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A recernt stuay of RAIDL'Ss
contaivis botn pac ang CLod rews.
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Tne bad rews 1s tnat many ruwral crecit 1nstitutlons charge
too little interest. nave excess.ive overneac expenses, don’t 0et
morey to the 1nterncec poor TAarmers ant would DB DanHrudt wltnous
Daii—ouUt subsicies Trom ol sE anc NOET Covernhiiernts.

THe DooG rews 15 that Aly now YecoanlIes That rura. crectit
Car anG mMust Charce seTricient 1MnTerest To D&V 1T OWrn wWay ang
trat thls Wllii vt glsoourac2 rarmers Troll LeTtiml DrIoucT 1o
1cans, RID nas aiso peern SWCCE=SESTU. "1 COoOnvVIncLYii NoST governments

tnat SLDsS1d1Z1VMg Creclt wvsStiTtuTloms

whnilicn otrrer

LOAarns nelcw
wasterill.

actual Marx8t CoEts 1S CounterpraZuctive anc

fUur stuagy of RILD smaldi tarmer orecilt IrolecTtsS SmiwEa THAT
many rural toan orgarizatlions are vt Tilrnantlal.y viapie. " sald
Josean wiedercson orf RKR1IL's leriter tor Vevelcoment InTormaticor anc
Evaiuvaziowm (CLDIE). "Theinr coeraving costs LUreaet.y EXCERC 1NMCINnE
ara tnere 15 litle immedilate orogidsct or tinarcial SOlVENCY.
In faes. 1f conor of LBC TNCE were removes thney wWwoulc De raplcly
gecanitalizea ang pecome bDanksrudt.

Tne CDIZ stuey sSTtronmCiy acvises HID &anc oToher oonors Lo

-~ get Time limlits ov Thnose suos1ol1es and rorce

aoolisn o
LPISTITUT1IONS MAKLNG LOars To
interest to cover real ousts.
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Tne stuey Tounc that gooc farmers,

tecnviolocyy, were adie to Sror2taoly
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markes rates of Interest wlthout sSudsilcies. nany oY these rarmers
were already Daving aooVve market rates of 1nterest to locald
moviey lencears,

Thne LDz stugy corngucted arn exXTersive review o sone Lod
evaludatiorns of smais: farmer crecit orolecis ans A CETal.ec
assesszment of S projects.

"Ar examivation of DoOTh the arigiracl orolect Gk 310K anad
prolect operatlions SNowWwetc thnat many Crolects were nit structureo
to veacnh firmawcial viadDility,” “l1Eherscr’'s resort eXDIl&al1rnec.
"Wwnile 9@%4 of the projects nac INsZT1ltuUTloradl CEever:rdment as a
goal, only 18% 1ircl .cea Tinancial Vvianllilty as & Loal. WeE were
also strucKk by the fact that Jrniy &Zo0uT nalT oT Tne evaluatioms

examivriec
races. "
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rates below S9% antc not exceecing l1o%.

The re'ative apililty tTo CoODE WiTth 1mTlation was & oritical
factocr. Ralsing oii Drices affected intiation rates in 197%. But
tne second €1l snock 1v 1973 made 1mtlaticon & seriouns oroziem in
rearly every LDU orecit project. when .oan terms con’ T reslect
m1gn 1nflation rates, tne 1mstitutlan wWll. steacliy .OsSe capitai.

Institutions which are able to recover lLoans, Dut are being
renalc ivn raclaly georeciating CLrrency Canmat survive ror Jond.

For exampie, whern inflaticorn 1S runming &t 1@% , TNZ2 nominal
costs of lencing to small rarmers wowlc Ze 1n the ranje of &7 to
359%. Lencing proCrames whilicn were cnargilrs a noGlnal rate -f o o
137 were exderlierncind riegative rates of retuwr Jecause rarmers
were ot paylnc tne True coeEt oT Tnat crecit.

Fidimimlstrative avernsaa also tencs to se niomer 7o
LASTITUT 10MS MAKIME (D0ans To €Al Tarners. ine wWir.o kane
esST1ImMates tohat 1nST1tutlons Marlng ic&ns To mecilun &rd iarce
farmers carn operate ar an acmiristiredlyvye CoOET OF Lh. hawever,
efficient sma.l. tarmer agdminlsSTrative CoSTs ranted Trim o To 1y
of Ttheir total Dortioglc, JnTortunatecny. mavy 2T
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IMsSTITUTICONS D2yoaved To e Tar nNore exsensive

“A rnumber ot Drojects were CeslLrec To CUr2arte &S SUDDONTT
LDC cooperatlves ang Creclt dnlonsS, "the Do reEISrT eXIlalns.
“ivy Africa. tney ofter reculrec Liarceé aoZes o7 CoMCSliTIEes.
capital, exdatriate adviscrs anc tralnini. .t Was alisa MeCcesSsanryv
to pProavice techrlecai assistance To ESTEDl1sN ervecrive

pookkeening anc & TUNdsS—Corntrol mechanisi.

At trhe ernc of filve or more vears, many of ThHese ZIc eqts
nac created & rescectanle anc 1y Some CASes 1NIressive
Inst1tutional Tframnewiitk,. However, the Digh manaiwWwer anc
agnmiristrative Coets meart tNaTt TiINanCla. TRTUWTIS wWer
of thnese oprolects were apie to cover only 18 T oh o oT thelr
oDerating Casts. Uverneac COS5TS wers? way Ut oT llng W1ltnh Thne
reverue base.
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The ranort Cc1hed Several Drolett EXIerlerices wWIlCh Tenuec
folicw tnat patterrn. 1he Lesotho Lrecit Lhlon Jeve.oDmEnt J1ND 1ect
naaga sigmiticant Ttechmlcal assistance and TYyalnini 1m3UTS whlcn
cereratec raplo Ccrowtn iy Co-oD MeMIENreRls., it &.30 resuliTeZ 1n
the c-eatilon of rnew oo-opg ang Lardé 1NCUeaEes 1n SaVvirids and
1LDaNS. However, 1ow 1RTerest rates, & .Lo8rn ce.lrcuercy rate or
S5% and extremery N1gnh admitnilELrative costs meant that ooToD
revernues covereo only SU% of @XDeVERS. wWilhout Contesg.omal

capital, 1t woula nave oeern raTidiy QECAZLITA.LLIEed.

The union oFf Cooperative Frojects
suCcCcesy 1n encouraglng Co—oD JevelodnErnt. o
financial viability.
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Orie acgverse: effect of low 1nterest rates 15 tnat tney Create
an ex:ess/gamann for coreclt whilich veras to rorce finarcias



irstitutions to ratior Cregit. Xatloning GlsCr-imirnates against
small farmers wno are seern as tod risKy to serve becaudse tney
;ack traditicnal colirateral anc reaquire costily acoltional service
time. Ratianinc of oreclt TAKES Severa. Torms 1RC.uSlng: Loan
refusals, 1ncreaseo costs Tor loans, TtThe resed to Tili ong
exnaustive forms, Oripes arg the rNeec tTo spenc Lort oerioes of
tTime waltirg 1n .1ines.

Tne CDIlz reEsort on Dro)ecT EXDer Lernces SUNNesSTS several
alterriatives to Us1ng iarg a3 traclrtlonda: Cosialeral whioh tena
To De more suocessrtul v ressovgdlng ta tne rieecs of semall
farmers:

O HDOralsivz thne oraoductive Canac

1ty ST smail rarm So.agingds
Lo gevernive the CrecliTt-worthirness

OT Lloar apt.lfants.

S RSSLr1Ng TOET The LCar Wlli D8 usen T 2raGuctilve anc
eCconamicaily viaplie purcnases ratner tnhnan ror consumer
CCZiCS.

D Use chattel movtLades o ecguinmeyit, Tattle. Chilioxeris, etc.
o Mare Ll1erns oy oroD OrogucTtion. (N1S TercsS To wWors DesT
wher redayment 1l Cclorglrmated wlth Créd rarketinit ant 1€
MmostT eTtective with Ccasmn Crob=.

i USE DYl LC&ar OUWarantees.  nl1s alIircacT Tencs To Wori
Weli wnen the Loarn 1S mace pub.lCly TCo CrolnE 22U &5 Qo
CDS anc thne memiers are CoLlecTively arnd LnciaVvViCuEi.vy
responsipie for tne foan.

RiD mas maage signiticant SYoCYess 10 DECOIN1ND MO e
responslive to the rieecs of sShi@l. armers. irn recenrt vears,
iargely oecauze ot HiD's 1rncreasea emsnasis o SC.1CY TETOr,
crecit pragects have becurn to face tne 1mterest SulsE:Ccy 155U,

lm tnhne cuyopot Small rarmer ~roguctilorn Syvoiect, Toe HIv
MisEsiorn regotlatec over time To raise prolect iencint rates mron
egyot's ncrmal park rate of 6% to 1Y% aria evertua.ly 1T wWas
increasea to 14%.

in Barglagesn, tne kural rainance -rc

lect anc its
pregecessors 1ncLugea arn experiment To TSsSTt

IMterezt rates of

between l1&E% arnag 26%. 'he oro]Ject wWas asie to ceEnornstrate to the
LOLCE SUWCCESSTLL &T ratves

government that agricdaltura. crecit cous
much higher thar mac beern oreviously useo.

This 1liugstrates tnas Tarmars Can anc wil. Rey narket
interest rates. Iy nmost countries. TOev are a.reEasy resaving
1mans to village money—-ierncers at SubD3tarntias YALes o7 LMTerest.

Tne CDIE study snawec tnat musSt S8LL Tariiers &are rellltTtans
to Dorrow maney. wnerr they ac, 1t 15 Trom Triencs . relatives or
moereyvlerngers ratner tnar Ttrom Tormal Lendirng IMST1TUTIOoNS. | NE
informas money—iencer enjoys certalrn aACVartaces over Tormna:d
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iengirvg Crganizations Hecause hils or fer cseraticny 15 usually
iimited to oe viiliace. Thnererore, he or sne tenecs To be perter
at:

o Selecting ocorrowers

o Comtroiling respornse time

o Enforcivig repavment

S fIGSUMET IS L0an terms

O MALIVTALNINE LOWEr aomlnlsStratlve CoOsTts

HOWEeVEer, 1nTormas SeCcTor morey-lercers tens To D0e re.atively
irerrective at:

(] IV:I.'.\Dll'_lZlY'II_.? Savingese

al] I;'T"C'VlCllY'lg ary tetnnica. &s5sistance

oonarlno LOANS Tor oroGuctlve pritooses ratnhner the
consumptilon (they tera to hnave no Srererence).

TCoMarlng Loans Tor large l1rnvestnenrits 1T Nnew tE‘Cl'-l’lC'll:ll;y

Tnhe movey-—ienader 15 also OoTter & wealthny meaogy oT a
r‘ellgl-:n.ts o 2ENnic mincrility, me or SRE ITTen artitacis anlmomily
fr TNlge reascy oOr DeCAaWse the 1wmterest anc/ocy niccev charges are
pellieves To LDe T NICh anc exXxRiolialilive.

Small tarmer's aCCesSs T 1NSTITUTIoral Creglt varies 1in
cifferert recions. For eXOLNDiB. 11 J&IlWAN, NEArLY a.. rarmers
nave access o 1NSt1tuTlonal Credlt. Sowever, 1n many Hrirican
countries. .€s35 tharn 1% ar the tarmers use 1mETituTiona. Creclt.
The woric Hark estimates that &oout =% of HTriCar Tarmners rece:i:ve

1mEtlTtUT lornal Creclt compares witn apIut 1Lo% v Lartirv Rmerica ang
Asi1a.

The renpot ClTes Several reasorns WIlCT NElLlD EXSialn whv
EmaiLl rarmers tens Mot To UTLILI@ 1w Lonan gntces of
crecit. hey are aisd &t & S10niT1CANT S1SaCvantaaR wien
CoOMDEeT1nE Wwith mlo arnc Lrarce scale rarmer
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“Small rtarmers lack ThHe Sofic—ecormlc acvarnta
iancuace competernce, CONTiCerice 1 Cealint wiin &an
That larger sca.e Tarmers oossSess. (hey Ve artern 1r
the lenglro acency’'s riflc profeqgures Tor oricesszirg
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“These procegures can 1mcluae naving to conolete oom
forms by farmers who are often ii.lterave anc a oreauc:t
DU GWer wWhnich reculres a visit Jy arn oirticial T N1s or he
langhalaling. Whnen cnNe 10arn 15 eventiuaily mane. Tthe Turncs ar
gocumenTts have to Se Ccollectec &t the lenolrI 1nST1TUutlonrm S
office whicn 1€ often tar fraom tne Tarmer s LangholCint. Blso,
repayment terms tevic To (acK TNe TLIex10lllty Tesder TS acconscate
the natural nazZzarcs o fTarmers.
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Everr wnern small Tarmers are SoeCiviCally Tarzerteo to recleve
loarns, agricultudrail Creclt epencles TENS 0 Chanrne&. TRe majoirLty
of theilr lencing to wediun and 1arge SCaie TarmersS. wWor.io Band
estimates for Faklistar, the Fhllii1pD1iresS, 1Nallenc. [(unlisla anc



Bolivia snow that & to lé% of the farmers 1rv thase countriles
receive 7@ to 8@Q% of avallapie 1mstiluvurlicocrai Creclt.

The stuay also 1ncludes cases 1r whlcnh rejatilvely wealtay
farmers were aplLe to "Capture’ Drolects anc Craw DENeTLITS away
from RID's targeteg smaii tarmer penetriclarilies. -or €Examb.ie, 1n

caivec
arae

thne BEoilvia smali rarmer Froject Y. peTtTer—-oftr memnler
oA

contrai of the Co—ods. Frolect Tunts were tnher, < i
extent, usec Tor ianc—Ciearilivif. Tracio"z anc oTtner eculgmernt o

ormerit larger [ang holoers.

oVerE wher DEthltlhg smalL. Tarners 15 the statea Tollicy OT

an LDE, poans are trecuentiv clvertec mTiton smasi rarmerg too theLwr

Felatively MoLrE Wealtny reirdndors. ~or EXand.e, TNe boVvernment of
Heriya Nag a ooi1Cv To Make ThNe oo-0D SYSIen TNEe Malos Conculs of

T Tthe

icarns tor smalil Tarmers. nowever, ar eva.oudation sunarv o
=

i
Kervar Sorilcuituras Lreclt Frolect Compoiainse TNat iy <% oT tne

loarns went ta smnmal. Tarmers.

mere are DU ooll1cl1es wWhlCh TENGC To C1sSCrimlnate alalnest
Iomyigcezs Tt oaroan

the ruural sector. hese 1nmT.uce cneao

canisumers, N10N Taxes on EX2ort Cross, Cneanb calital anc others.
-

Tne resort aagviees the wbls wno want crec: T2 vVeascT =hial .
farmers shoowig tocus (at lteast 1riltlal.y) v SnayrT T2
pPraCucT 1M crecilt. Mecium o 1ronmo-vern Crecit Teyrcecs o be

‘casturec” oy wealthiler Ttarmers.

Tne CDIE resaoot stresses that sudsistence rarmers regulre
larce amounts of Tralmint. 1nSt1lTtTutiindl CeveirioDment. Su3Dort

SErVICES arng InTrasStrucCture wltnhnouwt wnlch There 15 & N1gn ri1sH ot

Taiiure.

‘SccessTtud TOLECTS 1Mncluades technlca. SES1IST&NICE &G

Tr&aining For ioalm orricers ant DIOCRAeEDers. FrIJect:s TLAT Tal.iec

SiMeST always lackec an ertective Trainimd COMIoMErni.

"1hne key factor 1m TNe SuUCccesg oT TNeSe OrIcitails Was the
asiilty of Tne .oCal Lloarn orfrtlicer To 1UG5e TREe Character arnc
1Tw aoT

cocounitlng end
CrC T RIS W

&

creglt-wortiiness <7 & Dorrowe ars Thne oroTitaldl

oroposed 1nvestmnent. Hr s0Q1Ll1cria. TaCcTorY 15 The
i1man MoviltonT 1o SYETem Lecaulse many 1mET 1TUT 1Ovis

1

OWES NCOW MUCh ancg whnerr Daymernits are Cue.
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The report comtalns a Orier checw L1ST 72y 1raclc
of mariagement ano IMST1TUT1omAaLl CadaadldliliTlES.

o Dig loarn officers Krow NOw o SSSESSE Creclt neecs?
o Were loans Draviceag 1n & timecly manner

o wWere accurate recorrcs arnc CoOMLTrOLSE mMa&lnTainec

o Dig the lewager nave a manajement 1rnToriatlorn SYSTEemn wWwhlih
e

coulc rtagentirty problem 1Lo&aneE at arn ear.y STtat 1moarcer

WOTH W1TtThn the Dorrawer to assure relayvinent.
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The report aiso listec factors whicn ao Mot seent to
influerice project Sulcess.

"The tncroughrness of & loarn aoplicatior Torm anc Tthe number
of pureaveratic ievelis of Joarn review hac L1ttie relariomsnhio T
repayment rates. ine same coulc be saia of the tyde ot collAateral
HSec COr WNethner a DIrrcwer nac co-sipgrneris,

The repcrt?’s recuwrrent THeme 15 that 1T ma<es littlie sense

to. Ef&rt & CreglT Drofran Witnouwr SUlTa&D.2 TecInmdloCles anc
- 2

SLDDOrNT SEerviCces sSuch as 17nIuts, eXTernsicon angd mar<et.ng.
Rowevelr, 1n many orolegts TNRse TAactors exX1ET IJut Droevec to be
iriaceguate. 1nis reswuiteac e

OO Y1RIGS wel. DEeLdwW antiClDatec .eve.s
o Improvec Seea, rertillizer ang extension SertviCeSs

VIOt Aavallanlie 1n a Tifneiy manner

o Craoo pPric=s andg mnar-setinn arvvanemnernits Taliec To
MEeET expectationis

FOT BRamMple,thne ~anTanian nResTLyYCeEsS Tor ViLlIlats -1oguctT 2o
ang Lrnoone Frolect was cesicned to strenctnen rura. cellvery
Systems. However, a snortaze of Sroguctlorn 1aDuTs cornirlisuted oo
the fa.iuwre o Thne project.

Thne Small Farmers Develooment Srolect 1rv —~a1T1 TAl.e0
because ar 1mporovec technouoCfy €16 rist eX1st.

Arcother cernti"a. Solnt 1rn ThNe relort 1s that rTarmers are
pusiviessmner conilerinc To1" SCarce Canltai: resaurces.

“Thne rtarmer, lice any OTNEer SWS1AEsSsmar, nNust Lave

DT‘IZIfICaDlE imvestment oDRorturltTlies o 1T maeres Ll1TTie sense To
levig mim or ner arny moarey. "oLleDerson exdlialrec.

For example, 1vn Nicer'e Niamey beve.lcoment Denartmenrt
orolect, the rate of returrn achlievea ov Tarmers irn good Years Was
oy 17%. 1In baa vears 1T was . DUCN & LW rane or reTturnt,  ans
the Tact tnat every thnlrg year was bad. meawnt that tTarmers codla
riat cererate a rate of reuvary. N1EN ENouci To cover Tne costs of
puUronased 1voUutS. 1T made more SENSE TS LSE TraliTicdragl.
urimproved tecnrolooyY WN1CH FEeCUIrEC TeW DUrCN&asSes LhDUIsE anc
vielded a more assureg returi.

The report was Ccriticaas ot The assiuiioT1lov THAaT IV isend
creaglt will ccnvince tarmers to DUWINASE Vew TEeECho.IEY TO
1ricrease proguctlor anG Drotilts. 101S Y3SUDSly (B0 &DDrIACDT WaS
seert as a potential soLuUTlor To SYODLEME Of toos seit-
surficiercy.



oarticular
Tne

A riumber of countries,
Caribbean, are urnasie to ciow
encugn foreilnn exchnavige to meet thelr
reculrements. Uver tre last cecace, e
Mast low—ircome countriles nas Cecllines
iricreacse ay to 4% amiualiiy to
apoeareg DErTect rtor The "suoply
provea reluctant ta
Orocuct 1o Enhanclvg technticgles.
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was assumea

are cooy arc lac
Crec2t Whlsh willl
incorease DYool

“In marnmy DC=,
farmers gon't use t
pecalse these farmers
Therefore, give them
nelp Tarmers mocernize,
Earmivics. it was also assumeag tnat
FeTury TAat

nave such & hi1lcn rate or -
De eacer To Juse crecit To et rtaese ma
their Loans.

But this set o assuwmoTtilicons rrecu
S1NMD.1ST1C ang notv Wor<ad.e. he repo
sasic cuestioms veec To De as<ed Ccerton
APPro&acn 1s UIZEC.

SCowhetner Lfacal cultural arnc raise

prevent Tarmers Trom ressoncing

2 Is tne rate of return
ereouen to assure clear

TYrom Toe

succe

DiI2TE

> as Tthne tecnnolongyv Droaver
farm. on actua: rarmer =

1Mo

tn

Are suIpzrTivg Services anc
gepergable ernoucn to supnoet

1Ts

L=} o

"Morney can't oOraw anytning by
"Farmers must spenc Dorirowec funcs
surplus progucticorn mMust Ce transoaorcted
whnether this naspens ceperncs <1 the Ta
choice, markets, 1rnfrastructure arc
lack of institultions ancd a tultac.e T

roCan.ta roa CcyoQucTt o

reverce

iee ﬂEle &VAal.&ah.€ Ci"eclt TO

Tnat tney aon’' T

1moraver farm

ororitapl

service

aentc Trhe
aernerate

1mMoQvT

iy 1Yy HTY1CAa
Tney rieec to
Crlwl el TOn2g
i
MuUst

Zi1tTr&at 1o
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Colnes anc cuickRly opay ofr

eritilyY CTOVEC Toa e

T SLULCCESTE tLth&T Severail

e th1s "Iuodiv Lsec

—AVers1or TAacTors mav
satistracT ol iy,
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SSTL. 7T THE resaarcn
TO TWD o more seascns’y

LTS &val.anie anc
e meEw tTecrnno.ocy !
wlepercoyry exd.alned.
DhY3lCal 1npouts anc the
MarKetT ara SoiC.
STTITUCES, TeChNNT LoDy
1MST 21T T ne
ECHrUuLoCy PNAZRECE Were

2.T,

To
roaaerr?
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often the urgoing of HID creglt orojecss.

"At the start of every prolect 17 wWas ASEUNEeT TIRat
orofitanle small Tarmer 1nVESINENTS EX1S5Ted &FC CoCe™ WasS
foouseag Gr ACr1CUiTUrdal extenslon &Nt CVecit C2:1very LECHEnl1sSs.
WEe nave toung That cancerrn snouio Have 282Y 5.aced oV ORTEermiviii;g
wnetner those 1nvesthents were reatly Thnere perore puttint thne
sSUupoCcTrT systems 1m Dlace. Manmy T1mes Tney Irove To Ze Jad

INVESLMENTS ang Creclt—Llec tecnno.oCcY
dect cor justifianie tarmer resistance.
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