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CHAPTER I 

I. INTROD UCTION 

1.1. Background of the Study 

Agri cu ltura l dcvelopment is the fo un dati on of ind ustrial deve lopment and , consequentl y. 

of a country's ovcra ll economic dc\·elopment. To atta in agri cu ltural development, every 

government must consider agricu ltural c red it as an important po li cy instrument. Bes ides, 

agri culture has been the main stay of the economy for many developing countri es which 

supports the maj ori ty of the popu lati on for their li ve lihood at subs istence leve l. In Afri ca. 

agri culture has becn the main source of employment, incom e. fo reign cxchange, saving 

and investment. 80% of the total populat ion of sub-Saharan Africa is dependent on 

ag ri culture for lifc sustenance. out of which, 70% are engaged in thc producti on of 

agri cultural produc ts directl y It'om farmin g and li vestoc k producti on (Odiahmbo: 2007) 

Be ing one of thc s ub-Saharan African countries, Ethio pia is not an exception from th is 

rea lity. The sharc of the IOtal population engagcd in agr icu ltu re has been more than 85%. 

In fact. the govcrn ment of the Fedc ral Democrat ic Rcpub lic of Eth iop ia (FD RE) has 

fo rmul ated an ove r all economic deve lopment st ratcgy that is anchorcd in the 

dcvelopment of the agricul tura l scc to r. Agriculture is cxpected to bring growth in the 

other scctors as well. In Eth io pia. Ag ri cultural Dcvelopment Led Industri alizati on 

(A DLI ) has bccn bel ieved to transform the subs istcncc fo rm of production to a 

commerc ia l ori cnted one (MoFED: 2002) . Thi s shows thc levc l 01' cmphas is that should 

be g i\'cn to thc scc to r considering the proporti on of thc popu lat ion it suppo rts and the 

levc l or incomc ge ncrated fro m it. 

With this strategy in mind. assuming the achievemcn t of agri cu ltural devc lopmcnt with 

out the suppo rt of thc financial sys te m does not secm casy. Indeed, the access to credit 

se rvice fo r vari uus purposes rang ing from producti on and harvest ing to marketing of 

agri cultu ral products is vita l. The egal itari an na ture of the E th iopian land tenure system 

(i.e . the predominant share of the agrari an socie ty being sm allho ld ing) also leads to the 

nat urc and leve l 0 f 

r a substantia l part of 

: process by availing 

ea lity on the ground 

Icast Icvc l of credit 

banki ng secto r' s rol e 

Irc has becn the most 

ri sks it poscs such as 

,ome part ia ll y blame 

procedures fo r thi s 

dit faci lity to farmers 

ure prod uct ion. Since 

ng cred it. Total cred it 

has increascd to Birr 

~4 % pCI' annum over 

thc situation of smal l 

.II1t importance as the 

ao ri cu lturc bel iev ing " ~ 

ly. 
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1.2. Statement of the Problem 

Capital has been among the prevailing problcms that are frequcntly rai scd in relation to 

thc stag nation of agri culture in gcncral and small -holder farm ing in parti cular. It is 

nceded to linance yarious aspec ts of thc production. harvesting , and marketing of 

agricultural prod ucts. !\ccordi ng to !\sscfa ( 19X 7). thc PO\"Cl"ty trap in thc scctor i. e. the 

low producti\·it y. 10\\' income and aga in low produe ti \'it)' cyclc can onl y be broken 

throug h the a\ 'ailabil ity of cred it lor the small holdcrs so that farm ers will be fortunate to 

ado pt new techno logics. improye producti vity and increase barga ining power to market 

their outputS at higher priecs. 

On the other hand. com mercial banks kno w the scetor fo r its unique se t of risks. Among 

the predominant problems arc the lack of phys ica l assets for collateral and absence of 

predictab le source of income far rcpaymcnt of loans. Thc problcms could ari se from 

differe nt factors such as changing cli matic condit ion and markct fragmentatio n. As a 

result. banks usua ll y sh ift their lending business to markets other than agricul tu re. 

Besides, other problems such as lack of infrastructure, high loan admin istrat ion cost and 

informa ti on asym met ry led to the limited operation of'collll11crcia l banks ( Pearce: 2004). 

To allcviate these problems. many countries havc bccn pursu ing inno\'ati\"C mechanisms. 

These may include establi shing Specializcd Agricu ltural Cred it Institutions. forming 

Rural Mierofinanee Instit utions, and fo llowing group lend ing tcehniques. each of them 

having their own merits and de merits. For instance, Varon ( 1992) criticized informal 

lenders and \,1icro Fi nancc Insti tuti ons (M Fls) on the grounds of charging high interest 

rate. whic h is soc iall y undes irab lc and thc small nature of" the loans. In Lthiopia. therc 

\\erc attempts to link sma ll holders' with the banking sec tor th rough eooperat ivc 

assoc iations. 1:01' instance, loans uscd to bc availcd from the Gank of !\byssinia (l3oA) 

against Uni ted Statcs Agency for Industria l Devclopmcnt (USA ID)'s loan guarantec 

program. It \\'as reported that the bank's loan recovcry pcrformanee was 100% for two 

seasons (Tesfaye: 2008). In addition, the Commercial l3ank of Ethiopia (CGE) was 

providing loans to small sca le fa nncrs that have been increasing over thc yea rs (Grover 



and Anteneh : 2004). Thi s renects the need and possibil ity of creat ing innovative 

approaches to improve smallholdings' access to bank c red it. 

However, there were no recent resea rch works that studied the linkage bctween 

smallholding fa rmers and commcrcial banks in the credit market. Therefore, one of the 

main thrust of this study was to look at the issue c losely in terms of its problcms and 

prospects on contextual basis. It intended to give clear picture on the problems from 

various stakeho lders point of view such as commerc ia l banks, cooperati ves, farmcrs and 

other insti tutions. 

1.3. Objectives of the Study 

The general objective of the study was to assess the mechanism of accessi ng small sca le 

agricultural loans from commcrcial banks in Ethiopia and closcly look at the existin g 

challenges and prospects on contex tual basis. The spec ific objectives targeted : 

• To e lucidate the existing modcs of delivering sma ll scale agricultural loans to 

farmers li'om commercial banks. 

• To unfold the chal lenges and their causes III delivering small scale credit to 

farmers in lhc case area. 

• To re\cal thc role of other institutions in facilitating the credit deli\ 'ery process. 

1.4. Research Questions 

The study attcmpted to address the following spec ific questions: 

,.. What arc the O\'er al l sma ll scale cred it lending approaches of commercial banks? 

>- What efforts have bcen made to enhance smal l holders' access to small 

agricultural crcdit from commercial banks? 

>- What challenges do farmers face in a bid to access credit from commercial banks? 

>- What are the roles of the gove rnment in the process of availing small scalc cred it 

to poor farmers? 

> How can other stakeho lders participate 111 the process of small scale credit 

provision? 
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1.5. S ig nificance of the Study 

Primari ly. the study is " p"rtial fulfi llment of thc grad uate program from the Institute o f 

Reg iona l and I.oca l i)cye lopment S tud ies ( IRLDS). In addi ti o n. th e o ut put is so ught to 

g ive insight s tq po licy makcrs on the issue and a lso SClye as a base for further ad" anced 

resea rch on th c a rca by th c acad cmia. In fac t. cred it fo r sma llho lding credit is of 

paramount im po rtancc. Thcrcfo re. thc s tud" can st imu late the interest of othe r 

stake ho lde rs such N GOs " nd dono rs to g ivc more focus to th e sector. Conside ring the 

bul k of financ ia l reso urces that commerc ia l banks ho ld in Icth iop ia , studies surround ing 

thi s lin kage enhancc the fut ure endea vo rs to mini mi ze the cons tra ints and develop the 

positi ve aspects. The study is al so a imed at g iving conce rned go vernmcnt age nc ics and 

non-g O\'ern me nt organi 7.at ions clues on the po licy gaps so that they locus to find \\ 'ays to 

supp lcment it. 

1.6. Scope of the Stud y 

Geographica lly. thc s tudy is con lined to / /"0 'aUben /Vereda and around the to\\n o f 

Uisholi ll . An y conc lusion drawn bascd 011 the stud y is co ntextua ll y limited to thc sllIdy 

area. In Add iti o n. th e study looks at selec tcd so urces o f c red it from commcrcial banks . It 

does no t inc lude c red it services prov ided from other so urces such as mic ro finance and 

in puts supp li c rs. 

1.7. Limitation of the Stud y 

The stud y \\-as co ns trained by lac k of adcq uate ti mc and budge t whi ch. in turn. limited 

the s izc o f samplc selec tcd fo r ana lys is. iVlo rcovc r. thc issues in qucstio n allel the 

co ll ected data requircd ad va nced ana lyti ca l tec hniques and mode ls to produce in-de pth 

"iew about the gcncra l po pulati on. I lo we\,e r. s im ple stat is ti ca l too ls and tec hni ques were 

uscd to co mpromise ",ith timc . Thus, fu turc researchcs can bu ild up on the outputs of thi s 

study. 
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1.8. Organization of the Paper 

The final repo rt of th is study is composed of the fo ll owing parts. The firs t chapter is the 

introduction that includes the background. statement of the problem. objectives o r the 

stud y, resea rch questions, research method ology, and signi ficance of the study. scope and 

limitations. The second chapter presen ts the theoretical framework and empiri cal 

literature review. Data desc ri pt ion and analysis are dealt in th e third chapter. Final ly, 

chapter fourth e nt ai Is the conclusion and recommendation. 
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2.1.2 Need for Agricultural finance 

Pearce (2004) noted th e f~lc t that studi es in 150 different cll untri cs revealed the pos iti ve 

link bct,·,ccn a ,,'e ll - functioning financial system and long- te rm growth, and national 

sav ings and economic growth. Espec ial ly. dcyelo j1me nt of the rural sector that 

accompani es thc imj1ro vemcnt or li"ing stand ard of the major ity ,\'ho are dependelll on 

agriculturc is a pri mc conce rn in deve lopi ng coun tri es . Rural finance in gene ra l and that 

of ru ral credit in pa rticular is cr itica l to reduce rura l household vulnerabil ity. The 

avai labil it,' of agricultural c redit he lps the poor to smoothen consumption pallerns as 

agri cultural income is a ffected by various factors such as market prices. ,,'cather 

co nditions and timel y availabilit" of technol og ical inputs , The sma ll holding fanner can 

also bu ild up asscts g rea ter tha n the va lue of the liability, Il encc. there is strong need to 

provide adequate ercdi t facilities Il)r sustai na ble operati on and growt h or the agricu ltural 

sector and I ~lrlllcrs li ving condit ions. 

Golait (2007) also di sc ussed lhc contribution of credit lor agricu lt ure, as a non- land 

inpu t. In order to ensu rc adcquacy. the study cons idcrcd t" 'o d imensions of agricultural 

credit i.e. availabili ty of crcd il lhat impli es lhe "o lul11 c of suppl \" and di slr ibution that 

sho"'5 thc fa irness in allocation , Nonetheless, Kahlom and Singh ( 1984) emphasized 

scek ing lor agricultural crcdi t lacilit" should not be fo r the mere q uestio n of money­

lendin g o r rep lac ing indi vid ual lenders with instit utional lenders. Ra ther. it should be 

de, 'c lopmenl orien tcd by coniribill ing 10 th e be llerm enl of the soc iety in lerms o f 

prodllcti"ity of land, labor and capi tal. Thus. ag ri cillili ra l credit in volves "arious 

inlri cacics oC c reeli l delive ry SUc h as .. "I70l '- IIIl1eh 10 horrOl'-. ,,'hw Ii)!' 10 horro\i'. ,,-hm 

' !'Duld he poid-off ,,-Iwi should be Ihe repoylllelJl schedule .... elc. oi"lhe inSlillilions Ihal 

pro\'it!ejinonce /u/Ol'lllerS, their orgon;:o/;o17 (lnd operat ion, coordinaf ion, I1wnogemenl 

ond cOl1/rals " . /OIC: ond o/"lhe .lUcielies inleresl ill credil /or agricullure " . ", 

Relaled 10 the contributio ns is Ihe form of crcd it s Ihro ugh w hi ch capital is channeled, 

Si mil a r 10 o ther c redit prod ucts. agricullUra l c redi t caO) be categorized in (0 various time 

bands of sho rt le rm , med ium lerl11 and long term c redit. Shorl te rms c red it is usua ll y 

mea nl for workin g eap ila l and ensures adcq uale liquidity ex isls in the bus iness. It is 
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usuall y repaid at the end or a produc tion season in anticipation of sourcc of income 

usually rrom a certain product (Mukwereza and Manzungu: 2003). 

As the core of this study revolyes around assessing the issues that affect agricultura l 

credit del ivery from commerc ial banks. basic understand ing of bank ing bus iness and the 

associated risks is deemed important. 

2. 1. 3. Ba nk ing 

2. 1.3. 1. Na ture of Bankin g 

Gup and Kolar (2005) defined a bank as a linancial inslillilion 11701 is owned by 

slockholders. operated/or pro/il ond engages in lending oclil·ilies. " Understanding the 

nature or banks arises from knowledge of their underly ing thrust and activities. It is 

important to unders tand the specifi c role of banks as other types of linanc ial institut ions 

such as micro fi nancc institutions, and saving and credit associat ions can also give the 

same types of services that banks provide. Quite often. the lega l frame establishes the 

financial playing ficld for aetilities of commercial banks set by the central banks of 

countries (Paul: I ()9()). rhe legal definition of banks by central banks. as regulator and 

supervisor ol'thcir safc opcratiolb. appears im portant. Therclore. the legal definition can 

be used to make proper distinctilln betll 'een financial se!"lices provided by commercia l 

banks and other financial establishment. i\ccordingly. the follolling definition bl' the 

National 8ank of Ethiopia. th e regulatory boch' of the Ethiopian financial system, is 

belieled to express banKS in Fth io pia:". ({ company licensed by Ihe NOlionol /Jonk 10 

IInderwke honking ""siness or 0 honk aImed h)' Ihe govemme!1I" (Negorel Gazew:2008) 

As indicated by th e Proclamati on to Pro vide for Ilanking flusiness number 59212008, 

banKing business has been expressed as a business that delivcrs the following opcrations: 

"-- receil'illgjill7cisji-ulI7 Ihe !,uhiic Ihrough "'COilS Ihat Ihe Nalional !Jank has 

declared 10 he on ulilhorized manner ofreceiving/iliJds: 

.- using Ihe lill7ds [receil'ed FUII7 Ihe public) .... , in Ii"hule or in parI. fur 

Ihe accoulll ond iIIlhe risk oflhe person lInderlaking honking hllsiness . .lor 

loalls or inveslmenls in a manner acceplahie hy Ihe Nalionol IJank: 
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J- "i77e I){fl'ing and selling o/gold ond silver I)//Ilion ondjilre ign exchange; 

l- "lite 1/'{{!7.I'{er o/jimd.,' 10 olher locol andjilre ign persons Oil hehol/ 0/ Ihe 

honks Ihell7seil'C.\' to Iheir CIISlolJlerS; 

.. 'I he discolll1fing oild negoli{{fion 0/ prol7lissOIY nOles, drajis, hills 0/ 

exchange and olher el'idence oldehl: 

l- , 111.1' olher oCli l' il), r ecognized os cl,ls/ol7/wy honking hllsiness, ll'hich a 

honk ellgoged in Ihe OCl il' ilies .. , olllhorized hy Ihe NOlional Honk: 

2.1.3.2. Types of Banks 

A ll b3nks do not hm'c th e sa llle na tu re and ma" not prov ide a ll sorlS o f linanc ial serv ices, 

According to Paul ( 1996), bank s can be c lassified based mainl y o n the ir fun ctions. 

omlcrship and domic ik, Fo r the purpose of this study. the author ' s s ix e lass ific3tions of 

banks based on fu nc ti o n are considered: 

COIJlIJlC/"c ial Bonks: These bank s pcrfo rm all kinds or banking business and ge nera ll y 

finance trade and COl11llle rce, /\ s th ei r deposits a re normall y shorl-tel'll1, they advance 

shorl tcrm loa ns to business lllen and trad ers, They a\'o id medium terlll and long term 

le nding, 

In<1l1slrio/ Hanks: These ba nks me a lso known as Invest lllen t Banks and main ly meet the 

med ium term and lo ng term linanc ial needs o f ind ustr ies , Such long term needs can not 

be mct h,' commerc ia l banks \I 'hieh ge nerall\' dea l \lith sho rl term lending, The main 

i'eatures of Indust rial Ilanks is th at they accept long term deposits and make long term 

lending to industriali sts, 

lIgriellllll/'lll Honks: Agricultural c redits arc diffcrent fi'om those o f industry and trade, 

These types of banks dcal w ith the fina nc ial needs of agri culturali sts that requi re short 

terlll loans to bu y seeels. fertilizers and ot her inputs, anel long term c redi t to make 

pe rmanent investmel1l s on land. and purchase agricultural machinery and equipment. 
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!:~,change Hanks: They deal w ith I(Jre ign exchange and spec iali ze In financing fo reign 

trade. T hcy fac ili ta te internati onal payment s through the sale and purchase of bill s of 

exchange and thus play an important rol e in promoting fore ig n trade. 

Sm'ing Hanks: These banks arc establi shed to promote th e saving habits o f a parti cular 

commun ity a nd mo bili ze th e dcpos it s. 

Cel1lm! Hanks: It is the "Apex ' in stitut io n that contro ls . rcg ulates . and supe l"\'i ses th e 

mo nito ry and credit system in the co untry. T he func tions o f the ce ntra l bank inc lude: 

i ~s llancc of domesti c cUlTene:' notes . ac ts as banker. agent and fin ancial ad visor of the 

sta tc . custodi an of the co untry 's reserves in int ernati o na l currency, se rves as lender o f last 

resort. and act s as controller o f credit. 

2.1.3.3. (nhcl'cnt Ri sks and thcir Managcmcnt in Banking Busincss 

Sanatamero ( 1996) presented si x ty pes of risks that banks face in banki ng se n 'ice 

deli very. These arc: Systemic /J/(Irket risk. credit risk. liqllidit)' risk. opemtiol7a! risk ami 

legal risk. The pape r ex plains s\stemic/ ma rke t ri sk as the ri sk that allee ts the bank' s 

prn fita b ili tv du c to the asset ,"<llu,' change assoc ia tedlVit h systcmi c fac tors. Thc t\\'o main 

concerns in banking business related wi th market ri sk arc changes in the general leyel of 

il7lereSI rOles and the rclati , "c , "a luc of cu rrencies Or foreign exchonge riSK. \Vhcrc as . 

Credit risk a rises from the ll<lll 'perl()l"!mll1ee o f a borro wer J"ro m the inability or 

unwil lingness to perfo rm accordi ng to co ntrac tual repaymcnts o r the failure of the 

borrowe r to mee t repayment ob ligat io ns as pe r the contractua l ag recmen ts co ncl udcd 

\\'ith a bank. Thi s will a fl c ct thc linanc ial pos ition of th e le nci er and o ther creditors to the 

lende r such as de pos ito rs . Liquidin' risk, on the othc r han d. is thc ri sk o f a fundi ng crisis. 

For instancc. when th e bank is piJn ning for g rowth and unex pected ex pansio n oj" credit. it 

tri gge rs the po tentia l for uncx pec ted fund ing c ris is. o n-rc pay mc nt o f loans a lso exposes 

the bank to liquidity c ri s is as it :it"lcc ts the cash fl ow plan o f thc bank . Operational risk 

ari ses fro ltl th e fa ilures in " .. . record keeping. processing systelli/ailllres ond cOlliplionce 

with various reg ulations." Legal risk a ri ses fro m two dimensions. First. changes in the 

ex istin g statue. laws and leg is lat ions that put prev io us ly conc luded transact io ns into 
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jcopardy cven if countc rpan ics arc performing adcquatcly and w ill do so in thc futu re. 

Sccondly. Icgal risk can arisc from dccds of manage ment and c m ployces that may include 

fraud. vio la ti ons of regul ations and !a\\·s. All financial institutions arc with all types of 

risks desp ite the di ffcrcncc in the Ie\'el of exposure. 

Primaril y. ,'crl' rele"ant to agricultural credit is th e threat of credit ri sk aris ing from non­

repayment 01' borro\\'ed funds by far mers. which is also rc fe rrcd as ·defau lt·. wh ich could 

inst igate other ri sks such as liquidity and legal ri sks. Accord ing to Sy (2007:6), cred it 

dclilllit was dcfined from two pcrspecti"es, delinqucncy and inso lve nc )'. Credit default 

from delinquency is" a/ai/ure 10 mtel a /oan repaymenl hya due dale. ,. On the other 

hand. inso lvency was defined as .. .. 0 sifuafion lrhere /hon'vlFer 'sl {IsseIs are less [han 

liahililies.·· Il o\\·cve r. most dclinitions o f credil default are a 90 days deli nquency in 

repaymcnl of Itntn s. 

In ord er to lIlinimizc the potentials that can instigate Ihe ri sk of loan default, the role of 

other insti tutions appca rs crucial. Gupta and Shroff (2003) notcd Ihc rolc of membershi p 

organ i;t.ati ons thai can facil itate sen·ices. Odiahlllbo (2007) discussed thc role of the 

government in bui lding infrastructural capabiliti es localiti cs so that Icndcrs and borrowers 

have a pla lforlll to establ ish rclationship. 

Figure 2.2 depicts the conceptual fr alllc\\'o rk of agricultural crcd it delivery for the 

smallholding f~trmCl's. Thc loans orig inate frolll the cOlllmercial banks and cnd up for usc 

in the hands of farlllcrs. Interllled iari es such as the govc rnm cnt and mcmbers hip 

organizations may need to J ~\cilitat l! the comm unication between the transacting entities 

and gi\'c assurance as required. 
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Figure 2.2: Conceptual Fram eworl, of Agricu ltural C redit from Comm ercial Banks 
-

Commercial Bani" 

Provides assurance for repayment 

Agric- Loan In termed ia ,-ies 

Farm ers Assist 10 bui ld creditworthiness 

2.2. EMPIRlCAL LITERAT URE R EVIEW 

2.2.1. T he F inan c ial Sys tcm A pproac h to S ma ll Sca lc Agl'ie-C rcdit 

.'\ dams et al (19 H7) attri bu ted past I>,i lures to ex pand financial se rvices in the rural areas 

and the agricul tu ra l sec tor in pa rt icula r to the numerous fa ilures in polit ica l. soc ial and 

economic endeavors. Accordi ng to the aut ho r. pol iti ca l interfere nce by the government 

\\'as a cause fo r manv of the f" ilures in ex pand ing fin ancial markets in ru ral areas. 

Gove rn ments. in bo th de\'C loped and developing count ries ha\'e been emphas izing the 

need for income trans le rs and ex tendi ng subsidies to meet soc ial objec ti ves . In most 

deve lop ing count ries . gO\'ernmcnts attempted to bri ng income tra nsfer to the rural poor 

through loans. Ho\\'ever. past endea\'or ended up by negat ivelv affec ti ng the cred it 

culture and dise ipl inc o f' the rural popu lation. As a result. fi nanc ing agriculture thro ugh 

fo rmal instituti ons becomes d ifficult. Thc past experience of various institu tions created 

myth leadi ng to the conc lusion that the rural fin ancial marke t is un favo rab le to 

institu tional operators. In addition to the obvious external fac tors that arreet both the 

bo rrO\vers and lenders such as natural di sasters, poor markets and unsuitable land tenure 

system ha\ e enormous contribut ions to the thin ning o r the rural cred it market. 

14 



I\s a rcm~dia l solu ti on 10 Ihe problem, Iherc is need 10 cS labli sh spce iali / ,ed ba nking and 

crcdit inslil uli ons dcd icalcd I<n agric ulturc onl y th at lits th c spcc ifi c a nduniquc nature of 

the sccto r (I''I-'TC:2007) , Il o\\'cvcr. the ielea has al so bccn rcfutcd on th~ g round s of 

incfficicnc), problcm s, Rathc r. thc nced to c reate in no vati vc fi nanc ial produc ts and 

dclivcry mcchani sm to promotc ag ri cu ltural financc w ithin thc financial systc ms 

approach has b~c n cmphas i/,cd (Pearce : 2004), Fo r instance, introducing n e~ ible a nd 

morc accessi bl e sa"i ng I'lc iliti cs r~duccs risk of scasonal incomc loss, By the samc 

fa shion, crcdil culture and d isciplinc can also be prom oted throu gh c li c nt cducation, usc 

of group co llatc ra l. a nd closc a nd reg ular monitoring orc li cnt s by loan officers, 

Furthcr mo rc, th ~ nced 10 cstabli sh inst illltions "ith specifi c la ws and rcgul atio ns arc 

cruc ial. 1'\c\'crthctcss, impro vcmcnt of ag ricu lt ural product ivit v, compcl iti vcness and 

lllcomc arc thc mllst importa nt 1<)Cal poin ls that ca n help cnsurc cl igibility a nd 

deve lopmcn t 01' credit m arket and thc o vc ral l rural cconom y, Th is re flcct s the poss ibi lity 

of us ing thc traditiona l ban k ing bus incsses in thc devc lopmcnt of crcdit markct in rural 

areas. 

I\ ndrcws (200G) discussed thc nc,,' approac h in agri c ult ura l c red it cal lcd " thc financ ia l 

systc ms approa ch", Tlr c paper clar ifi ed thc nccd for commc rcial a nd ma rkct bascd 

approach lor financial sen 'iccs Ihm ca n co,'c r large segmcnts of th c rural population on a 

susta inable basis, It considered linanc ial sc n 'ices as part 01' a n interac live S"Slcm of 

financ ial in s titutions, financial infras trllcture , Icgal and r~gu l atory framework s, and soc ial 

and cullural norm s, 

Pcarcc (2004) also noted that comllle rcial c red il del ivc ry should loll ow th e linanc ia l 

syslelll app roach in to cnsure adeq uate Ollt reach and sustainability o r li nancial sernccs , 

Remand of di sto rtion s that cause linancia l repressio n s lich as wi thdrawal or thc state 

from dircct c redi t pro vis ioning or subs id ies, de regu lation o r inte rest rate reg ime and 

aboli ti o n o f credit contro ls are important mcas ures in th e fin ancia l m arkets, It is a lso 

necessary to e liminatc man \' o f the po li cy d is torti ons suc h as interest rate ceil ings a nd 

credit a ll ocat ion , The financ ial sysle m enhanccs more competiti o n and st rengthe ns 

prude nti a l requiremenl s Ih ro ugh supc rv isory author il i~s, T he in volvem e nt 01' supe rviso ry 
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authoriti es has he lped to cs tablis h andlo r ill1prove tig ht prudenti a l lill1i ts such as cap ital 

adeq uacy . relatcd bOITo\\ers lendi ng and se lling as ide adcq uatc prov is ion fo r cred it ri sk. 

In add iti o n. formati o n of bo th pri q lte and publ ic inst ituti o ns is essenti a l bY ercat ing 

suitabl e environment for emergence and gnn·vth or regulatory reg ime and fi nancia l 

d isc ip line. !\ccordi ng l\·. the lina ncial systems paradigm has th ree s tra tegic priorities: 

Crmling ojill"O/"{fhie policl' enl'ironlJ1eJ71 inc/llding macroeconomic SIC/hilil) ' as 

Irel! as a red/(ctiol1 in the historical h;cfS againsl the rural sec/or, strengthening Ihe 

legal ond ref!,I1II1I/JIT ./i·allleli"()rk su Iho l rural .financial inSlillllions Irhich are 

jJeIJ(),.min~!!, 11'cll con pl'oride (f l"(friel) , (~r ./il1ol1c;o/ sen 'ices /v 1011"- income 

hOl/seholds. ond l!IIilding Ihe capacily o/liris 10 deliver demand dril'en credil, 

sC/ l'ings, ond insurance sen'ices ;17 a se({slIslaining manner," 

O ne of th e majo r fac to rs co ns tra ining the development o f c redit market in rural areas has 

been the lack of prope r col lateral to be used as lie n in case o f defau lt by borrowers. 

Financial institu ti ons arc rCIUClallt 10 ven ture in rura l areas as smail holding farmers do 

nOl havc the capac it y to olle r collatc ra l elig ible in the cyes of such ins ti tutions" polic ies 

and proced urcs. Somc go\c rl1 mcllls o ller financ ia l instit uti ons guarantee to repicnish lost 

fu nds in cases of del;lult by designing \ 'a ri ous loss sharing mcchan isll1s in the cred it 

de li\ 'crv s\'Stem. I·TTe (~002) slulred the experiencc of' some devcloped and dC\'c lopi ng 

Asia n cou ntries goverl1mcllls' endeavor to assis t small ho lding farmers by esta blishing 

farm credit guarantee systems. The govcrn ll1 cn l ~s inyo!vcJl1 cnl to guarantee the lending 

process is essent ia l fel l' the so und operati on of agric ultura l bankin g sys tem. However. 

n go rous scrutiny of indi\'idual bOITo\\'c rs fo r their creditwort hiness anel ill\ 'cs tmelll 

po ten ti al should be a malle I' of higher priori ty for lending insti tutions. !\s part of the 

e ndeavor to ensurc sus tainab le agricultural c redit regime lor the small ho lding t>lrmers. 

Yaron (1992) raised the importance of divcrs ifying rural credi t apart fro m agr icul tural 

credits. O lhe r non - farm activities arc impo rtant to red uce the danger of loan repayment 

fail ures as the agricu ltu ral ri sk is filced wi th \'a rious 'co-varianl risks'. Fi nancial 

instituli ons o pera tin g as in lermcd iari es in rura l ma rk e t sho uld fi m\l;ce a ll segmen ts of the 

rural economy. ind iscriminatciy. in order to ca rry dive rs ifi ed . ba lanced and less ri sky 

lOa n portlo li o in th e ir assets. 
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J\ccordi ng to I\ssera (2004). countries usc innova ti ve ways to f~l cilitatc thc financial 

se rvicc interll1ediation in the rural arcas. Commcrc ial banks" Icnding mcchan isms can bc 

or one or both or the t,,·o typcs i.c. dircct Icnding (Onc-Ticr) to the beneliciary andlor 

through othcr l(lrIll 01' agc ncies ( I" ·o-Tier). Undcr thc l(lrIller approach. thc bank dircetly 

ex tcnds the credit product to thc end user. In such a casc. the bcnefic iary concludes the 

loan contract direct ly with the bank and the repayment obli ga tion wi ll be limitcd to the 

beneficiary. In the lauer case . organization or agencies sllch as coopc rativcs~ go\'Crnmcnts 

or othe r parties make the borrowing from thc bank and transfer the fund to the cnd uscrs 

who can also be mcmbers ol' thc associations. 

Dcspite the man) ' c lTurts. I·TTe (2007) notcd that thc financial ,,'stems approach to 

delivcry loans in the rural market has not bccn wi th out chal lcnges. Prcvious cxpericnces 

in dcveloping countri es in financin g agri culture through co ml11 crcia l banks cx hibited 

certain ICaturcs that ham pCI' crcdit cxpansion in the rural markct such as stri ct co ll atcral 

requiremcnt. As a result. acccss b,' small holdcrs to financ ial institutions has been highl y 

limitcd. I':vcn though ag ri cu ltura l credit pol icics rcly on coml11crcial bank ing 

intcrmediation. thc instituti ons arc nol "compatiblc" with thc borrowing capacity of 

farmcrs who ha,"C smal lcr credi l ckllland commcnsuratc with thcir land s ize. I hcrelore. 

thc sum cl'ICct or thc barriers triggers thc nccd to rcdesign and impro"c thc credit dclivcn' 

system that ma" include erca ting nc" credit products and adopt inno"ati, 'c Icnding 

approaches. ;\ good instancc lor the nc'" approach . apart frol11 the traditi onal "ays or 

availing credit. i~ the :'Idoption or the I ~lrlll credit guarantees sys tem by go\'crnlllcills. In 

both dC"cloped and de"cloping .\s ian count ri es. thc farl11 credit gua rantee systel11 has 

been ap plicd to help Carl11ers lacking proper collatera l and create sou nd operation or 

agricultural banking ,,'s tcms in rural arcas (FFTC:2007). 

J\s an alternati'T to the adopt ion of innovati , 'c l11ethods. Varon (1992) raised the need for 

applying 1110bi Ie banks that can be taken as tcchniques to reduce adl11 in istratiyc cos ts of 

delivcring finan cial sen·ices. i\ 1110re rcccnt casc study by Gupta and Sh roff (2003) in 

India il11plied the nccd for open ing satellite branches. It understands the naturc of the 

ecological conditions and inhcrent environl11enta l ri sks in drought vulnerablc regions and. 

then. vicws stationcry branches as incol11patible in rural arcas. Morcoycr, fixed branchcs 
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a re not I'unc ti o na l to reac h the po pu lati o n in highly di spe rsed popul at io ns. T hro ugh 

openin g o r sate ll ite branches that may be avail able fo r se rvice pe ri od ica lly" " weekly 

market da)'.\ .,. ", the rura l peo ple can meet the ir credit needs and pro vide sma ll sav ing 

schemes [(1 the bank as we ll. 

The re arc conc lu sive ideas on the need to build institut ions to create \ 'ia ble rural fina nc ia l 

markets. Targeted cred it has ahnlYs been considered to pro mote de pend ence on the 

benc lie ian', Thus. inte rve nti ons in rura l finan c ial ma rke ts sho uld be tempo ra l and 

ta rgeted at support ing institution bui ld ing. However. the lac k of adequate emphas is is th e 

characteri stics o f supply- led credit instituti ons (Ya ron: 1992), In vie \\' o f th is reali ty, 

there is need to consi ckr othe r lendin g institutions such as eo ml11erc ia l ba nks. 

2.2.2. C Olllm cl'cial Bank and Othcl' S Olll'CCS of C l'cdit 

Eve n tho ug h non-ban k linanc ia l instit uti o ns ha ve certa in sa lien t aspects. the, al so present 

ad ve rse lCa turc's in the ir se rvices to th e rural poo r as eOl11 pa red to prol' is io n o f' credit 

ser" ices b, ba nks. For instance. MF ls arc known to I)I'OI'ide credi t at a hi g he r illlc res t 

ra te, I:or 1>.l l.' ls. wh ich arc most l, cred it d ri ve n. crfee til'C inte rest rates reach as high as 

120"" (Kellllgg I.'ouncla ti on: 20()2). Yaro n (1992) al so arg ued abo ut the ex istence o f 

perceil'Cd shortage 01' cred it in the rural market that led to the intcn'ent ionist app roach by 

gOl'Crnlllents in the lor lll of suhsidies and d irecled le ndi ng. Such pe rceptions c rea te 

Illarket d isto rti o ns in the rura l cred it marke t as the rca l demand and supp ly are not at 

equilibriu m, T he main mec ha ni sms fo r the execut io n of such po licies of th e govern lllent 

were specia lized ii nancia l inst itutions that use donor and ai d funds. Ho\\'eve r. most s tate 

operated and do nor supportcd agricu llU ra l crcd it o pe ra tions we re unsuccessful and thc 

results were be low e~pcctations. As thc transact ion and processing cos ts are h igh 1'01' 

small l~lI" lll~rs to bOlTU\\ from cOlll lllercial lendi ng insti tutions. only large scale ra rmcrs 

can pa rti cipate in thc process, In deve lo ping co untri es . d ue to the absc nce or stro ng 

formal credi t marke ts. info rma l le nclcrs beg un to nourish and monopo li "e the credit 

marke t. Nonet he less . the in formal c rcd it Ill arke t by itscif has va rie ty o f lim itat ions 

includi ng lillliteci dil'c rs ificatio n oj' loan port fo lio and limited geog raphic coverage that 

fails to g ua rantee ad equate supp ly in the market. Some times, due to the ir mo nopo ly 
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position, the inl 'orl11al lenders charge vcry hi gh interes t ratcs on loans and. hencc. arc 

socia ll v undes ira ble-, 

Thus, instit uti ona lized le ndi ng to sma ll ho ld ing lilrmcrs sccms ine\'itable , Com merc ia l 

banks , as ac tors in thc linanc ia l intc rm ed iati on . ha ve ro les to play ir ad eq uate incenti ves 

arc erea tcd in line with thei r prolltab il ity objeeti\"Cs, In the assessmen t of Indi an 

ag ri cul tural c red it. Golait 0007) noted the role of competi tion and the qucst ror hi gher 

profi ts dri ving com mc rc ial ba nks to ex pl ore ncw \\'ays or lendi ng such as contract 

f~l rllli ng. extending crcdi t Co r the \ 'ari ous stages of agri cultural prod ucti on and other 

intcrmedi ari cs, T hcse incentivcs also he lp to fac il itatc the ex pans ion or commerc ia l bank 

c redi t to agric u lture, T hus, the c red it need o r smallho ld ing ra rlllers in tc rms or the 

positi vc as wc ll as ncgati\'c attr ibutes is crllcia l to see the gap with cO lll lllercia l banks. 

2.2.3. C ,'edit for Smail Holdin~ Fanners 

In nrticr to bring susta inable g rO\\'lh l'o r small ho ldi ng lilrme rs , c red it rac ilit ies sho ul d be 

orrered in various rorms to meet the mu ltifaceted nceds, Gupta and S hroff (2003) 

ide ntified about l<lUr c la sses of' loans, T he fi rst sort of loa ns is fo r sUl'vivals \I hich help 

rarmers to rccover from hardships and a rc inherent in droug ht stricken areas, The second 

type or loans is for urgclll lleeds to meet socio-economic cOlllmitments slIch as marriage 

and festiva ls , Th ird in li ne is loan fac ili tics used l'o r prod uct ive pu rposes such as 

fe rti lizers and imprO\'ed seeds where inst itutional credits can inte rvene as likeli hood for 

repa\'mcnt or such Inans is relat i\ c1,' high, T he l'ourth type or loans needed bv sma ll 

holding litrlllcrs is those to be used far recu rrent and opcrating needs and is usua llv 

smaller in amount. Such t"pcs nl ' loa ns fill the incomc gap bet\\'ecn production and 

halTcsti ng seasons. 

Mukwereza and Manl.llng u (2003) commentcd that instit uti ons ent rusted \vi th provision 

of cred it service sho ul d bc v iable in o rd er for ag ri cultura l c redit to impact the rura l 

economy on a sustainab le basis , 13asicall y, the institutions should strivc to ensu re proper 

disburseme nt o r fu nds and col lection of repaymen t. A n institution prov id ing financia l 

services shou ld work on the rol lo\\'ing ac ti vit ies; 

19 



StaJT development act iviti es to enhance the c redi t delivery process 

Decentralized st ructures to speedup the c red it delivery process 

Es tabl ish system for proper mo nitoring of util izati on of funds 

Ensu ri ng col lection oj' funds and take lega l action whc n appropriate 

Supporti ng clients through educa ti on as )hre-c!uslIre does not indicate a 

p,.og,.e.\'sin~ lending, po/h) ', . 

Gola it (2007) furthe r discussed the benefit s of creat ing li nkage be tween Small Ii o iding 

Group (S I-IG ) and bank s on the cx is tin g ba nking infrast ructure implyi ng the need for 

coope ra t ion bet,,'ccn var ious supportin g instituti o ns to augme nt c red it to sma ll holdi ng 

fa rm crs, 

2,2.4, T he Role of Supporting In stituti ons in Sma ll Scale Ag ,'ic-Credit 

Gupta and Shro ff (2003) argued that membcrship based organizati ons such as 

cooperativcs IHl"c positi, 'c contributions towa rds c red it cxpansion, Thcy a rc co nsidercd 

uscru l in remotc areas as their membe rship is composed of , 'o luntarv starrs, which can 

usc th cir knO\ded gc ,, 'hcn making loan assessmcnt. and crcatc community peer pressurc 

fo r loan rcpaymcnts, and dcmand low levcl of insti tuti o nal set up and infrastructu res, 

These organi7.,ations, whethe r formal or informal. can playa vita l role in expanding 

finan cial se rvi cc to rural a rcas, Ih partne ring different Jilrmers' assoc iat ions, transaction 

cost of lend ing can signilicantl y he r~dllccd as it makes dealings with groups as a single 

proccsso r rather than numcrous and seattc red fa rm crs, 

Va ron ( 1992) also prcsented empirical ev idences th at attest the success of creelit clcl i"cr\ 

systcms that crea te and ill\ 'o!vc other support ing institutions, Accord ing to th e assessmcnt 

made in South Korea and Tai,,'an, loan co ll ection records excecded 90% th rough 

integration with coopc rati,cs, The basic reason for such a higher collcctio n perfo rmance 

was th e ", ' ,SO'lIlIg ,'i//age cuoperwive ,vl'slems alld sucia/ cuhesiveness, ", Despitc the 

fact that ag ricul ture is high ri sk secto r as compared to other economic activit ies, 

knowledge and applicati on of the right incen ti ves and lega l enfo rcemen t structures help 

to expand cred it del ive ry and improve the repayment ra tes, 
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As a prime acto r· to rcali;t.c dcyctopmclll of communi ti cs th rough thc ir v·ari ous inccnti ves. 

go ,·crnments also ha,,: thc rcsponsib ility to involvc in such proccsscs. Odhiambo (2007) 

emphasizcd the role of thc govern mcnt in tcrms of the necd far public sec tor investments 

in rura l in frastructures that cnhancc marc clTicicnt pcrformancc and Icss dcpcndcncc on 

go,·crnmcnt subsidies. Kellogg Foundation (2002) notcd that rural investmcnts are one of 

the importan t contributions that gove rnmcnts should facilitatc for the devclopmclll of thc 

scctor. In \'estmc nts can be in the la rm of rural roads, watc r supply, electric ity, hea lth and 

education. In frastruetura l dcvelopments improve the economic and financial returns of 

pri,·atc invcstmeills incrcasing thc potcn tial of farmcrs to borrow as it also facilitatcs 

imprO\·cd collcction and viability of financial institutions, di rce tl y and indirectly. In 

addition. it also prcparcs thc ground and lays thc foundation for financia l instit utions to 

pursue forec losure procedures on defaulting borrowers. Thereforc. the cumulated cffort s 

of thc various acto rs arc esscntial to cnsure the survival of financial institut ions 

participating in the rural markets. Golait (2007) discusscd thc role of policy makcrs by 

citing India as a case in point. Policy makers can also play important role by creati ng 

conducive environment. and putting polic ies and making appropr iate interventi ons that 

cnhancl: cJlurts by ensuring prudent ial banking practices. 

As a model of fin ·orable govcrnment intervention in thc crcd it market. Olaitan (2006) 

rcmarkcd on the experience of the agricultural cred it guaralllcc scheme in Nigcria . ,,·h ich 

was establishcd in 1977 whcre the I:cderal Governmcnt and thc Central 13ank of Nigeria 

crcated ajoirll fund ,,·ith 60:-10 ratios to providc guarantcc for credits extended to financc 

agricultu ral ac tiviti cs . In dcl~llrit scenarios. 75% ofthc outstand ing balanccs of credits arc 

paid ii·om the allollcd guarantce fund to the financcr less any rca li7.ablc income i(Jrln sale 

of eolla tcrals. Howc,·cr. thc schcrnc was not with out obstaclcs. Thc major challcnge was 

the lack of part icipa ting banks in thc schcme as banks found it unprofi tabl c to borrow 

shon tcrm dcposit and ex tcnd long tcrrn loans. Othcr impcding variablcs for thc scheme 

include; lack of adequatc capital. ranners' rcrusa l to rcpay loans, poor project appraisal 

by banks, suf'lic ient co llateral and cost of adrnini ste ring the loans. The N igerian 

expencnce dcmonstratcd the necd for cooperati on bctween banks. thc government and 

other institut ions partaking in the proccss to bring cfficicncy with mutual bcnefits. 
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Pcarcc \2004) al so prcsciilcd thc intcn'cntion' by NGOs in tnc rura l credit 1TI<,rkcl. It 

showed cvidcnce that NGOs play roles in rural credit dclivc ry as banks tend to bccome 

marc ri sk avcrse and rciuetant to cxtend cred it for agri cultural economi c acti viti es, These 

inab ilities of banks to mcetthe ri nancial sen'ice needs of rural population ha\T give n wa" 

to an inereascd rok fo r non-governmental organizat ions (NGOs) in the provi sion of rural 

linancc in general and try to lil l the gap, CG AP (2005 ) a lso prcsentcd thc ro lc of donors 

as a cruc ial ingredient fo r the success of many fin ancial insti tuti ons financ ing agri culture . 

1: lcx ible and high qual ity technical ass istance to rinancial instituti ons helped in ada pting 

loans to rural el iellls, Ilowevcr. donors sho ul d avoid ac ts that may distort the markct and 

locus on capacity bu ilding of local people, Thi s shows the const ra ints are not limitcd to 

borrowcrs onl y bu t the supporti ng instit utions as wc lileading to thc necd to assess il. 

2.2.5. C onstTaints in Small Scale Agric-Credit Delivery 

Andrews (2006) described ag ri culture as a sec tor " 'ith unique set of chal lengcs for 

linanccrs. cspeciallY in cxtension or loan L1cilit ies to th at of small holding fanners, The 

challenges hm-c \'arying nature thal aflect both the lenders and farmers, and emanate 

I'rom filctors that are both internal and e" ternal to borro,,"crs and linancia l institutions, 

I-Icncc . understand in g the problems and their causes can bc a step to the viable ,,'al's OUl. 

Other finan cia l institutions. apart from eommcrcial banks. sha re the fact that micro-credit 

inte rvcnt ion for po ,'erty alle\'iation and income gcneration is not wi tho ut challengcs and 

constraint s, The challenges n1<" preva il in the fo rm of hi gh interest rate. abscnec of 

regulatory fram e,,'ork and ath'anccs byl\ GOs without sustainabil ity of the programme, 

Accord ing to St iglitz and Wciss cit ed in Komich and Ohlmer(2007). thcre are two types 

of credit constra illl s that farm ers face, The first known as f ecilinill", ' refe rs to 

instituti ons ' cxclus ion or fa rmers li'om credit privileges instead o f o lkring them other 

contractu al requ ircments such as highcr intcrest ratcs and collate rals to compensate lor 

thc relati ve ly hi ghcr magnitude of ri sk assumed from individual counterparti es , Thc 

second form is 'credit rationing '. by " 'hich farmcrs with thc same charactcri stics, arc 

di scrim inatcd as some gelling loans and others being den ied, 
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Gu pta and Shroff (2003) mcntioned tlie great mi smatch between how o rii e iiti lendc rs 

perception of rural c redit and th e ru ra l poor vicw of it. The perception d ifle rcnee had led 

to the multifaec tcd probl cms of sma ll holding fa nncrs who co uld not havc adcquate 

acecss to ag ricultural c red it to sa ti s l~\' the various necds from product ion of primary 

prod ucts 10 de li ve ry in market. !\ ccording to CGA P (2005). determinan ts of agri cu ltural 

revenue in the rural economy are covariant. Gene rally. del ivery of cred it fo r sma ll sca le 

agri culture is chall eng ing in areas where the population is less dense. d ista nce between 

clients is grea t. transpo rtation net\\'o rks a rc poor. and small financia l transac ti ons due to 

low leve l of income. Particularl y . agri cultural cred it is ri sky as it is diffi cu lt to depend on 

cash nO\\'s rathe r than co ll ate ral s due to fac to rs such as natural ca lamities, nuctuatin g 

marke t pri ces. unpred ic ta ble 10\\' yields. lac k of marke t. and loss li'om poor s torage 

condi ti ons. 

It is wo rth \\'hile 10 se paratel)' treat what the lcnd ers. borrowing farme rs and other 

supporting ins tituti o ns inc luding the govern men t arc respo nsibl c for in materia liz ing the 

envisioned agricultural credit re gime Cor the rural com munity. 

i. Borrower Relaled C/lfIl/ell ges: 

I.cller e t al cited in l(omich &Ohlcmer (2007) classi fi ed far mers in to four groups based 

on the beha\'ior they cxhibit in rclat io n to cred it constraint. The first is re ferred as 

\'oluntar)' non- borrowers who willfull y rcj ec t borrowing as they may be risk avc rtcrs or 

\\al11 to usc on lv up to \\ hat the\' ea rn. They may a lso e"hibit prudel11ial approaehcs in 

their access to credi t. T hc second grou ps kno\\'l1 as non- rati oncd bo rrowers arc 

distingui shed as those \\'ho want to borrow the combi ned credit fa c iliti es ava ilable li'om 

all lenders. Rationed bo rro\\'e rs com pose the thi rd gro up whose c redi t appe ti te is so high 

that they \\'ant to bO 'TO\\ mo re than \\'hat the creel it market can offer at a time. The last 

but not the least is il1\ 'oluntary non-borrowers wi th no access to credit. l30rrowing costs 

f(Jr such bo rrowers are so high tha t th ey perce ive the ir pos it ion as highly unli kely [ 0 get 

access to cred it. 



Acco rdin g to Pca rc c (2004), s ill a ll ho lding agricultu ra l borrowers posc hi gh c redit ri sk, 

and crcatc hi g h operating and transacti on costs for 1'0 rill a I finan cia l ins tit ut ions, Bes id es , 

lack of col lateral has been the c lass ica l reason for failure o f' the credit ill arket in the rural 

areas to creatc bufrer in case o f de fault. According to Gupta and S hro fr (2003), most 

fa nne rs ho ld th e ir assets in th e lorlll o f live anillla is such as goat s , pou ltry and cows, Thi s 

gi, 'es farill e rs the chance to reshufn e ca pital forlll s, seasonally, l3 ank s cons ider thi s 

cO llve rsioll or asse ts as mi sli lili/.al ion of borrowed funds out or th e: loan agreements. 

I lo\\,cvcL if a fa rillcr conti nues holding a particu la r assc t. he/sh.: will lose the particular 

act ivity or se llie for loss, Mo reO\'CL I-'ann ers do no t have suffic ient sa "ings to c reate 

ca pi tal and assc ts that can bc held as co ll ateral for borrowing, 

In add ition, KOlll ich &Ohleille r (2007) em phasized information asymmetry in credit 

market as a challenge in lending dec is io ns, Lendin g insti tuti o ns often need inforillation 

on such areas as credit performance , transac tion and deposits, cash now statements and 

other informat io n , 'aluable to eval uate the cred ibility of the borrower. Neve rthe less, most 

rural borro,, 'crs do not keep reco rd of their pe rfo nna nce as thcy may not have such 

eOlll lll erc ia l or ientcd cngagement. T his Icd the bank to rcq uire hi gh co llatc ral to secure 

estendcd funds and cOlllpcnsate Illl' thc lack o f information abou t th e particula r bo rro,,'er 

,,'hic h 1)\ it se ll ' is a problelll, 

Mukwereza an d i'vlan/,ungu (2003) reilla rked on th e cruc ial nature of bu il ding know ledge 

of the potentia l or the produc tion areas and the resources o f fanners duri ng the process of 

cred it app li ca ti on , Ill on itori ng 0 1' filrille rs production acti vities and transportation o f 

f~lrIlle rS produces . Tripartitc arrangcments \\"ith agro- processors or marketers serve as 

mechani sm to reso h 'c the market as \\'e ll as thc transportation cha ll cnges , Int ermediaries 

set the requ ired quantity and qual ity of produces and ex tend the cor res po nd ing level o f 

support for farillers such as ob tai ning inputs at a di scoun t and econom ics of scale duri ng 

di stribution , Adam s ct a l ( 19S 7) a lso arg ued that co ntractual a rran geme nt s between, 

financia l instituti ons, prod uce rs and sell ers reduce pri ce risks, enhance production quality 

and endures repaYlllen t of b() rrowed fu nds, There fore, the pa rtn ersh ip enables 

commerc ial ba nks to rel y o n the in term ed iarics in cx tendi ng financial resou rces to 
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fannc rs. Accordingly. the concept of fi nanc ial products delivery system has advantages 

for fa rmcrs with out their own financial rcsou rces. 

The high operati ng costs in the proecss of deli ve ri ng the necessary cred it is another 

problem f(lr financia l inst ituti ons. This is mainly attrihuted to the small siICe of borrowers 

and the dispcrsed sct tl cment or rural population. 

ii. Lellder Related ClIallellges: 

Formal financial insti tutions such as banks pursuc relatil'e ly stringent lend ing policy and 

procedure. The stringency helps to reduce credi t ri sk by discriminati ng borrowers but 

ends up in excludi ng the rural pop ul ati on by creating "socia l access barrier". In addi ti on. 

the low educational level and the need fo r fo rmal doeu mcntat ion al so ha l' the small 

holders Crom access ing fina ncial resources. The rural comm unity face high access cost as 

the formal linancial inst itutions arc urban based with a lmost all thei r branch networking 

in the urban sctting (Goodland et al cited in l'earee:200-l ). Acco rding to Go lait (200ns 

conclus ions of thc assessmcnt in India. agricu lture credit lI'as still inadequate and thc 

bank ing ~cc!oi" \"as hes itant 011 \"ariolls grollnds to clcli\"cr credit to small and marginal 

lanncrs. I'urthermore. the concertcd effo rt by diClCrent conccrned bodies to strengthen the 

nolV oC agricu lture credit bl' exp loring new innonllions, product designs and nell' 

methods of de live ry and processes is fundamental. 

iii. OIlIer Illstilutioll .v Relaled Cilflllellges: 

;\ccording to KOla et al (2()O-l). onc 01' the reasons 1<11' the absence of' rural agricultural 

credit is the policy prohibition to usc land as collateral. It is common knOIl' ledge that land 

is the main resourcc and asset Illr fanners. Yet. lanel in most den;loping countries is the 

property of thc pub li c and indi vidual propri ety is not attaehcd to it. Thcrclorc. it can not 

be taken for registry as li en for loans. Moreover, land ho ldings are too small in size that 

sustainabi lity of product ion could not be guaranteed. 

Poor contract en forcement scenari o due to weak institut iona l capacity IS another 

dimcnsion of the problem. It is a common problcm in many deve loping countri es that 



kads to hi gh cnlorccmen t cos t and takes lung tim c throu gh the hurcall c ratic mechani sms, 

;\s a resul t. evcn thou gh a borrower has co ll atera l to ol·kr. it may be dec lined from 

qualirying for the fac ility in Icar o Cthe shortcom ings , (Pea rce: 2004). 

;\ndre\\'s (2006) noted the politi ca l intcrvent ion of go vernm ents through va riolls methods 

by giving subs id ies that resultcd in "cro l"ding 0111 effecl". d irec ted lending. and 

undermining th e payment morak or borro\\ ers through debt forgiveness and intercst rate 

r~cluCli ()ns. /\nclrc ws argued that: 

" Ihe pJ'lJl'isiun and de"ign o/agricllitllraljinal/ce hOl'e largely been dril 'en by 

pressures /o j il1ol1ce/c(nJl prOdlfCfhJl1 and raise r/fro/living standards, rather/han 

bllild slIslUinahie inji'osll'IIc/llre fi)!' l'llralfinance, IVhen Ihe governll1ei71 officials 

/ i"',, a p<'rccil'ed choice bel",een promoling Ihe maxilJlw;'1 oUlreach 0/ rural 

jinoncial seJ'l'ices by bllilding sllstainable inslillllions and using inslillllions 10 

channel .Iinance in direcl suppon 10 lechnology adoplion, subsislence food 

prodllclion and rural in(i'oslruclllre del'elopmenl, regardless of long lerlll 

slIstainobilil,r. Ihey 1I.1'IIl/11r uplfill' Ihe hI/IeI', allhe expense o(sllstail1obilil)'. " 

I. ack or c redit cul ture in th e runl mark et has been th e trad iti o n throu gh Ifl rm er debt 

pardonin g i I' such deb t threaten , the land tenancy or snwllholdings. This s ignal s the 

reluctance fro m the gOl'ern l11 cnt side to enforce stri c t loan recove ry that e rodes the 

co nfidcnce of financ ial inst ituti ons. 

2.2.6. S lllall Sca le A~ ric-Crcd it in f)c\'Clopin~ Countr ies 

.'\griculture in devclopi ng co untries is prcdo mina tc ly small scal e , Thc vcr)' 10\\' size o f 

land holding leads to 10\\' le\ 'c l of operatin g capital and 10\\' invcs tmen t in deprec iab le 

assets, Consequent l)' . th e sec tor has been provided with little financial reso urces as 

compared to other sec tors, The n3ture o f the sec tor Icd to 70% to 80'% o j' the sma ll 

ho lding f'a rln e rs to be denied access to credit. The ra ti ona les for the absence of' credi t 

make a \'ic io us c ircle 0 1- argument. Credit has not been pro vided to the ag ricultural sec tor 

as it is unproductive and. on the othe r hand. ag ri culture is unproductive and the exi s ting 
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potential for profitability could not be exp lo ited because it IS not supported with 

surtic ient capital (Kahlo n and Singh: 1984). 

!\ccording to Yaron ( 1992). short term and long term agricul tura l credit demand has led 

to the expansion or lormal agricultural cred it ins titutio ns in most deve loping countries. 

The need lor ado ption of ag ri cu ltura l cred it has been initi ated by fanners' requirement for 

timelv availability or agricultural tech nolog ies and input s. However. commerc ial lending 

insti tutions halT been extending cred it o nl y to large sca le farmers and ig nored th e smal l 

hol ding I'Irlners due to the hi gh processing and transacti on cost and lack of adequate 

secur ity. The tendency led to the development of informal credit instituti ons that do no t 

require the fulfillment the constraints I"ith the formal inst ituti ons . Komich & Ohlemer 

(2007) state that credit markets in deve loping coun tries are inefficient. The prime reasons 

for market imperfections include: interest rate ce ili ngs imposed by governments, 

expansio n and dominancc of inl()rmal c redit supplie rs, large transaction costs incurred by 

borrowers. initJrma tion asymmctry and moral hazard problems. 

There have been attempts to provide rural credit in gene ral and agricultu ral credit in 

particu lar for sma ll holders in developing countri es. Some ins tituti o ns ex tending the 

c reellt obtained runcis from ex te rnal sources such as external do nors. Still. othe rs we re 

forced by the government to lend at conccss ional interest rates below market rates . In 

addition. rati oni ng credit 1~\Ci lili cs for agriculture had also been ignoring competition as a 

variab le . lienee, estab li shment o f specialized agricultu ra l financ ial institutions created by 

the s!ate have also been imperatil·e. (Kom ich &Ohlemer: 2007) . 

Glance at the results of such practices in Afric a by Koza et al (2007) w itnesscd mixeci 

results. Some banks became total II ' in soll'cnt and ended up to be rcscued at larger public 

cost. Some agricultural banks in Benin, Togo, and Scnegal Cote ti"i vo rie hal'e collapsed. 

On the o ther hand. some banks ,,'ere able to su n 'il 'e and meet th e ir intended objcctilTs in 

some countries such as Benin and Co te d'i vori e. Coun tri es succeeded in employ ing th e 

exccss liquiditl ' in the banking sec tor lor the export of Cocoa in the 1990' s. 

Yaron ( 1992) reasoned that the adoption of several innovative resolving mec hanisms 

apart from the trad iti onal bank ing products and form s of co ll ateral were the factors 
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heh ind the success of the pre\'ious ag"icultura l credi t pn)\'ISIO ns, Arrangemcnts such as 

group lendi ng through homogeneo ll s lend ing grou ps and cooperati ve membership 

enablcd the avail abil ity of credi t /()]' small f~lrl11e rS, The stud ies show both the dark and 

bright sides or ag ricu ltural credit e\'idcnced by the experi ence or severa l countri es, There 

is a possibi li ty of bring ing ag ri cu ltural cred it to success fo r the deve lopmc nt or small 

ho lders' cconOl11Y an cl , on the other haneL there arc costs of the ad,'crse efti::cts from the 

rcsu 1 tant III i sm Clnagc men t. 
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CHAPTER III 

3. RESEARCH METHODOLOGY AN D THE STUDY AREA 

3.1. RESEA RC H METHODLOGY 

3.1.1. Rcsearch iVlcthod 

The basic research met hod chosen lor th e study InlS exp lanatory. Thi s method was 

chosen to ident ify and c"p lai n thc challenges wi th the ir causes of the variables a ffecting 

ag ricultural loan ck li, ·cry. Moreol"c r. th e effccts of the prob lcms o n thc ag ri cu ltural loan 

delil'cry and rccovcr" in thc context of Ada 'a UiJen lI'oreda were exp la incd. 

3.1.2. Sample Design and Frame 

The issue of access to credit requires considerati o n of d iffe ren t I'a riabl cs as it 

incorporates thc con tribution 01' various stakcho lders. W ith such und erstandi ng. the 

conccrned individual s and inst itutions were contacted to scek e"pc rt op ini o n in addi ti o n 

to collection or data li'om farmers. Accordi ngly . sc lcc tcd individua ls from cO l11 l11e rc ia l 

banks. cooperatives and farl11crs cOl11 posed thc samp le [()r thc st udy. T hc e,ccuti ves and 

cred it expe rts frol11 the state ol\'l1cd COl11l11ercial Bank o f L:thi opia and th e private ly 

owned 13ank or Abl'ss ini a \I 'ere spec ifi cally selccted to rcp resent thc coml11c reial ba nks. 

The basi s [or choosing th e t\l'O banks was their relat ivc e .'(pos Ul'C to agricultural crcdit 

dclil 'crl' in the area. as learnt from the litera tu re. As the issuc o r credit rcquires acccss and 

opera ti onal knowled gc of han"- lendi ng policies and procedures. four indil 'idual s (The 

COl11mcrcial Crcdit C Olllmillee Chai rman and Crcdit Asscsso r l'rol11 head oi'licc. and 

i3i.I/IO/ili 13ranch ~ ranager and I.oan onice r) fro l11 C 131-: and [(Hlr Indi liuua ls (Credit 

Departmcnt i\,lanagc r and Dcputy. Credit Departl11ent Manager) ['rom HoA lI'cre sclected 

through purposive sampli ng tech nique and IInc subjec t to prolCssiona l opinion 

assessmcnt. l: ro l11 thc intermediari es . managcmcnt reprc sentati ves of Ada 'oLiben Worec/o 

Cooperat ive Promotion COl11miss io n. t'rer Farmers Coopcrati ves Union and Primary 

Cooperati I'es wcre thc s ubj ec t of this study. Accordin gly, heads of bo th the Woreda ' s 

Cooperati ves Pro l11 o tion COl11miss ion and EreI' Farmers Cooperati ves Uni on were 

contactcd for the kcy in fonnan t discll ss ion. On thc other hand . from thc 47 Primary 
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Farmcrs Coopcratives round undcr thc umbrella of thc Union. 4 primary coope ratives 

(Dllkem, Godino, Kojima and C'dee) that operate in the Ada '({ Lihen Worec/o were 

se lected usi ng multi -stage purposivc sam pling. The cri teria used to se lect the sam ple 

primary cooperatives inc lude: year or cs tabli shmc nt , mcmbcrship sizc and aggregatc loan 

amount taken. Individuals \I 'ho wcre rcsponsib le ror financial mailers o f th e rour primary 

coope rati" es were chosen 1'01' kcy inronnant discussion using pu rposing sam ple 

tcchniquc. I:inally. considering thc limitcd timc and financial reso urccs. aggregate 

numbers 01' 100 individua l 1 ~lI'Ill CrS \I'ho wcrc cnd usc rs of the loans and composed 2% of 

al l mcmbers of the four primary coope rati vcs \\'c re selectcd ror survcy 10 gather data and 

seck opinion. 

3.1.3. I)ata Collect ion Tec h niq ues 

The data co ll cction process was carried o ut in two ways. First, opinions \I'cre so ught from 

the selee tcd indi vid ua l key inl'ormants from commerc ial banks and the inlermediary 

prim ary coope rati, 'cs. their Union and the Cooperat ive Promotion Commi ss ion. To 

cond uct the d isc ussion \lith the informants. t\l'O independent intervic\l' g uidelincs were 

prcpa red. o ne Ii)]' the eomlllercial banks and the othc r lor all the remaining inl'ormants. 

The checklist hc1pcd to structure the nO\l' of opin ion and to be consistenl with the 

cOllCeptual f'ramc\l 'ork, It also incl uded q ucs tions dcsigned to capturc description of thc 

inst itutional approaches [(lll o\\,ed in the agricultural loan de live ry process in genera l and 

the case area in particular. Second. st ructurcd questionnaires \I'CI'C adm in istcrcd on the 

sample limllcrs \I'ho \I'ere also mcmbers of the selccted cooperat ives. The questionnaire 

was organi/ed in to c ight parts to assess the socio-cconom ic profile. assct ownership and 

('acts abou t bO!To\l'ing expcrience o r i'arme rs. 

To conduct the sun'cy. lour data enumerators wc rc recruited and given oricntat ion on 

hO\l' to illlcrp rct the questions lilr responden ts. Accordingly. pil ot sunT" was eo nductcd 

on sampl e farmcrs from thc /)lIkclII Primary Cooperativc by laking 15 individual rarmcrs. 

Alier mak ing the propcr modifications o n the qucst ionna ire. thc sun'cy was carried out 

o n a total sample of 100 fa rmers who we re also members of the primary cooperatives 

based on the establi shed sam pic prop0rli on. 
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3. 1.-1. So u rees of Data 

Thc stud y was und crt:lkcn by usin g daw fro m primary as wcl l as seconda ry so urccs, Thc 

primary so urcc incu lca tcs a ll thc data and opi nions rccc ivcd fro m thc indi vidual fa rmcrs, 

who arc a lso me mbc rs of primary coopcratives. th rough thc structurcd qucstionnaire. 

Furthermore. th c key in fclrlmlllt di sc uss ion with represen ta ti ves of the samplc commerc ia l 

banks. Coo perative Promo tio n Commission, Erer Fanners Coo pcrati vc Un io n and thc 

fo ur samplc primary coopc rat ivcs gave first hand info rmati on about thei r invo lve ment in 

agricultural le nd ing proccss, T o complcmen t thc data from interm edi a ri es. unpu bli shcd 

data on thc profile and loan a mo unt of primary coopcrati ves \\c rc so ug ht. The sccondary 

dat a sourcc includcs in fo rm a ti on li'om the ann ua l reports of thc Na ti o nal l3ank o f 

Fthiopia. the Union 's brochu res and both banking and cooperati ve soc iety cstab li shmcnt 

and regu lat ion proclamat ions. 

3.1.5. Data Analys is Technique 

Thc research ado ptcd both q ualitati ve and quant itative data ana lys is met hods, The 

qualitati , 'c me thod was basica ll v used to anal yze thc dcsc ripti vc data that \\ ere co llectcd 

in thc fo rm of indiv idual op ini o n , On the othcr hand. the quantitati vc l11 cthods wc re used 

to analyze data tha t inl'oh'c nUl11 er ical va lucs , To analyze nu merica l valucs. swti sti cal 

tools such as meas ures or ccntral tcndcncy and mcasures of di spersion \\'crc uscd. in 

addi ti on to th e s il11ple rati o and percentage ana lysis, The stati stic s \\'c re used to show th e 

Slat!..' 01" \ 'ariabl cs such as ,ltl l1ua! income. expenditure. Si:l\ 'mg. . loan amount. age. land 

si/e. ,'car!, produc tion and stock sha re. 
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3.2 . THE STUDY A RI~A 

3.2.1 Phys ica l C haracter istics 

IIda 'a f.iben is a lroredo in the East Shell'a lone of the ()rol1lia Regiona l State bord e red 

by .'Ikak i in thc Wcst. Gilllhic!1II in th~ No rth, Lilli/e in the Last and f)lIgdo- !5o/'{f in the 

South, (Jcographically. the ll'llreda hels to tal a rea o f 1.(, I 0,56 sq uarc kilometers. Hi.l'hojill 

b~illg the Il'oret/o's cap ital. T he \1"oredu is also ri ch in nat ural resources having Ere,. 

Mountai n. the hi ghest point in leas t -"he lra I.onc , whieh rcaches 3. 100 meters high 

fol lowcd by mo unt liqlla//a thal cle\ 'atcs 2,989 meters abo ve sea level. in addition to the 

fi ve ri\'e rs (/11\'(/.1'17. Modio . He/he/a. lI'edecho and f)lIkelll) and the ten crate r lakes , In 

terms o f c limatic I.ones , around 90% of' the ll'OI'eda is found in the sub-trop ica l agro­

climat ic zo nes \\'hi le about 5%, is covered by tropica l and tem perate cl imatic 7,o nes, To 

sec picto ri al desc riptio n o f the lI'ol'eda. re f'er Fig ure 2 ,3, 

3.2.2. Dc mographi c C hanlctc ri sties 

According to thc ()/'()II/io Regional Statc Go \-ernment. I'opulat ion- \\ 'ise . ,·It/o 'a Lihen 

WOl'elia is o n~ o l ' th~ denscly p<)pulatcd 11'lll'et/as in !Cast Silell'a 7.on ~ , According to the 

~007 i\a ti()nal Ccnsus as presentcd 10\' 1:0! ITA (2008 ). the ll,()I'eda had a tot al population 

of 308 .1 53, T he urban popula ti on accounted 1'01' 33'y" \\ 'hile the rema in ing 67%, were rura l 

dwell e rs, In ternlS o f age composit ion , -1 2%, 54% and 4'Vo of the tota l population be long 

to the 0- 14. 15-6-1 an d abo ve (,-1 \~ars stratum, Gcnde r-\\'isc . the fema le compose 52% of 

th~ urban and 48°!., t h~ rural population \\'hile the male shared 48% of the urban and 52% 

of the rural populatio n, Th~ aI '~ relge 1'll11il\' sil.e for th e woredo was 5. th e sa me fi g ure 

being de te rmined 1'0 1' bo th urban a nd rural arcas , The populati o n (knsil\' was 154 

indi\ 'idua ls pCI' square kilom c ter, I URI.: hltp :l/l\'\\'\\ ' ,oro\lli~,uo\' ) 

3.2.3 Eco no mi c Act ivity 

Ada '{{ Lihel1 is one 01' the to p c~rcals produc ing \I 'orelia ' s in /,'as( She lF{{ I.o ne sueh as 

'7'e(r a nd W heal. Partic ul arly. the \I'oreLia is knoll' n fo r its ' Te/!, product ion tha t has been 

branded as. 'Ada 'a Te/T', Th~re arc around 42 Fanners ' Assoc iat ions w ith around 2('. 525 
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Figure 2.3: Arial Map of Ada'aLiben Woreda 
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CHAPTERIV 

4. DATA DESCRI PT ION AND ANALYSIS 

In o rd er to anslVcr th e rcsca rch quest ions. th e s tud y 1() JJ,)\\'ed ccrtain me thodology to 

collect data and anal,'/.e thc inltlrlmlt ion to arrive at a mean ing ful conclusion, The data 

gathered and o pinion so ug ht from various so urc es is analyzcd by triang ulat ion from 

d iffercnt so urc es , Thus. thi s chapte r is devoted to the desc ription and anal ys is of the 

survey resu lt s. 

4, 1. SOCI O- EC ONO M I C PRO FILE OF RESPON DENT S 

To understand the socia l"economie st ructure and composition o f rcspondents. the su rvey 

included ccrtain ques tions relatcd to personal profile. income and ex pendit ure , land s ize . 

prod uction and s tocks, and fixcd asset holdings, Such qucrics complemcnt the stud y by 

di scove rin g thc correlations bctween variab les rc latcd to various res pondents' 

characteristics and borrowing c\]1cricncc. Accordingl y. the fo llovling sub-sections are 

entirely dedi ca ted to the di scLl~s ion or respondents' soc iO-eCOI1Oinic profil e. 

4.1.1. Demograp hic Structure of Respondents 

The sU rl 'ey rc's uit shows th at 98'Y" and 2%, of the responde nt s wc re male and female. 

respcc tively, ,'\s all the respondents \I'elT meillbers of se lected cooperati, 'cs who \lcre 

agricultural input horrowC\'s, the ma jor ga p in gcnd er proport ion rellect s the patriarchal 

orientation of families where the male takes in charge 0 1' the family'S a ffairs such as 

assum ing the risk of loans, In terills of rcli gion. 91 % of the rcspondent s \I'Cre Orthodox 

Christians \lhile 9'1., were Vluslims, Ethnicity-wisc, 75% of the respondents we re 

co mposed o f '()roJl/U' w hile the remaining 25% were ' / I Il1!wra', Given the fact that the 

st udy area is under th e jurisdiction of the OrulI7ia Regional Stale , the high propo rtion of 

'Oroll10' d\l e ll ers could bc self exp lanato ry, A nothe r dimens ion of respond ent 

co mposit ion was thc leve l o f ed ucatio n, Farm ers' level of awareness was assumed to 

enhance the ir understanding on the need and use of cred it so that longe r borrowing 
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expencncc. good repayment habit. and hence smoo th relation with lende rs cou ld be 

established. Thlls. 88% of th e respondents were below g'l> grad~. 9% lVere 10'1> complete 

and 3% were diploma holders. This, in a way. indicated the maximum expectation li'om 

majority of respondents to possess basic reading and wri ting sk ill s. Marital status was 

considered as another factor that impacts the repayment behavior of borrowers on the 

grounds of family stability and the associated degree of responsibility. Accord ingly. 94'Vo 

of the respondents were married while 3(Xl, each. were unmarried and divorced. Agc-

wise. the sample was composed ot"adults abOl ·c the age of25. of which. 88°!., II-ere above 

36 years and 330/0 were above 41 years. The energetic and wo rking age group or 25-30 

shared only 8% followed by 4% of the 31-35 years. The young farmers secmcd to have 

no access to c redit sen·iees rendered throu gh cooperatives. Le nders seemed to be 

reluctant to include young ElrIl1ers in credit serv ices due to lack of adequate resources 

such as land and/or oxen to be elig ibl e for borrowing. Another rcason could be that the 

young farmers themselves did not appear before the primary cooperati ves asking (or 

loans. (For furthe r n.:fcrcncc on demographic structure ofrcspondcllts. sec Annex 1) 

4.1.2. Farmers' Income and Expenditure 

To sec the o\'crall perfo rmance or dilTcrcnl income generating aCli\"it ics. the stud y 

considered certain variables such as income and cxpenditure. As the ultimate objectivc of 

cnabling I~lrmers to access credit is to assist them boost thcir income. and hence ; havc a 

better standard of life to this end. analyzing the respectil'c performance was logical. 

i.ikell'ise. respondcnts' habit of kecp ing record of their own income and c~penditure 

from ti111c to ti111c I\as im portant. The surl'ey sho\l'cd that all (100%) of thc respondents 

kept record of their income and c~penses fro111 \ 'arious aeti\itics w it h 98% keeping own 

records lIithout e~ternal assistance. Howel'er. farmcrs did not ha\·e systematically 

produced and organi/.cd ini()rmalion that would help lending banks to project t'uture 

financial needs and resohe information asymmetry problems. Thus. farmers may need 

assistance to systematically identify and organize transactions by hiring professional 

book keepe rs. for one thing to compensate for the ir low educat ional level. Lenders and 

other associations such as multipurpose Canners' cooperatil'es a lso need to work on such 

areas by educating lilrmcrs and gi\·ing techn ical assistance. 
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A rclc\'(:lIlt dimen s iull or assessing econo mic pcrlormancc \\as the source or income 

which erilically dClerm ines sma llhold ings ' access to credit. As lende rs require assura nces 

on the full return Df the ir lent money. source of income is one component or the 

cred itwo rthiness assess ment. especially \I'hen the loan is avai led for productive purposes. 

Correspondingh·. amo ng the production o pti o ns such as ce reals and oil seeds. the survey 

showed that all re spondents were cereal producers as a principal li ne of production. The 

finding \las cons isten t with the conclusion made by Oromia Slate Government that Ada 'a 

l.ibel1 as onc 0[' the prime produce rs or cereals such as 'Te!f and wheal, among a ll the 

\l'Oreda's in East .')"e ll'O. The di scuss io n wi th the Cooperative Promotion Com mission 

and I-lead of frer Cooperati vcs Union indicated the rcpu tation of the Woreda ror the 

production of '. Ida '{/ le(r. and hence. has luerati\ 'e market ror its produces. 

110weycr. fill'lllCrS may have olher suppl ementary income sources. in addition 10 the 

princ ipal cereal product io n. Tab le -l I shows 12% of the sam ple respo ndents \I 'o rked o n 

ani mal fallen ing as a so urc e of income \vhi le 2% undertook diary farm ing to ca rn be ller 

income, The remaining 16% rent the ir calli e to othcr ra rm ers and 20% got Income 

through other means s uch as horse-dri \ 'en carts. 

,(,,,Ilk ... 1: A ltermlti,," In come Source 

I Yes No Total 

No, I Source Numbe r % Number To (%) 

I I Diary Farming 
- - - -

1 

1 ~ I 
2 98 98 100 

I 
I 2 I Animal Fattening 

, 12 88 88 100 I 
16 I ! I , 3 Renting Cattle 16 84 84 100 

I I 

I 3 i Selling Labor 4 4 96 96 100 

I. 4 Ot her 20 20 80 80 100 
_. - -- - - -

Source: 011'17 SIIIT ey 2009 

To com plement ror thc economic profile asscssmcnt. respondenls ' disclosure or the leve l 

or income. expense and savi ngs. if any. was made. Accordi ng ly. the ann ual mean income 

for the sample was determined to be Bi rr 24.2 13 with standard deviation o r Birr 15.1 7R. 

Co nsidering the range of Birr 7 1.000 wi th maxi m um or Ilirr 75.000 and minillluill of 13i ,-r 
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4000. the sa l11p k seemed di spcrsed. In terl11S or expend iture. the l11ean annual expcnditurc 

for subsi stcnce lI as l~ilT I SA(,2 lI'ith standard deviation 0 1' Birr 8.763, The respceti ve 

range or' expenditure was r~irr 5 1.000 with l11axil11um of l3irr 54.250 andl11i nil11um of Birr 

3.250. The sa l11p le stati st ics shall' the lOll" dispa rity in te rl11 S expenditure for subsistencc 

as eO l11pared to that 01' incol11e. /I residual effcc t or' the income and expenditure ,",llues is 

the lel 'el 01' average annual saving that brl11crs keep i"rol11 all actil 'ities, Thus. the l11ean 

ann ual sal'ing I()r the sampic fanners lI 'as Birr 4. 119 with standard dev iati on of Birr 

3.50 I. The corresponding ran ge for sayings of Hirr 20.750 was dete rl11i ned fro l11 the 

max imum o f I~irr 20.750 and l11i nil11 ul11 01' 7,ero, The l11easure o r dispers ion for sa l'ing 

\,"as rclati, 'c ly hi gher th an those of income and expense indi cat ing the variation in saving 

capac ity of farmers, In fact, in the worst cases. farl11ers could undergo defic its by 

b01TO\\"ing fron1 other sources rather than positi ve saving. (Sec Anne .... V I for summary of the 

statistical figures) 

4.1 .3. Land , Production and Stock 

I.and is the basic resource lo r pril11ar" level production aetil 'it ies such as farming. The 

dirlic ulty l'or lilnne rs to lead a decen t lile is appa rent lI'ith out the adequate si7,e of land 

for limning, Keepi ng a ll Cactors such as the use 01' iC rtili 7e rs and il11proved seeds 

constant. the l11cre Increase in la nd size is likely to boost producti on through cxtensil 'c 

rarming. Thus. land size is a crit ica l cO l11 poncnt in thc sl11 allholdings' e Cforl to access 

credit. In addit ion. land is a t"pc o r asset IIhic h fa rmcrs can make money by exploi ting 

the I'<lrious opportunities it c reates such as: pledging it as co ll ateral prOl'ided that the lanci 

tenurc sl's tem alloll's pril'alc oll'nersh ip. In Ethi opia. nevertheless. the prohibition or 

priyutc land o\\'ncrshi p and trading that orig inated from tilL pro-socia li st 'Derg' regime 

and conti nued in the Lthiop ian People Rel'(llutionary Democ rati c Fro nt (L I'RD F) led 

Federal Dcmocratic Republi c or Lthio pi a (I :DRL) gO l'crn mcnl. 

Regarding the usc and means to get land. Table 4.2 exhibit s that the main source to ge t 

land for 68% or the responden ts lias fro l11 the government grants follo wed by I S% and 

7% of the respondcnt who rent and buy fro l11 other farmcrs. respective ly. On the othe r 
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hand , 21 'X, lIsed ot he r sou rces slich as girt li'om relatives an d "lmily inheritancc . The 

mean land s iO'e for th e sample slllod at 2.7 hec tares lVith standard deviati on 0[' 1.44 

hec tares. The siO'c 01' land in the sa m pic ranges Crom a maximum 01' 6 hectares to 

minimulll of" 0.5 hectare 01' land . The survey indi cated th at land was a problem in the 

lI"{)reda that , in turn. had repercussions on the b01TO\\'ing capaci ty o f farme rs. 

Tahle 4.2: Means to Access Land 
.-- - - ------.. - .. ---- ---Yes 1 - No Tota l 

No Source .. ~N~m ber I % Number % 

1 Government Grant 68 68 32 32 100 

2 Bought from farmers 7 7 93 93 100 

3 Rented from farmers 18 18 82 82 100 

79 100 4 Other source I 21 21 79 
-_. - ---- - - --

Source: 0\1'11 Survey , :CI}O') 

The means and \ 'Olllllle 01' production a re very cru cial clclllents that contribu te to ['arm ers' 

e li g ibility to borrow and assist lenders to determine bo rro we rs ' repayment potentia l. 

In stitu ti o l1 ~d lenders follo\\" procedures to project the amollnt of income earned from a 

part icu lar engagement. As part o f the product ion process. Canllers' m cans of production 

fo r the principal economic engagement in the sam ple wa s assessed . 

Fi9ure 4.1 : Means of Principa l Production Activity 

"----- -- ------- .. _--_ .• 
Source: Own SI/)"'9; 2009 

o Tractor 
1% 
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Fi gure 4. I depicts the production mea ns that samp le I;um crs adopted to carry out their 

princ ipal production i.e. cerea l production . The survey res ult shows that 85'Yo of the 

respondent s we re engaged in cerea l production using eall lc i.c. oxen-driven farming 

system. and 14% used labor. on top of the usc o f catt le . Onl,' I 'X, of thc respondcnts 

clai med to usc tracto r se rvices for fanning. Il owcve r. thc key info rmant di scussion wi th 

th e C ha irman of Frer Cooperati ves Union re \'ca lcd the ava ilability of tractor sc rviccs for 

fann e rs included unde r member primary cooperat ives. Mea n\\·hile. the findi ngs did no t 

co rres po nd \vith the c laim as th e number o f fa rm ers using tracto r se rvices waS 

insignificant. S ince modern izing the trad itio nal agricultu ral S\'stem is a corne r s tone for 

deve lopment of the sec tor ; inc rease in vo lumc of product ion. improved productivity of 

f;lrIn lands. and di\ 'crs ifi cation of production act ivities, we re issues w hi ch stil l need to be 

add ressed. Cons idering the unique geograph ic ad vantage of the ,rareda leading to acqu ire 

a famous brand name for th e produce ("Ada '0 {e/f) and create attractive market 

potent ia l. the Uni on cou ld have do ne more by o ffering fanners " 'ith suc h related sen·ices. 

Fig ure 4.2 : Reaso n for Choice o f Princ ipa l Produ ct ion A ctivity 
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o Ease of Access to Inpu ts 

o Others 

SOllrce: Oml SlilTey. 2UI)9 

Figure 4.2 ex h ibi ts a pe rspect ive on th c ra ti onal es behind farmers' inclinati on towards 

the ir current principal line o r produc ti on. Such queries were intended to unrave l the 

motivat io nal factors to engage in pro fitab le li nes o f' p roduction that. in a way, shows 

fanne rs ent rep reneu ria l capability and create confidence on lenders. In v iew or the 
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stri ngcnt lending proccd urcs o f commcrcial banks in Et hiop ia whi ch generall y demand 

strong linkage betwec n thc qualit \· o f income sourccs and amount of loans, ra is ing the 

queries was dccmed important. The study , then, shiftcd focus to farm er's base o f choicc 

for parti cula r prod uc ti on such as fa mi ly inheritance, easc o f producti on, natu re o f so il and 

topograph ic factors . pro ii tabilit y of th e cro ps and ease o f access to inputs. As a result. 

s igni fi cant sha re oi ' total rcspondents took up on th e ir current princ ipal productio n as part 

of fa mil y inherit ance (8-1%) Col lo,,·cd bv pro fi tab ility (36%) . Whil e re lat ive ly small in 

proporti o n. ease of produc tion (8"0) , soi l and topograph y (4%) , ease of access to inpu t 

(4%) and othcrs (5%) such as abse ncc of othcr choices and ill ite racy indi cated by 

rcspondents as th e basis fo r picki ng th e ir primary producti on. The predominance of 

fo ll owing the lcad DC fa mi ly aeti \·ity may be due to ehi ldrcn 's inheri tance when they 

rcach an agc to li yc by th emse lves. 

--------------~ - ----

Figure 4,3: Experience on Principal Production 

Ac tivity 
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A perso n or an enti tis ex pcri cnce in a pa rticul a r endcavo r is equal ly as im portant as the 

choicc o f the line o f prod uc ti o n. The shecr leng th o f time in the production cye le cou ld 

enable the ind ivid ual to understand and manage the ri sks ari s ing out o f a certain acti vity _ 

Espec ia ll y, in rain fed agri culture, the subj ective and trad iti o nal knowledge o f fanners to 

reasonabl y pred ic t the embedded ri sks can not be underestimated. With this conception, 
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figure 4.3 revca l th at 92'1.. o f the rcs po nde nts had ex peri ence in cerea l rrod uCl ion lu r ovcr 

10 years. 4%) of the resronde nts had 6-1 0 years of experience whil e the re main ing 2%. 

each. had been in the samc line of prod uction for abo ut 4-5 years and 1-3 years. Thi s 

shows th at most bo rrow ing 1 ~lrmers were mo re experi enced and middle aged. as 88% of 

tota l respo nden ts \\cre abo ve the age of 35. The age factor seemed to help lenders and 

other inte rmcdiari es to de ve lop trus t and see stability in fanners , as guarantee for th e 

loans. In te rms of amo unt , th e mean an nual prod ucti on fo r the samplc \\'as 26.07 qui ntal s 

o f cerea l \\ 'ith standard deviation of I 5.3 quintal s. The production ranges from 65 quintal s 

to the maxilllum a nd 4 quintal s to the minimum per annu m. As a result. the sam ple 

average prod uct ion per hectare of land stood at 9.8 quintal s w ith standa rd dev iatio n of 3.3 

quintals of cereals. Prolll the change perspecti ve. the leve l of prod uct ion fo r 7 1 O;() o f the 

respondents incrcased with in the last thrce years whi le 18% decreased and th e remain ing 

I I % obse rved no change . As pan o r the justification for dec line in producti o n. tabl e 4.3 

shows that 89% or the respondents we re constrained by shortage of land. 25% and 23% 

of the respondents faced lack of fe rtili zer and dro ught as core problems hamperin g the ir 

product ivity. respec ti ve ly. last but not least, the absence of capital th at was emphasi7.ed 

by 5% of the respondents adversel, ' a ffec ted produc ti on. 

Tab le -1.3: Problcms Affcctin g I' roduction of Farmers 

r:-:- __ ' ___ , Problems 

1 Lack of Fert ilize r 

2 Lac k of Capital 

3 

4 

Shortage of Land 

Drought 
L~~ 

Source: 0"'/1 Survel·. 2009 

Response (%~ I' 

Yes No Total 

25 '-75 ---:(0-0 I 
I 

5 94 99 I 
I 

8911100 

23 __ ~~ _~_~ 

The disc ussion wi th p ri mary cooperati ves unve il ed that respect ive' Kebeles' conduct 

survey on the adequacy o f indi vidua l fa rmers ' land ho ldings for loan purpose. The su rvey 

is carri cd out befo re the loan applicat ion fo r fe rtili zers or improved secd is acce pted. The 

Kebeles' assessment enables the lender to estimate adequate quota o r inputs based on 
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land si7.c and minimi7.e the prospect of over financing. The limitati on o f thi s approach 

towards adcquate loan dcli\'cry was renected in the survey result as shortage o r land was 

the corc problem cont ributing to lack of ferti I i;:crs as thc second mos t prcssing problem. 

In raet. 72%. of the fa rmers who faced shortage or fcrt il i7.e rs also had problem of shortage 

of land. wh ich in turn accounted for 20% of the tota l nUl11ber of farmers with land 

shortage. 

COl11plel11entary to the adcquacy of product ion \Vas the level o f stocks to be sct aside 

rrom yea rl \' produc tion. 13as ica ll y. farmers face two opti ons to pursue afie r a harvest ing 

cyc le is complc ted. First. all the produce could be sent to the market so that relati vely 

qui ck cash rcturn can be sought. Some of the reasons for selling all the produce could be; 

the attraetivc market condi tions. lac k of sto rage space. inadeq uate production andlor the 

high cost o f storage. As a second option, farmers may keep stock o f a ce rtain proporti on 

o f the ir prod uce so that it can be used for consumption andlor wait unt il pr ices ge t hi gher 

in the market. Indeed. thc poss ible purposes for dec iding to keep stocks may include: 

pri ce speculation. animal Iced. 0\\']1 consumption and lack of attraeti l'C market. The level 

of stock also determines the amount of fi nance required to bridge the finance gap 

between th e pe riods o f han·cstin g. and co ll ec ti on of sa le s proceeds. Thus. in \' iew of thi s 

ra ti onale. the SlIl'l'Cy attempled to assess stoc k holding habit of farl11 ers and the assoc iated 

chall enges thcre lO. Acco rdingly . 90% of the farmers custol11aril y keep stock of their 

yearl y producc lI'hil e 10· " im mediatcly se ll out the prod uce to the l11arket. In fact. the 

discuss ion with primary cooperat ives and their un ion revea led the practi ce of buy ing 

produce from indil'idual fa rmcrs after the harvesting season to search l'or hi gher price. 

Table 4.4 shows I ~lrmers ' rati ona le behind holding stoc k frol11 port ion o r thcir annual 

produce. Consul11ption (97'Yo) stood out as the mos t importan l reaso n lor keeping stock of 

yea rly produccs. l'o llolled by price speculation (69%). f'ccclt he ir cattl e ( 12%) and lack of 

market (I %). In conclusion, as the entire sal11ple was se lected out of cooperatil 'e 

mcmbers who had the opportunity to se ll produce to the respecti ve cooperative 

assoc iations and had stronge r. though indirec t. bargaining power to get highcr prices. 

l11arket problel11 seemed to have minimal effect on individual farm ers coupled lVi th the 

fa vorable brand nal11e attac hed to Ada 'aTel!, and wheat. 
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Tablc 4.4: Rcason for lIolding Stock 
~ 

Response 

No. Reasons 

Price Speculation 

% age 

2 Animal Feed 

% age 

3 Consumption 
I 
I 

%a~ I 

Yes 

62 

69% 

11 

12% 

87 

97% 

4 Lack of market J 
% age 1% 

~--~-- -~--~ 

Source: (hm Survey. 1009 

No Total 

28 90 

31% 100% 

79 90 

88% 100% 

3 90 

3% 100% 

89 90 

99% 100% 

The survey indicated that rarmers kept mean stock up to 5 1.2'Yo or annual produce with 

standard deviation or25.7%. With rc spectto the length of'time needed to keep stocks, the 

study revea led that n u;" or thc total respondents held stock ror about 7- 12 months while 

the rest, including respondents who did not keep stock at all. sell their produce within 3 

months o r each harvcsting season. 

In a bid to dcterminc ho\\ rar rarmers can hold on to keeping stocks rrom cvery 

production scas() n~ qucs tions \\ 'ere raised on the changcs or stock proportion ror the past 

three Years. Accordingly. Tabl c 4.5 sho\\ ', that about 73% of' rcspondents registered 

gro\\·th. 12%, recorded declinc and 14% remained constant. The data indicated the 

reliance or ranners on kccping stocks ror cithcr consumption or pri ce speculation 

purposes. Farmcrs ' intcntions to kcep stock or portion 01' their annual produce ror 

speculation sholl'cd the \\cak bondage bctween eooperatiYes and their members in terms 

or marketing produces. 
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Table 4.5 : Trends in Fa rm er s Ah ility to Keep Stock 

Quest ion 
-1 

I Reply 

Changes in Trend of Storage in the 

Past three years 

I 
I Yes 

I % age 
I __ 

-
Hold Stock 

-. - 1 '--'--"-' -
Increased I Decreased 

I -. 66 1 
733% I 

11 

Constant Total 
-

13 90 

14.4% 100% 
. - ---

12.2% 

I No o 2 8 10 
-~-- ---

21 100 Total ' 1 . - 66 - -- - --13 
_________ 1. 

Source : Om1 Surrey. JU09 

3.1.4 Farmers ' Asset Profile 

As luentioned ea rli e r. the form and va lue of asset that individua ls own is an indicato r of 

the ir c reditwort hiness. Inst ituti onal lenders such as banks cons ider qua lity and va lue o f 

assets as the basis of lendi ng decision since assets can be used as co llateral to secu re 

loans. Ilcs ides. means of sustainable production could be determined 11'om asse ts. Th is 

im pl ies that individuals ,,·ithout the acceptable types and va lue of asset are subjec t to 

exc lusion from bO ITo"i ng before they can even make app licati o ns. The prevai ling 

st rin gency in the ba nk lend ing s'·stem seems to closc all doors for n ex ibility beyond 

collate ra li z ing the prill1e type or assets often found in the urban a reas. This situatio n 

becomes mo re pro nounced when it comes to agri cul tural loans for small ho lding fa rmers 

who comprisc the majority of the country's poorest " 'ith insigni fi cant level and quality of 

asset ownersh ip and 10"· opportunit y to create wealth. Thus. the paradox c reates 

di vcrge nce bet"ecn fmmers demand for credit and bank's ma rket sclect ion for lending. 

Th us. su rvey ,,'as conducted on lanners' o" nership of major type of assets. which 

specifica ll y included house and callic. Table 4.6 depicts the fac t that 97% of the 

respondent s had their o ,, 'n houses whil e 2% rent and one of the responden ts resided in a 

relat ive's house. To assess the cond it ion of ho uses. their age. and the number and amoll nt 

of renovations made in the past three years were taken as va riables . Likewise, annex I 

shows the mean age o f houses in the sample was I G yea rs with standard deviati on of 7 

yea rs. The max im um age of 44 yea/s and the m inimum age of I year gave the range of 43 
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ycars. In tcrm s of rcnovation of' houses. thc mcan frcqucncy in the th rcc years was I timc 

with 0.8 timcs in standa rd dcviation. Thc max imum number of rcnovation made in th ree 

ycars was 3 timcs \\"hile not rcnovating was the minimum. Moncy-wisc. thc mcan 

rcnovation cxpcnditurc in thrce ycars was Birr 2,692 wit h standa rd deviation of Birr 

2.01 3. Thc expcnditure ranged bctwccnnot spend ing at all and maximum of Bi rr 10.000 

in thrce ycars. 

Ta hle .J .G : Source of lIou se Own ers hip 

Response (%) 

Type of House Yes No Total 

Own House 97 3 100 

Rented from Individuals 2 98 100 

Relatives House 1 99 100 

Government Rented House 0 100 100 
- ---- ---- -- ------~--

SO llrce: (J\lIn SI/rvey. 2009 

Rcgarding rcspondcnts ' housc qual it )'. Tabl c 4.6 sho\\"s <) 7% wcrc made of mud \\"all s 

wh ile ) (Yo \\"e re const ructed from bri ck stone. Considering the requirements banks put to 

cnsure co ll atcral marke tability. the survcy result suggestcd thc less likelihood of 

narrowing thc c.\ pectation gap in \'icw' of farmcrs ercd it demand and banks crcdit pol icy 

stri ngency. 

Thc othcr majo r categor" uf asset lo r small holding 1"cIl"l11 crs w'as ownership of cattlc. 

\\"hich is lIsed as means o r product ion as we ll as income generating ac li"ities. I k nee. 

Tablc 4.7 depi cts thc o\\"llcrship of' Co w"/Oxcn, Donkcy. Sheep/Goa t. Poultry. i'vlulc.' llorse 

and Bull/Hei fer by 88° ,<> . 68%, 30%. 17% and 8% of rcspondcnts. rcspccti vcly. Thc mean 

numbcr of Cow/ Oxcn in thc sur vC \' was 7 wilh standard dev iation of 4 Cow/Oxen owned 

by respondent s. Thc ra ngc was composed o f maximum of 20 and minimum of 1 

Co",/O\cn u"'ncr. Bcs idcs. owncrship of Shcep/Goal and Poultr\" wilh mcan of 9 and I I 

and standard dC \'iatioll o f' 5 fo r bo th was cOllntcd. respcc tively. 
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Tab le 4.7 : Summar,' of Catt le Ownershi p 
- . 

Summary of Responses 
----- ----- .- -- - '. 

~;:Imu~ I ~a~:um 
S tandard 

Cattle Respondents Mean Deviation 
-,- - --

Cow/oxen 100 7 4 20 

Sheep/Goat 68 9 5 2 25 

Poultry 30 11 5 2 20 

Donkey 88 1 4 

Mule/Horse 17 1 1 3 

Bull/Heifer 8 2 1 2 
--- - -- --- - - -----

SO/ll"ce: Oml SIIITey. 2009 

The mere size of assets at a point in time may not give rel iable picture of farmers' 

adequate ownership of assds unless it is su ppicmellled by trends in the respective 

changes, Table 4,8 dep icts the increase in number of Cow/Oxen for 64% of the 

respondents ,,'hil e 31 "" remained constant and only 5% regi stered decline. In terms of 

number of Sheep/Goal. GG% of the respondents registe red increase whi le 4% declined 

and "9% remained constant la r the past three years, Considering the numbe r of poultry. 

53% s hO\\'(~d increase. 7% decrease and 40%, obsen'ed constan t fo r the three years. 

T'lIJlc 4 S' C h" Il"c ill the Number of e ·,tt le . , . . , ,., .. 
Change in the Past Three Years 

Assets Increase Decrease Constant Total 
--- - .- -

Cow/Oxen 64(64%) 5(5%) 31(31%) 100( 100%) 

Sheep/Goat 45(66%) 3(4%) 20(29%) 68(100%) 

Poultry 16(53%) 2(7%) 12(40%) 30(100%) 

Donkey 15(17%) 1 (1 %) 72(82%) 88(100%) 

Mule/House 3(18%) 1 (6%) 13(76%) 17(100%) 

Bull/Heifer 2(25%) 2(25%) 4(50%) 8(100%) I -
Source: Om) ,)IIITey. ]O()9 

In a nut shell. the econo mic descript ion and analysi s in terms of financ ial perfo rmance. 

production. stoek and asset holdings lor thc sample gave renections on the fa nners' 

econom ic base, The , 'a ri ables were di scussed based on the assumpt ion that they have 

associat ionallinkagc " 'ith e lig ibil ity fo r crcd it. 

47 



4.2. ASSESSM ENT O VE R SMA Ll. SCA LE AG RI CU LTU RA l. C1U:Drr IN 

ADA' A L1B EN WOR E DA 

4.2.1 Small Holders Access to Bank Loan 

Crcd it is an esscntial resou rce to thc over all devclopment of an economy in gencra l and 

scrve as important input to boos t agricultural production in particu lar. It g ives fa rmers the 

moment um to access new tec hnologica l sc r\'i ces including improved secds. fcrti li zcrs and 

pesticides. Input access, in turn . contributcs tOIl 'a rd s the improvcmcnt of the 

corrcsponding I;trln producti v ity. In addition. cred it g i\'es fanncrs the frcedom to bargain 

ovcr the primarv producc markets so lo ng as thcy ha\'c a ltcrnati ve sou rcc of fund to 

consumc until such time that they carn a bctter profi t from the market. In gcneral. crcdit 

opt io ns g ive farmers far reaching bencfits towards imp rovement of thei r standard of 

li ving. Ne ,·ertheless. the long s tandin g problem that crcated the gap bc twee n thc fi nancial 

nceds of small holding farmcrs and lendcrs ' prior ity markct. cspee ia ll y that of banks. had 

to do wit h th e modes of dc li veri ng th e fund s and cnsuring the prope r and fu ll repayment 

of the loans in a man ncr th at is cost eflie icnt fo r both transacting part ies. Searching ways 

that mutually sati s fy th e needs orall transac tin g parti es is vcry critical. 

Complementa rv to the modes o f deli"ering c rcd it sen ' ices to sma ll hold ing fa rm crs is the 

access to in l<Jrmation on bank ing scn 'iccs and that o f thc proper credit products. Access 

to info rm at ion o n bank ing cred it sen' ices can bc faci litated through the " a ri ous anti lab le 

mcdi a in the "icinitl of thc rcspec ti, 'c I;;rm community . Iiolle\'er. the re a rc al so obstac les 

that hamper thi s oppo rt unity to spa rk moti"ation and th e subsequcnt dcc ision to usc th e 

Se:::r V1CCS. 

Accord ingly . Table -1.9 presents summary of sample questions w ith the alln of 

di scove rin g thc a"ailable means to get informat io n in the study area such as word of 

mouth from fri ends. relatives and others, in add ition to the e lectron ic mcd ia inc lud ing 

radio and telcvision . I:urthermore. the banks ' promotiona l endeavors. the ass is tance by 

government DAs o r ex te nsion agents and fannc rs cooperat ives themsel ves can play ro les 

to di sscminate info rmation on the various advantages ' and disadvantages o f bank ing 
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credit. As a resull. 83'X .. 73% and 42% of the respondents got bank ing informat ion 

thro ugh wo rd of mouth. Rad io and Telev is io n. respec tive ly. O n the othe r hand . the ro le of 

banks' promotional endeavors. the assistance by gove rn ment extension agen ts and the 

cooperati,"Cs wcre accepted onl v b,' 9% . 9% and 3% of the respondents fro m the survey. 

respectiveh·. 

Tabil- -1.9: M ean s to Access Bani, C redit Information 

No Means to get Info rmation 

6 

1 I Radio 

2 I Te levision 
i 

3 I Word of Mouth 
I 

4 I Ba nk's Promotion 

5 I Extension Service Agents 
I . 

CooperatIves 
- -

Sourc e" (hm Sun·e.I·. 2UIJ9 

. - ----
Response (%) 

Yes No Total 
- --

73 27 

42 58 

83 17 

9 91 

9 

3 

91 

97 

-
100 

100 

100 

100 

100 

100 

Fa rmcrs ' abi lit y to access credit informa tio n and increase the ir aware ness leve l on the 

benefits or usin g crcdit can be impeded by numerous fac tors. Tab le 4.10 sho,,'s that 

majority or the resp0ncients restrained fro m com menting tha t there were critical problems 

hampering the smooth path to get crcd it in{(Jrlllation. Only 19% and 14% of the 

respondents emphasi/.ed the problem s of accessing electronic med ia and other obstacles. 

respeeti,·c1,·. Inadequate in frastructura l network ing " 'hich invo lves the absence of 

te leeom and road sen 'ices was men tioned by 9% and I % of the surveyed filrill e r­

borro""Crs. respceti,·cly. Thc fact that the s tudy area is approximately 45kms a"'ay from 

the capital. Addis ,\baba. showed th e exi s tence of a relatively beller oppo rtunity fo r 

accessing infrastructures so that filrmers can seek the necessary market inlormation. 
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Table -l.10: Ohstarles on Aecess to Bani, C redit Information 

No Obstacles 
-

1 Absence of Road 

2 Absence of Telecom 

3 Absence of Electro nic media 

4 I Other Obstacles 

Source: 011'11 SIII·ITI ·. 200f} 

Response (%) 
-- - - ---

Yes No Total 

1 99 100 

9 91 100 

19 81 100 

14 86 100 

The leve l or inrrastructural de"elopment by itselr. hOll'el'C r: may not g ive assurance that 

ra rmers get credit sc n 'iccs j'rom ban ks . I:i rs!. farm e rs may be const raincd by the lack or 

available fin anc ial sen'iees I,)], I'<l rious purposes. One aspect or such pro ble m is the 

inadeq uate ICI'CI oj' inj'rast ructura l del 'c1opment that hinders both the ranne rs and the 

lendi ng instituti ons j'rom comm uni cati ng. Second. institu t io nal cons traints may not be 

prevalent but indiv idua l larmers may re ru se to borrow due to vari ous indi vidua l reaso ns. 

Indeed. among ot he r things. lilrme rs ' lI 'illing ness to borrow may depend upon the 

purpose or the loan to lI 'hi ch they want to borro w. The loall purpose is olle o j' the 

prerequ is ites in an)' Icnding-borro ll'ing re lat ionship . Lenders o pt to ensu re that bOlTolI'c rs 

ha ve specifi c pu r!,oses to IIhieh they delote the borroll'ed fund s . O n the othe r hand. 

bo rroll'crs hal '" ccrtain activities 1C,r II hi c h they require the finance. Reco ncil ing the 

di vergent need s 01' both actors \I.e. lenders a nd bo rrowers) and creating common grou nd 

ror m utual bene lit has prime importance. Acco rdi ngly . 25 (8 1 % ) o f th e responde nts 

needed th e rund to SIart bo th on- lim11 a nd ofl~farm re lated bus iness ac ti v iti es and 6 (19%) 

opteci to usc the rund Ill!' th e purc hasc oj' I'crt ili /.e rs . Fanne rs ' desi re to purchase more 

rertilil,crs. additional land and engagement in animal iilltening included the on-lilrl11 

pu rposes. The tendencI oj' rarme rs to aspire 1'01' mo re re rtili l.ers . in addit ion to the amount 

loaned rrom the rcspcctil'e pr ima ry cooperatives. was attr ibuted to the shonage or land. 

based on whieh the level oj' icn ili / .e r nced s are de term ined. O n th c othe r hand. 

respondents a lso chose d irect bank borrowin g for orr-rarm purposes that inc lude bu y ing 

horse pull ed carts ane! o pe n ing shops. Ho weve r. it scem ed impossibl e to meet th ese 

purposes as banks. 130 .'\ and C I ~L. did not have rooms in their credit pol ic ies ror 
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indi,·idua l treatmcnt or small holding If\l"lllers. In rac l. the cred it policy of the 

Commercia l 13ank of Ethiopia has stated that no indi,·idual borrowing is a llo\\·cd lor 

small holdi ng 1 ~lrmcrs unless loan app li cation is made in group. 

Tab le 4.11: PUl"l10Se of Preferrin g Bank C redit 

No 

Purchase of Ferti li zer 

2 Consumption 

Purpose 

3 Tran sport Product to Market 
...... ------

4 Paying overdue rent 
-- - _ .. 

5 Paying Overdue Loans 
- --- ----- ._- -- - -- ._--- -. 

6 Other Purposes( Purchase of cart & land, Opening 

shops and animal fattening) 

SOllrce: Om? SII/TCI·. 2UOi) 

Response 

Number % age 

6 19 

0 0 

0 0 

0 0 

0 0 

25 81 

In line with the need of fa rmcrs to bank credit is their attempt to ask lo r loans. It gives 

the ir actual experience a ll the matter and enables to make decision either 10 continue 

bO ITo\\·ing or dctach rrom such notions. I lence. on ly 17% of the tow I responcknl s madc 

attempt to ask It)r direct bO ITo\\·ing I'rom banks in thc I,"oreda \\·hile 83% of the rcspecti\'e 

sampic made no allempt to ask for direct lend ing rrom any bank. so far. Table 4. I ~ shows 

that 82%, o r the respondents \\ 'ho approached banks to ask lor loans returned \\·ith some 

demands from the lenders \\ hil e 18% or the respondents faced total rejection. The tab le 

also explica tes thc ract thai none or the responcicnts were el igib le for direc t acceptance or 

got app rova l with dcmand ing rcquirements. Thus. the opportunit,· to bOITO\\· It) r 

indi,·idual small scale ranners appeared narrow. 
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Table 4 12 ' Repl\' Received for Direct loan A pplication . 
.----

Response (%) 

No Reply Received 
---;- - - -~ 

Yes % age 

1 Total Rejection 3 18 

2 With Demanding Requi rements 0 0 

3 With Some Requirements 14 82 

4 Acceptance 0 0 

Total 17 100 
- - -- . - - - ._--,-, --- -- - - --~ 

SOllrce: (J,1'/1 Sliney. ]009 

Another \\-a), to see farmers' access to borrowing from banks is to unde rstand the 

rationales lor preferr ing banks to other sources of loans. The source and type of 

borrowing ma\' range fi'om the si mple friend ly cxtension of fund s for purposes such as 

organizing socia l events with no interest expense to the large slim inst itutional 

bOITO\\i ngs that charge relat ivcly higher cost of fund. Thereforc. fanners should havc the 

option to place the ir choice on a particular point on the cont inuum, Nevertheless, 

bOITOIl' ing frol11 hanks. which is the focus of thi s slUth ', can be opted on se\'cral grounds. 

Among other thinlls. onc can prefe r to borrow from banks due to the relati\ 'e ly less costl y 

nature of the loans, seeKin g for the other associated banking services. the trust for ,,-ork 

\\'hich is built upon profcssionali sm out of its form al and institutional nature, access ibility 

to the business areaS of the borro,,-cr and other reasons, With thi s in mind. Tablc 4.13 

re\'ea1cd 30'% 01' re spondents ' preferred borrowing frol11 banks due to it s accessi bility 

while II IX, of the respondents based their prefercnce on the low intercst rate that banks ' 

chargc for Icnding and the trust or I'armers on the \\orks o f banking institutions_ I:rom 

obscn -at ion, it \\as learnt that thc re had been t\\O branches In the I/'ored" , the 

Commercial Hank 01' i:thiopia. and Construct ion and I~us iness l3ank for long time. 

Rccentl y. ,,-ith the participation of pri va te banks in thc linancial sec tor, the number of' 

banK branches in the l\'Oreda grew to six, The ratio for the total population to bank 

branches for the lI 'orec!a in general stood at 41.379. According to NI3E (2008). the 

national population to bank branch ratio reached 136. 108 people for one branch as at 

June 30. 2008, Thus. the \Foreda hacI the relative advantage in accessing bank branchcs 

with \\'ider opportunity to get bank ing se rvices. 
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Tahle 4.13: Reason for I'rcf.·rring Ban k Credi t 

No Reason 

Low Interest Rate 

2 Accessibility 

3 Trust for Work 

4 Other Reasons 
-- - --

SO/lrce"" (hID .)'/I/Tel"" 21J1J9 

Response (%) 

Yes No I Total 

11---89-1- 100-

30 70 i 100 

11 

2 

89 : 100 

9~ L100 

4.2 .2 Origination of Small Scale Agricultural Credit 

To bcgin from the broader picture , cons iderat ion of the national cred it a ll ocation trend to 

the agricultural sector fro ll1 co mll1crc ial bank s in Ethiop ia is v ital. Hence , figure 4.4 

prese nt s th e fact that total disbursell1ent fo r the sector shot up from Birr 602 million in 

2004 to Birr 5.371 Illillion in 2008.The a,"erage a nnual growth rate ove r the fi ve years 

was n% w ith the hi ghest grm\"lh rates of 159°;') and 105% registered for the years 2005 

and 200 8. rcspcctiveh"" On th c o the r hand . co ll ec ti on rose froll1 13i rr 572 Illilli on to Birr 

4.443 million ill 200~ \\ ilh aYL'rage annual gro\\-lh rale or syyo and regis terill g Illarked 

gromh of 97°;', for 200R" O\\ing to thc Illorc than proport ionate gro\\'th of disbu rsemcnts 

ove r collcctions, thc accull1ulat ion of accrued interest and other rcaso ns. the residua l 

annual o utstand ing balance grc\\ froll1 B irr I . J 62 in 2004 to Birr 5 ,-18 J in th e year 2008 

\\'ith ann ual a\-crage gro\\1h ra tc of 39%, T hc maxi lllum outstanding loan balance g ro\\"lh 

0[7-1 % a nd 69%, were registered for the years 2005 and 2006. respective ly, Ill a inl y due to 

the di\"crgencc bet\\"cen the g rowl h rales of disb ursements and collections" ] ]owever, it is 

still diClic ullto concludc tha t the aillount of fund allocated 10 the sccto r is at an adeq uate 

level. Additional variabks such a s the vea rl y arabic land increment, the population 

gro\\'th rate . and the nUlllbcr of ag ric ulture re lated activitics that need li nan c ing shou ld be 

taKen in to accoun!. 
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Anothcr dimens ion to sce thc at tcntion gi\·cn to thc scc tor in terill s of capital injcction 

from thc banki ng sector was thc sharc of agricu ltura l loans frolll the total loan portfolio of 

banKS. Figure 4.5 ex hi bits thc sha re of thc rcspccti\T loans from the total loan portfolio 

and thc ycarl\ pcrcentagc gro \\·th of such loa ns thro ugh 2004 to 2008. Accordingly, thc 

share of agriculture loans to thc total loans rosc fi'OI11 8°!., in 2004 to 17% in 2007. though 

it declincd to 15% in 2008. In tcrms 01' growth. agr icu ltural loans shot up from -3% in 

2004 to 74% in the ycar 2005. Ho\\·cve r. thc gro\\1h ratc fo r agricultural loans 

conti nuously dec li ned 10 23% in 2007 and re\' i\cd to 30%, in the yea r 2008 . 
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Figure 4.5 : Gr6wth Rate & Shal e of Outstanding Agric-Loan 
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In conclusion. it seen" evident that the share of agricultural loans in thc credit portfo lio 

ofcommcrcial banks ,, 'as inc reasing from yea r to ),ear. L\cept J(,,-the )'em 2008. Ihe past 

fi\ 'c years witnessed the signillcalll gro\\'th or agr icultural loalls frOlll COlll ll lcn.:ia l banks 

in Lthiopia. It is '\'(lrlh to note that the share incorporated all type of loans e\ tended to the 

sec tor inc luding those Icnt out to smali holding fanllers and other large agricultural 

in vestors, Lwn if it requires further sc ru ti ny to determine the share of smal l holders that 

" 'ould ha''C direc t impl icat ion for thc objective of this sllldy, it is grossl,' ind icatcd that 

the o"era ll trend of loan provision in the scctor has been increasi ng. 

/\n eq uall " important issue in the credit de live ry for smallhold ing l~lJ'I llcrs is the form of 

credit. Credit forms detCl'm ine the mode of transferring the I'unds from lenders, espcc iall\' 

from the banking sector. In the two-tiers lending system, other concerned insti tutions. 

with the desire and responsibility to help the poor. also involve in the credit de liver\' 

process by lilli ng the gap between lending institutions and the end users. Institu ti ons such 

as the gmwnmcnt. Primary Cooperative Assoc iations and their Unions serve as 

intermediaries between the financing banks and the end user of the loans. i,e. the farmers, 

The government Illav provi de the fi nancing bank with the necessary col latera l 
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requirements on behall'ofthc end users Ic)r replenishment in case o fd el'lult. Ihe Primary 

Farmer Cooperat ives faeiiitatc the usc of the fund extended from bank s an'd give 

assurance that the i'unds are properlv utili7,cd for the intended purpose, Desp ite the 

demerits brought about by the institutions' intervention such as corruption and nepotism, 

the two tier system has been a beller and pract ical app roach that presents strong control 

over the now of funds from the original so urce to the end user, and ensured its full 

repayment. 

In thc study area, reccnt agricultural loans taken from commercial banks ,,'cre entire ly 

used Icn the purchase o f agricultural inputs, Thc key informant discussion with head 01' 

the Ada '(( Lihen Woreda Cooperative Promotion Office and the Chairman of Erer 

carmel's Cooperative l 'nion ull\'eilcd that bank borrowing in the lI'ored" follows the two­

tier approach, where other illlerillediaries intervene to transfe r the loans to the end users 

in the form of ICrtili/,ers, improved seeds and chemicals, Farmer Cooperatives Unions 

negotiatc the adequatc le\ 'e l of loans with the concerned regional government offices 

which guarantees the loan l'rom the respec tive bank, The main and longstanding lender of 

agricultural input loans in the lI'oreda was the state owned Commercial Bank of Ethiopia, 

The credit procedllre of Ihc hrlll\.: a lso slipulal ecl some requirements for smallholdings in 

that loans are to be given ro r the purpose of purchasing agric ult ural inputs such as 

fert ili ze rs, agm-c hcm ical and imrro\'ed seeds, Loan for small holders is also dcfined in 

the credit procedure as: 

, JOWlS eXlended 10 jimners lI'iliJ sl11all lanci-holdings ")10 use oxen-drcllI'n local 

plows and Iml'-Iel'el leehnology. the lenll of'lhe loon .fiJI' sl11allholding /Cmllers is 

~·h() r( not eyceedil7 u one \ "eor " . , . 0 . . 

Moreover. the credit procedure prescribed the rollowing requirel1lents for sl1lall holders to 

be eligible lor agricultural loans: 

>- Organize Ihell1se!l 'es inlo an associalion and acquire legal personalily 

ji-OIl1 Ihe concerned 1!.0\'Crnl11enl: 

>- Lswhlish accoul1ling ol1d(ann-record ,lyslel11s: 
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> Llllploya Manager and on l /ccollntallt/ /Jookkeeper: and 

~ I'resent a lIIinll(es oj" resoilltion passed hy a( least th,.ee~fiJU,.ths oj" (he 

lIIelllbers oj"the General Assembly o/"lheir cooperative/association 

The credit procedure clea rl y sti pulates the prohibition of' individual loans for small 

ho lding /~Irllle r S, 

To understand the credi t de li, 'ery process in the lvoredo, figure 4,6 illustrates the loan 

orig inati on from commercial l3 ank of I)hiopia until it rcaches the end users or farmers, 

The credi t need of fanners is assessed by the respective Keheles and rcrorts arc sent to 

the pr il11 ary cooperati , 'es, The base of the assessl11ent l'o r input loan eligibility is the size 

of land a particular farmer o\\ns, After receipt of the evaluation report, the pr il11ary 

coopera ti ves ' loan committees l11ake their own assessment of individual farmer eli gi bility 

fo r loans by considering past track records. land size and other paral11eters that indicate 

creditworthiness, Then. supporting letters arc sought li'om the Cooperati ve Promotion 

Commission as test imonv of primary cooperat ivcs' elig ibil ity for loan applicat ion, In 

such a manner. the documents attesting the input needs of farmers wou ld be consolidated 

and sent to the Orollli(( Regional I:inanee Bureau for loan req uest from the Commercia l 

f3ank of Ethiopia, The regio nal gm'ernment. through its president. makes the applicat ion 

to the bank and , alkr appro, 'a!: the Un ion concludes the loan contract wi th the bank, The 

approved fund. then : \\ 'ill be direetl, ' advanced to the input suppliers while the unions will 

rcce i" e the inputs, In the t\\'o-tier lending approach. the role of Unions, as intermediaries. 

is limited to the di striblilion 01" the pu rchased inputs to thc respective primary 

coopcrat i, 'cs thal. in turn, \\'il l pass doml the inputs to individual farmers based on the 

assessment made by Kcheles, The lending bank directl y advances the fund to input 

suppliers upon agreement \\'ith the Unions , In other wo rds, the farme rs' direct linkage 

with the origi nal source 01" rund is high ly detached, Indeed, the survey also revealed that 

clients of the pri mar" coopcratives did not e"cn know the source of the inputs they took 

on loans, 

Before the approval. ho\VevcL the bank secures written Ictter of undertaking li'om the 

Minist ry of Finance and Economic Development (MoFED) stating the Ministry'S 
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com mitmelll to reimbursc It)r del illlited loans from the subs idy budget or the regional 
, , 

gove rnm en t up on s ubm iss ion or c la im by the bank, T his type o f co ll a teral re licves the 

bank from engag ing in co ll ec t ion ac ti v iti es as it is conside red as Cash S ubsti tute 

collateral. In lilc!. it s ign i fica ntl v loose ned the relat ionship between the ba nk and th e 

concerned bodies ,,'hen it COIllCS to the col lec tion proccss. negati vc ly arfecting the level 

or expert ise lhat coopcrat i\cs could usc on loa n co ll ect ion procedures. 

The key in lorlllalll di sc ussion at th e COlllmercial Bank of I-:thi op ia rcvea led that the Bank 

in general charges 8.51% interest rate per annUlll ror reg ional government loans. Ho\\'ever. 

thi s loan price is shared bet,,'een thc bank and the Oroll1ia Reg iona l Government as 

6.25% and 2,25'Yo. respec tive ly . The latte r is intended to cove r the costs incurred bv the 

reg ional go\'crnmcnt's faci li ta ti on role from originat ion to the co llect ion of a ll loans, The 

minilllum Icnd ing rate for o lhcr types of loans is 8.5% wh ich g ives the im press ion that 

the forego ne 2.5% is a subs idy for the fanners. O n to p of that, the di sc uss ion re\ 'ealed 

that fa rill ers face add itiona l 2,5%, in te rest charge by primary cooperatives to cover thei r 

0\\'11 operat ional costs. T hus. th e total interest rate a ppli ed o n thc loans lo r lhe end users 

reaches I I 'Yo, Il o\\ c \'Ct'. thi s rate is stil l s ignilicant ly lowc r than the rates cha rged b\' 

othcr institutions such as ~' I icro - linance Ins tituti o ns, Moreo ve r. the loans arc short term in 

nature and arc cxpected to be rcpaid " 'ilh in one \'Car or the harvesting seaso n. S im ilar 10 

the unio n, prilllary coope ra ti ves do not have eash rece ipts during loan ori g ination. Rat her. 

they take thc inpu ts on loan basi s from the Union and d ist ri bu te thcm to thc membe r 

farme rs for usc. In re tu rn fo r tak ing loans, farmers a rc also cxpeeted to s ign on 

doc ull1ents as ass urance lor taking the inp uts on loan, Th is lays the lega l ground to pursuc 

ancr farl11 crs in case o r dc li lll i I. T he kc\ ' inforl11a nt di sc uss ion with the Union Chairman 

re\ 'ealcd thm prill1ary cooperati\'Cs pe rll1 it pa rtic ipat ion or non-l11cmber farl11ers to takc 

inp ut loans lw rcquiring payment o l' l3irr 10, as regi stration fee . In thi s \\'ay . ra rmers arc 

e li gible for input loans acquired fi'ol11 bank fund s but can not take union funds and do nOl 

part icipate in di\ 'idend payments, It ,,'as ex pla ined that such a prac tice has been adopted 

l11a inly due to the gove rnm ent ' s desire to fulfi ll farmers ' input need in the case a rea. 

Generall y, the loan originat ion process passes down t\\'o laycrs. First, CO l11 mere ia l bank 

of Et hiopia lends the fu nd to Ere/' Farmers Coope rati ve Un ion, wh ich rece ives the loan in 
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in put limns i'rolll suppli ers. by pkdging the Oromia Regional Governl1lent 's Iludget. 

Second. the pril1lary cooperatives lend the inputs to ind ivid ual 1' lrl1lers by asking group 

undert ak ing to scrve as sec urity for the loans. Thus, the origi nal lender and the indiv idual 

fa rl1l ers do not have d irec t contact. 
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Figure 4.6: Process of Agric-Input Loa n Origination 
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To gct a closc r look at filrill c rs ' o"cral l access to agricultural input loans. data on th e tota l 

di sburscmcnt o f loans for sc lcc ted primary farm er coopcrativcs in thc " 'ored" werc 

cons idcrcd . Lvcn though ag ri cultural crcdit scrvicc , by de lin iti on, encompasscs various 

types of c rcd it sc rviccs frol1l th e bas ic agri cultura l inputs to th c la rge scale in vcstments 

Thc prcdominant typc of loan in the casc arca "'as loans to pu rchase of inputs such as 

fertili/.crs and improvcd sccds. Such typc o f loans arc sho rt te rm in naturc (Usua lly fo r 

one year) covering only one produc ti on cyc lc. Thus, in Ic n11 S of acco mmodating th e 

di ve rse c rcd it nccds of fa rl11 ers. it is diffi cu lt to concludc Ihat cred it service was 

adeq uate ly ava il able in thc Iwredo, 

Figure 4,7 shows the rcsult o f th e assessment made on the trcnd in changc o f agricu ltura l 

input loans for the selected primary coopcratives in thc woredo. The tota l yearl y 

di sbursemcnts inc reascd by 13% and 67% fo r the two consccuti vc yea rs li'o l11 2004 up to 

2006, rcspcc ti ve ly. and dccl incd b,' 27% for thc rcmaining two ycars to 2008. 

Figure 4.7: Tota l Disbursement of Agric -Input Loans for 

Primary Cooperat ives 
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In indi vidua l tc rms . sa l11pl c rcspondcnts were asked to di sclose th eir yea rl y total 

borro wing frol11 the pril11 ary coope rati vcs. Since the purpose o f the loan is fur the 

purchase of agri cu ltural inputs. farmc rs borrow oncc in a ycar t il11 e. O ne can not take 

additional loans for anothcr scason until the outstandi ng balances of the preced ing year 

61 



annum fol lo\\ 'cd by 26°!., of the respo ndents in rangc of Hirr 1000 to Birr 2000. On 

aggregate. 81 % of thc rcspondents took loans amou nting below 13irr 5000. Age-wise. 

70% of th e tota l responden ts w ho werc above the age of 36 ycars took loans amounting 

bcJo\\ 13irr 5000. On thc o ther hand. 17% of the rcspondcnts took loans abovc Birr 5000 . 

The survcy reflect th at the loans are concentratcd for rcspondcllls who were middle aged 

and for amounts belo\\' 13irr 5000. 

Table 4.15: Summary of Loans Taken by tq,\e 

Average Amount of Loan From Cooperatives 
- _. --

1000- 2001 - 5001- 7001- 10,001-

2000 5000 7000 10,000 15,000 >15,000 Total 

Age 25-30 

31-35 

36-40 

41 -45 

>41 

- - - .. +----;:;~+-.......,_;~c_I ----- --.- --. - -. r----;;=,..-j 
3(12%) 4(7%) 0(0%) 1(8%) 0(0%) 0(0%) 8(8%) 

1 (4%) 3(5%) 0(0%) 

10(38%) 16(29%) 1(100%) 

6(23%) 12(22%) 0(0%) 

6(23%) 20(36%) 0(0%) 

0(0%) 

6(50%) 

2(17%) 

3(25%) 

0(0%) 0(0%) 

0(0%) 0(0%) 

2(50%) 0(0%) 

2(50%) 2(100%) 

4(4%) 

33(33%) 

22(22%) 

33(33%) 

Total 
L......_--j ___ . __ 

26(100%) 4(100%) 
_ .. _- -:-""c:-:-;:=-;-- I 
2(100%) 100(100%) 

Source. ()11'!1 .'IlliTe, '. ]{)09 

All farmers inc luded in th e survcy \\ 'cre borrower-clients of Primary Coopcratives. 

Moreover. asscssment O\'c r respondents' borrowing from sources othcr than banks 

un ve iled that 2% werc cl ients of microfinance institut ions while 5% were bo rrowers from 

othcr sources includi ng usu rcrs. fricnds and relatives. Table 4.16 shows fanncrs' 

composition in term s of crcdit forms \\'here 97%, 81 % and 77% of the res pondents took 

Icnili/crs. secds and chemicals on loan. respecti ve ly. Onl,' 16')10 took loans in the form of 

cash. The discussion w ith chairman of Lrer I' armcrs Cooperati, 'c Union revealed that 

loans wc re given to li, rmcrs in the form of sccds, chcmicals and Ic nili/.crs in addition to 

the other scnices. Thus. 16% or thc respondcn ts who borrowed in cash \\'e re prcsumcd to 

be from coope ra ti, 'c' s own I·unds. as bank originatcd funds wc re cn ti re ly al lotted to thc 

purchasc 0 I' inputs. 

Earlier. it was discussed that thc Primary Coopcrativcs' Credit Committee scru tini zes 

app licants' repayment track records and membership status based on the assessment 
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rece ived rrom the r~s pect i ye Keheles. The Keheles·. on the ir pan. makc assessment o r 

indi vidual larmer' s need for inputs determined based on land s ize and typc o f production . 

Such wo rki ng proced ures were unil()rm ly app li ed to a ll Primary Cooperati ves in the 

,vo}'eda. Thi s has the adl 'antage of controlli ng the proper use of loans aga inst directly 

giving the cash to farmers. Bes ides. fanne rs enjoy the benefit or purchasi ng the requi red 

inputs in bulk at a relati ve ly lower pr ice through increased bargain ing power rather than 

purchasing the items from indi vid ual rctailers. 

Table -1 .1 6: Forms of' C redit 

Responses (%) 

No Form s Yes No Total 
.. _ ... _--- ... _-

Cash 
.... - - -- ... ---16- --- --84 - 100-

1 

2 Fertilizer 

3 Seeds 

4 Chemicals 

5 Others 

Sou}'ce: O ll 'el7 Su/'\'e),. 2009 

97 

81 

77 

2 

3 

19 

23 

98 

100 

100 

100 

100 

The exten t or farm ers' borrowing c-,pcri cncc in term s of th e number o f years that credit 

has been used as Carm input lI'as anot her di mension. Such q ueries shOll' a perspectil'C on 

thc impac t oC rarm credit that ass ist thc production process by enab ling Carmel's to ha ve 

access to the necessa ry agricultu ral inputs and impro ved technologies . It a lso indicates 

the change in prod uct ion J'rom time to timc lI 'ith the change in b01TolI'ing capacit)' or 

fanners. Table 4.17 depicls the clai m by 89°/" of the respo nden ts who use agricullural 

inputs on credit bas is I'rom the corresponding Carmer cooperatives for 3-5 years. The 

bo rrowing experi ence o C G~ 0 and 5%, of the lotal respondent s was liJr 1-3 I'ears and more 

than 5 years . respcuil'C ly. 
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Table 4.17: Fa rm ers' Borrowing Experience in Years 

I ~ -- . - - -- ~- --
Response 

~N~ 
I 1 

I 2 
I 3 

Years of Experience Cumulative 

% age % age 
------ -
1 ~3 Years 6 6.0 

3~5 Years 89 95 .0 

>5 Years 5 100.0 
, 

Total 100 
, 

SOllrce: Oll'en Sliney. 2()09 

Age~w i se. Tab le 4. 18 presents the response of I I % of total respondents who were aged 

below 35 yea rs and ha ve borrowing ex peri ence for 3~5 years. It is re nectcd that most of 

the young and energe ti c sec ti on o l'the farm community d id not have access to bo rrowing 

services. The tabk also sho\\s thal 55% of the responde nts \\·e re agcd bctwccn 36 and 4 5 

yea rs. among \\·hich 91 % " ere bo rrowing I"rom coopcra ti ves for 3 ~5 years. Besidcs , 

among th e 33'X, or' to ta l respondents who were aged abo,·e 41 years. 85% had borrowing 

relationship with primary cooperative for marc than 5 yca rs. The basic dctcrminant to get 

access to credit sCly ices \\'as the ava ilabil ity and size or land, Thi s led to the conclus ion 

that the young male g roup oC the I(trlning community docs not have access to land that. in 

re trospec t. perpetrat cd th c ir subsequcnt cxc lusion I"rom bo rro wing se rvices. 1·lolVcver, the 

system seemed to have both pos iti ve and ncgati vc rcpcrcuss ions. It might be 

advantagcous cons ide ring the fact that lending services should always fol low ways to 

ensure susta inabilit l' o C fi nancial se rviccs in the rural e rcd it market. On the other hand. 

the approach mi gh t result in the disc rim ination of some segment of the society such as 

the young and ,,·olllen. C redit should be g ivc n to the potentia l I, more productive sec tion 

of the soc ie t), ,,·ho has the potenti a l to gro,,· fa st and change the o ld system of doing 

fanni ng busi ness. I lo,,·c\·c r. thc Icnding practicc in thc case arca sccmcd to work thc 

other wise. 
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Tablc 4 I S' Farmcrs' BorrO\vin o Fx perience hy A"c " ,. b 

Borrowing Experience 

1-3 3-5 >5 

No Age Yea rs(%) Years(%) Years(%) Total(%) 

1 25-30 0 7 1 8 

2 31-35 0 4 0 4 

3 36-40 2 30 1 33 

4 41-45 1 20 1 22 

5 >41 3 28 2 33 

Total 6 89 5 100 

Source: Oll'en SUlTey. 2UliY 

Chapter two or the slUd y del iberated on the need to c reate demand dr iven cred it services 

for small ho ld ing farmers" The past fa ilures of th e rural c red it market were part ly 

allributed to the supply dri ve n nature of c red it delive ry. particularly those initi ated by 

gove rnm ents lor various po liti ca l motives. In fa ct. curbing such intentio ns was at the 

heart o f thc argument that the s tate should not direct ly be il1\"ohcd in ru ra l c redit market s" 

Extension 01" credit should a l\\"a" base th e speci fic needs or 1;lrmers" l:arl1lers. whether 

indi,"iduaII Y or in group. should be gi,"cn thc chance to exprcss th e ir speci fi c purposes lor 

,,"hi eh the ~ necd credit. It helps nllt only to ensure the sail: repaymcnt of borrowed funds 

but also dc,clops their ent repreneurial capabil itv orthe (,mn community" 

In thi s r~· ga rd. attempt was made to sec farmers' crave lor credit in general. 

Conscquently. figurc 4"8 sIH)""s on l," 43°;(, of the rcsponden ts we re in need of c redi t in 

general ,,"hilc th e remaini ng 57'% di d not necd any credit at al l. This is presumed to come 

either out or the age s tructure or responde nts w here most were above the wo rking age 

group of 18-25 w ho tend to be ri sk avcrtc rs, or respond ents lack adeq uatc und erstandi ng 

on the benefit s or e rcdit. 

66 



Figure 4.8 : Re~pondents Need fo r Credit 
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Tab le 4.19 sho"·s a re lated fi ndi ng on farmers' prcf"c rred form of credi tors. Acco rdingly. 

66% of the respondents opted 10 lake loans from cooperati ves whil e 25 ':1,) of the 

responde illS pre lcrrcd tha t o f banks. O nl y 3% of the respondents preferred miero-linance 

in st itutiuns for bOiTO\'\ ing. 

Tahir 4.19: Farmers ' Preferred Source of Credit 
--- -- .----~~---

Response (%) 

No Source Yes No Total 
------ .-~--

1 Suppliers 0 100 100 

2 Banks 25 75 100 

3 Microfinance 3 97 100 

4 Cooperatives 66 34 100 
-

Source: Oll'CII Suncy. ::(01) 

An important perspective to unde rstand borrowers· credit appet ite was the prefe rred fo rm 

of credit. The l(lI"Ill 01" c redit was presumed to be a good proxy to determine the purposes 

for which smal l holders need credit sen ·ices. li enee. Table 4.20 presents summary of the 

surve y res ui lihat re Oects 88% ol"the respondents· need for cred it in the form of fertil izer, 

80% in the form of improved seeds and 68% in the form of chemical s . Only 36% and 3% 

of the responde IllS needed credit in cash and other for ms, respecti ve ly. Thi s result 

suggests that most small ho lding farm ers requirecl cred it for acti v iti es related to 
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agriculture on ly. Thi s alii tude might be bo rn out o f the fact that I~lrme rs were ex posed to 

taking cred it fo r agricultural activiti es whic h were supp ly d riven. The discussion with the 

Cooperativc I'romotion Commiss ion orlicials also revea led that the rc was a practice in 

the ll'Oredo to aggrcssively lend mo ney to fa rm ers fo r unknown pu rposes . However, 

getting access to credit in cash forms g ive farmers the freedom to choose mo re prolitab le 

acti v it ies that he lps to diversify the so urce of income and improve the standard of living. 

The con tradictio n bet,,·ecn the result s that only 43%, o f th e res pondcnts need credi t in 

gene ral against the response o f morc than 80% of the fa rmers ,dl0 needed credi t in the 

form of fert il izers and improved sceds ind icate the perception of fa rm ers to,,·ards the 

inputs acquired on loan basis and the fact that such items ,,·e re not considered as cred it. 

In o th er words. I~lnllers perceived only taking cash notes as loans. 

T·lhl e.j 20' F'lnn crs ' P referred Form of C rcdit , , . 
Response (%) 

No Forms Yes No Total 
---- -_ .... _ ... _ .. _---_._---_.-

f--:35 
-_ ... ... __ .. _--

1 Cash 54 100 

2 Fertilizer 88 12 100 
, 3 I rnproved Seeds I 80 20 100 
I I 

I 
4 Chemicals 

I 
58 32 100 

I 5 Others I . 3 97 100 
-- - .. --- -- -- . - .-

Source: (}1I'11 Surrey. 2009 

4.2.3 Collection of Small Scale Agricu ltural Credit 

A cruc ia l stage in the lending process is the repayment phase. 130 ITo,,·e rs are cxpected to 

honor the cont ractual ag reement s b,' which they are committed to ret urn the borrolVed 

funds throu gh the scheduled s tream of payments. It is a s tage where mos t lenders are 

hi gh ly conce rn ed so long as the lending process is concerned. In fac t. proper mechani sms 

to ens ure the sa fe rcturn of the ex tended funds have been at th e heart o f all the ,,·on·ics. 

With thi s not ion. attel11 pt has been l11 ade to review the repaYl11 ent practice of farl11 loans 

in the study arca. Fi gure 4.9 re il ects the cyc le. th e actors and the process involved in the 

repayment o f agri cul tural input loans back to the Commercia l Bank of Ethi opia. 
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Fi"urc 4 9' Process of Agric Input loan Rcpayment Process 
" 

. . - ~ , , .. 
. - --- .- ----- - --- - --

Lender: (3) Makes ",rillen claim for unpaid loans 
COlllmercial G ua rantor: 
Bank of (4. 1 )Reimburse the unpaid share of loans Oromia Regional 
Ethiopia Govern ment th rough 

(2) Return MoFED 
the co ll ected 

ba lances 
the co llec ted 

1 (7) Repay 

arrears 

Intcrmcdian': 
(I ) Repay loans in cash as per the agreement Primary 

End -Usc r: Cooperat ives 
Farmers (6) Repay loans through rorce & litigation 

(5.2) Create (4.2) l\ep0l1 
(5.1) Organi ze awareness & co ll ection & 
cam paign for coerce farmers arrears 
rcpaymcllI repay 

Intermediarv: 
I ntc rmedian': Cooperati ve Promoti on 
-Kcbe les Comm iss ion 
- H/oreda 

Source: Om) SUITe),. ]()09 

Figure -1. 10 and i\nnc~ IV c.'<ilib it the loan recovcry per lllrlmll1Ce of sample pri mary 

coopcrati,'cs cxclud ing thc accrued in tcrest balances. Accord ingly. good repayment 

perform ance was rcgistered fo r C odino Multi -purpose Primary Cooperati ve where the 

loan recove r\' rate was above 99% for the fi ve years fro m 2004 to 2008. On the cont rary. 

KOjimo Mul ti- purpose Primal'" Cooperati ve '\'as low collection perfo rmer with 

maximum of 95% in 2004 and minimum of 65% in 2008 followed by Udee Multi 

Purpose carmel's Pri mary Cooperat ive \\'it h the highest co ll ecti on of 100% in the year 

2004 onl y and mini mul11 of 55 'Yo in 200S. Dlikem Multi-purpose carmel's Primary 

Cooperati ve was med iuJ11 perfo rmer frol11 the group with maximum of 100% in the year 

2004 to mini mum of 67% in :WOS. In genera l. the range fo r the overall loan recover)' 

performance of the four primary cooperati ves was between 7 1 % and 99% from 2004 to 

2008, respecti ve ly. In filct. the lowest recovery rates for the four sample primary 
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cooperat;vcs we re rcgis te~cd fo r the year 2008 and the ove rall recove ry rate for ind ividual 

prim ary coo[lcra ti ves showed declining trend si nce th c yea r 2006. 
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Figure 4.1 O:Tota l Co llection of Agric- Input Loan from 

Primary Cooperatives 
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From indi vidual I~lrmers' point of vicw. the nu mber or month s taken to repay total 

bO ITo\\'cd runds \\'as arou nd I I mo nths \\'ith standard deviati on 0[" 2 mo nths. On the other 

hand. the fou nh and fifth loans. chronological ly from the la test years, took mean number 

of 9 months an d 8 months with standard deviation of 4 mo nths. A consistent remark 

made by th e key info rmant di scuss ion with commercial bank c red it offi c ia ls and [rer 

Farme rs Cooperative Uni o n chairman states that the loan repayment takes up to one "ear 

as appli ca tions arc usua ll y made at the begi nning of each fannin g season. (i. e. June or 

each year) and tOlal repayme nts arc expectcd up to end of A pril. th c follo w ing year. 

4.2.4 Small Holders Default on Agricultural Input Loans 

Significan t pan of the problem of no n- repayment in the area dates back to the loans 

granted between the yea rs 1996/97 -1999. The then intermediary primary cooperatives 

were inac ti ve and di sb ursements lVere made without proper need and capac ity assessment 

on farme rs bes ides the absence of written agreements . In the worst case scenar ios, loans 

were taken in the name of in fant chi ldren. in the name of unknown personalitie s, the nick 
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name of f ~Irme rs' cattle and namc 0 (' ri vers. Moreover. in somc cascs, there were no 

records o f bo rrowers ba rring the o pti ons to legal acts in tim es o f defau lt. Thus, for such 

types o f defaulted loans, allempt has been made to pursue ob ligo rs throu gh the e lders and 

using the social nctworking. 

The di scuss ion with II da 'a Cooperati ve Promoti on Offic ia ls unfolded the past ex perience 

o f the \ I'(}r~dll th at availa bility o r crcd it was large ly suppl y dri ve n. Agricultura l inpu t 

loans \\ ere g ive n based o n th c gove rnmcnt' s des ire tha t a ll farm ers should have access to 

inputs e ithe r in th e fo rm or credi t or grants. Indeed. fa rmers may have the ir own purpose 

o f seekin g credit but large ly s uch needs were not accommodated so far. 

In th e recent years. the predominate ly prevailin g source of loan non-repayment was the 

inOuence of primary cooperat ive lead ers where th ey use the ir authority to take more 

loans and de lay repayments. The local govern ment auth orities and the milit ia use the ir 

powe r to intimidate the coo perati ves to wards the ir own favor. The key informant 

di scuss ion a lso pointed the contributi on o f losing ha rvest due to weather cond it ion . 

relocati on . dea th o f farm ers as causes fo r de fault. In th e extremc de fault cases . the 

primary cooperati ves usc t\ .... ·o Ic\ 'cls o r lega l ac ti ons. For loans amounting to B irr 1.500 

and belo\\·. the I\ebele 's . Fire! Sheng'" handl es the liti gati o n process . I:o r amounts greater 

than Girr I .SOO. the respec tive courts in the lI'(Jreda resolve the cases . In most instances . 

howe \'er: delilulte rs serve the ir commitment s befo re the lega l sue reaches the co urt. 

Mean\\·hil e. the end use rs ' pe rcept io n of o wn de Cault expe ri ence is as equa ll y important 

as the pcrceptio n o f Icnde rs and o the r bodi es in vo lved in the lending-borrowing process . 

Acco rdi ngh-. Tablc 4.2 1 shows tll at 92% of th e respo nd ent s in the saill ple did not default 

on the ir loans whil e 8% repli ed they ex peri enced defaul t. However, respondents were 

prese nted \\ 'itll questio ns to ind icate the freq uency of defa ult where 5 (63%) defau lted 

just f()r one tillle. The rema ining 2 and I of the respondents sa id th ey dc fau lted 2-5 ti mes 

and 6- 10 tilll es. respec tive lv. lienee . th e survey ren ected th at loa n de fault was not a 

severe and s ignilicant pro ble m in the case area. 
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Table 4.21: Farmel's' Frequency of Default 

Response 

Default % of total 
Type 

Defau lte rs 

1 Time 

2-5 Times 

Numbe r 

5 

2 

Respondents 

5 

2 

% total 

Defaulters 

63 

25 

6-10 Times 12 

Sub total 
--~- -~-~- ~----::-I 

8 8 100 

Non- Defaulters 92 92 
--~~--- - - --- - ----~ -'~-:-:;-:; 

Total 100 100 

Source: Olin SI/ITe.!', 2009 

Different reaso ns and moti ves cou ld tri gger farmers to default. Naturall y. the reasons 

cou ld be externa l to borrowers such as c rop failures and climatic conditions. though 

proper farm managcment and cx ternal ass istance cou ld bring soluti o ns. Alternatively, 

inte rna l f~teto rs related to the beha\' ior of indi vidual farmers such as not knowing the 

terms and cond itio ns ol'the loan and d ive rs ion of fund to other perso nal priorities could 

also trigger loan delinque ncy. The repayment terms and conditi o ns shou ld inc lude all 

cove na nts of the loan from or ig ination to fina l sett lement o f outs tandin g ba lances with 

the co rrespond ing consequences of the loan defaul t. Tab le 4.22 sho\\"S the fact that 

maj orit y (63°0) of th e respondents \\'ho reported to have defaulted di d not know th e term s 

and conditions of thc loan , Problems re lated to climatic conditions att ri buted to 

repayment failu re by 25" 0 of th e respondents. Onl y one of the res pondents dec la red to 

haye I(tiled tll repay by giving pri or ity to othcr pu rposes. This implies tha t most of th e 

problems arose I'rom th e lendin g ins titutions or the in termediaries ' fai lure in the ir part to 

execute the responsi bility o f ensuring the adequacy' o f borrowers ' know-ho w on the terms 

and conditi ons of the loan ag ree mcnt. Love n if educationa l level of most respondents 

(88%) is belo\\ ' glh g rade. techniques o f informing fa rme rs that match the ir leve l of 

cducat ion could be used to ensure their und erstanding of obli gations. 
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Tah le -1 .22: Farmers' Reason for Default 

Reason for Default Resp, 

Frequency of 

Rescheduling Resp, Type of Rescheduling Resp 
---:'7~-- - ---- - --
- Not knowing Terms and 

1----- -------

Conditions 5 (63%) - One Time 6(75%) - Waiver of Repayment 

- Diversion to other Purpose 0(0%) - Two Times 0(0%) - Additional Grant 

- Giving Priority to other Ma tters 1(12%) - Three Times 2(25%) - Reduce Interest Rate 

- Climatic Conditions 2(25%) 

-' ----

- Waiver of Penalty 

- Extension of Period 
---- ---

SOllrce: (hl'l1 SlIn-ey. 200Y 

l3ascd on thc assessment to be madc on the causes of farl11 e rs defau lt, there sho uld always 

be consicle ration of alte rnat ives for the am ieable se ttl e l11 ent o f the loans at the lowest 

poss ib le cos t ancl with the minimum levc l of hass le, Rescheduling the original loan 

repayment agreements Ill ade between the lender and the borrower is a customary lVay 

before legal act ions are pursued. After study ing the causes of fa rmers' fai lure to repay the 

loans, the app ropriatc method for rescheduling of the origina l agree ment is done. 

Table J .~2 sho \ls that 75% 0 1' defaulters In the sample lVere given a o ne time 

re sc hcduling I"l' deraulted loans Ic)llowcd by 25% of the respondents who \I 'CIT 

pri\'ilegcd Ic)!' three time reschedu ling, In terill s or the t\'Pe of reschedu li ng. 63% of the 

respondellls were clllcrtained \I'ith e"tension 01' period to permit more tillle lor repavllle 11l 

followed by 25% w hose c(pectcd repa ymen t was \,\ai\'ed ror so me tim e, Only one of the 

defau lters \\'as eligib le for \\ 'ai\'C!' of penalty. Finally , it \\'as found that none of the 

l:ulllers in the surve\' were sued before the court for failure to repay debts. lloweve r. this 

shou ld 11l1t impl y that there arc no defaulters in the case area at a ll as the key informant 

discuss ions and the recOJ\:r)' rate trends indicate the existence of loan delinquencies in 

the Wore"" , 

In any credit de li \'er)' e11dea),{lr, th e lenders' effort to assist borrowers o n how to usc the 

rund and the rclated engagement a reas th at a rc like'" to impact the loan repayment 

proecss arc crucial. Depending on the nature of the act ivity. therelore ; borrowers get 

ass istanee on how to run the bus incss and discharge their commitments regul ar ly and 
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timel y. In th c case o f agricultu ral loa ns. bo rrowcrs ma), nced thc tcchn ica l assistance 01' 

vari ous entiti es at all stages of th c agri cultural production proccss. It ma), ran gc from 

managing the farms and llsing fertili zers to marketing the outputs and serving the loan 

obligati ons ultimatel y. 

It was c,· idcnt from th e key inl(Jrlllant discussion that coopcrativcs get no ass istancc from 

banks at al l. Il ank of Alwssi ni a uscd to prm ·ide loans in th e area using USA ]D's fund as 

Cash depos it at the Il ank as collatcral befo re fi ve years whil e Commercia l Bank of 

Eth iopia has been a prime provider of ag ri cultural input loans until no w. However, both 

banks did not cxtend e ither di rec t assistanec to thc farmcrs or an y of the intermediari es on 

how to usc the horrowed fund s and regularly repay loans. The key informant at the 

Comille rcial Ilank of Lthio pia mcn tioned the lact that the bank once provided written 

guide line on hm\" to compu te in te rcst repaymcnt s to all regio nal government s. Gi ven the 

width of ass istan ce requircd. thi s can not be tak en as ample ass istance. It was o bscrved 

that all the P"illlarv Cooperati ves. their union and th e Coopcrative Promotion 

Commission nccd assistance from the banks. The ad visory could bc on thc operational 

dctail s o f thc coun tl-y" s la\\s that gove rn the lendin g process and the actua l technical 

kno\\·-how on the lencil ng ope ra tions. eve n ifindi" iduall ilrmers are not contacted. In lact, 

as intermediaries. th e pri mary cooperati ycs were also involvcd in thc lend ing process 

from orig inating th e loans to thc end users. kceping docume ntat ion of the sec uriti es, 

[ol lowing lip on th e rcspective member farmers and ens uring repaymcnt of the loans. In 

other \\ ords. the lending proccss that prim ary cooperatives fo ll o w is a small er \ 'crsion of 

the lending process b, th e cOl11 mercial banks. 

To substant iate the claim that should ['trlnc rs get assistance. I,trlners \\·crc presenteci with 

qucst ions to solicit th e source and arca of ad,·iec . Likewise. Table 4 .23 sho\\s that 96% of 

thc respondent s ge t ass istance 11'0111 primary cooperativcs while 18% and 10% wcre 

co ntacted by govc rnm ent DAs and the coo perati ve lIni on. respective ly . In te rms o f adv iec 

area. 91 % and 56% of the respondents cla imed to have gotten adv ice o n how to repay 

loans, and ho w to l11an age farms an d use fertilizcrs, respec ti ve ly . Only 6% replied that 

they got advice on how to markct products. However, none we re approached by bank 

represc nta ti ves for advice . 
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Tab le 4.23: Fo llow up ano C on sultation 
._- _._----. ----

# # 

Advisor Yes Advice Area Yes 

Cooperatives 96 How to repay loans 91 

Suppliers I 
Government DA/Extension agents I 

2 How to manage farm & use ferti lizer 56 

Cooperative Union 

Other Sources 
-

So/{rce (hm SIIITe)'. ]()U9 

, 18 How to market products 

10 It did not help at all 
--_. 

32 
- --.----

4.2.5 Small Scale Agricultural Credit Collateralization 

_1 
- ----

Co llateral based le ndi ng In the banki ng sector has been the domina nt reg ime. The 

majority of cOlllmercia l banks ' loan portfo li o is backed by co lla te rals of various 

properties. /\ minute share of the portfo lio is al lotted to clean based loans. Cred it policy 

and proccdurcs oC th e two bank s cons idered for the stud y make no provision for clcan 

based lending and Ic) r requests bascd only on business Ceasibi lit y. Thc collate ral 

req uirements arc st rin gent Ic) r any type of loans. Spee i fi c prcsc riptions o n the physical 

properties oC colla tc rals such as cash. buildings. " chiclcs and mach ine ries acceptable to 

bad the loans are nwde. In addition. intangible pro perti es such as perso nal. group and 

institutional guara ntees arc acccptabic depending on thc typc of loans and bo rrowers . 

The COlll mercial f3ank of Et hiop ia requires reg io nal govern mcnts. pro viding guaran tee 

on behalf 01- the small-holding farme rs. to present a Ictter of undertaking from thc 

Mo lTD to usc their subsidy budge ts as co ll ateral s. The key informant of the bank 

discussed the ad"antagc of using such collatera l for the Cul l recovery of loans. The type of 

collate ral. whic h is considered as 'Cash Substitute' as per the National13ank oC Fthiopia 's 

dirccti"e number S I3nt4312007 on loa n classillcat io n and provision ing. seemed to relieve 

the bank from all the effo rt and cos ts in vo lved in the process of loan ITcm·c ry. ["en 

though the loan co ntract is s ig ncd b,' the Coo pera ti, "C Un ions. th e main binding clocument 

is the pledge agreeme nt i.e. the rcgional governme nt' s lette r of undertaki ng to surrende r 

part or its budgct in proport io n to the unpaid sum of outstandi ng loan. However, due to 
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the full recove ry or loans by the bank. th e cooperat ives claim that thcy do no t get an y 

support from th e bank even o n the areas on which banks have spec ializat io n such as th e 

techniques to pursue during the rcpayment cam paigns. Th is may g ive lilrmers th e 

impress ion that the inputs tak~n on loan arc just government fund and not govcrllll1 cnt· s 

bOITo\l'ing rrom bank s. The practice. in turn. bars the ba nking credit cul ture from 

dissemina ting among the fanners. The same \I 'as true in the case o f loans ex tended by 

13ank of Abyss inia . bcfore the ex piry DC the g uarantee scheme pl edging the USA II)' s 

rund as see uri t\' o n 50'1.,-50% basi s ror loss sharing. The bank ex tended the loan using the 

cash depos ited by th e guarantor \I 'ith th e intention or securing the loans. I loweve r, th e 

di scussio n \I 'ith 13 0A' s officia ls re llectcd o n th e repayment track record of th e borro wing 

cooperatives \I here 100% o r the loans were l"Cco\'e red during the time. 

In addition to the sc heme that the Commerc ial Bank of ICthi o pia uses to secure loans, the 

respeet i\ 'e pr ima ry coo perat ives have their own system of sec uring indi v idua l loans by 

requirin g rarmers to o lTcr group und ertaking. Thus. a si ngle loan is secured by both the 

fedcral government and 1~lrm e r"s group undertaking. revealing the prevalence or do ub le 

security . First. farmers have to approach coo perat i\ 'es to ask for input loans in group. The 

group \l o uld se rve as collateral as the indi\"idua ls a rc cross-collateralized on each others' 

loans. The group, then. \I'ill elect a leade r \\"ho shou ld be mo re kno\l n and respo nsible in 

the community and is economically be lle r than the remaining. It is ass um ed that the 

leader lI 'ill use hi s innucnce to pre \'ent Jill"lners from defaultin g, Ilcsides. the spouse of 

each indi\ 'idual borrowe r. ir the rc is any . commits J(lI" the famil y's li ab ilit y. As the sU I"V"ey 

in the area showed. th e ma jorit v or bo rro\l"Crs (94%) werc marri ed indicat ing thc 

possibility that marriagc ' s consequent rcspo nsib ilit\· may bc uscd as secu rity for lending, 

In thc case area, 110 ph ys ica l p rope rti cs \I'c re used to sec ure input loa ns, In fact. it is learn t 

that the socia l ne tworkin g is given higher \ 'alue than phys ical properti es to secure 

indivi dual 10a l1s. The s UI"\ 'ey al so discovered that 82% of the respond cnts o ffered group 

undertak ing to take input loans li'o m the primary cooperatives whi le 19% gave a personal 

guarantee that took account of th e ir spouse too. 
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The di scussions wi th both bank offi cials and cooperat ive Icaders un ve il ed the common 

perception that abscnce of titlc deed rcgistrati on by the respec ti vc municipalities was a 

problem not to usc thc avai lablc properties of far mers, besidcs the obvious problem of not 

using land as co ll ate ral. The key in for mant discuss ion cmphasized the low standard of 

houses that may not qua li f'y for co llateral purposcs. The survey also showcdthat 92% of 

respondcnts' houses were built from mud wa ll s evcn if attem pts were made to rcnovate 

the houses. rl es idcs . the soc ial sanctions not to foreclose houses, thc quality o f the houses 

a lso undcrminc thc rcs pecti q~ pri ce o r assets to rccovc r loans through forcclosurc. Evcn 

tho ugh cooperatil'es ha l'c no t allcmptcd to sccure loans with physical col latcraL which is 

much eas icr to do for thCll1 than thc comll1crcial banks duc to prox imity, thc lack of 

ll1unic ipal propriety systcm 011 thc houses and othcr wca lth of farmcrs in ll10st o f the rural 

arca \\'ould prescn t problcm for Icnders not to usc such co ll atcral s. In fact, inclusion of 

phys ica l pro perti cs lor co ll atera l purposc \\'ould add morc va luc in addition to using thc 

soc ial networking to sccure loans. Thcrcforc, thc issuc of col latcral rcmains a problem in 

thc lmred" as wclL 
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CHAPTER V 

5. CONCLUSION 

Based on th e analys is of the data and op llllons co ll ccted fi-om Commcrcial Banks, 

governm cn t ol'ric cs, farmers , and coopc rati ves and the ir union , thc fol lowing conclusions 

arc drawn: 

• Rcgard ing the composit ion of fannc rs, abo ut 98% \\·cre ma le rcnccting the 

pa tri a rchal oricntation o f famili cs. Mo reovc r. abou t 88% of thc rcspondcnts \\·CrC 

ma rried and aged aboyc 36 years, The structu re 01- respondcnts sho\\·cd that most 

J ~lr tll~rS taking input loans through coopc ral i\TS were middle aged and above. 

Indeed, loan provision is based on asscss ing land holding status as a c ritc ri on to 

borrow ovc r which thc youth do not ha vc contro l. 

• In terms o f land s ize, thc sample shows indi vidual holding of land stood at 2.7 

hccta rc , l3csidcs, thc survey rc vca lcd that shortagc of land \\·as a problcm for 89% 

of the rc spondcnts. T his Icd to th c prob lcm of inadequate loans ev idcnccd by 

fe rt ilizcr sho rtagc as indi vidua l rcquircments arC determincd based on land sizc. 

• Rcgarding farmc rs acccss to crcdit information, respondcnts revealed thc ir ability 

to gc t informat ion throu gh elect ro ni c mcd ia such as radio and TV, bes idcs thc 

wo rd s of mouth. Respondent s al so played down the impact o f possible 

infrastruclll ral hindrances to acccss bank information . lhus, farme rs do not sccm 

to be a ffected by lack of information, 

• In tc rms of modc of delivery, farm crs gc t agr icu ltura l input loans us ing the t\Vo­

ticr approach w hcre th e govcrn mcnt and cooperatives play intermcdiary ro lcs to 

cns ure thc repay ment and propcr usagc of loans obta ined from Commercial Bank 

of J:th iopia, Thc reg ional go\wnment o fTcrs ful l g uarantce for the unpaid Sum of 

loans take n caeh year through the M inistry of Finance and Economic 

De\·c lopmcnt on it s subsidy budgct. In rcturn , the bank forgoes 2.25% intc rcst 
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rate pcr annul11 for the rcgiona l governm ent and charges on ly 6.25%. This hclped 

the bank to red uec the cred it ri sk emanating from the default of individual farmers 

and the operation costs related to the loan co ll ecti o n process . 

• Typc-wise . farme rs took loans in thc form of fcrtili zcrs (97%) , improved seeds 

(8 1 %) and chcl11 icals (77%). No cash contact fo r both farmers and cooperatives 

appea red du rin g disbursemcnt. Primary cooperatives and their Union (Erer 

fa rmers Coo perative Unio n) play the role of inp ut di stribut ion and repayment 

co ll cc tion . Furthermorc. thc share or individual loans is small in amount. The 

mean an nual loan for the sampl e \\as Birr 3,808 with standard de viation of Birr 

3,445. The relat ivc fragmcntation of land holdings , based on which bo rrowing 

capacity is detcnni ned. attr ibut cd to the smallness of loans. Thus. banks save 

cnormous amo unt of operating cost by using intcrmcdiarics fo r disburscment and 

collection purposes. 

• Rcco\ 'crabilitv of loans has bcen one ofthc problems contributi ng to the low leve l 

of cred it supp ly from banks. Key Inforl11ants ind icated th e prevalence of 

insti tuti onal abuse of PO\\"Cr by the local govern men t au th o riti es and the 

management of primary coopcratiycs . From thc sample . only 8% failed to serve 

their commitmcnts, out of wh ich, 75% were onc time defaulte rs. In fact, 63% of 

the defaulters did not know te rms and cond itions of repaymcnt and wcre able to 

sctt le aftcr onc time resched ulin g. Thus, in recen t years, loan default has not been 

m uch of a problem. Indeed. th e heavy campaign wo rks organized \\'ith vanous 

ad m inist rat ive o rgans o f the !Voree/a contri buted to th e low dcfault leve l. 

• The e~is te ncc of reg iona l gO\e rnm cnt guarantee I'or loans by orrc rin g the subsidy 

budget sought from the federal gO\'crnment has built th e Commercial 11ank of 

Ethiopia' s confi dence to extend cred it to small holding farmcrs . In other words, 

the govcrnment was a ke\ plaver to enhance credit access to small sca le farmers. 

Contra rily. the guarant ce schcmc contr ibutcd to thc w ithdrawa l or the bank from 

thc collection process . The Commercial Il ank of Lthiopia extends no tcch ni cal 

assistance to the inte rmcdiaries in the proecss o f loan co llection . Despite the 
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bank's wi llingness to lend farmers, its ro le in the expans ion of related banking 

services seems to be week. 

• In te rms of co ll ateral coverage. a single loan e"tended to farmers through the 

pri mary cooperati ves is secured twice at various levc ls. Firs t, the reg iona l 

governm ent gua ran tee g ives assurance of repayme nt for the banks. Sccond , the 

prim ary coopera ti ves seck g roup undertak ing for loans taken by ind ividual 

r~mll ers. The su rvey al so unfo lded that 82% and 19% of the respondents offer 

group undertaking and pe rsona l guarantee for loans. respect ively. 
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6. RECOMMEN D;\TION 

Based o n th c an a lysis carried out and the conc lusions drawn , the following points are 

forwarded as poss ible recommendations: 

• The ex isting provision of agricultura l inpu t loans is mainly based on land s ize that 

individual fa rmcrs use. However, the scenario may not parti cipate young farmers 

who have less likclihood to acqu ire land. and yet. who a rc re latively a more 

productive scction of the fanning community. Thus . concerned bodies who arc 

il1\ 'ol\'cd in thc credit extension process will need to identi fy and consider other 

parametcrs to assess the credit\\"()rth incss of farmers. and hence. promote 

opportun iti es le)r their participation. 

• T he loan delivery process in the /l"ore<ia under consideration follows a two-ticr 

approach \\"here other governm ental and membersh ip organi zat ions in tervene and 

facilitate the now of funds from Commercia l Bank of Ethiopia to the sma ll scal e 

farme rs . However, the bank. which has all the expertise in the lendi ng task, is not 

il1\ olved in the collect ion process as it secures its loans with cash substitute 

collatera l. Thus. the bank should exert efforts by assist ing the intermediaries in 

the collection process to discharge it s social re spo nsibility in addition to its profit 

making moti ves . 

• Agricultural credit in the woredo is limited to the provision of input loans . among 

the various financial nceds of the sec tor. Lven though the default rates and their 

causes nced fu rthcr s tudy, it appears that banks sho uld end eavo r to provide more 

types o f loans that arc both on-farm and/or off-fa rm in nature. Thi s is hoped to 

supplemcnt the persona l income base of farmers and serve as a tool for 

de,·clopmcn t. 
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Annex I: Demographic Structure of Respondents 

Number I Sex I % aqe I Religion I % aqe I Ethnic I % aqe ! Education I % aqe I Marital %aqe 
1 Male I 98.0 I Orthodox I 91 .0 Oromo I 75.0 : < Grade 8 i 88.0 I Married 94.0 
2 Female 

, 
2.0 ! Muslim 9.0 Amhara 

, 
25.0 , 10th 9.0 1 Unmarried 

1 
3.0 , , 

I i i complete I -- .-. ---
3 0 , , 0 0 Diploma 3.0 I Divorced 3.0 , .. 

I Tota l I 100.0 I Total I 100.0 I Total 100.0 I Total I 100.0 I Tolal _L ~~ 

Annex II: Di sbursement, Collection and Outstanding Balance of Agricultural Loans in Ethiopia 

2004 ! 2005 I 
--i------:6""0'::'2.--'l -i1 - 1,560 2 --

572.4 I 851 .7 
I Disbursement 

Collection 
, Outstanding Balance 14.564 I 2.018.2 
, % Growlh of Disburse 35.6% 1591% j 
i % Growlh of Colleclion 3.6% 48.8% 
: % Growlh of Oulslanding -3.4% 73.7% 

2006 t 2007 i 
2~188-. 8-'---- 2:6210 
1,409.3 2,254 .6 
3.418.0 4.218.4 

40.3% 19.7% 
65.5% 600% 
69.4% 23.4% 

- - -- - ------- ---

2008 i 
5,371 .6 
4,443.4 
5.481.2 

104.9% 
97.1% 
29.9% 

Annex III : Disbursement and Collection of Agricultural Input Loans for Selected Primary Cooperatives in Ada'a Liben Woreda 
I : -- -- -1 -----------

I Primary 2004 2005 __ ~ 2006 I 2007 2008 
Cooperatives ! Disburse I Collect Disburse Collect I Disburse I Collect I Disburse 1 Collect Disburse I Collect . 

1 

I I I - I 
~ Udee 622 ,342 622,342 ~ 592,712 539 ,917 897 ,195 865,333 701 ,077 597 ,973 489,671 269,492 I 

, Godino 385,343 1385,343 i 495 ,616 , 493,661 755,352 755,352 '1 525,045 1525,045 407,195 1403,832 'II 

I I' ' 
'I I 
: Kaj ima ' 283,582 i 270,599 i 318,560 1 271 ,078 476,905 '1 423,091 362,585 , 325,281 303,906 1 197,343 

! Dukem 570,022 570,022 1687,983 514,177 1,004 ,642 988,333 ' 684,685 ' 684,685 470,009 1 312,746 

Total 1,861 ,289 \ 1,848,306 1 2,094,871 i 1,818,833 3,134,094 13,032,109 i 2,273,392

H H

: 2,132,984 1 1,670,781 1 1,183,413 

86 



Annex IV: Loan Recover 
i Performance 

Udee 
Godino 
Kajima 

I Dukem 

Total 

100% I 91 % __ ...:..::.:cc ._. ____ _ 

100% ; 100% 
- 95% 1 85% 

100% , 75% 
99% 87% . 

2006 
96% 

100% 
89% 
98% . 
97% 

2007 2008 
85% I 55% 

100% I 99% 
-9001,-i-'- 65°/~i 

100% I 67% 1 
94% I 71 % ! 

Annex V : Growth of Disbursement and Collection for Agricultural Input Loans for Selected Prima ry Cooperatives 

2005 2006 2007 I 2008 
Disb. I Collect Disb. I Collect Disb. Collect I Disb. I I 

I Udee · 5% I · 13% I 51% I 60% I ·22% ·31% I ·30% I 
Godino 29% I 28% 53% ·30% ·30% ·22% 52% I 

12% I 
, 

·23% I Kajima 0% ! 50% 56% i ·24% I ·1 6% I 
I Dukem 21% I -10% i 46% 92% i ·32% ·31 % ! ·31% 

Total 13% I -2% 50% I 67% I ·27% . ·30% I ·27% I 

Collect 

·55% I 
I 

·23% I 

· 39% i 
-54% I 

·45% ! 
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A nnex VI S ummary 0 f St f f lO t t a IS lea U pu 5 

Variab les Sample Standard 
Size Minimum Maximum Mean Deviation -- - --. - - - - -- -- - -- - - --

Income per Annum 100 
4,000 .0 75,000.0 24,2 12.5 15,197.6 

Saving per Annum 100 
20,750.0 4,118.5 3,500.7 

Household Expenditure per An num 100 
3.250 0 54 ,250 .0 15,462 .3 8,763.0 

Amount of Loan From 100 
Cooperatives 1,000.0 17,500.0 3,808.0 3,440.1 
Percentage of Production for Stock 100 

- 100.0 51 .3 25.7 
I Land Size in Hectare 100 

0.5 6.0 2.7 1,4 
Production in Quintal 100 

35 65.0 26.1 15.3 
Percentage of Production for Stock 100 

100.0 51 .3 25.7 
Age of House 

100 - 44 .0 16.2 6.8 
Number of Renovations for Houses 

100 - 3.0 1.1 0.8 
Amount Spent for Renovation 

99 - 10,000.0 2,691 .8 2,012.8 ----- --- - - ---- - - - _.-
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Addis Ababa Uni ve rsity Seria l No. 

Co llege of Development Stud ies 

Department of Re gional and Local Developmcnt S tudies 

Questionnairc for Farmers 

Ills/rllc/ioll: The pllrpose I!l/his Ifll es/iollllaire is /0 gat/I eI' da/a ollj(lrlllers' bortolVillg 
experiell ce j;-olll cOllllllercial ballks. Til e collec/ed da/a are /0 be IIsed jor COlldllC/illg a 
S/II{~V jor j lllfill11lell/ oj l\1{as/er oj / 11'/.1' degree ill Regiollal alld Local Developlllell/ 
S /Ildies, alld helice, pllre~)) IIsed jor acadelllic pUI'P0~·e. / IIIY illjorllla/ioll /0 be provided 
by respolldell/s ",ill be c{Jlljidell/ial. III a bid /0 keep log ical flows ol ideas, /h e ques/iolls 
(Ire dislI ooreaated into lIill e sectio/l s. Fo//OIv the slJeci'ic ills/rllctiolt 'or each sec/ioll . ,~ ,., ~ IJ I JI 

T/uII/1i y ou ill advall ee. 

I. Personal I'rolile: 

I. Sex: 

(0) Mak (I) Female 

2. Age: 

3. IZc Ii g i o n : ( I )Onhodox 

Othe r 

(2)M uslim (3)Catholic (-I ) l'rotcstant 

4. Ma ri ta l S tatus : 

( I )Marri ed (2) Unmarrieci 

5. Educational Qua lifi ca ti on: 

( 1)< 8'h Grade 

(4 )Ce rti fica te 

6. Eth n ic back g ro und : 

(I ) 01'0 1110 

(2) I 0'h comp lete 

(5) Diploma 

(2) Aillhara 

(.j )Olhc r (Specir, ') 

(3) Di vorced (4) Sing lc 

(3 ) 12'h Comple te 

(6) Degree 

(3) Tig re 

7. ).' 0 1' ho \\' l o n ~ have I'OU bee n li vin u in the area~ ( In vea l's) 
~ ~ :::> • 

( I )< 2 (2) 2-5 (3) 5-10 (4) 10-1 5 (5) 15-20 

8. A rc you head o r your f~lmil y~ 

( I )Yes (2) No 

(6»20 
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9. I-I ouseho ld Size: 

No. Relation Ship Age Scx Educationa l Ma rit al Occupation 

(Code A) (Code B) (Code C) Icnl ( Code D) Stat us (Code F) 

I ( Co d c E) 

t------_. ---. -~- -- -

_0-_-
-~- .- -- ---- _ . --

I , 
I 

, 
I 
: -
I 

- --

.--------~ - ----- --- ----

._---- -- - - - --- -
Code /\ : ( 1) Il ead. (2) Spousc.( 3) Son/daughter. ( ~ ) sister brother. (.5)aulltt'uncl c. li st ir othel l c lallon shlps 

Code Il: ( I ) <20. (2) 20-25 . (3 .) 25·30.( 4 .) 30-35. (5 .) 35-40 and (6.» 40 

Code C: (0) Ma le. ( I) Fe ma le 

Code i) : ( I) 8. (2 ) 8_12'''.( 3 ) 12'" cOlllplete. p . ) Cert ificate. (5) Diploma. (6.) Degree 

Code E :( I) Marri ed. (2.) Unmarried. (3.) di, o rceel , (4) Sing le 

Code F: ( I .) Farlll er. (2 .) Studcnt. (3.) Em ployed. (4.) LJnemp loy ed a nd (5 .)Others 

10. I low much or your income do you save per al1l1/1l11 ~ 

Max imum : 

Minimum: 

I I. What was yo ur prev ious occupationry 

( I) Farmer (2) Student (3) Employed (4) Unemployed 

(5) Others (S pec i fy) ___ _ 

II. The following questions arc related to your !alld .You can tic\{ more than once. 

I. How do you g<: t the land you \\'ork on now? 

( I ) I.eascd from gm-crn ment (2) I{cnted for other fiu'tl1 ers (3) Bought 

rrom fanners (4) Othe rs (Spec ify) 

2. What is the size of your land in l'lcctare! Km2
'1 
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3. Ilave yo u been using your land for yo ur own "'ork? 

( I) Yes (2) No 

4. I f yo u ticked "yes" for Q. no. 3, how much of the land has been used for yo ur own work? 

-----

5. If yo u ti cked "No" for Q. no.3, what do yo u do with it? 

(I) Rent to other farmers (2) Idle 

(3) Others (Specify) 

6. If yo u have been ren ting all or part of your land. what '\"as your reason ror renting? 

(I) Input shortage 

(4) In;lbilit,· to II"(Jrk 

Excess land 

(5) Other (S peci ry) 

III. The following questions arc rcla ted to your Prodllctioll . 

(3 ) 13eller profit from leasi ng 

I. If yo u arc a rarmer, spec ify thc particular product ion ac ti"i ty yo u arc engaged in. 

( I ) Cerea ls (2) Oil Seeds (3) Ani mal Fallen ing (4 ) 

(5) Othcr (Speci fy) 

2. \Vhat means l)i' proc.iuclion do you use for your spec ifi c farming ac ti vity? 

( I ) Cartle (2) Labor (3) Tractor 

(4) Others (Spec i ry) _________ _ 

3. How long have yo u been engaged in thi s parti cular fa rming acti vity? 

( I ) < I yea r 

(5) 7- IOycars 

(2) 1-3 yea rs 

(6) > 10 yea rs 

(0) ° -J J- ) yea rs ('-\ ) 

Diary 

5-7 yea rs 

4. What was yo ur reason [or engaging in the job you mentioned under question no. I above? 

( I) Family Inheritance (2) Ease or Produc ti on (3) Soil and other 

(4) Topographic rac tors (5) I' rolitability (6) Ease of Access to Inputs 

(7) Other (Specify) _____________ _ 

5. Il olV much quinta l/ Lite r/number of animals do yo u get from the se lec ted activi ty? 

6. What " 'ere thc trends o f changes in your production for the last thrce years') 
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( I ) Increased (~) Decreased (3) Constant 

7. Explai n the reasons fo r the changes in production as indicated in your answcr for question 

No.6'? 

--- --- --- - . - . -_. -- ._-----

8. What problcms do you 1~l cc in the producti on process'? 

( I) l.ack of Ferti li /er (2) l.ack of Capital (3 ) Sto rm (4) Shortage of Land 

(5) Drought (lack of rain fa ll ) (6) Ot hers (S pec ify) 

9. How l1\uc h of yo ur produc ti on do you usua ll y se ll afte r han"Csting'? 

10. What was the trend in th e pri ce of items in the last three ycars? 

( I) In c reased (2) Decreased (3) Constant 

II. Give , 'our e~planation lo r the changes in the price? 

IV. Thc follo\\"in~ qucstions arc related to your ability to Slack. 

I. We re you ab le to s tore portion of your production'? If(yoll licked "yes'. ansl rer only 

(jlleslion 170.2-8) 

(I) Yes (2) No 

2. Ha,'c you been able to ho ld stock every produc ti on year/cyc le'? 

( I ) Yes (2) No 

3. 110'" much of thc produce do yo u s tore fro m every prod uc ti on cycle'? 

4. What wasl "ere your intentionls lor sto rage" 

( I ) 

( -l ) 

I' rice Specu lat ion 

I.aek of market 

(2) Consump ti o n (3) Anima l fced 

(5) Othcr (Spec ify) -.-- - - -
5. What was the trend in the amo unt of yo ur sto rage fo r the past three years'? 

92 



(I) I ne reased (2) Decreased (3) Constant 

6. For how long ,·"'ere you able to s to re (Experiencc fo r the last three yearsj? 

(I) < 3 months (2) 3-6 months (3) 6- 12 months (4) > I year 

7. Il ave yo u been bene fi c iary in ho lding stock of yo ur producti o n ~ 

( I ) Yes (2) No 

8. Give yo ur reasons for the rep ly for questi on no.7" 

9. If you ti cked ")\;0" for Questio n no. l . what are yo ur reaso n s~ 

( I ) Good market (2) I. ac k of Sto rage (3) Inadeq uate producti on 

(4) Cos t of Storage (5) Othcrs(Spcc ify) 

V. The followin g questions arc related to your In collle lind E\pel/se. 

I. \~ ' h al is ylHlr aggregate income per annum? 

ivlax imum: 
---~~----

iVli nimum : --,--- ----
2. What percent of your income do yo u a llocate for sav ing? 

( I) < 10% (2) 10-20% (3) 20- 30% (4) > 30% 

3. How mueh do you spend lo r yo ur family's subsistence per 01717/111/' 

Maxim um : 

Maxi mum : 

4. What other inco mc sources do you have. o ther tha n your principal bus iness" 

( I ) Renting land (2) Rent ing call ie (3) Se lli ng labor 

(-l ) Othcr 

5. Il ow muc h pcr hecta re/Cattle/labo r time we re "ou charg ing (In cash or in Kind)" 
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6. 1-10"" do yo u kccp record of your incomc and cx penscs? 

( I) Own records (2) Hircd 1300k Keepcr (3) Ch ild rcn 

(4) Othcrs (Speci fy) ____ ~ _____ . ___________ __ _ 

7. How many indi viduals do you need for your work at a time? 

8. 1)0 you \I'ork with yo ur famil y or hirc cxtcrnal labor lo r your activ ity'? 

( I ) Work with i-"amily (2) I lirc labor 

9. I f you hirc labor. how much do yo u pay fo r indi ,·iduallabor. on averagc'? 

Pcr hour ( I) I'cr day (2) 

Pcr 1110n th (3) Pcr Year (4) 

Other agrecmcnts (5) 

VI. The followin g questions a re related to yo ur Il1elllberslli{J Status to associations. 

I . Are you a mcmbcr o f any assoc iation relatcd to your occupation'? (llyolil icked yes, (lnswer 

queslions 110. 2-7) 

( I ) Y cs No 

..., I r you lit:k~d ··Yf..: S-- for question no. 1. what type of associat io n do YOLI belong to'1 

(I) Cooperati vc (2) Womcn Association 

(3) Othcr (S pcc ify) 

3. What is thc purpose or thc assoc iation you bcl ong to ') 

---- - --------- -

-----~-----

4. Do , ·o u bc lievc that yo u arc bencfited from bc ing a mcmber') 

(I) Yes (2) No 

5. (Jive your reaso ns ror you r answer to Question no.4. 
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I 
6. Do yo u bclong to any coo pcrat ive assoc i ation/s~ 

( I) Ycs (2) No 

7. If you tickcd 'ycs' for the qucstio n above, which coopcrative/s do yo u belong to? 

VII. T he fo ll ow in g qu es ti o ns a r e rel ated to Asset I!oldim!s. 

I . Do you have yo ur own ho use? 

( I ) Ycs (2) No 

2. Ir yo u ticked "No" ror thc questi on abovc. whcre do yo u live? 

( I ) Rentcd housc from indi vidual s (2) Rclati\cs (3) (Jovernmcnt house 

(4) Othc rs (Spec ify) 

J. I r you tickcd "Yes" far q uest ion no. I. w hat is it madc 01') 

(I) Brick Wall (2) lVi ud wa ll (3) Iron shect wall (4) Iron sheet roof 

(5) Othc rs (Spec ify) ._____ _ __ 

4. Whcn was it built? (What is the agc of yo ur housc~) 

5. Il ave you ever renova tcd/ mainta ined your housc~ 

(I) Yes (2) No 

6. If you ti cked ' ycs' for ques tion no. 5. how man y limcs in threc years? 

7. \-\ 0\\ much did you spcnd 1'01' rcnovation in thc past? 

8. \)0 you own cattle~ 

(I) Ycs (2) No 
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9. If you ticked "Yes" fo r ques tion no. 8. fil l the following table? 

Co Ty pe of An imal Total Change in three 

de Number yea rs( I ncrc:lsc/ Dcc rc:lsc/ constant) 
-----.--

2 Shecp! Goat 

3 Donkey 

Purpose of 

Owning 
-----1 

.-~- - - ---------1 -
i3ullf ll e iiCr 4 

---1--------1 
5 Poultry 

I 

--1-~-=-
- - ._- ---------

6 Mule 

7 IIorse 
__ ~ __ I-;;--

10. What othcr means! asset do yo u have! usc for your production activity? 

----- - - _._---- - ---~--- ._--------- ---~ 

VIII. The followin g questions are designed to assess your exposure related to Access to credit. 

(lick lI1or~ Ihon once i(necessarv) 

I. Do you usc loan filc ilities eilhe r in cosh or in kind? 

( I ) (2) No 

2. I r YOLI tick ed YCs lo r quest ion no. I. in \I'hat forl11 do YOll take the loans" 

( I ) 

(5) 

Cash (2) Fertilizer 

Others (Speci fy) ___ _ 

(J) Seeds (4) Chem ical s 

3. If YOll ti cked ' yes' for question no. l. li'om which institutions do YO LI take the loans? 

( I) Microfinanee Institutions (2) i3a nks (J) Sav ing Associat ions (4) Cooperati ves 

(4) Others (S pec ify) ______________ _ 

4. How long ha ve YO LI becn using loans if ,'ou answered honks / coopercllives above? (In years) 

(I) < I (2) 1-3 (J) 3-5 (4) >5 

5. Do you want to borrow money? 

( I ) Y cs (2) No 

6. I:or II'hat purpose do you need money. bes ides the purpose fo r which yo u already take? 

7. Where do you preICr to borro\\' from? 
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( I ) 

(5) 

Suppli c rs 

Othc r (Spcc i ry) 

(2) Hanks (3) Microfinancc 

8. Give yo ur reason for your rcp ly und cr questionno.7 . 

9. In what form do yo u wan t to tak c thc loans? 

(I) Cash (2) Fcnili/.e r (3) ImprO\'cd Sccd 

(5) Othcr (Spcc i I)) 

10. Gi, 'c your reason lelr qucst ion no.9 above? 

A. ilcces.,· to i ll(orl11atioll about cr edit {iol11 {)([lIks: 

I. I\re vo u ",,"<liT o r the c~ i s t c ncc o f loa ns rrom ba nKs" 

( I ) Ycs (2) No 

(4) Coo perati ves 

(4) Chcmical 

') If you tick cd 'ycs' I'or question no. I. ho w did you knO\,' thc cx is tence of credit se rvices from 

banks? 

(I ) 

(4) 

Radio (2) TV (3) Word or mouth (4) bank' s promotion 

E~tcnsio n services (5) Cooperatives 

(6) Others (Specify) 

3. Il o\\' long has it becn s ince vo u know thc ava ilabi lity oCc rcdit rro m banks ( In yea rs)" 

( I ) < I (2) \ -3 (3 ) 3-5 (4) >5 

4. Wha t o bs tacles di d you cnco unte r to acqui re thc inrormation" 

(I) Abscncc of Road (2) I\ bscncc o f Tc lccoll1 (3) I\bsc nec ofelcct ron ic Il1cd ia 

(4) Others (S pcc iry) 

5. Il avc you c , 'Cr tri cd to rcqucst lelr crcdi t lilc ility rro m banks. individua ll y" 

(I) Y cs (2) No 

6. II' you ti cked "ycs" lor qucstion no. 5. what wcrc the rcpli cs yo u got" 

(I) I\ cccptancc (2) W ith somc requi rcmcnts (3) with dcmandi ng Rcqu iremcnts 
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(4) To tal Rej ection 

(5 ) Others (Speci fy) 

7. Do you want to direci/y borro,,' ['rom banks? 

(I) Yes (2) No 

8. I f you ti cked 'Yes' for question no.7, mention the purpose/s for wh ich you want to borrow 

from bank s? 

(I) 

(4) 

Purchase of ICrtili ze rs 

Paying o"erdue Rent 

(2) 

(5) 

Consumpti on (3) 

Paying overdue I .oans 

9. Do yo u preiCr ba nks to o ther lenders? 

(I ) Yes (2) No 

Transport product to market 

(6) Others (Specify) 

10. II 'youtiekcd 'yes ' for question no.9. " 'hat is/ arc yo ur rcasons" 

( I ) l.ow Interes t rate (~) .!\ccessibility (3) Trust fo r Work 

(4) Others (Spec ify) ~ _____ ~~ ___ ~ _~ ~_~ 

B. Col/II/eral posili(lI1: 

I. Have you been asked to offer co lla teral for any o f your previous borrowing in cash' kind 

from banks! coope ratives? 

l3 ank: (I) Ycs (2) No 

Cooperati"es: ( I) Ycs (2) '.;0 

2. If you ti cked" yes" for question no.l. what type of cu//aleraV<;lIoral7lee were you asked" 

(I) I lo use (2) catt le (3) C rop (4) GroupUndertaking 

(5) Persona l Guarantee (6) Other (Speci fy ) _____ ~ ___ ~ 

3. Who did requ ire you to offer th e type of co llatera l yo u mentioned und er question no.2" 

(I) Govcrnl11cn t [3ureaus (2) Banks (3) Cooperati ves 

(4) Others(Spee ify) .~ __ ~ ____ _ 

4. Do you bel icyc that you should offer collatera l [o r yo ur borrowing" 

( I ) Yes (2) No 

5. Do yo u try to acquire property anticipating it will be used as collateral? 

( I ) Yes (2) No 

6. Do you kelthat borrowing from banks " 'ill pose any threat 011 yo u') 

( I ) Yes (2) No 
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D. Credit Repa ym ellt (/lid Defallit E"(periellce: 

I. What were the amounts o r loans borrowed for ferti lizer or other purposes since you started 

relat ionship with cooperatives/ Banks? 

l3ank: Minimum Max imum 

Coopera ti ve: Min imum Max il11ul11 _____ __ _ 

2. 11 0\\ long h;ll'c yo u tak en to repay the loaned amo unts') 

Rcpavlllcnt TeflllS Purpose N 11111 ber of 

( Code Bl ( Codc C) l110nths takcn to 

repay loans 

I 
---- 1-- -------
2 

3 

" 
5 

- , 

Code II : ( I ) !lank (2) Coopermivc 

Code Il: ( I) Monlhly (2 ) Qua rlcrl y (3) SC Ill; Annua lly (4) Annua lly (5 ) LUlllp S UIll ancr harves l (6) Olher (SpeeilY) 

Code C: (I) fertili zer (2) ImprovL'u sc~d (3 ) Con sumption t-t) Other (Spcc ily) 

3. What repaymcnt terms do you prefer/or return ing debts from bOl1kslcooperatives? 

Banks : ( I) Monthl,' (2) Quarterl y (3 1 Sel11 i- annuall y ( .j ) lump-sum 

Coops. ( I) Monthl y (2) Quarte rl y (~ I Se l11i - an nua ll y ( 4) lump-sul11 

4. Expla in yo ur reasons fo r your reply in questi on nO.3. 

------- - -

---------

5. \\ 'hat is the trend lo r the alllount o r yo ur pre"i olls bO ITo\\ 'ing lo r the purpose you stated? 

( I ) Increased (2) J)ecreased (3) Consta nt (4) Abandon borrowing 
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6. Give yo ur explanation for any of your rcplics for question no. 5. 

----------

7. Have you ever defaulted on any debts bo rrowed from !Junk.l! cooperative.ln 

Bank:( I ) Yes 

Coop: (I) Yes 

(2) No 

(2) No 

(/1 l/s,,,erqllestiol/s 8-J6 ol/I\" i(yolltici<ed yes/or qllestiol/ 1/0.7) 

8. How many times did you default ? 

Bank : ( I ) (2) 2-5 (3) 5-7 (4) 7-10 (5) 

Coop : (I) (2) 2-5 (3) 5-7 (4 ) 7-10 

9. What was/ \\cre th e reasons for your de fault ? 

(I) No t knowing tC1"ms and conditions of loan agreement/contract 

(2) Di version to other purposes 

(3) Crop failure 

(4) Giv ing priori ties to personal matters 

(S) Cli matic conditions (Rain fall shortage, storm, and flood ... etc) 

(6) Others (Specify) 

(5) 

10. What were th e measures that are taken as a resu lt of your defau lt') 

(I) I.and Conliscation (2) Forced to serve for frec farming 

(2) Cattl e and house eon liscatio n 

> 10 

> 10 

(3) Others (Specify) ______ . ____________________ _ _ 

I I. Was there al1\ rescheduling I()r the defaulted loans" 

( I ) Yes (2) No 

12. How man y times did you ge t rescheduling for each debt') 

( I ) 

(2) 

(5) 

Loan I 

Loa n 2 

Loan S 

(3) 

(4) 

I .oan 3 

Loan 4 ----------
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13. W hat \\ 'e re the prime reasons cons idered fo r reschedu ling yo ur debts? 

14. W hat form orrcsc hcdu ling was applicd to yo u') 

(2) Extension o f pe ri od (3) Addit io na l gra nt ( I ) Wai\crof RepaYlllcnt 

(4) Reduct ion o r interest rate (5) Wa ive r of pe nal ty (6) Ot hers (S pec ify) 

15. We re yo u ab lc to pay a fte r rcsehedu ling? 

(I) Yes (2) 1\0 

16. G i\"C j us tifica ti o n of yo ur allS\\'er fo r questio n no. 15') 

-- .-.-.. - - - -- ._- -

IX. The followin g questions assess ~ ' ()ur experience related to other sources o(borro l1'illf! . 

I . What othcr sou rces of borro\\'ing do you usc? 

(I) Miero linance (~ ) Iqu b (3) Idir (4) NGOs 

(5) Othcrs (S pec ify) 

2. If you ha\ 'c been bo rrowin g from so urces othe r than bUllks/cuops. fill the following. 
- - - -

Loans Lcnder 
- --

Loan I 

~ __ -_-._ -_~~ -_I_>u_,_.p_o_s_c_ -_-_ - ---__ ~=_---+-I_~_CP_l_' )_' ;11 ~'-l t- ll-is-to- ry' l 

-_. 
Loa n 2 

--t-------- -

- - --

Loan 3 
---

Loan 4 
- - -

Loan 5 
---------- - ---' 
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* RefJ(~\'IJI t' 1I 1 lI i\'{I)/'I lI!Chult's I"qJU id (lI, fl lII l.!. /"L'scl/t'd/l led. did !lot IWY 111 (///. (Jlller / ,'/1I\:i/.l') 

3, Why did I(lU prc'kr Ihe " h" I'c sources 01' crcdil ') 

(I) I' ro~im i ll 12 ) I,()\I' illlc rc'si rail' ( 3) Small C()llaicra l ( -I ) 1:Ic,\ibk Repal'll1 enl 

(5) 1.0\\ penallY ((») Others (S pccil\') 

-I , ;\re Y(lU :i till a client or k nd ers olhcr than hank s/C(loperalives',' 

(I ) Y c' , (2 ) \0 

5, \\ 'hal pl'<l hlcm s did I()U oh en 'e rro lll Ihesc' credilors" 

X. The follo\\ in j.! qu es tion s arc designed to assess ~ ' ollr operal! il11{J ress ioll O[bOfI'OIl'il1g /i '0 1l1 

hallks. 

I. \~f hal gCJ1l.'ral prohle m s do ~ ('I ll o bscnT in b O ITO\\ ing from banks? 

t 
1 \\ 'hal slrong , idc did You sec in bO ITo\\in g rrom ban ks') 

) , Cii, 'c "our :iuggcslion on \\ 'hal banks should clo 10 crealc access 10 credi le
) 

TIIA NK YOU ! 
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ADD IS ABABA UN IVERSITY 

COLLVGr-: OF DE V EI.OPMENT STUDIES (CDS) 

DFPART!\ IFNT OF IU:C IO .'iAI. A'i D I.OCA L DE VE I.O I'\1E:\T STUDIES 

(f. V7L'R VI DJ Gl/ IDIJ I.\F FOR f(LT I :\FORMANTS OF CO.HM/:'/(C// IL B/ INI(S) 

, , 
I 
I 

I. \ ':'\:]1 1"c:-; :-; ~d)L!r JlCrs\'Il~lI background (Educationa l !L-, 'cl. prior c:-.:pcri cncc. year or 
sen icc lit \"(l rioll s !c, 'c!s in the hank ... etc .) 

2. I\re you a\\arc of o r happen to participate in the bank· , opc rati on related to 

agricllltur~ll credit to sma ll holding I~umc rs? Give your opinion ~ )r the process? 

,) . D OL'S )our bank ha\ ·l' crcdit policy and proccdure I'm agr i cult ur~li crcdit spcc ilic to 

small hn1ckrs'.) (l i\ c "our opini on on the salient ieatures and \\ 'cakncsscs or the 

policics and procedure, 

I 
! -1 What arc the spceilic cmica\ ·ors and special cons idc rat ions b\· the bank to 

!~lcilitatl' acccss ttl crcdit I;", small holdc rs') 

I ) . \\ 'l1al sl'l.'ci fi c rl...'(lsuns Gill \"()l! IllL'l1tiO !l 011 bellal!' oj' the hank rnr its success alld t 

fa i lures',) 
I 
i o. \\ 'hat elfurts \\\..:rc 111('1\; rrom the han k to pursLie training !co nduct research lother 
I 

! pmlCssiona l dc\·c lopmcill programs related \,ith ag ric ultura l crcdit' ) Di scuss the 

ou tcome:). 

7. Do you hL'lie \'L' that the e-'.isl ing system! approach ror Il );:lJ1 de li\ ery can he a)1pliL'd 

1'01" agriL'Lt!tllr~1I (!\ .. 'dit in th .... , S~ t IllL' \\~ly as the othl' I" Sl'cturs'.) 

I ~. l ltH\ do ~Oll dilrcrc111ialc t"Cl\\een gr() up and indi\ 'idual h01TO\\L'rs j{)r Sliccessful 

ojlL' r<.lli on lll-c rcd il llwrJ....cl.1 Di scliss the merit s and demerits O(L'~IC h. 

9. I)i sc us~ \'our a\\ i..lrCIlL'SS l)tl c:-.:ist ing int erest rate . credit r<ltio ning or other 

rcgulatil)Jb and b\\'s Ihal impac t the (~lrmc r s ' access to cred it from yo ur bank. 

posit ively as ,,-ell as ncgali \·cly. 

10, Di scuss the hank's c.spcrience in inICres t rate dilfcrcntiati on amo ng products and 

bOITO\\l'rS or agricultural cred it. cspccially for sl11all holders, 

10-1 
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I I. Di scllss Ih~ pccllli~l r i SSll~S 10 be "Iccollntcd 1'01' in appraising slllall agricu ltural 

IOdl1 appl ications by r ~l rIll L' r s/coopC ral i\ " ~ 1 oth ers. 

12 , What surt o l'l icn do QlUr o(kn req uire in 'Igri cultural Icnding'! 

13, In tcrlll s o f dcccnt ra li /.at ion, how is thc loan apprO\al proccss Ic)r agricultural 

credit c,l rricd out among the di lTcrcnl hierarch ies in the bank? 

1-1,11 (\\\ do yllll dirtcrcntiatc thc Ic\cl or crcd it risk cmbeddcd in ag ric ultu ral credit 

[-roil) ()th~ r types or credit products you may kilO,,"'! 

IS , Docs ) Ilur b'lllk happcn to adopt innO\'mi\ 'c mcchani sms to lile ili tatc credit 

dL'l i\ cry in rur;.d market such as IllOhih h(lnking''> 

I 16,110" do YOli c\al lia tc the position 01' small holders In light ol' jfJrlllll/ credit 

de/iI'eIT s) stcm/ practicc PI' thc bank') 

17, What monitoring ' I(ll lel\\ up / risk mi tiga ti on tcchniques docs yo ur bank/ branch 

appliL's to protect its interest from loss ari sing Crom small agri cu lture credi t? 

18, Il mc there bccn loss rece)\'C ry mcchani sms IClr agricu ltural loans for small 

holding l ~u'\l1 crs') Discuss the outco mL' , and related rcasons, 

19 , Do \ 'OU bclic\'c that sma ll holding rarmcrs can IH1\C acccss to commercial bank 

cr~dit ill gl'J1Cral? Discliss ~ · o ur supporting n.:aSl)ll S" 

20, 11 (\\\ do \ (HI sec thL' pa,t I>l ilurcs o r lending to small holdcrs.' Di sc uss \'our 

p~r.";l)!wl uhsl:!"\ation;-; urthe contributinl1s orall paniL's I ~)r thi s 1~lilurc. 

I 2 1, What dn \'Illl suggest slwuld bc done in thc I'utllre to c,\pand coml1lc rci al bank 

cl"l' \.lit in rural a!"l'as'.' 
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ADDIS A BABA liN IVEI~SIT\ 
COLLE<;E OF D/-:VFLC PMENT ST LJ DI F S (CDS) 

DEPA RTMENT OF I~E<;IONAL AND LOCA L DE\ FLOPMENT STLDIES 
(IA T/, R VI "'V GUt !)I,'IJV/,' FOR fiLl' IN FORM/I :\, TS OF SULCI'Ll) 

COOI'CR.! Til 'I,'S, USION /IN!) OTIfDlS) 

!. Lxpla in abo Llt ~,()Llr perso llal i/~l()I'IJ1((fiol1 ( j\gc. educational background . prior 

expericllce ... ), pos iti on. expericnce in the particLI!ar coopcrati, 'c you belong to? 

') Cii,"c hricrc.\pli.tnation o1l1hc process and (}/~ie cfives or form ing coopCrali\Ts'.' 

3. [)i scliss h()\\" the gover/lall ce ill c{Jopera/il' es \\"o rk s in terms oC o\\l1crship and 

ml.l nagL' lll cn t SL' leet i un ' a]lpO i 11 t men 1. 

-L (Ji\L' your opillio /1 Oil roles that cooj1LTali\'cs can play in enab ling 1~\l"111CrS to ha\"c 

access to credit ',' 

), Di scuss the process \\it h \\ 'hich cooperati\es deal \\'ith cOl11l11e rcial banks [()]' 

credit negotiatiolls. 

G. f)i SCLlSS the 111l!c /tafli.·'111S./()f illr/ividlfullarJllers ' access to credit fi'om banks \'"ith 

the probkms and st rength:-i'? 

7, 1' ,sploI in \'ou r opinion on tClI'lllc rs ' bell eji/xji-o/ll ('oopel'll/ive /IIe/llbership related I 

1\ ith Cl'cdit. direct" tH indirectly',' 

8. \\'hat <lrc the role :-i cooperati\ 'c:-i pIa;," a t l'ariollS lepels/or/af'lJlers to get credit: 

9, \\'hat l11eeh"nisms 'appr\lach does \ ou r cooperati\'e "doptsi rollo\\s to ensure 

r epay/Hellt of loans? [)i scliss your .iustificat ion, 

10, Discuss e,spcriencc 01' past lIoll-replI.l'lIlell/ OJ'IOIIIIS .Ii-O/ll /IIelllber .IiI/mel'S and 

rCClSlH1S'? \\ 'hal Jl leaSlI res ha\ e been taken b:, .. banks and the coopcrati"L'=' or other 

I I. l)isCllSS the \ 'arious aril >iSfJlT sen'ices , proce.\".\" and ,,"hat ohscn'atiotls or the 

12. ])isCLISS the sen'ices YOllr c()oper(ftil' l! pl"ol'iries 1'0 1' [ ~lrlllL' rS in additioll 10 credit? 

1.'. ]·:.\plai n you obscna ti on ~)rthL' /Jl(~jor cOlls/ra ints hamperillg credit rielil'e/J 1'1'0111 

both comlllercial banks 'lild indi\'idual t>lI'Ille rS" 

I.J, Discuss \our beliel' about the /egi/ill{({(,)' oj' illdividua/./ilrlll ers' IIccess to bank 

credit and thc mechanisms m'a il able') 

15 . Gi\'c your sllggestioJls, c{j ll1/lleJlls or opillioll on \dlal shou ld be done Cor credit 

markct il ou ri shment in the rural market. 
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