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A recent stuuy of HILP 5s 'al I rarmer crecit pro,jects
 
contairs bot ac gw,'c news.
,i an 


The ,ad rews is tnat manv rural creczit institutiors cnarge 

to,. i itt .e irterest, nave excessive c,verneac experses. con't get 

money to tne irtercea poor rarmer~s arc woulio e taRi.rumt witOuz 

bai l-out suUsi c ies trorl onrors an n,=ss goverrnerns. 

Te ,:,:, news is tnat P.iJ ncw reconrizes z-,ac rura. crect 
car ar, rust coarre surficiert inreres =z oa'y i- own we ar, 

t1at t-is wi l i rot cis=,,ura e rarmers rrC,, -etin . r:=-ucc ior 
loans. AID nas aiso neer successr'-.. ir crv .rcr nca rovernrmerts 
that susidizirg crecit inst-tiuotrns wp-inc otter oars meow 

act uai marKet costas is curterarocuctive arc waseful. 

'Mur stucy of PluL smali tarmer creci wr,-,ecms snwso that 
many rurai ioar crgan izat ions are rt tirarciall y viamie." saic 
J,=,senn .ienurscn or H±D' s Lrter tcr Develonment inrormt icn anc 
Evaiua; in (CUIE. "Tner ,verar in, costs reEJt .y excecc ircore 

ara there is litie immeciaze mrcssct o tinar;cial sovercy. 
In faca. if corcr of UC tuacs were remove: tey wouc Oe rapialy 
ceca. laiizeo ano oecome oan r-ou.'"
 

Yne CDIE stucy strongly acv1SeS HI arc ot Er c:,n:rs t, 

aool isn o:" set time l imits or =nose su.sicie ana rrce 

institutions ma.ing locar,s to rmail t-armers 7o c.are surficier 
irterest to cover real costs. 

ine st uoy r,.urc tnat gc tarmers, usi.r:: err ic ernt 
tecnrology, were aoie to -roramiy increase treir ctnu- arc :ay 

mark'et rates :f interest witn,:,ut suidsicies. man~y of s;ese farmers 

were aireacy paying acove rnarKes rates of interest to :oca! 
morney 2encers. 

7he LDIS ST uy ccnoucted an ex7e'ns.ve review cr some 10 

evaluati,=,ros of sral farmer crecis r,-,ecz a=r a cezaiec 
assessment of bO proj ects. 

"Ar examinat.ior ot bon the oragina: orojecs OL.igr aro 
project operat irs snowec tna' mary r'z, ectn were rot struct urea 

to reacn financial vianility,- wleerszr's renors exmlainec. 
"While 90% of one cr, jects naa inst itut i,:.ai ceve-:nmen as a 

goal, only i8% ircli ,eo tinarcia viaoi ity as a goal. we were 

also struck my tne fact tnat ory aout alr or o.e evaluav ions 

examrnec loan cel inquency rates ar very tew cuanr ii iec ce-au.. 
rates. 

The stuy snowec tnat ursuccesst' roects nac ce±ir,cuercy 
rates ranging uetween W0 an ,b.. watn the rajcrity vitnir, ze 05 

to 507. grouing. Successtul projects tereea to mave ce:ir, cuency 
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rates neiow 5% anc not exceecing Mo.
 

The relative amility To cope witi ir,-ati,,r was a critical 
. 


factor. Raisir '_,,i orices affected infliaicr rates in in .ut 

toe second oil sncock in 1979 made int tat ion a serious oronlem inr 

nearly every LDC creci t uroject. wen , . terms con' , rez lect 
mi gn infati on,,r rates, ne inst it ution wi i 5teac i y i,=se caoitai.
 

it ars, out are beigr
irstituticns wnich are az e to recover 

remac in raoialy oenreclating currercy canrot survive ,or i:org. 

Fcr exa:mle, wnen antavion is rurriric at !On j tn2 no3rnai 
costs of lencin; to snali 7arrers wcula we in t-e ranre ot a7 to 

35%. Lenri g procrams wnacn were cnargir; a rmina rate of,-6 to 

12% were exoaraiericng regati ve rat es of returr mecause rarmers 

were not irne of z.mar crecit.payinc .rue cos-


Hmcanistrative overneaa also tencs to ne a-iiner ror
 

inst it utions mra.ir loans sr ai rarmers. ine wor Lfan.
to t k, 

est imates tnat inst it ut iCrs maKigr ioars to neoi urn arc iarge 

farmers Lan ,oer-te at an acmrni!stra2ive coat of o'n. however, 

efficient snal . farmer adnirnstrative co'sts ranen rromi to 107?. 

of their to ai mcr f, ic.. irfcrtun.r, e.y. Nrar.v or rnese 

inst atutions _rovea to me ,ar more exmensive 7o corata. 

"k rumber ct prcgects were cesi nec to create arz sum=c-c 
LDC coomeratives an crecit urnions, "te wa remor exniainrs. 

"in Africa. tnev often recuirec larce cases of corml. i=t :es. 
camitai, exmatriate advisors aro trairni'n. :t was aiso necessarv 

to orcvioe recrical assistance to est.niis7 e"-ecT"ve 

oonkeemirg ari a furds-conro rnecnarn;s.m. 

"At tne er of five or more years, mary or these nre.;ects 

nac created a resmectanie anc ir some cases imressive 

inst iaut ionai trar,.ew,,rK. However, the n i r arnower arc 

a ministrative costs neart tiat tnrorcia, :.et urns sera !&=w. mian v 
of these proj ects were able to cover ony, ," to . 00 at oer 

ooeratiair costs. uverneac costs were way ,u.t o7 line witm The 

revenue base.''
 

T'ne rencr': cited severai oroject exrea-ierces weanc- tenceo to 
foll .ow oattern. u'rwr eve.onmern ecttnat :re Lesotho Lrecit - nrc' 

nao sigriticant tecnnicai assistance and trainin iartu-s w-ic 

neneratea rapid qrwtn ir co-om remrsmi a_. i Ei so resiu tez ir 

one c-'eatior| ot new co-cos arc iare increa~es in savirns and 

ioans. However, iow interest rates, a i.c,arc cc ancue-c' rate or 

25% ard extremeiy nign aarnistrat ive costs meant tvao co-, 

revenues covereo only Soo cf exnenses. "itnut coceswzona 
caital, it wouic nave meere raoiciv ecaa=i -ec. 

nta si:.ia' 
succesu ir ercouraging co-co oeveiconzrit wut rai ec to reac7 

financial viabiiity. 

The uriorn ofcocerat ive P'rj. ects ir '.a .az 

One aoverse,effect of low irterest rates is tnat tney create 

an excess qxarn for crecit wnicn encs to crce t anancia.i 



inst it ut icrs to rat ion credit. Wat iorir, ciscrimr, ates agairst 
small1 ifarmers wno are seen as too risKy to serve oecause tney 
iack tradiiolr, i coiiaterai ar reouire costy acoitiora service 
time. Rationirg of creni z takes severa; rorms inciucinp: axol 

refusals, increased costs rt" icans, tie reed to riii oc
 
exhaustive f:rrms, Ories ar tne neec to. smenc lor c ,eri:ocs or
 
timne waiting in ires.
 

The CDI reor, on project exnu<,-erces suppests severa
aiternat aves to usinc lar as trac i ioran co. :aterai w-acn tend
 
to e mozre successrui in resmcn arig to tne neecs cr small
 
farmers:
 

,o 	Horaisinc te oroduct ive canacity or small1arm .,oings 
co oeermrine tme crecis-wrtmirness cr loar auc.i arts. 

o_ 	Assurirg t at tie oan w i me usec i-cr mrocuct ave arc 
ecoorm ical ly vianie ourcnases ratner thar ro-r ccrsurer 
g c: s. 

o" use catte, rnzgoapes on ecuimm.nT, catzte, cic.ers, ewc. 

o 	 MaKe li ers or crom Mr-o ucrao r. 7 is t ercn- to war . es
when remaymern is coorcirateo wi~o crc.- 'arKezin., arc is 
most er-tectalve witi cash crOO. 

o 	use grzu ,oar,guarantees. is aD:rcac tercs to wzrx. 
well when tne iar is mace oo ic iv to cruc- su-7 as cc
ocs ar toe rnemoers are co lec iveiv an ircivicuEi v 
resorsile for tne ioan. 

kID nas mace sig,nitican -rores- io neccmiro rare 
responsave to the nees of smal. armers. ir recert years. 
largel y cecause cft AID' s increased emna-asis ar no .icy re"or:n, 
crec t pro jects have begun to face Toe irterest .asuacsyissue. 

in te Loyot Smal 1 harmer Prctct ion -roject, t e Hlo 
missiazr nenct iae over t ime to raise mro ect iecrc irc rates rrori 
Egyot' s normal oark rate cf b. tc 1,, ar evertua. y it was 
increased to 14N. 

In Barnaaoesn, tne Rural Firarce ;-roj ect arc its 
predecessors inciuded ar exoerireni t: nest ireres rates c
netweer 12" arc Ms36A. !he proJect was a- e to ce, -rrate to tne 
go:,vernment that anricultura crecin c:,u. me successrui an rates 
mucn higher than mac neer oreviously usec. 

This illustrates tnai rarmery car arc wai mav market 
interest rates. In most courries. Jiev are a reanv recayin 
lcans to vii age mrney-lencers at- sc.tana ai rates or rteres. 

The CDIE study snowed tnat rrhzso Shnai ,7armers are rei uctar. 
to Ocrrow morey. wnen they oc, it is ,ro, rraercs . reiaies cr 
mornevlencers raTner than trcm rral ienior, insti zUz ,rs. "m 
irformal mcney-iencer enjoys certain acvaraces over rorrma 
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i 
lendirg orgarizaciors necause nis or her oerati,-,n is usually
 

mited to ore vii lace. Tnerercre, me cr sne tenos :, e better
 
at:
 

o 	 Select ir ,orrowers 
o 	Control aing resoorse tiame 
o 	Erforcir, g remaymert
 
o 	AcjusTi, can terms
 
o 	Maitaiarrng ower aomirnistrac ive c,-szs
 

t-iowever. irzrrai secrcEr rm-,ney- ercers rer, To me relatively 
irefrective at: 

o :omln rizinsavirgs
 

o 	Prcviirn any tecnnicai assisa;cre
 
o 	MaKir, l:ars :r aroo,uctive pu,-,oses ratnier tne
 

corsLmot acin (tley tero to nave no nrerererne).
 

o 	:ar.Fnrt iloans tor large nvesometEo a rnew terrol,_-,y 

T:e morey-ieroer is also oter a weaity me,,ler or a 
rel ig ioEus or etnnic mirority. me or -.e -rzer at w acts arn imzosity 

for anisreascn or because tne irteresc anc/or niccer c.arges are 
oelievee to me too .i: an ex. oirative. 

Small tarmer's access to irst r u uT i onai crecii varies it, 

cifferer regi,-,ns. F-r ex:.romm,.e. in ;a:ar, nearly a!. farmers 
nave access t irstitutiorai creuoi. c, in Hricannowever, mary 
countries. less tmar 1% or tne farmers use irsttziona. crecit. 
Mhe worc BanK est irnates "nat a-ut Z7- ot Hrr-icari rarr:ers receive 
inst t ut ior al crec it cormparec wit, acout its. in arn Hmeri-a an: 
Asia.
 

Tne reort cites several reason-s wTc.n meio ex..air w-.v 
small farmers terc n, , to uiize ira-inuti,-,a. so'rces or 
crecat. 7ey are ais- at a saonirlcaar isacva''ape w.er 

czo et ar. witm ro anc large scale rarmers. 

"Small armers lac. tne socic-econm:ic acvarames til-eracy, 

lancuae comeerce. ccnricerce in ceair ,sn i t -:on)wia.: an ansrz 
tnat larger scal.e tarners mossess. i.ey are ortern inr imicatea my 
tne iencn i agency's riic proceoures ror r-,ce- .r.ioars. 

"These prcceaures can inc une navir toro corieted compiex 

forms my farmers wnc are often iiiterate ar aa oreauci tr tne 
corrower whicn recuares a visit my .an O 'iciaa to- nis or ner 
lannoioang. w',en Yne o-arn is evenuai ly rane. rTe 1urs ar,-

cocumertts nave to me cOilecten at tne lercir rs it ut -,i "s 

of-fice whiCn is o-fter far fromrne farmer s anarnoicin. Also, 
repaymernt terms tenc to aCK tne tiexi-lilty reecec to accomocate 
the naturaL nazzarcs of farmers.'' 

Even wner, sinai I rarrlers are s_-eci rica iy t ar.-mee to recieve 
loars, ariculturai crecit agencies terc to cmanr:e. tne majcri~y 
of tMeir lending to ,hecium aro aroe scane tar mers. worio 6arbK 
estimates for Paistar, tfle wnliiaines, ineiianc. :unsia arc 



farmers in t cse curntriesBolivia snow that t to ION/ of tne 


receive 70 to 80% ,-,f avai iao.e irstiorionai crecir.
 

z
The stucy also inclues cases in which reiativeiy wealthny 

farmers were aoie to "capture" or: jects arc craw oeret its away 

rrm AID' s taretec small rarmer oeneric:aries. -or examoie, in 
- _


1tne h,-li via 6nail Farmer Pro-,ject 1,. oe er-V-.-r M EY~er g-alnea.
 

cortrol or tte co--"s. j-r:ect ruros were tmen, to a larpe 

extent, usec tor ianc-clearinrc rractora arc ner ecui rmernt to 

nrer t larger aro nicers. 

or
=ven wrer, meretirc sriai! rarvers is tne s'cateo 2iicy 

ar LJL. ioars are frecuerz iv civerrec rrm smani rarivers to tneir 

reiat iveiv more weaitiny reignm-,rs. ,-or examo.e, tne uoLverrnmers o, 

or
Kenya nao a coicv t.o maKe -ne c--oo 'yst er; ze ra zr Crcuiz 

loans for smal i rarmers. mowever, an eva. ua-t ion summarv or vne 

Kenar pricui tura, Lreci P-r:ject cmoi ai-s tnat ony e or tne 

loans wert t, smai. Tarmers. 

Frere are LDC m:,icies wnic ter, to- ciscr'ninare aairst 

tne rurai sector. ness inc.uce cneam r,,. m.-ce. ror urnar 

cross, cmeam canita. arc .t:ners.ccnsumers, nigm taxes cr exoorm 

The reort acivises the LUCs w110 want crec:i to reacm scrai

-ermfarmers sl-.io focus tat ieast it 1 ai .v) or snort 

procuct icr crecit. Meciu to i,-,i--er-i cre- :it tenc" t , De 
•caoturec" my wealtnier farmers.
 

!me CDiE reczrt stresses tnat sumsistence farivers recuire 

larce amcurts of trairrc ir:st it'ut uo:raL cevecomenr,. suIoc,:rt 

services ano irrastructure witnout wnicm -mere is a nin ras. ot 

-a i i.re. 

•Successful mr-: cts , ciucec tecnr ica. assistance arc 

trairnnc fr o,,an crficers ar, noz-zKr.eemers. 'r-.ect_ rr- rai .ec 

aimosz aiways lacKec an ertecz ive trairir comcrerz. 

Hine Key factor in -one success or tnese nrcgraw'-- was tone 

amility cf tne .cca i oan orricer o juope tine caracter anc 

crecit-wortm ress of a ,zrrower arno -ie ovrr Et ao-: i,- a 

prom,sea irvestment. Hr aocia iora. ractcr is tine accoun in : ani 

icar mcritc irg syst em mecause mar yr:_t it ',t ,rrs z Kor wm:,vrcw 

owes mow much aro wmen oaymer- s are cue.-,
 

a crier crecK list r':r racio asessmernThe remcrt ccnt airs 

o:f managernt arc insti tut oral ca&ai ii ie 

o Dim ioan orficers Krc'w now c.2assess crecit neecs:' 

o Were Ioars arovice inr a t imev marner' 

o Were accurate recrcs arc corrs mairanec
 

o Die tne lener nave a maragemernt inrormna icr system wn acr 

coula imer ir-y orooiem ltoans at an ear.v stage in crcer to 

wcru witmn tne m,-rrower to assure reoavnen. 



The report aiso i istec factors wnicn c:, rot seem tc
 
influence project sLucess.
 

"The tnorougnnress cf a loan amolicaticr rorm arno t1ne rurner 

o:f bureaucratic leveis cf can review nac ;itt-e reia insnim to 

reoayment rates. The same coulo be saia ol ine tyne or collateral
 

usec or wnetner a borrower nac co-signer..
 

Tne report' s recurrert t. erne .s tnat I- r',a..es little sense 

to. stari a crecit orcoram wirnou7 suitan. u tecnnoiories anc 

suDcrt services sucn as ir-,ulT, extension an mar.etiroq. 

hicwever, in many or:, ects znpse tactcrs e;is ct mrovec to be 

inaceQuate. ;Vns resuitea n: 

o 	Y1eic= wei. Devoy anvicia7ec leves 

c' 1miorovec seec rert i i izer arna exter s on services 
not avai iaois in a timely manner 

o 	 Cro pricss aro riar:-et inp araremnerme_ ra .iec to 
meet emaectar ions 

For exarmpie,tne ;anzanar Nesources Tor vii~'aE -rouctilr 

arca irccme P'roject was aesi Erie0 to strerctmen- rure. ce ± verv 

systems. -iowever, a snorta~e or, rocuctmr i'nmuzs ccrtri =uteo to 
nr~e failure :f one crject. 

Te Srall Farrers Devel:nomert mr:ject in naii Tal eo 

because ar irorovec tecnrn.,ory cic not: exist. 

knotner centraL Dc.tn in tne re,:rt is tnaz rarmers are 
businessmen comwet inc for scarce casitai resources. 

"Tne rarmer, lin.e any :wner susi-essar,, .must mave 

pr:f iable irvestment cD,:rt ur:l; es or it marKes li 1ie sense tO 

ierr nim or ner any money," w.ieoersor exoi airec. 

For example. ir Niger's Niarey Leveic,:nmert Demartm er 
project, tne rate cr return acnievec zv arrmers :n poo, years was 

:,nly i7s. ir Dac years it was 2'. Such a -ow ra;e or reourn, ar 

the fact tnat every w-iro year was nac. meant tna ta'rers covic 

n:t generate a rate of renur',-, nin er:,upn t, cover '>ie costs of 

puranasea airuts. At mace more serse to use trac 1 i ora;: 

unimproved tecnroi.:cy whicn recuirec Tew Dorc:ase: rncu'- arc 

yieldea a more assurec return. 

The report was crit ica" ct tre assumot ion Tnaz sr-vicin. 

crecit wi ll ccnvince farmers to urrhase new tec_: , qvOZc. 

increase procuct ior an oro is. i-is 'suizyv .ec awwroaz-- was 

seen as a m,:tentia± soiutin to ,rc,.iem of t-:,o ei

surf iciency. 



A rumner or countries, martiLcuLariy itn H-rica arc tne 
Car i ear,. are ur aie to, crow zne room s.ev neec to:ererate 

er ough foreign excnarge to meet rneir crowio i-,oo imorz 
recuiremerts. over tne Iasi cecace. mer-caomva rocc Qrcucic in 
rost low-incomle courtries nas oec inrec. :,oo rocuct" must 
increase my 3 to 4% arrually to reverse rt is trera. tnis situat ior 
amoearec oertec T,-or We "su.iy iea" aporoacm. .ut iocai Tarrners 
provea rei uctart to use newiy avai ar-l e crec it to ourcnase 

procucttor er,,arcirg Tecr,rogies. 

-in mary _ls, yielc ernarcino tec.nro.,-e_ exist out smaii 
farmers oCon 't ue tmnem. lt was assumea tnar tney ocr t use -,em 
oecause tnese farmers are coor arc -ac, caoiai to irvest. 

Therefore, give tnerm crec: wnic will -ecoe tne catalvst to 
nelm rarmers mocerri ze, increase or, u_-v :or arc increase 
earrirgs. it was also assumea tnat imDrover farm -ecnrlogy wiii 
nave sucn a nici rate o re' urn tnat r-sv-a.vertin, tarrmers Will 
me eager to use crecit to zem tnese macnires a'n cutc .y may ofr 

their ioars.'' 

but tis set or assumoT ions Trecueriy mr-cvec to me 

simol ist ic arc roz wr .aoie. ;me recort sucEste tnat severai 
masic cuestions ree" to me asxeo wei-c:e tlis "su.:V eo
aporoacn is u-ec. 

o 	 wnetner locai cultural arc ris.-aversion i-actors may 
orevert farmers from resr acing saasisracor i ny. 

o 	is tne rate of return 1-rorn ne new tecno.opv creat 

enougn to assure clear ororitaoi"iay.' 

- Has tne tecnroiov p'rOver successTui. *.7" .ne researcm 
farm. on ac- uai -arrer E oi':, s 7r wo or rore seasrs? 

o 	Are sumoort aing services aro iouts avai .aoe an 
ceercaie erugn to supoort tne new tecnr,.,zgy: 

"Morey car't grow arytnirg by itse7r, -iemers-r ex-,airec. 
"Farmers must soerc orrowec furs on onvsicai iout arc the 
surplus proouction must me transorred to rr-net an soic. 
Wnether tnis nopers ecierics on tne terarer' s at'-.ituceH. .ec lori cy 
choice, markets, infrastructure arc service i'-zt it "t irs. I ne 
iack of instituit ors ar, a .uita.v.e tecro,y pa-'.ae were 
often tne ur:coang o HID creait cro'gecos. 

"At the start of every pro,_ect i- wa- assure- r-ca 
prctitanle sinai trarmer irves-rmers exis'sea arc co-cern was 
f',cusea on agciculturai extension arc crec i C--. ivery r.ecnar:i_.s. 

we nave roun nat concerr snouic nave oeer, -acea on oermrninr,. 
wnemner tnose irvestmerts were reai iv 7nere oer-re ,urt •c i-ne 
suoort systems in oiace. Mary " aimes tney ,rove To we -ao 
investments arc crecit-iec tecnroocgy uo-gracrinu aniv ieacs w, 

deot or juszifiao e farmer resistance. 


