hair et al. (2010) also argue that the use of SEM can help researchers to
assess the contribution of each indicator variable in representing its associated construct
and measure and how well the combined set of indicator variables represents the construct.
In addition, SEM can also assess both measurement properties and test key theoretical
relationships in one model. AMOS (Arbuckle, 2003) was adopted and bootstrapped bias-
corrected confidence intervals were requested. A three-variable path diagram, including
error terms for the endogenous mediator and dependent variables, and bootstrap estimates
of indirect, direct, and total effects through the AMOS output submenu were generated. The
results for test of mediating role of collective action in the relationship between financial
intermediation and financial inclusion are discussed in the next section.

4. Results
Demographic characteristics
The results revealed that most poor households (36.8 percent) were headed by households’
heads who were in the 26–33 years old age bracket, while 25.5 percent were headed by those
who were in the 34–41 years old age bracket. Further, the results also showed that 23
percent of the households were headed by those who were in the 42–49 years age bracket,
and 9.5 percent of the households were headed by households’ heads who were in the 18–25
years old age bracket. Besides, only 5.3 percent of the households were headed by those who
were 50+ years old. This implies that most poor households in rural Uganda are headed by
individuals who are in the 26–33 years old age bracket. This could be explained by the
argument that in the current African societies Uganda inclusive, most family
responsibilities have shifted to the younger generation since they comprise the largest
percentage of the population.

Similarly, the results indicated that most (63.5 percent) of the poor households, heads
who participated in the study were male and 36.5 percent were female. This means that most
poor households surveyed were headed by male household heads. This could be explained
by the argument that traditionally, decisions in most households located in Africa and,
specifically in rural Uganda where the poor live are made by men.

Additionally, the results also showed that 65 percent of the households lived in
permanent houses, while 20 percent lived in semi-permanent houses with 15 percent living
in temporary buildings. This means that most poor households in rural Uganda reside in
permanent buildings. This can be explained by the fact that most poor households in rural
Uganda have members who can generate some income that can help them to set up
permanent structures.
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Furthermore, the findings also revealed that most (60.5 percent) poor households use
individual pit latrines, while 38.8 percent use community pit latrines. Besides, 0.5 percent of the
poor households use other sources of toilet facility and 0.3 percent use the bush. This implies
that most poor households use individual pit latrines. This could be explained by existence of
several water and sanitation projects funded by donors under the auspice of Ugandan
Government to avoid the outbreak of diseases caused by poor human waste disposal.

More so, the results also indicated that the biggest number (46.8 percent) of poor
households use paraffin lantern as their source of lighting, while 27 percent use small
kerosene lamp. In addition, the results also revealed that 25.5 percent of the poor households
use other sources of lighting like solar and only 0.8 percent use firewood for lighting. This
means that most poor households in rural Uganda use paraffin lanterns for lighting due to
availability of cheap paraffin in most villages.

Further analysis of the results also indicated that 62.5 percent of the relationship officers
who participated in the study were in the 26–33 years old age bracket, while 20 percent were
in the 42–49 years old age bracket with 17.5 percent in the 18–25 years old age bracket.
This implies that most relationship officers were in the 26–33 years old age bracket. This
could be based on the argument that most financial institutions like banks employ mostly
the average young workforce.

Finally, the results showed that most of the relationship officers had worked for the MDI
for a period of five years, while 27.5 percent had worked for 11–15 years and only
7.5 percent had worked for the MDI for 6–10 years and more than 15 years respectively.

Descriptive statistics and correlational results
The results of the descriptive statistics indicated that the mean scores were further from the
standard deviation, showing that the model fitted well with the observed data. The mean
and standard deviation figures for the variables under study ranged from mean¼ 3.34,
SD¼ 0.879 ( financial intermediation); mean¼ 3.88, SD¼ 0.584 (collective action); and
mean¼ 3.85, SD¼ 0.640 ( financial inclusion). Further, the correlation results also revealed
that all the variables under study are positively associated with financial inclusion for each
direct path. Therefore, financial inclusion is related to both financial intermediation and
collective action. The descriptive statistics and correlation results are indicated in Table I.

Confirmatory factor analysis
Prior to constructing the SEM model, CFA measurement models were constructed to show
the relationships between the latent and manifest variables under study. CFA was used to
test whether measures of a construct are consistent with a researcher’s understanding of the
nature of that construct. The results from the confirmatory factor analysis using AMOS are
discussed below.

The results from the study revealed the existence of a relationship between the latent and
manifest variables of financial intermediation since the observed data fitted well to the
measurement model. Thus, the measurement model validation was achieved and tenable for
SEM. The following model fit indices were achieved: ( χ²)¼ 80.588 (DF¼ 67, probability
level¼ 0.123); IFI¼ 0.971 further above the recommended 0.95; TLI¼ 0.959 above the

1 2 3 Mean SD

(1) Financial intermediation 1 3.34 0.879
(2) Collective action 0.146* 1 3.88 0.584
(3) Financial inclusion 0.439** 0.247** 1 3.85 0.640
Notes: *po0.05; **po0.01

Table I.
Descriptive statistics
and correlation results
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recommended 0.95; CFI¼ 0.970 above the recommended 0.90; and RMSEA¼ 0.032 as
indicated in Figure A1.

Furthermore, the results also indicated that the latent and manifest variables of collective
action were related as revealed by the model fit indices. The observed data fitted well to the
measurement model combing the latent and manifest variables under collective action with
χ²¼ 12.543 (DF¼ 11, probability level¼ 0.324); IFI¼ 0.985 above the recommended 0.95;
TLI¼ 0.967 above the recommended 0.95; CFI¼ 0.983 above the recommended 0.90; and
RMSEA¼ 0.027 as indicated in Figure A2.

More so, the CFA results also showed that there was convergent validity between the
latent and manifest of financial inclusion. The results confirmed that the observed data under
latent and manifest of financial inclusion fitted well to the measurement model generated.
The results revealed χ²¼ 25.133 (DF¼ 29, probability level¼ 0.671); IFI¼ 1.019 further above
the recommended 0.95; TLI¼ 1.031 way above the recommended 0.95; CFI¼ 1.000 further
above the recommended 0.90; and RMSEA¼ 0.000 as indicated in Figure A3.

Test for mediation using SEM bootstrap approach
The main purpose of the study is to establish the mediating role of collective action in the
relationship between financial intermediation and financial inclusion of the poor in rural
Uganda. Therefore, SEM bootstrap approach through AMOS was adopted to establish the
mediating role of collective action in the relationship between financial intermediation and
financial inclusion of the poor in rural Uganda. Prior to constructing SEM to test for the
mediation effect, CFA measurement models for the different variables were constructed to
show how and the extent to which the observed variables are linked to their underlying
latent factors based on a sound theoretical foundation.

Thus, in the process of constructing the SEM mediated model, two models
were constructed to show the direct and indirect effects of financial intermediation on
financial inclusion. The first model had a direct path from financial intermediation to financial
inclusion. The secondmodel had indirect path from financial intermediation through collective
action to financial inclusion. Indeed, in the first model, we assume that financial intermediation
has a direct effect on financial inclusion. While in Model 2, we assume that financial
intermediation has an indirect effect on financial inclusion through collective action.
Hence, the two models were generated and the results are indicated in Figure A4.

In addition, Hair et al. (2006) also recommend that when SEM is adopted to test for
mediating effect, two competing models should be generated. The models with both direct
and indirect effect of the predictor variable should be constructed. Thus, two competing
models were constructed with the first model having the direct path and the second model
having both direct and indirect path. The total, direct, and indirect effects of financial
intermediation on financial inclusion were established with different model fit indices.
However, Hair et al. (2006) argue that the mediated model should be a better model with
better model fit indices when compared to the non-mediated model. Therefore, the results
indicated in Table II attest to this argument.

Furthermore, in order to establish that the SEM model constructed through bootstrap
approach fits well to the observed data, Preacher and Hayes (2010) also suggest that the
p-value should be significant at po0.05 for full mediation. Besides, Hair et al. (2010)
recommend that the mediated model generated within the competing model should have
better model fit-indices when compared to the non-mediated model.

In the same vein, the results from the SEM mediation revealed that the non-mediated
(direct) and mediated (direct and indirect) models had a better representation of model fit
based on good fit-indices and squared multiple correlations. The constructed SEM model
indicated that Model 2 (mediated model) had better good fit-indices as compared to Model 1
(non-mediated model). This implies that Model 2 is better than Model 1 since the model fit
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indices improved when the mediator variable was added into the model. The SEM results in
Model 2 indicated that collective action significantly mediates the relationship between
financial intermediation and financial inclusion with bootstrap results (β¼ 0.087; po0.05)
as indicated in Table III. This means that inclusion of collective action in the relationship
boost the impact of financial intermediation on financial inclusion of poor households
in rural Uganda by 8.7 percent. Therefore, this confirms our hypothesis (H1) of the
study, which stated that collective action mediates the relationship between financial
intermediation and financial inclusion of the poor in rural Uganda.

Furthermore, the results also showed that collective action significantly affect ( β¼ 0.393,
po0.001) financial inclusion of the poor in rural Uganda as indicated in Model 2. This is in
line with H3 of the study. This means that a change in collective action results into an
improvement in the level of financial inclusion of poor households in rural Uganda.

More so, the results also revealed that financial intermediation has a significant effect
( β¼ 0.593, po0.001) on financial inclusion of the poor in rural Uganda as indicated in

Non-mediated model Mediated model

Collective act←financial intermediation Not estimated 0.222***
Financial inclusion←financial intermediation 0.303*** 0.681***
Financial inclusion←Collective action 0.262*** 0.393***
CMIN 31.401 22.960
Degrees of freedom (Df ) 24 9
Probability (P) 0.006 0.143
Incremental fit index (IFI) 0.885 0.975
Tucker–Lewis index (TLI) 0.798 0.963
Comparative fit index (CFI) 0.879 0.971

Root mean square error of approximation
(RMSEA) 0.088 0.039

Squared multiple correlations
Financial inclusion 0.381 0.610
Collective action – 0.357
Notes: n¼ 440. ***po0.0001

Table II.
SEM competing
models for mediation
by collective action

Standardized total effects Financial
intermediation

Collective
action

Collective action 0.222*** 0.000
Financial inclusion 0.681*** 0.393***
Standardized direct effects Financial

intermediation
Collective
action

Collective action 0.222*** 0.000
Financial inclusion 0.593*** 0.393***
Standardized indirect effects Financial

intermediation
Collective
action

Collective action 0.000 0.000
Financial inclusion 0.087*** 0.000
Bootstrap mediation results Point estimates SE Lower

bounds
Upper
bounds

P

Financial intermediation←Financial
inclusion 0.298 0.130 0.397 0.951 0.013
Collective action←Financial inclusion 0.108 0.187 0.239 0.602 0.052
Notes: n¼ 440. ***po0.0001

Table III.
SEM for total, direct
and indirect effects
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model 2. This confirms our hypothesis (H2) of the study. This implies that increased level of
financial intermediation by banks can lead to financial inclusion of the poor in rural Uganda.

Additionally, the results also indicated that financial intermediation and collective action
are significantly related ( β¼ 0.222, po0.001). Collective action resulting from trust,
reciprocity, and obligation based on sanctions in group lending promotes repayment among
the poor in rural Uganda. This supports our hypothesis (H4) of the study.

5. Discussion
The study focused on establishing the mediating role of collective action in the relationship
between financial intermediation and financial inclusion of the poor in rural Uganda.
The results were generated based on SEM bootstrap approach and the discussions below
are based on the hypotheses developed under this study.

The results from the study revealed that collective action significantly mediates the
relationship between financial intermediation and financial inclusion of the poor in rural
Uganda. Morris et al. (2006) suggest that collective action created by trust, obligation, and
reciprocation that create social cohesion and gives meaning to and sustains cooperation,
influence economic and social outcomes such as access to financial services from banks
(see also Woolcock, 1998; Rankin, 2002; Sanyal, 2009; Woolcock, 1998). Ostrom (2004)
suggests that informal collective action of local networks of poor people can organize and
coordinate local action that leads to achievement of specific short-term purposes such as
access to banking services. Accordingly, banks require lower-income households to meet
lenders’ requirements for formal physical collateral. Thus, the poor who lack physical
collateral rely on their social safety nets such as social collateral based on collective action
to access financial services from the banks (Conroy, 2005). Collective action potentially
reduces transaction cost and information asymmetry among the poor guided by locally
devised and simple rules that rely on effective monitoring and sanction systems, which
results into benefits for all members (Meinzen-Dick et al., 2004; Ostrom, 1990; Wade, 1988).
Indeed, collective action helps financial intermediaries such as banks to monitor, sanction,
and provide information about group members in lending.

Besides, the results showed that collective action significantly affect financial inclusion
of the poor in rural Uganda. This is in line with hypothesis (H3) of the study. Coleman
(1990) argues that social sanction created by trust force people to behave cooperatively in
the society. Hence, it can be deduced that having feelings of shame, incredibility, and
being socially excluded in the case of violating collective agreement will encourage
individuals to honor their obligations, which promotes loan repayment among the poor
(see for e.g. Yunus, 2005; Armendariz de Aghion and Morduch, 2005; Atemnkeng, 2009;
Karlan, 2007; Cassar et al., 2007).

Similarly, the results revealed that financial intermediation has a significant effect on
financial inclusion of the poor in rural Uganda. Chandan and Mishra (2010), Kendall et al.
(2010), and Demirguc-Kunt and Klapper (2012) observe that opening up of numerous bank
branches and the entering of other financial services, providers in the financial market can
pave way for provision of varieties of financial products that suits the economic status of
the poor.

Furthermore, the results also indicated that financial intermediation and collective action
are significantly related. This supports hypothesis (H4) of the study. Group formation for
collective action facilitate access to credit as a result of interaction among the poor
(Anderson et al., 2002; Folgheraiter and Pasini, 2009; Ito, 2003; Khan, 2009; Marr, 2006;
Swain and Wallentin, 2009). The members of the group screen each other and decide with
whom to associate. Being rational individuals, the group members will associate in a
combination that allows them to minimize the cost of monitoring and the risk of repaying
their peers’ loans (Hermes et al., 2005).
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6. Conclusions
Conclusively, the results revealed that collective action significantly mediates the
relationship between financial intermediation and financial inclusion of the poor in rural
Uganda. This confirms hypothesis (H1) of the study. Indeed, this is scanty and lacking in
literature and theory. Further, the results also indicated that collective action significantly
affect financial inclusion of the poor in rural Uganda. This is in line with hypothesis (H3) of
the study. In addition, the study also found that financial intermediation has a significant
effect on financial inclusion of the poor in rural Uganda, thus, supporting hypothesis (H2) of
the study. Finally, the results indicated that financial intermediation and collective action
are significantly related. This supports hypothesis (H4) of the study.

7. Recommendations
Policy makers and managers of financial institutions should consider the role of collective
action in promoting economic development, especially in developing countries. They should
create structures such as grass root association that promote collective action among rural
poor households in order to support collective goal achievements such as access to scarce
resources like financial services. This is justified by the fact that collective action limits
transaction cost arising from information asymmetry in financial markets.

The governments in developing economies should review and amend existing laws that
promote the formation of self-help groups under the guise of collective action, which may lead
to long-term economic outcomes. Indeed, policy-makers, community leaders, and program
facilitators should center on the willingness to participate in a collective response. The majority
of people in rural areas seem so willing to participate, however, they need the structure and the
invitation to become involved or engaged. Policy makers who focus on inclusive and
participatory programs can promote collective action among the rural poor households.

Furthermore, policy makers should also ensure that a conducive environment is created for
operation of financial intermediaries. The government should give licenses to more financial
intermediaries to enable them serve the under-banked and unbanked poor households in rural
areas since there are limited presence of formal financial institutions in such areas.

In addition, managers of financial institutions should also develop financial products
such as group loans that promote collective action through collective consumption.
Financial products that are accessed and used through groups promote trust, obligation,
and reciprocity among the rural poor who have a collective goal to achieve. This reduces the
problem of default rampant in lending.

8. Limitations
The study used quantitative data collected through cross-sectional research design. Further
studies through use of an interview could be adopted in future. Methodologically, the study
adopted the use of SEM bootstrap approach to establish the mediating effect of collective
action. However, it ignored the Sobel’s test and MedGraph methods that could have been
applied. Additionally, the study focused only on semi-formal financial institutions, therefore,
ignoring formal and informal financial institutions. Hence, future studies may consider use
of data collected from formal and informal institutions.
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