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TRADER FINANCE IN CHAD AND NIGER:
CASE STUDIES FOR AGRICULTURAL AND PASTORAL PRODUCTS

by

Andrew D. Cook, Carlos E. Cuevas, and Douglas H. Graham

I. INTRODUCTION

The production of crops and livestock occupies the majority of Nigeriens and
Chadiens. Most of the livestock and a smaller but increasing proportion of the agricultural
products are traded, usually in the informal sector.! The efficiency of marketing these
products determines in part the benefits to the producer and thus helps determine the
standard of living of a sizable proportion of the population. At the other end of the
marketing chain, the consumer also benefits from marketing efficiency through lower prices
in the consumption market.

Market efficiency is determined by a number of factors, such as transport costs, the
degree of competition, and the availability of price information. More importantly from the
point of view of this study, it may be limited by a lack of credit, to the extent that this
restricis the traders ability to benefit from profitable commercial opportunities which they
would have undertaken if credit had been available. It is important not only that an
economy be monetised to allow trade to take place in the absence of a co-incidence of

wants and thus transcend the constraints of barter, but also that the need for immediate pay-

! A 1ecent DAI report on suggests that the proportion of the grain grown in Chad which
is marketed has risen from about 10 percent in the early 1970s to about 20 percent today.
(DAI ¢1989: 35-37)
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ment for goods sold should be replaced by more flexible payment scheduling. The

availability of credit opens new trading opportunities and thus potentially increases the
benefits from trade and the efficiency of the market.

Banks often fulfill this credit function, along with opportunities for rewarding saﬁng.
In both Niger and Chad the formal banking sector is rudimentary and in poor health. It
' is in no position to play this role. By default, the onus of providing financial intermediation
falls to the informal sector.

Formal credit servicing agricultural and livestock production in the Sahel has been
well documented. Public organisations (e.g. projects and development banks) and, to a
lesser extent, private banks granting such credit to producers have been keen to evaluate
the ex post effectiveness of their loans. Informal credit to aid production has been less well
studied. Formal credit for {rade in these producis in the Sahel has received less study. The
public sector tends to avoid trade finance. Private sector credit is often available for non-
agricultural trade. It may not be subject to rigorous ex post evaluation, however, and results
are not synthesised in widely circulated literature. Even less is known about the role of
informal credit in trade. This is all the more true for Niger and Chad, among the poorest
of the Sahelian countries.

There is an important gap in our understanding of the way in which informal credit
is made available and then used to finance trade in agricultural and pastoral products in

Sahelian countries. This report takes the first steps towards filling this gap.
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The principal source of information for this study was interviews with traders of
agricultural and livestock products in market centres in Niger and Chad. Most traders
interviewed were wholesale traders who had more complex financing needs than retail
traders. The scale and diversity of their operations and their geographical range varied
considerably.
Full exploration of the financial system calls for an emphasis on the informal sector.
This requires an appreciation of the cultural, as well as the economic, dimensions of
financial intermediation. A case study approach was used on the subject matter, given a
lack of prior knowledge of the parameters to be encountered and the limited time available.
Interviews were done over a two-week period: 18 carried out in Chad and 19 in Niger.
Written notes were taken during the interviews that were administered through local
interpreters.
Those interviewed were asked questions about their:
- business activities (goods traded, size of business, other sources of income,
seasonality of activity, geographic scope, etc.)
- sources of finance (own savings, loans from banks or development projects,
private loans, savings groups, etc.)
- uses of finance (beyond their own trade, principally the loans they made
available to others)
Follow-up questions varied according to individual circumstznces, but often dwelt on

the role of interest in a Muslim society, strategies for dealing with bad debt in the
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traditional milieu, flows of credit along market chains, and reasons for mistrust of formal
banking.

Additional information was gathered from USAID missions, banks, government
ministeries, development projects and co-operatives, and from the Sahel Rural Finance

Library at Ohio State University.

II. INFORMAL CREDIT AND TRADE
Tables 1 and 2 display the interviews from which the informatior for this study was
gathered, disaggregated by the market in which the interview was performed and the

product(s) traded by the interviewee.

A. Markets
Interviews were carried out in three markets for agﬁcultural and livestock products
in Chad and five in Niger. The Chadien markets were:

- N'Djamena, the capital and major consumption centre, with a dive-rsity of
different types of product on sale (7 interviews)

-  Bongor, a provincial capital of 20,000 inhabitants in the higher rainfall
Sudanian zone near the Nigerian border and centre of a re'lativel)" rich
agricultural zone (8 interviews)

- Massakory, a major Sahelian livestock market on the border between the

livestack-rearing and millet-growing regicns (3 interviews)
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Table 1
Details of 19 Nigerien Interviews by Market and Products Traded

Birni
Product Tessaoua Mandi Madaoua Galmi N'Konni Total

Livestock Sector

Cattle 2
Small ruminants 1
Skins and hids 1
Meat

W e s e
—_
W W W s

Agricultural sector
Cereals
Groundnuts 2 4 1 1 2 10
Cowpeas

Onions 1

Fresn fruit 1

Dates 1

Tobacco 1

L T T S

Total 6 12 2 2 5 27

Note: Some traders dealt in more than one product.

Table 2
Details of 18 Chadien Interviews by Market and Products Traded

Product NDjamena Bongor Massakory Total

Livestock sector

Cattle 1
Small ruminants 1 i
Skins and hides 1

Meat 1 1

N = N e

Agricultural sector

Cereals etc. 2 1 1
Groundauts

Onioas etc. 1 2

Dates 1

Fresh fruit 1

Vegetables 1

Cola nuts 1

o b b et W e

Total 7 8 3 18
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The Nigerien markets were all in the agricultural zone, within 50 kilometres of the

Nigerian border:

Maradi, Niger's second city and its major entrepot for goods imported from

Nigeria (13 interviews) |

- Birni N'Konni, a local capital located within five kilometres of the Nigerian
border and the second most important ~ntrepot for Nigerian imports (2
interviews)

- Tessaoua and Madaoua, local capitals located in relatively rich farming areas
(2 interviews and 1 interview, respectively)

- Galmi, a village famous as the centre of Niger's major onion production zone

(1 interview)

1. Products Traded

Cereals, principally millet and sorghum, dominate the agricultural products traded
by interviewees. Many such merchants also dealt in cowpeas and sometimes in groundnuts.
Other commodity groupings were onions (together with garlic, tomatoes and peppers in
Chad); fresh fruit and vegetables; stimulants (tobacco and kola nuts); and dates. Livestock
product tradess dealt mostly in live animals: cattle and small ruminants (sheep and goats).
Butchers bought animals and sold meat, and skins and hides. There were also traders of
skins and hides.

The small, non-random sample included merchants in both countries who exported

livestock on the hoof, skins and hides, and onions. Nigerien interviewees also exported
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cowpeas. Cereals were the major commodity which interviewed traders were importing into
Niger. Traders interviewed in both countries imported fresh fruit. One trader from Niger
imported tobacco and one from Chad imported kola nuts. Most items traded by those
interviewed were traded at least inter-regionally within both countries, except meat which
was consumed near to the point of slaughter.

" Inboth countries, seasonality affects the commercial activity of most traders, changing
either the quality or quantity of goods they sell at different times of the year, with
consequent effects on prices. Cereal harvests in October greatly change the avaiiability of
grain, and harvests of dry-season vegetables and irrigated cereals provide a similar outcome
later in the annual cycle. During the summer rainy season traditional herders move north
to temporary pasture away from many of the livestock markets, thus reducing supply to the
market. In Chad, many of the roads, even between major towns, are subject to flooding
throughout the rainy season, leading merchants to increase their stocks beforehand in antici-

pation.

2. r_Profil

Information on the scale of traders' scale of business came from a variety of
indicators: physical or financial turnover, size of declared or visible current stocks, ownership
of lorries, maximum credit granted, reputation, political position (e.g. head butcher).
Different indicators were available for different traders, so no systematic means of direct
comparison are available. However, the relative scale of their trade may be roughly

inferred. From this incomplete comparison, the groups of traders from Niger and Chad



8

appeared broadly comparable, with perhaps a higher proportion of smaller traders in Chad
than in Niger.

Particularly in Niger, traders often bought and sold a range of agricultural or pastoral
products (or both). This commerce in agro-pastoral products was sometimes complemented
by a wider portfolio of economic activity which included one or more of: trade in
manufactured products or building materials, agriculture, livestock raising, and lorry
transport. In general, the larger a trader's capital base, the more diversified his business.

Some efforts were made to ensure a diversity of trader interviewed. In particular,
steps were taken to include non-Muslims and women, with limited success. All interviewees
were Muslim, despite the existence of significant minorities of Christians and animists in
Chad. Muslims heavily dominate trade in both countries. Most of those who were rich
enough had made the pilgrimage to Mecca and benefited from the title of Alhaji (men) or
Hajia (women). This title bestows on its bearer a greater respectability which carries over
from religion into business. Only three women were interviewed. This low proportion may
not be unrepresentive of their share in total Sahelian trade: on average, they operate on
a much smaller scale than men. They are found more in retail than in wholesale activity.
In each country only one of the interviewees was less than thirty and most were over forty
years of age. The Nigeriens were all Hausa or Hausified Fulani. The Chadiens were mostly
Arab and Borno. Ethnicity did not appear to be an important determinant of busines-s be-
haviour in the markets visited.

In Niger no one had access to ban!: credit. Six (32 percent) retained bank deposit

accounts. They were the largest traders. Some had accounts to enable them to deal with
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formal sector organisations. For others they remained as anachronisms dating from the days
when they had bank credits, one cpndition of which had generally been to keep
compensating balances in an account with the bank which had issued the credit. Two claim-
ed that they had bank accounts when business had been better, but that they had since
closed them.? One trader kept a post office savings account. The majority had neither
bank nor post office accounts.

In Chad, the situation was worse. Only three traders (17 percent) kept bank
accounts. None reported keeping a post office savings account. The reasons for having or
not having bank accounts were much the same as in Niger. Traders also stated that formal
credit was not available in Nigeria. and that Nigerian banks were pursuing their debtors, as
in Niger and Chad. The issue of whether Nigeriens or Chadiens would be eligible for

formal Nigerian credit if it were available was not discussed.

B. Credit and Confidence
1 Lack of Confidence in Formal Banking
The Chadian banking system does not inspire confidence. The civil war brought the
system to bankruptcy (Stallsmith 1986). After the war a moratorium was declared on
withdrawals of deposits. Until now those who had made deposits before that time have
effectively lost the use of these funds. It is also claimed that there is no confidentiality of

account information: influential people and orgauisations can thus be privy to a depositor's

2 If these checking accounts are not being used they are a net drain on a trader's
resources because they do not pay interest and there are charges for transactions.
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financial condition. It is alleged that the government removes funds from private accounts
on the basis of such information. More obviously, customer service in branches is painfully
slow. These problems apparently afflict the entire banking sector. There is also a post
office savings bank, which offers 2.5 per cent annually on deposits in its savings accounts.
It is not popular with traders.

Niger has been spared a civil war but its banking system is not in much better shape.
It is no longer making loans. The BDRN, the national development bank, is being
restructured, and it is trying to obtain and sell off the collateral for its many bad debts. In
this context, private sector traders are left to their own devices. Luckily, they have their own
financial system which predates the formal banking system and is built on stronger

foundations.

2. -Distan radi muniti

Informal inter-trader credit is accorded on the basis of confidence. Small, local
economic actors with little knowledge of long-distance trade will therefore tend to allocate
(or request) credit locally. In contrast, those with experience in long-distance trade both
give and receive credit beyond their immediate locality, indeed across national boundaries.
Confidence between two parties separated by a thousand kilometres may be strong if they
belong to the same trading community. The prime example of this is the Hausa trading
community. The Hausa language is the lingua franca of Niger and and much of Nigeria
because Hausa merchants have built up trade links throughout both. Social and economic

linkages tie Hausa trade routes together, particularly within Niger and northern Nigeria, but
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also in southern Nigeria where "expatriate” communities of Hausa traders exist to integrate
long-distance trade into the local economies. To a lesser, more diffuse extent, Islam forms
another community of which the Hausa community forms a part. An Arab from N'Djamena
may be more inclined to grant credit to a Hausa (or through a Hausa as intermediary) in
Lagos than to a Christian in Jos (though Jos is geographically in northern Nigeria).

A Maradi cereals importer stated that commodity credit is sometimes available in
Nigeria. When Nigerian traders perceive that cereals are moving quickly on the Maradi
market, they extend credit for up to one third of a lorry-load of cereals to the importer.
The in-kind credit is for two to three days and carries no interest charges. A cereals
importer based in Birni N'Konni said that about 30 percent of his cereal imports from
Nigeria were financed by credit from Nigerian cereal merchants. A Birni N'Konni tobacco
importer receives a 40-day credit from Nigerian traders on three-quarters of his shipments.
Reciprocally, another Maradi trader grants credit for up to a week to Nigerians for part of
the loads of cowpeas they export from Maradi. The implicit interest charged varies from
four to eight percent. These examples may be considered to fall into a "regional credit"
category because, although the credit extends across an international boundary, it goes no
further south than Zaria and remains within the Hausa region which spans tﬁat part of the
Niger-Nigeria boundary. |

Credit linkages from livestock markets in Niger and Chad to markets beyond
Hausaland in southern Nigeria are built on the confidence generated by the Hausa trading

community there. These are dicussed in section III.C. Similar linkages exist between Ehe
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onion-producing region of southern Tahoua Department and the onion markets in Bouaké

and Abidjan in Céte D'Ivoire.

C. Different Types of Loans

Much credit is used in business circles in both countries and will be discussed in some
detail. However, cash sales are also common, and indeed are preferred by most traders.
Many sales are hybrids: part cash, part credit. Data collected do not permit inferences
abcut the proportion of trade financed by credit rather than cash.

Unconstrained by formal regulations, the informal financial system provides a wide
range of loans tailored to meet the needs of borrowers and lenders. Money is lent with or
without interest, and on a profit-sharing basis. In addition, commodities are advanced for
future credit.

There are two. main types of credit available to finance trade in agricultural and
livestock commodities. The first is an advance of money, usually to enable the borrower to
purchase a shipment of goods. The borrower is then free to choose where he buys the
goods. In this case, repayment occu\rs when the goods have been sold. Repayment of the
principal may be accompanied by some extra payment to reward the lender for the use of
the money. The second type of credit is in the form of the commodity itself. This is tied
credit, in that it gives the borrower no choice of where he obtains the goods. The value of
the goods agreed on by the borrower ond the lender may be higher than the price which

obtains for cash sales.
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Traders of agricultural and livestock commodities make loans to finance others in
their line of business. However, they also make loans to finance other types of business and
for consumption. A N'Djamena grain merchant gave the following as the functions which
his credit financed for his debtors, in decreasing order of importance: agricultural

commodities, socio-religious ceremonies, housing construction, and cultivation.

1 mil i nd Reciprocal With

Between closc friends and particularly among members of nuclear and extended
families, interest-free loans are the norm, though loans with interest are possibie. An
interest-free loan may be used for investment in fixed capital, e.g. a plot of land or the
house built on it, or for a vehicle. It may be used as working capital to build up business.
It may also be used for consumption ranging from food in times of hardship to marriage
ceremonies in times of plenty. Family members may borrow without interesi or a defined
term to do anything, said an onion trader from Galmi. Indeed, sometimes traders make
interest-free loans without knowing what the money is to be used for, though this is most
likely when the borrower is a nuclear-family member or a very close friend, and when the
sum is relatively small.

Interest-free loans are granted to those to whom one has obligations as a patron to
a client. Although only the principal must be repaid, the borrower is experted to make at
least a token gesture of some sort to thank the lender. To the extent that the value of this
gesture falls short of what the lender could have earned with the money in the marketplace,

the borrower remains socially indebted to the lender. His client status is reinforced. There
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is, for instance, no hesitation among friends and family to finance a man's wedding to his
first wife. No questions are asked.® Such a loan is seen as cementing the social
underpinning of trade relations. This was the reason a Bongor butcher gave when he said
he would rather finance 2 wedding than commerce. Such activities are better classed as
social investment for future economic returns rather than as consumption luans.

For family members and friends who look forward to a future flow of credit from a
trader who has given them credit without interest, there is every incentive to repay the loan
quickly and with more than a token gesture. However, despite this, some traders explicitly
stated that they did not expect even the principal on particular helping loans to be repaid.
Either they had already resigned themselves to converting bad debts into gifts or they had
meant the loans as a gifts in the first place.

Whatever the circumstances, once granted, this sort of loan is the least policed. The
lender trusts the borrowér who may be an heir who in time would have inherited the money
anyway. Giving to those poorer than oneself is one of the five "pillars” of Islam. In
traditional Islamic Sahelian society one may be shamed for hounding a dependent member
of his family to recover a loan. For all these reasons, many interesi-free "help” loans
evaporate as the trader builds up an extended family circle of dependents.

Not all interest-free credit is bound up in reinforcing a hierarchical structure of
economic power. It also plays a role in peer bonding. Interest-free loans are granted
reciprocally between traders of a roughly equal status who have built up trust over time.

As long as their needs for loaits do not coincide in time, they lend back and forth to each

3 However, men are expected to finance marriages to subsequent wives themselves.
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other, repaying only the principal. For example, a Maradi livestock trader had recently lent
a trader friend 27,500 CFA without knowing what his friend intended to do with it. He
expected full reimbursement without interest, though he did not know when that would
occur. He expected to be able to call on this friend for a similar favour in the future. The
net result of mutual help or reciprocal loans without interest is a web of social credit which

proviaes the traditional structure within which the more formal finance of trade takes place.

2. Money Lending with Interest

Moneylending with explicit interest occurs at the other end of the spectrum of
acceptability in Chadien and Nigerien business circles. Credit with interest calculated as a
percentage of the principal lent, however little, is regarded as usury in Muslim society: it
is forbidden in the Koran. Moneylending is thus a sensitive subject. It was not possible to
interview a moneylender in either country. However, there were enough second-hand
accounts to suggest that, at least in towns of over 20,000 inhabitants, moneylending is
pracﬁced. This appearzd to be the last choice of financing for potential borrowers who

could not secure credit elsewhere. The lenders were apparently Muslim in all cases.

3. Loans with Profit Sharing

The most common large business loan encountered was the profit-sharing loan of
cash between traders. Here the opportunity cost of capital is recognised: recompense must
be made by the borrower for the lost profit-making possibilities which the lender forgoes.

The profit of the business venture partially financed by the lender is divided between
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borrower and lender. This circumvents the problem of the Islamic proscription on lending
money with interest. Formal Middle Eastern banking also uses this solution. The way in
which the profit is to be split is negotiated between the interested parties. In most cases,
the lender's fraction of the profit is a third, a half or two-thirds. The last is the most
common. In other words, the lion's share of profit more often goes to capital than to
enterprise.

When asked how he decided what proportion of the profit he would bargain for, one
trader smiled and said that if he believed a potential borrower would honestly declare the
profits made with his money, he would ask for one third. If he did not have faith in his
honesty, he would insist on two-thirds. We must remember that in an environment without
formal accounting, much financial evaluation is subjective, there being few objective details
to analyse.

In one interesting case, a large Maradi cattle trader said that, as a lender, he splits
the profit into three. He and the borrower each take one third. The remaining third is put
into an "escrow account”, managed by the trader, to be used to compensate him .for any
losses incu ted when they do business together in the future. Whatever remains of this
insurance fund can be cashed in by the borrower once he is rich enough to operate on his
OWI.

Sometimes, when the the lender is satisfied with the level of profit earned on his
money, he immediately relends the money to the borrower (presumably on similar terms and
conditions). In this way the loan may be perpetuated for years, with periodic evaluation of

the portfolio performance. Such arrangements may be compared to a joint venture in the
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formal sector. The lender is still a lender, rather than a shareholder, but the distinction is

more semantic than real.

4, mmodi

Commodity loans are credits where either the loan itself or the repayment of the loan
is made in kind, rather than in cash. They are given to cement links in a market chain
between seller and buyer. They mainly flow from seller to buyer, down the market chain.
Occasionally they flow from buyer to seller, up the market chain. Commodity loans may
involve implicit interest, i.e. the price at which the commodity is valued for the purposes of
such a loan may differ from the price assigned to it for a cash sale of the same commodity
occuring at the same time. This implicit interest is not condemned by Islam.

Sellers advance consignments of goods to other traders for resale to third parties.
The seller either waits at the point of resale until the resale is completed and he is
reimbursed from the proceeds. Alternatively, if he has enough working capital, the seller
may return to his source to buy a new consignment, and receives payment for the first as
he hands over the second on credit. For example, when lorryloads of onions arrive from
Abéch¢ in N'Djamena market, the traders who bring the onions may receive cask for the
entire shipment from the market's onion wholesaler or, when the wholesaler has a liquidity
crunch, for only some fraction of it. In the latter case, the remainder is paid in about a
week, if the trader chooses to wait. In the meantime, the wholesaler sells sacks of onions
to retailers in the market, some for cash and some on five-day credit. When the retailers

repay, the wholesaler is then able to reimburse the credit obtained from the traders. The
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traders do not charge interest on the loan (i.e. the cash price and the credit price are the
same) because sometimes the wholesaler lends them money without interest. Thus this is
also an example of a reciprocal interest-free loan between traders who have built up mutual
trust over time.

Commiodity loans may also be made directly to trusted consumers. The best example
is the civil servant who goes directly to the wholesaler to buy a sack of millet on credit until
he is paid at the end of the month.

Less commonly, a buyer advances money to potential sellers to oblige them to furnish
him with goods which he wants. The only example of this was found among traders of skins
and hides but, interestingly, this arrangement existed both in Niger and Chad. The traders
advance money to butchers who are notorious for working on credit. When a butcher
slaughters a ruminant, he hands over the skin to the trader, thus repaying part of the
outstanding loan to the trader who supplied the loan. In the case where the butcher has
obtained loans from several traders he pays them off in the order in which he received
them. In such a system, a skins and hides trader who does not give credit to butchers has

less secure access to a guaranteed flow of skins and hides than one who does.

III. FINANCIAL FLOWS AND COMMODITY TRANSACTIONS
Only one trader interviewed neither received nor granted informal credit in one form
or another. He was a small NDjamena date trader who was supplied sack by sack from his
hometown of Faya Largeau in the Sahara Desert. There was, he explained, no wholesaler

in the date trade, and thus no one with the working capital to finance sales on credit.
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Another trader supplying vegetables to the N'Djamena market claimed to use credit for the
production of the vegetabies but not for their marketing. All other Chadiens and all

Nigeriens interviewed use or grant some credit as part of their business.

A. Flows of Credit along Market Chains

Maps 1 and 2 show the geography of wholesale goods and credit flows of the traders
interviewed. It portrays a rough representative profile of the trade flows in Chad, Niger and
Nigeria documented in the survey.* Three different types of market sale of goods are
distinguished: (1) cash sales: (2) commodity credit from buyer to seller (where cash
precedes goods); and (3) commodity credit from seller to buyer (wiicre goods precede cash).
No attempt is made to distinguish between cash sales financed by a third party and cash
sales for which the buyer pays from his own funds. A circle at the end of a route and not
in a town in which the interviews took place represents a purchase or sale made by a trader
travelling to buy or sell. A route with no circle at its end indicates: local production,
shipment by traders based in the source or destinaiion market, or no information.

Credit is spread fairly evenly across both maps. Only trade in wheat (Birni N'Konni)
and in fresh vegetables and dates (N'Djamena) do not involve at least some credit activity.
The routes from Maradi across the Niger-Nigerian border are striking but consistent with

the town's reputation for exactly this sort of trade. Chad, with a greater range of

4 Section II.A.1 lists the major international trade flows between Nigeria and the two
countries under study. The only trade flow between Chad and Niger documented in the
interviews was livestock in transit from Chad to Nigeria which passes through the dried-up -
bed of Lake Chad. .
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ecosystems, appears to meet more of its needs in its trade in agricultural and livestock goods
internally. Credit flows in 2 market network are emphasised in the example of livestock and

meat marketing given in section IIL.C,

B. Terms and Conditions of Lo#ns
1 n nt an w _

Czsh advances are available on many scales. Individual cash loans discussed in the
text varied from 50,000 CFA (about $200) to 8 million CFA ($30,000) in Niger and from
10,000 CFA (§40) to 12.4 million CFA ($45,000) in Chad. The range covers three orders
of magnitude. The bottom end corresponds to the petty needs of a small retailer, while the
top end represents the cost of a small lorry for a wholesaler who has diversified into
traaspori. Along the spectrum between these extremes lie the sums needed to: buy a sack
of dates (20,000 CFA), fill a small storage shed with cereals (300,000 CFA), and assemble
an export herd of 50 head of cattle (four million CFA). The median of fifteen Nigerien
cash loans discussed earlier was 900,000 CFA, and of thirteen Chadien cash lo;ns was
500,000 CFA. The infcrquanilc ranges were 150,000 to 125 million CFA and 100,000 to
2 million CFA respectively? With such small, non-randomly selected samples, no generali-
sations can be madé for everages of all traders from these countries. Note also that the

above statistics a1e based on all data collected on cash loans - with and without interest.

5 Medians #nd interquartile ranges are given rather than means and standard deviations
because the distributions are very skewed, each containing one very large member.
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The more limited data for individual commodity credits do not allow conclusions to be
drawn about whether they tend to be larger or smaller than cash credits.

Most creditors are owed money by several debtors. In Bongor, commerce is
dominated by a single large trader whose diversified trade includes several agricultural
products. During the civil war he granted substantial amounts of credit, to the extent that
he is owed a total of 27 million CFA by Bongor traders. He claims to be confident that a
large part of this will be paid back as the economy picks up. It is possible that several
t.raclers interviewed in other markets also have cumaulative credit on this scale, but none
divulged it.

Credit limits for non-family members are built up slowly over time, on the basis not
only of individual credit histories but also on the strength of interventions by "mentors” who
may offer to guarantee loans. Older, richer members of the extended family often play this

role.

2.  Interest Rates

Many loans are made without interest, explicit or implicit. A trader-borrower will
generally favour these loans, despite the social debt he may build up. When the trader does ‘
not have access to interest-free loans, because his patron does not have the lliquidity or
because he js the patron of his social circle, he may borrow with interest. What follows is

a discussion of loans with non-zero interest rates.
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Credit with explicit interest is difficult to document. Second-hand estimates from
both countries suggest an interest rate of between 5 to 12 percent per month. An estimate
by a Maradi expatriate of 50 percent per month must be counted as a third-hand source.
Some Nigerien traders discussed borrowing money which they paid back with a "gift", which
they distinguished from interest. We should not, therefore, compare these directly with
moneylending loans. Interviewees often gave examples with fuzzy terms, resulting in a range
of interest rates. The resulting maxima 2nd minima were converted into average monthly
rates. There is a wide range: from 3 to 82 percent, with a median of 10 percent and a
mean of 13 percent. The interquartile range is from 7 to 32 percent. In stark contrast,
Nigerien banks charge 10 percent per annum and the annual legal maximum is 14 percent.

There is one detailed example which allows a direct comparison between a more
fonnai, moneylender loan and a less formal loan between those with close social ties. A
Maradi livestock trader said that i{ he borrowed money for a week to buy a bull (about
80,000 CFA) he would have to pay interest cf between 2,000 and 5,000 CFA (10 - 27
percent per month) if he borrowed from a friend or family member or between 5,000 and
7,000 CFA (27 - 40 percent per month) if he borrowed more formally.

A single Chadien example is available for comparison. According to a Massakory
cereals trader, the "gift" he gives as a borrower to a lender could be "up to 100,000 CFA"
on a one-month million CFA cash loan to finance cereal purchases elsewhere in Chad. This
translates into a maximum monthly interest rate of 10 percent on a loan which, according

to the trader, was approximately one third of the profit of the business venture it financed.
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In other words, the loan is between friends and yet the lender would accept up to one third
of the profit. This loan lies somewhere between the pure business and the pure assistance
(i.e. interest-free loan). Thus the 10 percent should not be outside the normal range of
interest rates. This is not inconsistent with the Nigerien results above.

Interest ;:harged by moneylenders need not be compouaded indefinitely. One
Chadien said the Bongor moneylender charged 10 percent interest for any length of time.
A Nigerien said the moneylender he knew did not grant credit for any more tﬁm a month
at a time,

In conclusion, it seems that money can be borrowed at a vride range of interest rates.
Most cash loans for which some interest is explicitly or implicitly paid seem to have monthly
rates in the 7 to 32 percent range. The range of "gifts" given as gestures to creditors appears
to encompass the r@ge of interest rates quoted for moneylenders, although these are not
well known. In this light, moneylending cannot be seen as exploitative in the Western sense,
merely contrary to Islamic norms.

Another issue merits comment here. The rapid turnover in trader activity creates a
very short term loan demand that formal institutions in Africa are ill-prepared to service.
On the other hand, six month to one year loans more common for formal institutions are
not we'l suited to high turnover icformal trading business. By the same token, high turnover
of inventory can generate rates of return to pay 10 to 15 percent monthly interest charges
that longer term gestation projects or agricultural activity would be unable to support.
Hence what appears to be relatively high monthly interest charges in informal markets may

not be high in relation to the successful consumation of the short-term activity in question.
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In short, comparisons of relatively high monthly interest charges for informal credit to lower
annual interest charges for formal credit can be misleading without taking into account the
typical turnover of the activities in question (and their corresponding economic rates of

return).

Commeodity Loans

Data available for implicit interest rates on Nigerien commodity loans also have a
wide range. For cattle the rates are irom 13 to 36 percent per month with a median of 20
percent; for cereals they range from 3 to 52 percent also with a median of 20 percent. Data
for sheep give much higher rates. For dates and onions rates are much lower, for no
apparent reason. Very limited data for Chadien cereals indicate a median of 16 percent per
month. These results suggest that there is little difference in interest paid between cash and

commodity loans.

3. Loan Terms
Term Structure

The data for Nigerien loans in both forms — cash and commodity - were combined
to investigate the term structure of interest in its broadest sense. Average monthly

percentage rates were calculated for each term for which interest rates were available.

¢ Implicit interest rates for commodity loans may only be calculated when there is both
a futures and a spot price for the good in question. If a good is only sold on credit, it
becomes impossible to distinguish the interest income from other trading profit.
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Graph 1: Nigerien locan term structure
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Graph 1 displays the results. There is no convincing trend. Regressing the interest rate on
the term indicates a declining term structure, with the monthly rate declining by half a
percent per month with each extra day, but this relation explains only 17 percent of their
relative values (i.e. R? = 0.17). Data may have been wrongly noted or interpreted, but such
a distribution may also represent reality, since they cover several commodities and various
levels of formality and risk. Chadien data were insufficient tc justify analysis, but also

suggested no clear trend. There is a real need here for more research.
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Variability

Terms for informal loans are variable. Loans are made more to accomplish specific
transactions than for particular periods. Borrowers generally repay as soon as they have met
the goal for which they obtained the credit. The range encountered was from one day to
"years".

In-kind credit from wholesalers to retailers is the shortest term category, generally
extending from a day to a fortnight, depending on the time needed for the retailer to sell
the goods. The time needed depends on the perishability of the goods, the distance between
the wholesaler extending the credit and the retailer receiving it, and the degrse of
transformation of the goods before their retail sale. For example, credit for a single day
from a Bongor livestock trader to a local retail butcher seems reasonable, since meat must
be sold within hours of slaughter. On the other hand, the Maradi wholesaler who sells fruit
imported from Nigeria to retailers who come from all over the department gives a full
week's credit to allow for travel time. At the other extreme, Maradi butchers sell hides to
small-scale local tanners and cobblers with two-months credit to allow enough time for
tanning and the manufacture of sandals and other leather goods that are eventually sold.
Loans with the longest maturities fall into two categories: cash loans from one extended
family member to another (in both countries), and Nigerien cash loans for trade with

Nigeria.
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Flexibility

Terms are also flexible. When interviewees talked of terms, they refer to averages
from their experience, rather than of rigid limits. In negotiations prior to granting a credit,
an approximate term may be mentioned, but even this level of specificity may be omitted,
particularly between friends and family members. A Bongor butcher declared bluntly that
there was no time limit to the credit he granted.

For those who do discuss the maturity when the loan is granted, the nature of the
venture for which the loan has been granted may evolve. The perception of maturity from
the perspec: ve of the borrower and the lender will also change, so the term increases or
decreases, mutatis mutandis. This is surely the underlying point of view of the female
Maradi peanut trader who complained that as many as half her debtors do not pay "on
time", yet who does not apparently stop granting them credit! Finally, some profit-sharing
loans are effectively of indefinite duration. The lender and borrower meet from time to
time, usually at least once a year. They settle accounts and, if both parties are satisfied, the

lender immediately reloans the money to the borrower. (See section I1.C.3.)

4.  Collateral and Collatera] Substitutes
As noted above, merchants lend mostly to people they know, to whom they lend

without guarantees. However, some are also attracted to potentially profitable ventures with
those whom thcy do not know well. Here they take steps to reduce their risk exposure.
Several options are availabie. A lender may increase the proportion of his retained profit.

This guards against dishonesty at the point of profit-sharing. However, it is doubtful that
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many traders would lend money if they felt that the borrower was capable of such deceit.
Traders did not often mention this as a precautionary step.

The prospective lender may also research the reputation of the trader who is asking
for credit. For instance, one N'Djamena grain merchant refuses credit to anyone whom he
learns has an association thh alcohol or prostitution. However, lenders seem to work with
informal credit ratings of individuals which are readily available, rather than doing
additional research.

Finally, for larger, more formal loans, the lender may require technical details of the
venture and a degre= of proof that it will succeed. For instance. . prospective borrower who
presents a contract for supplying ar international organisation or project with .goods isin a
very strong position to secure informal credit. If the trader is still in some doubt, he takes
precautions to verity that the borrower is backed by enough collateral. In case of still
greater doubt,