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1\ n"cessary aHd iWpol't<mt in6reciient in ille Jevelbpmem; process of 

s ubsis t ence agriculture is tne introduction of iwproved technology and land 

manat:;e,;,ent practices. Lut these are related to tho avai l"bility of suitable 

agricultural credit facilities. ,utnough severe,l at;ricultura l credit policies 

alia progrWll!lles nave ooen ~nl;roduced in .,.tn~opia very few peasunt f ur'1ers 

nave ""en i utesrdtcd iuto th""e proe;rarn.u"". Horeover , the proportion of 

private peasants using agricultural credit has remained unsatisfactory • 

.l!:xcept for some short-term credit from the Ministry of !<griculture for input 

procuremen';, agricultural credit services available to the peasant farmers 

are still of a rudimentary nature. 

In light or these facts, it would be desirable to find concrete explan­

ations for the low level of credit use by s ubsistence farmers. Consequently, 

the central objective of t he thesis has been the determina tions of both 

institutional and non-institutional factors which influence sUbsi stence 

farmers credit use. ::;ince the detailed information base necessary to 

forward a solution to the problem is not readily available , the case study 

method has been consi dered to find such details. Towards this end , two 

dis t ricts were purposively selected on the basis of their response to the 

introduction of improved t echnology . A random sample of two peasant 

associations was drawn from each district and from each peasant association 

selected , a simple random sample of farm household heads was taken. Dat~ 

were collected in the months of March and April 1986 . 

Both ~ualitative and quantitative t echniques were used to analyse 

the stated objec tives. In particular , the techniques of discriminant 

analysis and multiple linear regression analysis have been applied to 



identif y the imp~rtant socio-economic factors that characterize credit 

users and non-users and those which determine the volume of loan absorbed 

by a farm household. 

'l'he result of the study has ahown that sUbsis t ence farmers credit 

use has been limited by institutional factors both before the !levolution 

and after the Hevolution. rhe findings alec show that peasant farmers ' 

credit use is also influenced by a set of social and economic factors . 

'the level of educat ion, the use of improved t echnology , the size of opera­

tional area , inadequate market arrangements together with extension service 

availability and two of the hypothesised production limitations (need for 

more land and produc t price security) have been observed to be the main 

factors which dist inguish borrowers from non- borr owers. The age of the 

farm household head and investment expenses are also important to classify 

farmers as borrowers or non- borrowers o 

The results of the multiple linear regression analysis have also 

indicated tha t the variations in loan size are explained by a set of 

socia- economic variableso In this regard , income , credit experience, and 

value of livestock were found to be the main de t erminants of loan siZE . 

The study reflects tha t the formulation of an appropriate agricultural 

credit policy together with other complementary services is important in 

order to raise agricultural productivity of subsistence farmers in rural 

JCthiopi a . 
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1.1 Introduction 

Agricultural credit ca~ make an important contribution to a 

solution of the problem of ru:al poverty . In order to increase 

agricultural productivity so as to satisfy the growing deman1 for 

food and raw materialf; farmers must increase their capital invest-

ments on modern and improve., methods of agricultural production. 

The use of improved inputs (fertilizer, seeds , pesticides, etc) 

provision of irrigation. f'<l,;;i .. lities., ",echanization and other farm 

acti vi ties may demand far larger financial outlays than the farmer 

can afford . 'rhus agricultural crec'.i t facili t,~es should be extended to 

the farmers so as to enable them adopt improved cultivation mpthods 

a nn. inc.reaGe their producti vi tyo The al '('':"lee of credit facilities 

could become a consaquential bottle'1eck tn the use of model''' t"chno-

logy. In this reg"rd, the r.:rr ')leM of p.aasant farMers deserves special 

considerationo 

SUbsistence farwers have the least capacity to finance invest-

me~ts in needed inputs . Lack of capital is a crucial fact~r for them. 

Their agricultural prnduction is limited because their real income is 

low and hence they do not have the capacity to save. Increase1 farm 

credit is, therefore, a vital instrument particularly for the subsis-

tence farmers since it is a key to improved out :- .. .1 , ~ " .... r ........... 
. - • v _· • 

Jlowever, peasant farmers ' credit use is very rl.\Jimentary in Ethiopia. 

'rhus, the extent tn which agricultural credit has been used and the 

factors which influence credit use must be studied in order to design 

appropriate agricultural credit policies and to allocate scarce resources 

to their best use. 

. .. /2 
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1.2 ~tatement of th~roblem 

l .... griculture cO."1tribu· t o .ti-te 

domestic food and raw ma·:;:.rial supply , WJP, employment and to exports 

from t:thiopia. 'Ehe needs to increase national levels of foo<1 product­

ion and foreign exchange earnings would call up0n the policy makers t o 

emphasize the develupment of the sector . However, the ra~, of growth 

in agriculture cannot be pushed up unless there is a significant imp­

rovement iCl the economic conditions of the small farmers . A foc-us >n 

peasant farmers is essential since they are the largest body of producers 

in the rural areas~ 

rl necessary and importaClt ingredient in the development process of 

subsistence acr;.cultnre will be the in~ . '"lduction of improve :!. technology 

am! land management practices . But these are related to the availability 

of co.pi taL More specifically the availability of sui table agricultural 

credii " to peasant faI'mc~s, who are using traditional methods of culti-

vation and have limited a csess to capital , d&t0::'1 ·'· the extent of 

agricultural modernizati'"ln possible . However, it must be understood that 

the availabllity of suitable agricultural credits by itself does not solve 

all the probler.ls of subsistence agriculture . lihat is needed is a holistic 

approach involving properly synchronized input- output framework where 

credi ts come as an importap.t component .. 

rl nu~ber of credit prn~ratnmqe have been introduced in Ethiopia with 

the objective 'i raising e.gric"'.t"ral ;:.roductivity and income of the rural 

population. Unfortu.n3.tely, few peasant farmer,; were integrated into these 

programmes. while there is a large rleman". Lor agricultural 10ans to be 

advanced to the rural economy, it <nay be s aid that such l"ans are not 
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avallable for peasant farmers in sufficient amounts to have any mate­

rial impact upon the rural development . 1 More recently a survey 

undertaken by the Ninistry of Itgriculture estimated that private 

peasants using agricultural credit did not eXQeed 13.6 percent . f the 

h 1 
.. 2 woe peasants at anyone tllne ln the past. There is na rural credi t 

progra.nme covering all areas of the country and different "&gments i t ' the 

farming population. The Agricultural ani. "Industrial Development Bank, 

which is the main source of agricultural credit in Ethifp i a , has not 

been able to meet the credit needs of the peasantry. Because of its 

limited capacity , high collateral and other security ft",urc.mall'e ,over 

80 percent of the farming population in the nation has not been eligible 

for credit frolil the Bank. 3 i'lore recently, out of 212 million Birr , whi ch 

was disbursed by the bank during 1979/80, only one-fifth went to peasant 

associations ani. cooperatives. 4 In general the amount provided by the 

Bank is far from adequate relative to the needs of the sector. 

In addition to the '.nadequacy of credit facilities for the rural 

population , consumption needs usually appropriate the largest proportion 

of the credit flow. For instance , the average credit flow to tne rural 

households for the 1983/84 crop season was estimated to be less than 20 

Birr of which 80 percent came from non-institutional sources (friends , 

relatives and local traders) and consumption ani. · social needs absorbed 

more than 70 percent of the credit flow . 5 The volume of credit usee! for 

productive purposes , i.e geared towards the procurement of agricultural 

inputs such as see es, implement, fertilizers, etc., is negligible. 

In general , except for some short-tere; credit from the l"linistry 

of Agriculture for input procurement agricultural credit services 

.. ·/4 
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available to the subsistence farmers a re still of a rudimentary nature. 

There is an absolute shortage of farm credit . Hence , the peasantry is 

unable t o use improved technology and raise the le7,1 of agricultural 

productivity . In the light of this fact the ma in problem would be to 

explore the factors that a r e responsible for the low level of credi~ 

use by subsistence farmers. bince the detailed information base 

necessary to forward a solution to the probl em is not readily avai l able , 

it is assumed that t he Cdse study method will help to pr ovide s uch 

details. Ln the process of investigating the factor s responsible for 

the low level of credit use a number of related issup.s and questions 

arise . It would be necessary , for e x ample , to examine the develop­

ment of agricultural credit policy , review past studies to highlight 

some of the information gaps; measure the volwne of credit , identify the 

sources and determine the uses and types of credit . It is not possible 

to provide a solut ion to the pr oblem raised without giving some thought 

to these considerations Accordingly this s tudy at t empt s to i aantify the 

social , econoruic and political fac tor s that influence credit use by 

SUbsistence farmers by integrating tile i deas posed above . 

1.3 Objectives of the study 

The study has the fol l .. wing main objectives . 

1 . To exanline critically agricultura l. credit policies an,l. pro­

grammes introduced in .r; thiopi a both before tIle land r eform and after 

the reform . 

2. To investigate tne level , type , sources and uses of rural 

credit and identify which form of credit is most preferred by f armers 

in the context in which it is to be deployed. 



3. To determine the set of social and economic factors that 

influence agricultural credit use by farm households, and 

4. 1'0 find out "hat actually determine the volume of credit 

taken by a farm household. 

1.4 ~ignificance of the study 

In countries such as Ethiopia, wherg agrie~t~e is the dominant 

sector of the economy , the level and speed of economic development is ~ 

determined by the growth of the agric ultural sector. Agricultural 

growth on the other hand implies the increase of agricultural productivity 

resulting from land augmenting technological change anti appropriate economic 

incentives and assistances. ~ssistance is particularly needed by peasant 

farmers wh" have the least capacity to buy art" use improve,. technologi es. 

'rhe availability of farm credit therefore, becomes an essential component 

of the modernization of agriculture. The adoption of both mechani cal and 

biol~gical technology , has required the infusion of a large amount of 

capital "hich many subsistence farmers can not afford. It is, therefore, 

necessary t o extend credit facilities to the rural populati, n in order to 

raise agricultural product i vity . 

Farm credit is often sti o. to be the life bloed of agriculture and 

plays a crucia l role in oiling the wheels of agricultural production. 

But , little is known about the level and nature of the nee a for agri­

cultural credit both from institutional and non-institutional sources 

or about the best means of providing it . Information is lacking about 

the impact of va rious social and economic factors on rural credit use .. 

j'lany factors (amount disbursed, cost , repayment and default rates) may 

well be ri.epenoen t fllnctions of other socio-economic fae tor.s.. ffherefore , 

studies are l 'equired on these and othp.r R.Rf'PctR of agricultlu'al c r edit-

use .. 
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An analysis of factors influencing agricultural credit use woul" 

help policy makers to formulate successful rural development prog­

rrunmes" 'rhe formulation of successful credit policies and prcgrammes 

is of parrunount importance f or it enables the policy makers to allocate 

scarce resources for the development of the basic sector of the economy . 

In order te formulate successful strategies , tne social, economic ail~. 

other variables influencing the demand schedule for funds must be 

studied . An accurate knowledge of the existing condition of peasant 

farmers is an important precondition not only to t he overall agricul-

tural planning; process but also to tne flow of funds into this sector. 

In breif , no matter what the final ob j ectives of the government or 

the credit institutions may be, it is basically the generation of 

concrete benefits to tile borrower which Iflakes for the success or failure 

of any credit prograJDme . fhe designing of appropriate agricultural 

credit policy that motivate farmers to incr ease their adoption r ate of 

improved methods of cuI ti va tion based upon the ultimate needs of the 

far mers must be taken seriously. As Horace Belshaw emphasized the 

provision of farm credit based upon the intimate knowledge about the 

socio- ecomomic conditions among the peasant s ocieties which presen t 

obstacles to ecomomic development and more specifically, credit diffi­

culties in the establishment of effective system of agric ultural cre"it , 

will assure the progress of the agricultural sector . 6 The basis or the 

foundations for any decision on credit programmes must , therefore , be the 

users ' interests and viewpoints . l'h i s study can help to narrow the gap 

in knowledge which is pertinent to the for~.lation of appropriate agri-

cultural credi t poli~y . 

• .• /7 
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1 . 5 Limitations of the study. 

'l'he case study utilize s the responses of far m household heads 

selected from two districts of Shoa a dministra tive region. Farmer ' s 

reluctance to answer questions and give corroc t information on fao;;ors 

like income , farlO size , family size , age , etc. , are often considere ol 

as limitations of farm level studies . The problem was also anticipated 

in this study and hence extendeJ discussions with the farmers and 

peasant association leaders were conducted. A meeting ,lith all the 

members of the relevant peasant associations was called and clarifica­

tions were made on the purpose of the study. On top of this, the 

enunlerators were employed from the farmers localitjes and \.,rere giv en 

adequate tra ining on tae pur po se and content of the study . Ho\;ever, 

there is room for refinement through repeated studies in the "utut:e 

inspite of the precautions taken . 

." ./8 
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Chapter 2 

2 . A Critical Ravieo< of Agricultural Credit Policies Clnd Programmes in 

Ethiopia 

Agricultural development strategies in general and credit pOlicies 

and programmes in particular could have important implications over the 

use of Agricultural Crccit . In fact it is the national credit policy 

whi ch determines to a large extent the success or failure of credit 

programmes . Farmers could be motivated to use more productive technOlogy 

if institutional credit is made available to them at reasonable prices . 

IIhile the demand for agricultural credit is high in Ethiopia , such loans 

have not been available in sufficient numbers or amounts to have any 

1 
significent impact upon rurul devt1oprnent. Tht purpose of this chapter 

is to examine critically the ofricultural credit policies and Programmes 

adopted by different institutior.s toth before The Land Reform and after 

The Reform and their i!!lplications over peasant farmers 1 r\gricul tural 

Credit use. 

2 . 1 JIgricul tural Development Strategies and Small Farmers 1 Credit Use 

Before the 1974 j(evolution . 

2 . 1 . 1 Ethiopia's five-year development plans as related to agricultur al 

credit use 

Ethiopia had adopted three successive five year economic development 

plans. The first five-year Developl1ent plan (FFYP) covercd the period 

from 1957 to 1951. The second five-year plan was formulated based upon 

the experiences and results gained from the FFYP and it covered the period 

from 1962-l~J67 . Following the termination of the second five- year develop-

ment plan (SFYP) the third five-Y'2ar development plCln (Try?) was approved 

for the period from 1968-197:1. HowevEr, in view of implementation 

difficulties and failure to effeCT the timely development of thE next 



- 10 -

plan, thE plan period for the TFYP for the TFY? Has staggered up to J.97'+ . 

Therefore, the period of reference for tbis analysis is essentially the 

period from 1957-1974 . However, Ethiopia had several economic and social 

development programmes even before 1957. To make the discussion complete 

it ,;auld also become important to have an insil;ht over the situation 

before development plans were drafted. 

ImMediately after the Italian war the conditions did not allow the 

co-ordination of activities by means of an economic plan . An economic 

policy was nevertheless initiated and was carried out by various depart-

ments . Separcte programmes were worked out in e2ch dep2rtment which served 

as a basis for government policy . It was also l'ecognized that the 

Ethiopian economy ~rimarjly depended upon the d"velopment of the agri-

cultural s ector. The Ninistry of Jlf,riculture Has e stablished and was 

given the responsibilities of taking measures to promote the development 

f'. 2 • . 
0 __ agrlculture. Several measures ,Iere taken by the mlnlstry. Towards 

3 this end, a five ye"r prograr.lMe of agriculture was developed. The main 

obstacle to expand production was recognized to be the low productivity 

of land and labour, largely dUE to the inefficiency of tools and i;r-

plem2nts employed . Therefore, it \.;as necessary to implement measures 

such as improving the taxation system, exte1!sion of agricultural credits 

and improving the m2.rketir,g and transportation f3cili ti. e s. To augument 

these efforts, an agricultural banK was established under the name of 

Agricul tural Bank of Ethiopia i:1 Jlpril l Y45. 4 The flgricul tural Bank of 

Ethiopia ([.BE) "'as controlled ,~n d super'vised by the Hinistry of Agri-

culture (MOP.). 

The main purpose of the ABE was "to ass i st sm2l1 landholders who 

had s uf f ered deva station cf th"ir farms during the Ita lian occupation by 

making l oans t o purch~se seeds , livestock and impleme nt s and to re~a ir or 
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• • • I 5 reconstruct thelr homes and farm bUlldlngs' . It WaS empowered to grant 

lo~ns and mortg~ges on the security of lands, buildings, chattels and 

crops growing or harvEsted, on cattle and other farm animals, and tc lend 

money and grant mortgages on industrial and commercial enterprises related 

to agriculture . 

Loans were made to small landholders in Shewa administrative regions 

on the basis of land- tax receipts for the preceding three years. A certi-

ficate from the district governor was also required to make sure that 

the applicant owned the land . Interest on the loans varied from 3~ per-

cent to 5 percent and were repayable on a stagpsred basis : 20 percent the 

first year, 30 percent the second year and 50 percent the third and final 

6 
year . In 1949 another proclamation was issued to extend the pOHers of 

the Bank so as to include general banking . Its name was changed to the 

Agricultural and Commsrcial Bank of Ethiopi& (t,CBE). The ACBE operated 

on a modest scale until it was furTher raconstructed and absorbed by the 

Dev€lopment Bank of Ethiopia (DBE) in 1951. 

The progra~mes that have been directed towGrds granting small loans 

to the farming ccmmunity were generally unsuccessful. During the history 

of the ABE (1945- 1949) and its successor the ACEE (1949-1951) only 740 

small agricUltural loans wers mad" ar.lcuntin!' to 781,150 Birr7 Moreover 

these loans were restricted to the ac.ministrativc region of SheHa. The 

size of these loans varied frcn 500 to 2000 Birr . The lending policies 

that demand a property pledge hQC automatically discriminatec a!,ainst the 

small farmecs. Moreover, it was not easy t o produce a CErtificate of 

ownership of the land bocause of the landlord-tenant relationship and 

because cf the communal ownership of land. On tcp cf these, leans were 

generally granted without an inspecticr, of the undertakings of the funds 

2nd many of s uch l '.)ans taken by tht borrOWers w('rL di vertLd to non-2gri-
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cuI tural purposes. All in a ll small farmers 'Jere not able to mortgage 

the land to secure bank loans and hence their neCod for credit remained 

unsatisfied . 

As pointed out previousl y , there were a series of sector plans for 

agriculture, industry, educat ion, etc . , of varying duration and with 

different characteristics . Though these sector plans served, at least 

on a modest scale, th~ useful purpose of focusing attention on planning 

and development, they were in no real sense integrated . I n recognition 

of this shortcoming coupled "ith the realization that economic planning 

in some countries hed been introduced as an efficient tool for policy 

formuletion,the government showed inclination to formulat~ an overall 

plan for accelerating ecoDemic grmoJ"th . Thus the First Five-Year Develop-

ment Plan (FFyr) W:lS launc:hed for the period 1957-61. This plan marked 

the first step in the systematic determination of the country ' s objectives 

ap.d the integratiop. of the various proETammes . The FFYP gave priority 

to the development of infrastructures manufacturip.g industries and releted 

services as shewn by the allocation of totel investment . The emphasis 

on infrastructure is clearly 

Table 1 

Allocation of Total Investment during the 

First Five - Year Plan (1957-61) in million Birr 

Investment 

Monetary Investment 
agriculture 
forestry 
mining 
e lectricity 
m2nufacturing industry 
building 
Transport anG communication 
Trade 
Other se:rvicECs 
Rur21 investment in kind 

Total Invest ments 

1957--61 

534 . 6 
40 . 3 

2 . 8 
37 . 6 

- 43 . 3 
. 57 . 1 

2 . 1 
2'10 . 0 

4 . 0 
107 . 0 
l:i') . 0 

673 . E 
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shown by the allocation of 35 . 6 percent cf the total to transport and 

communication ·~s compared tc 27.03 percent to agriculture and forestry 

(including farmer's investment in kind). 

hgricultural policy during the Fry? had prim2rily two main objectives. 

The first objective was to create the basis for a more dynamic lone- term 

devElopment of agri culture and the second to take measures that ,lOul ct 

achieve a sizeable increcs€ in agricUltural rroduction 2nd particularly 

in marketeble crops and raw materials for industry during the planned 

. dB perlo 

t"1ccording t() the plan, 40 rr.illion, i. c. . , 8 percent of the total 

monetary investments was allocated to the agricultur21 sector. This was 

in addit i on to the rural investment in kind, estimated to figure 139 

million Birr . funds for the prornctic·n of ur;riculture were cEvoted mainly 

to the sTrengthening of the administr2_tive a;:>paratus of the NOA and for 

broadening the scope of its activities . The percent of rlannEd expenditure 

on ap:r i culture was the lOViest 2mcng s~:vert11 /\fric2n countries
9

. The plan 

had mentioned that investments in agriculture Vlould he encouraged part i -

cular ly by ( x tendinr lonf,- term a?ricultural credit t o modern agricul tural 

establ i shments such as coffee estates, cotton and veg8table farms . Only 

10 10 mi l l i on Birr was a"ailabl€: fcr bank loans f"r the ebove purpose 

Hcwever , the plan had made no srecific and articulated statements concern-

ing the means and ways o f [.!roviding 2gricultural credit to small farmers . 

In fact , · this was a tim(~ whtSn sf:1all farmers were considered unprcducti ve . 

The rate of Growth of the agricultural sector was , therefore , unsatisfactcry . 

r.!oreover, the agri cUltural sector of the plan was not implemented and very 

11 little progress was made The ffYP was plagued by the ebsence ar.d 

insufficiency c, f statistical data and the incom;)lete and unsystematic 

nature of 9revicus studies. Thi.:; ,L:lan, however, initiated the f.:c vernment 
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to undE:rtake a more ~enet'al twenty year de\-elo::.-)ment progr amme form 

which the seccnd five-year development plan W]S formulated . 

The results achh'ved and the experiEOnc",s 133ined from the ffYP en<:lblec 

tho pol i cy forr,mlators to i dent ify ne,' oPI'ortunities with better and 

impr oved data base while at the same tiTTle clari:Fying existinr: !1r'oblems . 

The SfiP was '" l ogical continuation of the first but Hith stronger emphasis 

laid this time on productiv", activities desi3nec' t o provide increasing 

quantities of consumer goods a nd on the creation of new job opportunit i s 

f h ' . l ' 12 or t e oountry s growlng pepu etlen 

Realizing that agriculture was the r;ost favourabl" base for st i mulat i nr 

the country t s economic rrowth , the SFVP stressed. the followine objE~cti ves: 

To extend the cultivablE: areas , to i mprove cattle raising, to erect modern 

large scal(~ agricul tural undertakin~s, ,!De: t () establish processi.ng: in-

dustries based. on available raw i.l2tE:rials e·f arricul t urul origin. The 

pl an also underscored the need rOI' resez.rch, experi.mentation, ·trainin.l', 

establishment of marketin£ faci Ii t i es and establishment of clear ti t I c 

to the land which wer e: cssent ieJ. factC'rs for r1e~d ~r.inL a rural crcdi 1: 

programme for the development cf agriculture . 

Total investr;ents for the SFYP Her," substanti211y l aY't:er than for 

the previous ;:>lan. Agriculture was t e receive 24~ ",illion Birr or 14 

13 
perc ent of the total . HO\\'ever, the p2tt'~rn of invLstment in agriculture 

durine; the SFYP emphas i zed large scale commerci2l farms and co- operat:i.vBs . 

Of the t ot a l inVes tment in i'ifr i oulture curini' the p l an reriod about l28 

million Birr or more than half hlas p12nneci t c be invested in mcdcrn larJ?e 

1 " 14 sea e rarms . B'csides, it H?,S clearly stetGc in thG plan docur;ent that 

"the government "rill help ,~nd stimul ate, by all convenient economic dnd 

other measures , the establishment and develonment of big private commerci21 

farms,,15. All Lhese ShOH that commercialization WeS the main objectivE: in 
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agricul ture cf thE. SFYP . To hclr ·::hc. rlan fulfil thE: ta.rgets somE:: insti-

t utions were est2blish0d. These include the Ethiopian Grnin Corporatirm; 

Tht.: Ethiopian Investment Cor1:oration; The Livestock and Meat Board 2nd 

others . The only articulated statment concc:rllinr~ the assistC1nce that 

shc·uld be rendered te the rarmE:;rs ~'ll:.S that it was intendAd to provide 

tools and if:1:r;.lements to the peasant farmern thI'ou/~h the Development Bank 

of Ethiopia's Credit extended t o the Grain Corporation or far:r.ers ' CQ-

. 16 
operatlves 

An ana lYEis of the accomplishments of thE SFYP indicates that the 

spE.·cific production tar g'cts '.<lcre not met . OCt of the impcrtant reasons 

for Dot attaining the targets i-laS the .lack c-f coherence between the 

structural invcstiment a!1d the i)12n . Less '-las invcsted in Clpricul ture 

than the pl~n had called for'. Th .. ~ 2ctual exr;E.!1di ture amount:2d to cnl y 

Lj 2 . 2 percent of the ~lcmne(~ cXf't:nditur£ as t"1hl€ 2 illustrates . In 

addi tion, the amount budf;€:"ce d f e r the i"iin:'stry cf Agricul ture wa~ t he 

l owest of all the ~1inistries fer many years. Fer instance, t h e r"mA re-

ceived 5.8 filillion Birr (2 . (' rercent) in 1956·· 66 and only 6.2 million 

( 1. 9 percent) in 1956' 67 . 17 Tr.is share. ('ught to have been increc.sed if 

agriculture was to uova.nce a.t mere rapid r2te. 

Tab l e 2 

Ethiopia I S CaKi tal Expenditure in f.[riculture in thE Second Five­

Year Plan (in million Birr) 

Agriculturul Compomont 

Services 
Surveys Clnd studies 
~1arketine or~~anlzations 

CcmmE::rci::!l fnrms r!nc peasant Y s 
monetary invostmE.l:t 

Total 

?lanEed 
ExpeEd i turE 

ll . S 
36 . 7 
12 . 7 

18C . 6 

241.8 

Sourc", : MaP.lc Bchilt Cl a nd Harry Robinson, P.40 

flctual ti.ctual as 
Expenditure % of p l anned 

8 . 5 72 . 0 
10 . 7 29.2 

7.3 57 . 4 

75 . 3 41. 7 

101.8 42 . 2% 
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All :i n all the SFYP did not pay atter.t ion t c tht~ n(..eds and. welfare 

of the i'easant faI'JilErs . N'.:' coneI'c'te mU.1sur€s were initiated rep-nrdim:r 

Agricultural Credit P1X'f.rammes for small farmers. ?casa.nts Wf..~rc If..f"t at 

the mercy of j!rivate f!1cney lenders, anc. the funct ion of agricultura l crccit 

as a promot~r of aericulturcil production rmrained unutilizsd . During the 

SFYP the DBE, the only institution that was responsible for extending 

credit, stopped l ending tc small f2rmers . 

The degree of acccmrlishments of the SFYP were iml'OT'tilnt foundations 

for th!O prep2.ration of The Third Five-Year Develop'"ent P12n (TFYP) . The 

conclusions "eilche" during the preparation cf the Try::> Hero th2t the rrrcwth 

of agricultur 2l production durinr the SFYP period was unable to cope up 

with the grovrth in rOp1llation . P.encc thE"; TFYF 112(1 tT.>lG pclicies on agri-

cultur~l develcpmenT . 

The two appr'oaches th2t werc:. ernrJ12sized by t he :)lan yr(;~rc: 

1. The E:stcl>lishment of larr.;e SC.:llc commercial f3rms L( meet the gr0winll 

d~:mand f or food , ra~; rna.terials 2.nC e xportabl e cCiTlQcci ties . 

2 . 70 conC02fltrate matel'iul and huma.n resources in str?tcgic..Jlly selected 

areas in cr der to promote th~ economic vrelfarE: of the subsistence farmers
18

. 

The first policy was considered as a short-run sol uti'"n to get the 

rel atively quick incr-Gus t: needed in agricultural €xfJorts and sUPI~ly of food 

stuffs for the rapi dly €xrandinc urban centres . This pclicy was made 

~ffective by such neasurcs as credit pcssibiJities from the DBE and decree 

of duty free tractor fue l for those ""he l-1a [~ t ed t o undertake ccmmercial 

a"riculture . Th" exp2nsion of mechanized farms in the country in the 

l ate sixti .. s was the result Cof this pol icy . 

Regarding tht~ pe2sant f Rrm€.rs i t H:1S stnted in the plan that extra 

€fforts were ne~ded to promott;; the eccnomic '.,u:.2 lfare of the pe a sant fermers . 

The concrete policy efforts consist o f mE2.Sur{;:s t: ~ incJ~(':::sr· thp. productivity 
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of the small ftJI"mers in order to rn.:1ke:. surplus prccucticn. Because impreve­

ments cannot be done simult<3.neollsly in .1.11 :,ey.:ions of t!1e count:cy emphasis 

was placed em selected ClrE.aS and "~e. ckagc prCErClmf!1eS I' Here ini tiatcc . The 

comprehensivE: f)acka!;e projects 2nd thE. minimuTi: p2.cka~e projects arc to be 

viewed uS components of this policy . Th02se pacK2g€: projects ha.d credit 

pr08rammes directeo to the subsistenc€ fZlrmEL'S ,,,,hieh will be- discllssed in 

detail later on in this ",nalysis . 

The Try? had recofnized the importance of r"crganizinp; financial 

institutions to prcmot€ the utilization cf aGricultural credit . The 

Development Bank of Ethiopia anc' the Ethiopian Investment Corp<'ration , which 

was established during the SFYP perioc' were merFed tOGether to foI'TT' the 

Aericultural and Incustrial Devel\.")prnr;:nt Bank. This was <'J.n impcrtant 

measur(~ that showed the re:ccr,niticn of the imrort3.TIce of apricultural 

credi t to the economy. The folloHin$'" sEction wi 11, thcl"leforc'> , attempt to 

(I.8scribe the historical development s f aericultul"al credit institutions 

tOGether v;i th their achievements wnd failures in 1718eting the neGGs of 

subsi~tence farmers. 

2 . 1. 2 Th e D<cvelopment of Agricultural Crdi t restitutions 

Agricultural credit can be usee to aSsur(:: hi.!.~her pl"loductivity or 

income amonc; the rura l people especially ,-,hen comi.'12mented Ni th inputs 

ane services 2nd well managed croci t institutions. A_~ricul tural credit 

institutions can increase the rate of economic development by facilitat ­

ing the injucticn of capital into El,.f:ricul ture which otherr,.lis G \Vould not 

have been g8n~r~.tGd 1-li thin the sector . To und~:T'take such broad respo·­

nsibilities iIi. an efficient Hay thesl. institutions should helve arl.equate 

information abcut the environment in which "they operate and should be 

provided with well c~finec national crt.::di t rc l ic i 2s . 
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In Ethi('piFl~ the cri;'in cf the .f~rst 2.gricultural credit in~titution 

goes back to th" AfT'icu1 turu1 Dank <Of Ethi.opb that was Gstablishet: in 1945 . 

The name of this bar:k I'las changed to the P_gricul tural and Commercial B<:nk 

Ethiof ia in 19 l fg . However', this credit insti tut ion di<I net succeed 

in producing an effective ag.~icult:ural cr~C1it ~'1rcframme directed towards 

the need of small f~rrners . The groHth of agriculture and inc.ustry brDu?:ht 

with it the evolutions of specialized crcclit institutions such as the 

Devr:dopm€nt Bank, Etbiopian Investi7lent Corpora."tion and la.ter on the !'\t;rl-

c'.ll tural and Industrial Development Bank . 

2 . 1. 2 . 1 The Dev81ol'!,",o;nt Bank (Of Ethier i2 ( Df,E ) 

The Deve 1 opm~nt Bonk of Ethiopia ( DBI:) ~"J.S cst3blishet1 in i"lilY 19S1 

by gcVel'nmeT~t prcclZlmation by abscr·bing the frrf;1cr ,~:-"'-ricu1 tural and Cornmer-

ciul Bank of Ethiopia. The prim2r'y objective cf the Bank was t c- iJ. ssist 

t he developnent of industria l nnd ,1gricultur.J.l prcduction aIJCi ancourare 

private capitaJ. investment. Mere pP0cise1y the twin functiof!S rof the 

Bank were: 

1 . To assist in the develcpL',ent o f industri21 and .3[':ricul tured 

production . . .... . . and , 

2. To f oster investment of fri v,'?te capitul for productive purposes1
9 

In sumffi,~,ry, thc: bunk had the power t o provide l eans, make gurantee, 

and buy shares of DC'" enterprises . It also pr ovided technicCll guidancf.~ 

tc investors both in the p1c.nninr 2nd im~lementation cf ~)roj0cts . 

The DEE c·.lTIstituted the first attempt ilt comJ:>i:1ing the functions of 

incus trial 2J.nd ctgriculTur21 b(lnkin~.: in Ethicpi,J. . The Bank Has ''2xem~ted 

frcm .:111 taxes ,:md custCf1S duties £01" its OH1':i USE:! , including the if!lporta-

tic:n '1nc sUPi,~ly of e,?uipm~nt 2ni matel'i21s . 
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The DBE requiP€d .J. first ~ort?&rf: C'TI real rrcpcrty und machinery 

as col12t8ral. In cert.:::n c2ses, 2ssets btlcng:ing tc third rarties were 

pledfletl as secul~i ty . The Bunk ,r-enorully required 200 percent cf the 

va luE.' of the loans i"lS security . :n C2ses ~.,.htre the security off e r8d 

was less them ?OO pGl"'cent the Si[!,:&ilture of a f uranatcT' 1 .. ras ess,=ntial . 

The Bv.nk USCG t o charge seven percent inter'est on agricultural and 

fishery l oo.ns , o.nd eight percent on other loans plus a 1 . 5 percent 

. h -' . f 20 com~ltment cJOrge en any un~:rawn pcrtloD 0 a l oaD . In additi0n , fees 

Here (";.18,;) churged fer "the processir.g of l oan ap~l icat:i ons . Suc h d is-

crimi ncJ.tory interest charges t.,rere de liberntely 8stablished in order tc 

i nduce farmers t o us.;:;(: credit ;!nd imrrov e ·thp.ir farming methcds . How-

ever , ~ high colli:~ter:ll requirement, 28 hL:sh as 200 pc!'cent of the value 

of the l Cun , in the form of r sa.l pro) 'erty a nc. m2.chinEry had discouraged 

potenti.::: l bcrr'cHers ~ ';:!s:i.H:~ci(l lly smull f(J.rr.le rs) frot"1, using the Bank ' s 

credit services. 

An unul:lsis of the t c t al 1C.:lllS aevClnced by th~ DEE ever- its twent y 

yeilrs Gper2.t i l..;D revccJls tl"'u t most of the l02ns were m2ciB fer the i ndus -

trial sector (Table 3) . BetHe€D 1951- 6'J, the Ba.nk extended 3840 agri -

cultur.Jl mod industrial loans valuec. at 1+7,190,500 Birr . Of the tcta l 

ilmount cf IOuns f~r2nted during the same Derioe ~ industrial loans alene 

2bs()rbed 27,278, 200 Birr ( 58 c:ercent) while "gricultur" l l oans made up 

the balance of 1 9 ,912, 300 Birr ( u.2 pE:r cent cf the t ot(1) . 
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Table 3 

Lo~l.DS Granted. b:z: the fJeveln};ment F;2,-,k (1951-59) 

( '000 Bir~' ) 

Year AgriculTural Industrial Others 

No. Amount No . Amount No . ,t.mount 

1951-1960 2760 9 ,L;97 . 8 244 13~528.5 182 915 . 1 

1961 95 1,249.1 7 1';3 . 2 

1962 70 656 . 0 29 1,410.0 19 24 . 0 

1963 97 851.0 17 2,763 . 0 24 39.0 

196'~ 62 1,335 . 9 16 2,334 . 4 37 80 . 5 

1965 50 1,353.5 15 2,657 . 4 47 189 . 1 

1966 36 729.0 " 405.7 12 75.5 , 

1967 134 1,645.0 12 L~61J . 0 7 60 . 0 

1968 68 847.C 11 1,657.0 19 172.0 

1969 ',7 1,748.0 12 1~910.0 6 7.0 

Total 3'+69 19,912.3 371 27.270.'2 353 1,562 . 2 

SourCE:: Dcve10pm(:r.t Bank (;f Ethicpia , JlnntF~l Rep()rts . 

In the ap,ricultur'21 sectcr, lo~::.ns wcrf;: m2(~(: avai lable for a variety 

of j)urposes such as, coffeL rlantaticns $ fiE;JG cro::s, ctairy farmin,r:" 

fruits r.md vEgetables, etc . Out of the tot<J.l 19 . ~~ million i3irr of loans 

made to the (lgri cul turdl sector, 10. 8 million Birr went for r.~cnere.l 

agricul tul'e, 7 . G million Birr for coffc;~ r12ntat icns anc1 the remain-

inE 1 . 5 million Birr' for small farmers . In terms cf the number of 

lOuns extended to the aBricultur21 sect0r betT.-/een 1951-69, 657 "-1ere 

absorbed by veneral "gricul tur2, 1527 by coffee plant'3tions and 1285 by 

small farmc;rs out cf the total J4E9 ~[;ricultur2:.1 l C.9.Ds. 
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Tubl<= 'I 

Bre2kdoHTl of ;'Lriculturul LOi:.ns for the Period 11)51- 69 

( ' DOG Birr) 

Ye.:-!I' General Agriculture Coffl:"}e Small 2sr:.i.­
culture 

No . Amount Nc . t~mcunt No. Amount 

1951-60 

1961 

1962 

1953 

1964 

1965 

1966 

1967 

1968 

1969 

Te t a l 

185 

24 

27 

77 

43 

2g 

33 

110 

53 

76 

657 

3 ,132 . 7 

363 . 0 

49B.a 

761.0 

902 . 9 

931. 5 

699.0 

1,235.0 

788 . 0 

l , 441. 0 

10,8l1.'1 

1,290 4,89 1. [; 1,285 

71 886.1 

43 158 . 0 

20 90 . 0 

19 433 . 0 

21 ',22 . 0 

3 30 . 0 

24 350.0 

15 59.0 

21 307 . 0 

1, 527 7.626 . '? 1.285 

Scurce : Develop':lent Bank of Ethi~ri2., !~nnual Report s 

1,474 . 0 

1.474 . 0 

As table 4 shoh's only 1285 small afTricultural loans Vlere m2ce by 

the DBE . In value terms 1,4~!LJ.5()OO Birr h2S .:..lloted to small fermers. 

The VnlU€ of the smull 2griculturcl l02ns rcnged from 500 Birr to 

1500 Birr. A brc2.kcCi-ln vi th8SE.. small ugricul tural lOuns disbursed 

between 1951 and 1960 is Liven in tab1~ 5. 

Tab l e 5 

Small l\[,riculturCll Leans fer thEe Period 1951-60 (' 000 Birr) 

Year liumbcr Value 

1951 88 83 

1.952 69 86 

1953 106 101 

1954 108 130 

1955 116 1 35 

1956 111 2 168 

1957 13'1 178 

1958 312 ~,34 

1953 IS6 190 

1950 54 6~ 

Total 1,255 1,474 

c::: ..... 1ll"'t"t>: Dp.velormt:nt BanI< of Ethie-pia, hrlnuCll Pep_orts 
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L02ns 1:0 si:la~l scale f·J.rmi;.!ps i<lepC ~ucic3.11y tliscontinued in 1961 , 

mainly because ()f ~robler.!s nrisin~· thrc.ue:h the collect ion of ~rincip211 

and interest. HowEver , it Has T€lt b~/ the institution that small farmers 

22 
should f10t be kept ~ ,!i thelit such hel;=- But no tanucble measures were 

taken to C'/erCC;:1G the problems of smelll f.:lrmers . 

ThcUfh peas2nt agricul~ure is the m<J.ir;.stay of Ethiopia, finance f or 

peusunt fur~in[ (both for f2rm improvement and 2nr.ual crop finance) has 

been in short su,)ply 0 T;-,e DBE had stopped small arricul tura l l(>ans since 

1960 0 The rnanaS£r.lEnt of the D!3E hud considered th"t such loans were not 

tievelorment orienteu . Hencl~ the: Bank had been reluctant tc [rant such 

\
0 f 22 creolt tc 2rmers . Tbe real cost cf such smul l fin2DcE, was TI2.turally 

hi!3~ ;but the un:-!v.].ibility cf credi-t t o peasant f~rmers can be genEra l ly 

hurmful. 

L3nd \<las considt:::rcd tc J, (: the princiri'.!l s8curi ty th3t farmers Here 

su:..:t::csed te off2r to receive lC·:':1S . But rn~ny f2rmers HEre unrilile to 

offer the J.anc as collateral for va.ricus rease-ns . Tenants did not 

have land to offer as security . One of the important pre-requi sites fer 

a viilble nr",ricul tur£l..l cre d it rn'ogramT!le , d heal thy land tenure s ystem 

Has missinc . i'not11cr problem associated with -the use of l and e.S a 

security vias the 12.ck of () cle.J.r title over the land. It \</2 5 usually 

cifficult tc produce a cert i ficate of owncrshi~ t o get bank loan . Since 

land W,JS ccmmunally c-wned i-r. many parts of the country , it Has net 

possible to mort [2[e the land to secure bank loans . 

Host cf the agricul tUT'c3.1 l 0<J.ns m2de dur inG tho.;! 1 951- 60 period were 

misused f("n~ nCT!-ugricull:ur&l pur~x:"sE;S . Loans HEre madE- tc absent ee land-

lords, merch2nts , tm·,rn c.eHEll£rs .00vernmcnt officials Elnd other non-

~~~ricultural ists . ii2.nj. cf the JD2.nS 2cvo.!1ced t (.. such PGople t<lere used 

n : ... builc. hcus(:s, ~, .~-,o;."" !3 ~ f" : s, purc h3.s :,:: car s ane. finance rnarri22es and oth€r 
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f . 1 23 8stlva s . Thus, even the limited agricultural l02!1S \iere unpI'o-

ductively used . 

Hi th reg2X'd to 1.;:.r~;8 sCcile arricul tural deve lopment loar:s anc. 

co- operative l oans, 1.:1181'e was l ittle success . The DBE had particu12.r 

interest in the financin~ of 1arre scale arricu]tuI'al development pro-

j ects. However, there '-Jere very few competent farm managers who ~lerc 

able to undertake such 12r'Ee scale investments in ar,riculture. In the 

case of co-cperatives , the DIlE 'Hc.s abl", to ma ke only five l("·~T>S valued 

at 536 , 000 Birr by thee end of 19C5
24

. This shows that the DBE 'Has also 

unsuccessful in the fin2ncinr, of 1arce scule a[;x'icultural projects . 

On tC'p cf these, thL: pr e-requisites for a. sound 2pr icultural credit 

prop.;ramJ:F were not P.1et. Rural credit is only one of the essential 

factors t o -3.cce leY':l.te rur?ll deve1onment . In order for credit to be e.n 

effective instrument in the transform2.ti.on cf The ar:rarian economy, it 

should be co- oI'dindted with other importc::nt services. FarI!lcI's must 

be taueht -.:he imrcrtance of credit as ,~ tool f0r development, the 

desirability cf IJsinf, improved sced varieties, fertilizers? and improved 

methods of farming. An ("!fficient clistributlCrn systerr; that m2.kes the 

necessary inputs available and a IDnrk0tinE prograrn!TI0 to pr~)vidc an 0Ut-

let for the increasec farm ~'l'oduoe a.re nee(!ed . But thE Df'E Has trying 

t o finance ar.T'iculturCJ.l development in the absence of a.l1 511Ch iml·crtant 

services . Hence the contribution of the Bank in financinf, small aEri-

cuI tUr'2.1 leans was scanty. 

2 . 1.2.2 ThE Eth iol'iell Investment Corpora.tion (EIC) 

The requirements for lon,;:.-terlT! ap,ricultilP2J as well as industria] 

finance were increasinf. in the mid-si~{ties . Thus it wzs decided by the 

~oveI'nment to create 2n croanizatic n trlat Hill iTIot-ilize fune s hoth from 

domestic 2D(. foreign SCt~rCe8 to be riirected tc prcc.uctive investrnent~. 
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The Investment Bank or Ethiopi.q (I IlE) h'as esta1,.lishec as a rovernment 

sponsered and financed cnr'T)oration to supplement the activities of the 

DcE in SepterrneI' 1~l6325 The mail! objectivE of this orf,anization Nas 

to !.finance p!"ojects through investment loans Clnd by share participation, 

sell shares from its own portfolio:! and fur'nish manaf!eriaJ., technical and 

76 
administrat ive assistance t o public and prive.te enterprises" The 113£ 

changed its name to the Ethiopian Investment Corporation ( EIC) in 1965 

to comply "lith the monetary and bar.l<in~ .0roclamation issued i.n December 

1963 . The proclamat:.ion forb i ds any person to use the ",-'ord "Hank!: or its 

derivativps as part of the nan1e of a bus~.ne.:~s \-J'ithout securing a license 

fron the N3.tjonal Bank. Sincp. general ban}rl.rw services were p.ot included 

in t:he ~cope of ac.tivi t)es of the TEF. it WFlS necessary to chanEe the 

name to ":IC. 

The r.;rim3l"'Y objcctivH of the r:thiopi!1D Investf'1ent Cor1)oration \<las 

t o invest funds in profitable developTTwnt projects by way of equity parti 

cii]ation and medi.um and lonc·-tet'1TI 102115 complying with the devf.doprnent 

plan of the governn~eIlt. 1-1ore specifically the t:.orporation Has empowered 

to : 

1 . Make and part icipate in loans and sell stocKS or other evidence 

of ownership of any industrial cm.·i arricul tural business enterprises. 

2. Borrow money, locally or from abroad and issue bonds or other 

evidence of indebtedness. 

3 . Underhr' t te, purchase ~ hold af!d sell stacr. or other evidence of 

h · - - . b . . 27 ovrners lp of any lndustrlal 2nd av:'lcultural t.<SlDess enter'prlses 

The EIe used to require l03p.s to be secur'ed Ly a mortgage on the 

borroHer t s fixed assets such as l and , hui] d in ~'s ~ mach i nery and equipment . 

In some cases p;n U.rantees o~ third ?:31.,ties ~ whose assets C:iln be pledged as 

security for t he fina.ncial ass istance pr oviceM H2S accertp.d . If' additiol'! , 
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emphasis was also placed on the competence of thE: mc:.nagement, economic 

and technical feasibility and financial stp6ngtt of the pro-jects 'ro be 

financed. 

The cor?oration had attempted to 9rovide IT!0dium and long~·term loans 

to DeW .:lnd already established enterprises. Loans t<[ere extended to agri-· 

cultural and industrial projects , tr2nsportatiop 2nd other areas. Out 

of the total loans approved by the corporation for the period 1963/64-

1969/70 onl y 10 , 970,700 Birr (18.2 percent) went to agricultural develop-

ment as shmm in Table 6. 

Year Agricul turco 

1963/64 

1964/65 3.032 

196 5/66 2.521 

1966/67 0 .611 

1.40'+ 

1968/69 1. 239 

1969/70 1.016 

Total 10.970 -'--_._----
Percent 18 . 2 

T'lb1e 6 

Indu;.;try 

0.178 

5 . 546 

2.658 

3.960 

1 . ~61 

9.853 

2.998 

26 . 75 i f 

'14 . 3 

Transp(~rtation (\thers Total 

0.472 :>.105 

O. OlG 0.036 8.630 

0 . 273 0.296 5 .748 

17 . 292 2 . 002 23.865 

0.017 0.3u 9 3 . 331 

0 . 512 0.625 12.22Q 

O. 14f. 0 . 310 if.470 

12.564 4 .09() 60 . 378 

30 . 7 ___ . 6 . 8 __ ...-:1:..:0...::.0 __ 

Source: Ethiopian Investment Corporation~, ~~n~ua~B..er:-orts for:._ 

1966 and 1970. 

The cmphClsis on industrial nrojects ar.d other s ervices is clearly 

seen from the amount of money Clllocated to the industrial 2nd transport 

sector . Clos 8 t o 80 0 t~r cent of t he loans grant-.cd by the ETC \.;ent for 

the expansion of industry and transport3t i on f.orvice s . 
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The Ethicpian Investment Co!"'noration l!<1c .:} l so its dae share in 

initiating !lnd stimul'ltinp: invGst!:1<.:nts th!->otlSh medium <-Ind long-term credits. 

However, becaus,,:: it tril'd to cover the '?:ntir12 ecol!o;;ty,; it was also unable 

to satisfy the demand for agricultural loans. The corporation had been 

faced vlith skilled m:lnpwer 2nd capi t31 ShD::"t3.gE:8. In addition, like its 

counterpart, the DBE, it r~~quircd mortg.::tge on reAl property rather than 

relying on the paying capacity of borrowers. ThIs 'Has again very embarass­

ing for many farmers. 

The pl"eceeding discllssions have mCld(-~ it cIGar that the principal 

institutions furnishing agricultural credit h3VC: not been effective in 

fj nancing BT!lall .J.gricul tural IORns. ::':I?CaUSl~ of problems associated with 

agricultural lo::.ns, ii' W::lS more tcmpting for the institutions to make 

industria] lOi.lns sine.;; there iE~S rrr:ater security. Agriculture had 

for long continued to be small scale, sC3.t1:~rcd ,-:ond unorfa.nized. These 

and other factors inhepent in Ethior,ia f s ap;ricul tural activity has 

ret arded the expansion of agricultural credit particulilrly for the sub-

sistence farmers . 

2.1.3 Th..':..._Reorganization of "thO' neveJ,.opm"nt S,mk of r.thiopia and the 

Ethiopian Investment Corporation 

An examination of thL functions entrusted to the DEE and EIe dolSs 

not l"eveal any serious jt.:.stification for the Axistencf' of tt.-10 seDarate 

institutions. In a developin" country like ethiopia where experienc'3d 

personntsl arc sc."I.rce o.nd domestic savings arE"; liTrd ted, the running of 

separate institutions which have had parallel fields of work Has surely 

a vTaste of resources. both instj tutions wert' E~stablif)hed for the purpose 

of investing in profi~able projects in the field of apriculture, industry 

and oth(;r s€"ctors o-f the f:ccnomy . It W~"ls"< therefore, essential to merge 

those t';'IC institutions. 
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In fact, the International Bank for ""construction ilnd Development 

had sUfgested the amalgamation of the DRE with the EIe early in 1964. No 

action was tuken to mer[t.':! the institutions -:-:t that mOrlent. Later OD, 

however~ the government appointed a high level commission to study the 

situation and find WilYS and means to carry··out the merger of these 

fj nancial intermediaries. The commission recommended '"The reorganiz.ation 

and the merger of the DBE and ETC '"hich were basically similar in their 

functions after it recognized th8 inefficicnci£s of running separate 

f
. . . . . i, 28 
lDanclal lnstltut~ons 

In compliance with the advice of the commission the government decided 

to merge the two financial bodies. Conse~uently~ the Agricultural and 

Industrial Devt"dopment 9ank Sh2re Company W2.S established by decree number 

55 of 1970 by takin" over tile assets and liabilities of the Ex- Development 

?O 
Bank of Ethiopi.C1 and D,,-Ethiopian Investment Corporation-" In vieH of 

the felt need of using the scarce resources of th( country effectively 

and to promote sectoral growth of the economy on priority basis, the 

merger of the institutions was a step in the rif,ht dirt:ction . 

• 

2.1 . 3 . 1 The Establis~ment_...?f the_ Agricul tur',l and Industria~':YelopmeJlt 

Bank and i ts ob j ectives. 

The Agricultural and Industrial Development Bank ( AIDB) Hhich W'lS 

established in November 1970 3S a t-,fholly govcrnmellt owned financial insti-

tution took over most of the equity 2nd loun ~)o'~tfolio of the former D?f, 

and Ere . This newly formed development b(lnk \';2S also provided vlith 

additional funds by the allocation of "50 percent of the amount duE' to 

be distributed to the Hinistry of finance by th" ~Jational Bank of Ethiopia 

for a p ',riod of five Y"8.rs startine frolTl 1?70~O. 
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The AID Bank bec<1me the government ' s principa.l instrument for mobi-

lizin[ and extending medium and long-term investment funds into economi-

cally vi.able projects mainly in the agricultural 2nd industri.~l sectors. 

It provided ::inancial 2nd tE:chnical assistance to state, cooperative and 

private enterprises. 

The purposes fOI' which the AID Hank waE established have been 

enume:'ated in the general. stBtem<,nt of policy that Has cldopted in 1970. 

The pri nciprrl objectives include : 

1. To assist i n the d(~v~lopment of t he country by mob i lizing and 

investing all av..:tila.blc. funds ir;. economically and f i nancio.lly vi?.ble 

projects. 

2. To act :jS -rhe governr:ent' s princip,~-.. l instrUT!lent for extendin0 

long and mediurn-terr:1 credits ,"3nd equity inv(:stme!"!t in ar,ricul tural , 

industric:l and o1:her projects. 

3. To augment its'1cti.vi-ri(;s Hhero:.:vcr a?propriA.te and necessary with 

advisory or other services in planni:lg, management:, accounting, etc . 

4 . To foster the gro'o'l?th of share ownership in the country and to 

encourage Ethi opi2n investors to participate in the capi.tal of projects 

in which it has inter8st . 

5 . To select projects, subject to sound investment criteri a, on as 

b d h · 1 db · f ·bl 31 r oC1 a geografJl l.ee Fln sector31 aSlS as .ar as POSSl e 

A closs examination of these objectivc:s indicatt-}s that the basis 

of evaluation of projects to he financ."d w~s their financial viability. 

Sound management pract i c(;s, adequate accounting rHcords, and the like 

were lacking in Ethior.:ia at" that time . Hewev.::!"] such factors l.-Jere con-

sidered as bi=lsic pequir~ments .for fincmcinz investPlcnts !::y the AID Bank. 

The Bank gave l?refere:nce to thOSe f2.rmers Hith 'l".anagerial skills and re-

s i dent: "::3.I"mers. Thu~ , v'<::rv Ii ttlo att~ntl ')n \\I"as ~iv2n to the welfare 

o f th, ;ociety and "")(~aS2.nt f3.rmcI"'s I-.'cre not" .;:ligible for loan. 
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2.1. 3.2 The Agricultural Credit Policy Adopted by the AID Bank 

The agriculturi!l credit ~(Jlicy adonted by the Bank emphasized that 

agricul tural development should bo given r,riori ty to make the sector' s 

contribution as effec tive as possible . Tn order to help in tht develo~-

ment of the agricult,wal sector, the agricultural credit policy aimed at 

increasir!g domestic food production, export diversification, establishing 

a basis for industrial raw materials~ increasing the purchasing power of 

the population, and popularizing the spread of new technolop;y 32 

The Bank had attempted to grant long and medium term agr i cult ural loans 

to large and medium state farms, packaGe prcj ects and co-operatives. Ho~-

ever, it had made restrictions on the U3,s of such loans. The purpose for 

which medium and long-term loans were made incluG.c: 

1. Purch~se of agricultural and agre-industrial machinery, equip-

ment, implements and spare parts. 

2. Land development, improvement a nc. preparation. 

3 . Constructien of f a rm buildings, stor'lf'c fac ilities and barns. 

4. Purchase of livestock for dairy and. beef production. 

5. Provide stor2.ge, marketing and credit service to assist farmers 

and assure the collection of its loans. 

6 . For fencing, well drilling, and related Hater supply equipment
33 

In the case of short-term loans to cover Horking capital requirements 

for fuel, lubrication~ insecticides, etc.? borrO~lers were compeleted to 

cover such expenses froll' commercial banks or from their mm savings . The 

AID Bank considered Euch loans only if "there were farm development plans 

d f · . 1 . . h· h . f h ~ k 34 an lnanC1.a prO]ectlons W lC were S,-ltlS actory to t (; nan' . 

Loan a::;>lico.tions from large scale f arms and co-operatives VIerE: 

normally 3ccepted and approved irrespe ctive of their locations . On the 

other ha nd , l oan ::lppl ic2t i ons froe; sl'1.'1ll fa r l'1er s wer e accept ec only. 
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1. \fhen the project to be f i nar.ceri lies tvith5.n a reason,qb le dis-

tance from a branch office. 

2 . \;])ere the Bank had sufficiently large number of other borrowers 

in the area or 

3 . \'/here the Bank had made ad"quate arrangeP.'ent with ot her r,overn-

35 
ment agencies for the supervision of such bOI'ro\.Jers . 

Because the Bap]( considered that it "as too costly it emphas ized 

the development of co-operatives to meet the cr edit needs of the smi111 

farmers . It was claimed that co - operat i ve societies provide a chC1nnel 

through which credit could r each small farmers. 

Collateral Requ i rementE and Interes t Rates 

It is a common practice to 8~nmine an applicant I s repayment capacity 

for a loan. Col l ateral requirements have to boi: fulfilled so that the 

bank can redeem its resources in cases of defaultjn8 borrowers . Suc h 

requirements may also help t o ensure the effuctive utilization of credit . 

A very high standard of collateral requiremant v,rould, however , exc lude 

some viable projects fro~ rece iving loans . 

Prior to the l and r " form , the AID Bank's agricultural credit policy 

demanded high security rcquireI'1ents from farmc)."'s . These requirements 

made the bank I s credit service inaccessible to t iy "easants . The Bank 

sought, as collateral, mortgagBs on real est()t~. Preference ~.Jas g iven 

t o mortgages on property ,-lith Town Title Deeds. In the case of farP.1ers 

who used to take crop loans which were repayable in l€ss than one year 

and were mostly taken in kind, !?ersonal guarantees were accepted . 
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The value of the property offered as collateral was determined based 

on thE free market pricE decreased by 25 percent . The following table 

gives the collateral needed as percent of the advanced loans. 

Collateral Requirement~ 

~jpe of Borrower 

Special resident farmers and 

share companies 

Resident farmers 

Non¥-resid8nt farmers 

Collateral needed as 

percent of advanced loan 

(100 - 125 ) percent 

(125 

(175 

150) percent 

200) percent 

Source: AID Bank, "Statement of Policy of AID Bank", P.14 

In addition t o the above rsquirements farmers were also obliged to 

sell their produce a.t fixed prices to the Subsidiary of the Bank to 

enforce repaym2nt. This had definitely prohibit8d farmers from benefiting 

from any price increase. 

The AID Bank also required that all property put up as collater~l 

including machinery and equipment purchased from the proceeds of the loan 

to be adequately insured. All expenses incurred in this case were co-

vered by the borrower himself. 

The AID Bank used to charge an interest rate of 9~ percent for 

both working capital and investm,mt capital. Although the interest rate 

collected can serve as a sourc~ of funds there is al\-lays danger that the 

number of participating farmers may diminish from time to time if they 

feel that the rate is hi gh. I nter es t payments on agricultural loans 

h · h · h·· . h Af . . 36 were gener al l y 19 l n Et lO~la as compared Wlt some -rlcan countr1es . 
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The AID Bank oUfht to have at least charged lower rates than Commercial 

Bank . However, the interest rates on a£ricultural loans were higher 

than consumption loans, for instance , while the lending rates for 

fertilizer loans were 10~ percent, Commercial Bank of Ethiopia was 

charging 10 percent on personal 10ans
37 

All these show that the interest 

rate policy of AID Bank was inconsistent with its basic objectives . 

The preceeding discuss i ons have attempted to review the agricultural 

credit policy adopted by the AID Bank prior to the Revolution in terms 

of the general objectives of the policy, collateral requirements, interest 

charges , etc. It can be concluded that the policy had not been in general 

directed to benefit small farmers . It failed to achieve the stated ob-

jectives. 

Although the pOlicy aimed at increasing the domestic food produc-

tion, loans were made to big commercial enterprises and landlords who 

were engaged in cash crop or export crop production . Subsistence farmers 

were unable to buy new technologies and improve their productivity. 

Hence, the idea of increasing the domestic food production continued to 

be an illusion. In addition, tenants were reluctant to request loans 

and improve their farming occupation since the increased production was 

appropriated by the landlords . 

r1any small farmers who 11ere seeking assist2nce were also unable to 

secure bank loans because of the high collateral requirements. The credit 

policy of AID Bank 1,'as not concerned with the welfare of the rural masses. 

The Bank's service was only accessible t o the landlords and big commercial 

farners who at that time were ab l e to offer the collateral requirements 

needed . 

The AID Bank credit policy had a lso disqualified the subsistence 

farmers who were living in ref:lote rural areas . l,ccording to the pol i cy 

the Bank was only concerned with farmers Hho \<Jere living within reasonable 
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distance from i ts branch offices or with those farmers who were inside 

the operations of packa~e projects . But the number of farmers who were 

within reasonable distance from the AID Bank branch offices or inside 

the operat i on of packag~ programmes was very small . Hence, the credit 

policy had a built i n bias, against small farmers . The problem of small 

farmer s ' credit need was recognized only in 1974, when the board of 

ciirectors of AID Bank recommended that financial and technical ass i stance 

should be provided to the large percentage of peasant farmers not served 
38 by the package programmes 

On top of these stringent conditions, the Bank had also Horsened 

the problem of the subsistence farmers by Gemanding that all property 

offered as collateral should be adequately insured at the expense of 

the borrower . The cost of adequately insurinE the property was, however , 

too much . Farmers were also deprived off any temporary price increase 

since they were compelled to sale their produce to the Bank ' s subsidiary . 

2 . 1 . 3 . 3 The Loan Operations of the AID Bank 

Inspit e of the stated limitations of the policy , the AID Bank has 

made a marked effort to finance development activities . The establishment 

of the AID Bank had created a favourable expanding investment condition. 

For instance, the DBC and the EIC together made only a total of 31 . 706 

million Birr from 1963 to 1970 while tha AID Bank was able t o approve a 

total of 215.063 million Birr in five years time . 
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Table 8 

Summary of Loans Approved to Different Sectors by the 

AID Bank Before the Revolution (in million Birr) 

Year Agriculture Industry Others Total 

1970/71 13 . 166 1.836 1.041 16 . 043 

1971/72 19 . 152 5 . 711 3 . 306 28 . 169 

1972/73 17.132 28 . 959 1.021 47 . 112 

1973/7lf 26 . 183 19 . 527 2 . 164 47.874 

19714/75 64.766 11.099 na 75 . 865 

Total 140 . 399 67.132 7 . 532 215 . 063 

Percent 65.28 31 . 22 3 . 50 100 

na = not available 

Source: AID Bank Annual r eports 

!.s the ilbovc, table indicates the agl'icultural sector received the 

largest single proportion of the total credit disbursed by the Bank over 

the fivG ye2rs. OnJ.y a little more th2n one-third of the total loan was 

advanced to the industrial sector. 

The breakdmm of the agricultural loans advanced to the different 

credit takers shows that multi-purpose coo!,erativcs , privately owned 

modern farms , dairy development projects and later on the Agricultural 

Inputs MarketiI!g Service Share Company were th E;: main recipients of the 

AID Bank's agricultural loans . 

Year 

1970/71 

1971/72 

1972/7 3 

1973/71• 

1971l/75 

Total 

Percent 

Table 9 

Breakdown of Agr icultural Loans to Different Loan Groups 

(in million Birr) 

Individuals Cooperatives ethers a Total 

No. Amount No /\mount No Amount No . Amount 

132 5 . 803 4 7 . 363 136 13 . 166 

106 8 . 4';8 10 10.703 116 19 . 152 

117 5 . 039 12 3 . 561 25 8 . 522 154 17.132 

149 5.5 l fl 17 10 . 389 18 10.254 18 l f 26.184 

30 2 . 957 14 7.166 10 54 . 643 54 64 . 766 

53 l f 27 . 789 57 39 . 182 53 73 . 429 644 140 . 400 

82 . 92 19.79 8 . 85 27 .01 8 . 23 52 .30 100 100 

Source: AID Bnnk Annual Reports 



a Includes diary dcv"lopment projects and the Agricultural Inputs 

Marketing Share Company in 1974/75. 

Those l abel l ed as co- or-eratives !;ere not co- operatives of smal l 

scale subsistE:nce farmers . They ,<ere co-operatives of relatively smaller 

commerci a l farmers engaged in the production of cash crops such as cotton, 

39 coffee and sesame In addition people '''ho Nere not farmers (for in-

stance mer chants ) by occupation were also members of the co- operatives . 

This i mplies that the assistance rendered by t he AID Bank for Co- operatives 

was not directed t o the benefits of the subsistence farmers. Moreover , 

the number of co- operatives was very small . Those grouped as individual 

farmers Nere mainly farmers ;[110 OHn large farms and mostly engaged in 

the production of cash crops . Therefore, the credit needs of the sub-

sistence farmers Here not met by the AID Bank. 

In general, the Bank excluded More than 80 percent of the farming 

population from its credit programme due to its inflexible requirements 

of collateral and other security measures. In order to alleviate the 

credit tf:e credit problE:ll' of the smi'lll farmers, the Bank conceived the 

smal l far mers credit programme (SFC) in 197'\, A pilot programme was 

expected to be launched during the next year "to study the speci al needs 

of small fa r mers in regard to credit needs for farm inputs, operating 

d ~ d k' . 11
40 

expenses ~ an post IIlJ.rvest an per- mar £t~ng requl.rements The next 

year, h0;[€ver, saw the outbreak of the revolution and the state ' s attent i on' 

was shift ed to the socialized sector . Therefore the SFC Has not implemented. 

2 . 1 . 4 The Development of Package Projects and their Credi t Programmes 

As pointed out earlier, Ethiopia was compelled to adopt an integrated 

rural development strategy in order to accelerate the '2conomic growth and 

development of agriculture . This idea Has particularly necessary because 

of capitJ.l and manpower shortage, and was emphasized durinp the third 

five-year development plan p"riod (1967-1973). As a result several 

comprehensive, and minimum pack23e projects hdve been initiated and 
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implemented . The Chil~lo Agriculture Development Unit ( CADU) and the 

Halama Africulture Developr.lent Unit (I,ADU) "ere the first tHO comprehensive 

projects established in Arssi and Sida~o udministration regions respec-

tively. In addition to these comprehensi.ve projects minimum package 

programmes were also launched . 

Lack of credit institutions to s~rve small farmers prompted the 

peckage projects to include credit as a major component of their packages 

and organize farmers in such a way that it Hould be easier and less costly 

fer AID BANK to provide cr·edit to small farmers. Thus, it would also be 

important to evaluate the performances of these credit programmes. The 

following sections will attempt to examine the evolution of the compre­

hensive and minimum 9ackage projects, and the effectiveness of their 

credit programmes. 

2.1. If.l The Evolution of CADU and Its eredi t Pro(,ramme . 

In view of developing peasant's agriculture the: £:overnment deemed 

it necessary to est2blish a comprehensive project in Chilalo Awraja 

besec upon preliminary investigation and recomloendation of the Swedish 

International Development {,uthori ty (SIDA) . Chilalo was selected on the 

basis of its natural conditions, marketinr .1nd oHnership conditions and 

the possibilities for expansion . Hence CADU Has started in September 

1967 ,·lith the folloHin" objectives. 

1. To raise the r""l income of farmers mainly with holdings of 

20 hectares or lESS. 

2 . To elicit participation of "mall farmers and local government 

3uthcrities for the deyc.loDment Hork. 

3. To control adverse employment effects and, E6ncrate neH 

additional employment opportunities . 

If. To narro;' income disparities by directing efforts mainly 

tow2rds furmer's in the lower inconl(! br'ackEts. 
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5. To search fer suitable methods to further rural development, and 

6 . To tr2in staff Jnd CreJtE possibilities of applying the exp2rience 

f.;3ined at CADU in "reher Jreas 41 . 

The integrJted Jctivitics of the C:,DU programmes considered both 

social a r.d economic development in that it included, JdaptivE: research 

on crops tind livestock pT'oduction~ development of improved farm implements, 

dissemination of tested technological packages through extens ion programmes, 

provision of agricultural credit and marketin~ services, building of in-

frastructure, promoting Goil conservi~_tion r.leasures and the like . 

The credit prcgramme of CADU ",as 12unched in 1968, the purpose of 

which "ms t o proncte the introduction of inncvJtions, by giving farmers 

the possibilities to buy the neH inputs in credit at reasonable prices , 

d 1 · h " . - h f '!2 an part y to l@prcv~ ~ e ecuncmlC Sltu2tlon or t e urmers . As a 

result f2rm credit Has: 

1. Provide only in kind (lnd for production l'urposes~ and 

2 . Only of short 2.nd mediuir- ter'm r.c: ture "lith the maximum payable 

'13 period being five yeGrs 

ThE: minir.mm amount of creci t an indi vic'Jal farmer can borrow ylaS 

laid down t o be 50 birr ",ith dc-,m payments ranginf; from 25 percent to 

75 percent . In addition b-;,( :!u2.rant:crs cf reputable ch:J.ractcr ,,,ere 

stipu12ted necessary as secu!'i ty fer the l(:2.n:l one cf whom \<las required 

t o be thE landlord if the borrcwcr It,laS a ten2.nt . A sip;npd lease agree-

ment betHeen the tenant and the landlord ",as "lso needed . Such stringent 

securi ty requirements by Ct,DU had excluded the pocrest sesement cof the 

target pcpulat ion from the credi t prcg~2.mme . ~jany small farmers were 

unJble to affcrd the required d~wnpGyment , Seme landlords were not 

' 11 ' 'h 1 44 w J. lng to slgn t.e e,J.sc 3[reeQent 

Initially all classes af f2rmers were eligible to participate in 

the crEdi t ~rc[7.r2mme . H"t-Jevcr, since bir landlords bEnefited mere from 

such iJ pol icy it "'IS compellGd te, restrict participation only to 
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landowners cultivatin~ less than 20 hecteres anj tenants cultivating 

less than 30 hectares . 

The AID Bilnk made credit availablE: to CADI) in the form cf inputs 

at an interest rate of 10 percent per annum. CADI), on the other hand, 

disbursed the credits at an interest rate of 12 percent, the extra 2 

percent being intended to cover the risk and supervision costs. 

A breakdown of the total amount of credit distributed by the 1'1'0-

ject shows that both the volume of credit and the number of ~articipants 

have increased substantially. The total ~mount of loan distributed had 

increas~d from 15,700 Birr in 1968 to 1 ,'137,517 Birr in 1971. The 

number of participants hild also increased significantly . This marked 

increasE after 1970 is believed to be th~ result of the revised policy 

of the project that favoured small farmers . 

Tiilile 10 

Credit Disbursement by CADI) (1968--1973) 

Year Number of Borrcwers Amount (Birr) Aver-ave Loan (Birr) 

1968 189 15,700 83 

1969 868 158,461 180 

1970 4769 502,875 106 

1971 14164 1,437,517 102 

1972 12624 1,108,632 88 

1973 13302 961,938 72 

Source: Tesfaye Teele, an economic evaluation of ap;ricultural 

programmes in Ethiopia , 1974, P. 8S 

The perticipation rates and the loan size declined after 1971 

probably because of the fall in th" ;,rice of wheat in 1972 which may 

. 45 hilve contributed to their decision of not usinr farm lnputs (,nother 

probable reascn could be the fact th2t lzrf'e numb",r cf farmers had 

b . h f' . h" 6 egun DUylng t c arm lnpuTs lD C::S 0 
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An analysis of thG l02.ns ac~vanced to different inccne classes 

(land size is used as a proxy for income) shows that farmers vii th 

higher holdings accounted for larger amount of credit ( see ti>.ble 11). 

Tenants constituted only 8.5 percent of all credit users in 1958 and 

15.4 percent in 1969 in the CADU I,roject area . But the numb0 r of 

tenants and small lando\·mers increa.sed as of 1970 in response to the 

restriction made on credit takers . 

TablE 11 

B!Ceakdown of CADU Crodit Among Diff8r(ont Groups of Farmers 

Year Total nu:r.ber of Borrowers Perc~nt tenCin1:S Percent owner 

cultivators 

1968 189 8.5 91. 5 

1969 868 15.4 84 . 6 

1970 L069 27 . 6 72 . 4 

1971 14164 38 .7 61. 3 

1972 1262L~ 30 .4 69 . 5 

1973 13302 21. '! 78 .1 

Source: 1 . Henock Kifle, An Analysis of CADU Credit Prog!'aiTlme 

1971/72 - 1972/73 . 

An appraisal of th.:: o~"Ieration of CADU credit proeramme revea l s that 

the package prof,ramme hac not been successful in narrowing income dis-

parities a lthough it had helped t o br.inr- about economi c growth . The 

aristocratic land tenure system helped large owners tc benefi.t mere 

than small holders from tt e: cr'€.dit prograrrlme . l'~orcover, many tenants 

were displaced from their holdings by landlords who realized the benefits 

generrtt:e<i by the credit ;:rogramme and mechanized their fi1rms . This 

income disparity had acc~ntuated even ~fte!C the revis~d policy was 

adopted by the )roject . 
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2 . 1.4 . 2 W~DU tind its Credit Progr~mme 

The Walamo (now Walayita) awr2ja "'us also high in the priority 

list of areas selecttd for package programmes tiS envisaged in the 

third plan. The area was one ef the mest densely ~opulated re3ions 

in the country. The awraja was pr'imar'ily selected because i nhabitant s 

(the wtil ay i tas) were socially c~hesive and traditionally familiar with 

group activities and organizaticns
47 

The regicn was considered to be 

aD area. 'where rural research .::.nc. develc:pment programme could hc.ve a 

maximum impact. Therefore, th~ Walamo aGricultural Development unit 

(W[,DU ) was established in November 1969 with a ",orld Bank credit 

assistanc(~ to accomplish 8cmB r:.ajor tasks vlhich included: 

1. To raise the incomes of small hi[!,hland farmers and settlers 

2 . To help in bringing ubcut a shi.ft from subsistence to 

monetized agric~lture in the district. 

3. To increase the gcvernment's tax revenues, and 

4 . To demonstrate the impact of the development effort 2nd provide 

d " h fl' f h d . . E h' . 48 a t a ... or t e ormu ....... at~cn 0 at er eveloprr.ent r,roJects lD t lOp12 

The above objectives were to be achieved through ap intensive and 

integr at ed appr oach ·,thich i ncluded the provi sion of advices, road eon-

struct ion, land clearine and soil conserv<Jtion, extension services, 

l i vestock innoculaticn campaign, construction of marketin? and coffee 

processin£ centers and ,m agricultural credit pr'ogramme for imprev€d 

seeds , fertilizers 2nd improved farm implements. 

Like ChDU, this project also used te (ret funes fer the credit 

pro£ramme from the AID 32nk 3.t an interest rate of 10 percent pCI' annum , 

and used to lend it to farmers in the ferm of farm inputs at an interest 
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rate of 12 percent. But WilDU pr cvided cash l oans for consumpticn pur­

poses in addition t o the production credit. This was dcne deliberately 

to hC!lp the farmers stop borrowing frcm local ITIoney landers for holiday 

celebrations . 

Unlike the case of CADU , all c12sses of farmers owner-cultivators 

as well as tenants~ small scale as wall as 1arre scale f~rmers were 

eligible for credit from VlADU as l ong as thEY ware full1:ime farmars 

within 1:hc project area . 

Wi th reljard t o security requir8iT1ents, ';;1ADU has more libcr31 security 

r equirement the.n C!\DU because a ll it required Has that ea"h borrower 

presents two guarantors that WEre acc~ptable to the screening c0w~ittec . 

There were, hcwever, indications that p(')or tenants scmetim£.s found i t 

difficult t o find guarantors whc HerG acce~tab J.e by the comnittee . 

The credit activitilOs of \;l\DU h"d e>:lJanded both in terms of the 

nunber cf pa~ticipants as well as in tErms of the total value of credit 

advanced . Moreover, as tabl", 12 illustrates thc' average loan s i ze has 

been constantly increasing over the years . This ,las mainly due to the 

introduction cf cash advances (or consumption l eans ) s i nce 1971. 

Table 12 

Credit Lxtended by WADU (1970/71 - 1972/73) 

Year Nur.ber of f armers i l.ffiount (Birr) f; verage loan (Birr) 

1970/71 3,923 80,169 20 

1971/72 4,791 159 , 339 33 

1972/73 7.040 303 , 960 41 

1973/74 10,000 na 

Source: Tesfaye Teele, (1975), cp o c it , P . 31 
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Although the above table shows that the participation rate of 

farmers expanded s i gnificantly, the number of partic i~-:ating t!..!ncJ.nt 

farmers was not up to the ex~ected level . Like the case of CADU credit 

programme, bigger cultivators t ook larGer quantities of inruts distri-

buted by l'IADU on credit . The proportion of tenants who took credit 

from WADU was 11.2 percent in 1970/71 and 12 .1 percent of all credit 

taker s in 1971/72 (see table 13) even though abcut 40 percent of the 

49 
farmers in the area were pure tenants . 

Table 13 

Breakdown of LOdn Between Different Classes of 

Borrowers in WADU 

Tota l Number of Per'cent Percent owner 
Year sales Tenants Cultivators 

1970/71 3,923 11.24 86 . 76 

1971/72 4 , 791 12 .14 87 . 86 

1972/73 7,040 na na 

1973/74 10 , 000 na na 

Source : Tesfaye Tecle 1975, 9'p~.c:i:t" p .3l 

Inspite of VlADU's Liberul Credit eligibility and collareteral re-

quirements tenants did not fin~. it worth t2.king the risk of purchasing 

yield increasing inputs on credit under the prevailing share cropp ing 

arrangements . 

2 . 1 . 4.3 The Credit Programme of Minimum Package Projects 

Even though "comprehensive" packares such a s CADU and WADU wer e 

essential ccmponents of the develorment process they Here found t o be 

too costly both in terms of manpower and financial resources t o be 

expanded on a large scale . The plan t o reach 90 percent of the f arming 

popUlation within fifteen t o tw<on·ty year s th!'ough larr-e scale expansicn of 

intensive package projects beca~e doubtful as early as 1970 . For this 
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of cor,centratine; efforts only on fe<" proven innovations (such as ferti­

lizers and improved seeds) was developed to reach cl laq;e number of farmers 

by employing methods and innovati00s developed and tested in the Compre­

hensive Packages. Thus the first phase of tre )'linimum Package Project 

(I1PP- I) was launched in 1971 "i th technicill assistance from SIDA . The 

second phase was planned for 1975-80 but due tc the land refor", and other 

problems it was delayed until 1980. The official terminal date of the 

project ,",'as in Hay 1985. 

In order to administer the MPr and to Co-ordinate and supervise the 

Comprehensive Package Projects, the Extension "nd Project Implementation 

Department (EPID) was established in 1971 as an autonomous department 

within the Ministry oi' Agriculture. \!ith the estahlishmpnt of EPID, all 

previous extension prog-rammes of ·the ~1inistry terrlinated. NP areas were 

selected from all parts of thE' country on the basis of availability of 

tested innovations adapted to the area, importance of small scale farm­

ing in the areU5 past experic;Dce with r;~spect to farmers I response to 

innovations and th"ir attitude tOHards chan,"':"'. Usually model HPP areas 

were located a long the main r.oad encompassing an area of 3-5 kms on 

either side of the road. The launchinr; of ~PP had made it possible to 

demonstrate to the farmers improved agricultural practices and necessary 

farm inputs on credit basis. 

Lending policies and procedures of t-lPP were fenerally similar to 

that of the comprehensive projects. ErIO Has appointed as one of the 

agents of AID Bank in rrrantin" credit . An estimate of the inputs required 

for a riven season by the ~lPP was i'rovided by ErID to the AID Rank) Hhich 

was responsible for procurinE in~uts. The distribution of credit, the 

making of folloH-ups and the collection of repaymEnts Here the respon­

sibilities of EPID. 
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The t1PP adopted CADU's modified credit Dol:i.cy by limiting parti-

cipation to farmers who were cuI tivatin~ 20 hectares or less . lill loans 

were given in kind.. Short-term loans in the form of secds~ fertilizC!I', 

herbicides and insecticides Here offer.-::d. Credit in the first year Has 

lirni ted to n m2.ximum of 200 Birr but Nas possible to increase it to 400 

Birr in the second and subsequent years. No nJinimuQ credit limit I-las 

stipulated . Even then loans WE're provi-i"d only to those farmers who 

had settled all their previous loans i.ori th EPID. In addition, if 90 

percent of the borrONers in a .l:iven extension area had not repaid their 

loans in full ~"ith in two months after the du(': dute, no further credit 

. d k 50 programmes lid s to be un erta en 

The collateral requirements of :71e HFP w\~r:'; also similar to th(~ 

secUl'ity requipements adopted by CADU "ith sligr!t differences . The MPP 

required C) sigrH~rl. Lease Agreement betH0fm t0nants and landlords and t\.110 

guarantors ont:: of irlhoJ:~ was to be th(~ landlord if the borrower was a 

tenant. The pr oject requirE-d a 2S reT'cent down payment for all loa.ns while 

CADU required downpaymt:nt ranrrin8 f-rom 25 percent to 75 percent. 

It was stilted earlier that the provision of agpi.cultural credit to 

the farmers Nas an intcgT'nl component cf the ~ ·lPp in c· 12r to enable 

farmers to buy neH innovations on credit basis. In response to this 

object i ve tl1ere Here 9 MPP areas in seV0n admin3.str1.tive revions ... ",hich 

distributed 5722.5 quintals of DAP anci 1035 quhltals of urea to 46g1 

participants. As time went on, the crc;dit progri'lI11me ex;)anded and it 

covered all but Arssi administrative rl='~gion by 1973. 
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T~b1e 14 

Distribution of !.:?ID Loans to t1!'F Areas 

Credit Participant_s 

Amount of Amount of Nuwct' of Percent Percent 
Fertilizer S2ed (Qt. ) Sales Tenant OVlner culti-

(Qt . ) vator 

9460 . 3 222 4691 11. 7 88.8 

20174.0 200 12706 12.1 87 .9 

35160.0 860 25424 15.4 84.6 

78475.0 2000 55000 n<~ na 

Source: [FlO, fPID Phas8 II-Proposals for the Fxpansion of FPID 

Durinp 1975/76 - 1979/80, ,~ugust 1974 

Insr-·i te of the marked increase in the number of participants of the 

credit pl'ogramme of the ~1PP, the nurrtbcr of participating tenants was again 

unsatisfactory . Tenants constitute at Ifast 50 percent of the farming 

population of all npp 3re;.3s
S1 , But not more th1lD 15 percent of all 

beneficiaries of the credit progrdmme ·l"1er~1 tenants (S~f! table 14). Be-

sides, the perc(mt of pure ten2nts Has v2ry unsc:tisfactory. For exam~le, 

for 1973 alone, 1+.9 percent were purt.; tenants with the remaining 10.5 

52 
percent beine farmers who both own and rent land . 

The main reasons for such a low tenant particip~tion were basically 

tHO. Th8 first was the disinc0ntive that the feudalistic land tenure system 

created on the tenant's decision to adopt nel< inputs th,nt involve risks 

associated with credit. ThE second reason was the unwi11inp.ness on the 

part of thG .landlords to participate; in the cost of credit but took over 

half of the output. On top of this some l;::nr.lords HC,l'E not Hi11i!lg to 

sign a l ease agr~ement to thEir tenants to participate in the credit 

programme. 

In addi tioTl to the land-Tenure syste;n J thf:r& wer0 oth.;I' tvcaknesses 

also. The Ji1urkE..ting structure -foY' af.!"icul turr:l comploditi~s did not favour 

small farmers. The rricc offer!:!d for .:lgricul tural Lroducts w.:ts 1m·]. As a 
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resul t farmers were less inclined to 1.lS!=~ imyroved inputs . For instance, 

the producer I 8 price for grain :f;:;S so 1m·: in 1972 that farmers \-Jer e un­

able to reray thf:ir debts. It is, bO'deV(!r ~ astcr.ishinp, t(; set; that the 

price of f'...::r'ti1izer was rising c0nstantl~1 at the s a.me time. The operation 

of the MPP ',las also discriminatory. Trad" centers throu.o:h Hhich credit 

was distributed Here established a1on~ the rn·:iin road. Credit services 

Here extended only 3-5 kms. On either side of the road . Hence farf.1,ors 

who dwell aHoy from thE.. major road werE! not able to hcn0fit from the 

credit services provided by the pror~rammE:. 

2 . 2. Agricultural DGvel opm£nt StratGgl_es and Agricultural Credit 

Us," After the Land Refor·m. 

2.2.1 Ag~icultlu~al Deve] opmcn-t:. StrE-t'::r::iE's and Il'sti tutional Reforms: 

Befort; 1974 , "the n,3. jority of Ethio~JiA.r.~s in rural areas had ,?oor 

o('c ess to thf~ major productive resource ~ lund] and a very tenuous sE:curi ty 

of its ust::. Tenants ., ltlhich in Eth i opia amounted to at least 50 percent 

of the farminB' popul'Ttion) could not f~el secured since their ",' elfarl~ \\fBS 

dependen t safely on the judgement and good Hill of landlords. The in­

equitable distr i bution of land wealth acted M' a 10ttl"neck to economic 

groHth and developmc,nt by depriving the poor of sufficient incentive to 

Hork for higher productivity. Therefore, it Has necessary to dismanatle 

the land holdin8 system in ornor to accel erate rural development and 

increase the incomes c:c thE. rural T!1asscs. This Has the first task of 

the ne\.,r government which came: into pOi ... er folloHinr the 1974 Revolution, 

The proclamation to provide for the public oHller'ship of rural land 

was issued on r·1 n.rch q 91975. The hasic ."tim of the reform was to change 

the 8H,rari211 relutions so that the .?ea s~nt ma:JSt~ S could be liberated 

from age old feudal opr(~ssion ~.nd injustice. The rroclamation has 

stressed tho neec.! for instltut2.('na1 chan~fes which are fundamentals for 
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the realization of the c: ims of the 12nd 'l';'{..:fcrm. Consequent t o the 

l and refoT'n s(,~veral institutions haVE) teen cst·:::!blished in rur21 Ethiopia . 

Th(::! rural :)op:l.lation of Eth i opia Has ol'p:a.nizE.:d into peasant asso·· 

c i at i ons . These associations are the basic up-its through which the 

government and other institutions mobilize the T'11ra.l ppople to achiev(·; 

given ob j ectives. They havE become: strone links between the sta t e and 

the peasantry in politic21'l social 2nd t~cono!f'Jic lTl.a.tters. In partic ular 

they huve ,loyed an act ive rolE.' in the distribution of land among t h,? 

rural population. By t he r:nd of 1983 there \.7~re about 19,771 peasant 

assoc iations with An r::.s tima:ted total memhsrshi:;> of eve!' 5 . 3 million 

53 
peasants 

Alonr.; vlith th02. de;v t.2lopment of peas-7lnt C's.;(';ciat i on s the for mation 

and expansion of servicE:: Co- op''::r'atives W:=:iS intcmsif i r:d in rural Ethiopia. 

The main func t ions of th8 SE.I'vice Co- o~-=r"lt i.ves inc l ude the marketing 

of produces:: providinp,: storages and su}:olyi n(~ inj)uts and CCr;Slliller goods. 

According tc the proclamat i on of December 1975~ service co-operatives 

were to be formed each with not l ess than tr.:r(:S' -qnd no t more than ten 

. . 54 
peasant aSsOclat~()ns An estimAte of the l'lirds·tr y of Ap;ricultuI'e 

showed that about 3,913 serv i cc co- oper'}ti V(~S re"')r~senting over L~ . G 

million peas:J!lts hF.lvC beon form(:!G by the <::nd (1£ 19:?Lj55 . Most of the 

service CO'-op8rC1tiv cs have given pr i crit) to the f:stablis hment of co-

operatives shops, a nd h-3ve not yet bep~ in d posit ion to fulfill the iI' 

other econcmic funct:icns 3dequately. 

In addition to peasant association 3.nd s'~Y'vicQ co- operatives, 

producers I co-oper,qtives have bE:i.::!l promoted to socialize the rural 

economy. The: main objective of .zstablishi!1[ the producers co-operatives 

HuS to nrr:aniz\; -:hc rural p~ople into effective producti.on units operat ti 

haVE:: been accoI'ded priority in tlH~ dist-ribu"t:!cn __ 'f inputs 3nd crE~ctit. 
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D · ' d ab1' J • f d \ . eSpl te conSl or c aSslstanC'3, t le prO!T!otl '::T: 0 pr o ticers co-opera tlves 

has been s low. There were only 1,489 prcducGr's co-oPeratives with a 

total mel1'bership of 94,368 peasants by the "n,c o f 1981156 . The member-

ship cf produc~~rs co-operatives constitutn abcut 0.3 percent of tho 

rural population. In the sphere of producticn th ... contribution of 

producers I co-operatives is meager ~ less tln.n 2 percent. Agricultur':ll 

output is still dominatod by the privat., peascmt s ector Hhich accounts 

for over 90 percent Df the cultivated lane:! and crop production (see t able 

15) . 

Table 1 5 - ----
Total Area CultivdtC'd and Total Product jon (1978/75-1984/85) 

-----
Year l\rea ( '000 Hectares) Production ( ' 000 Quantals) 

State Coops e PI'ivat e Percent State Coops & Private Percent 
farms s<;"~tt .:'(::- p~!asants to I='riv. -Farms sGttIe- p\?~sants to priv. 

ment peasDnts ment peasants 
----

1978/79 158 . 6 n~l 5927 . 3 97 J~. 1600. ~. roa 471182 . (J 96.7 

1979/80 148.9 nu 6187.3 97.7 2370.1 na 7L'726 . 4 96 .9 

1980/81 234 . 3 51.2 6004 . '1 95 . 4 3555.2 389 . 3 65254 . 6 94.3 

1981/82 247 . 7 72.4 5918.3 9 11 . 9 3788.1 733 .1 62094 . 0 93.9 

1982/83 258.1 83.4 6044 .1 94 . 7 3425 . 1 1125.9 G3531.8 93,3 

1983/84 178 . 1 118.2 6137.0 95. !.~ 27~19 . 2 1038 . 2 61535.9 94.1 

1984/85 199.9 122.3 5781. 5 9/+ . 7 3615.1 R59 . 6 45102 . 2 90.3 
------_.-. __ ._---

Source: ONCCP, s1:h and 6th Develo,:>ment Campaign Programmes and ten 
.. _---

Following the land r~~form ()f 1':375, priv.Jte cO;illilercial farms establish·-

ed before: the rcvoluti~n \·H;=r 2 transformed into s tatE: farms . Th e Most 

import.:lnt objectives 0f the state farms arE-: t o prorrote import substi-

tutiOI1:t to produce export commodities pmd industrial ravi materials and to 

<;7 
bring addi tiona} 12n<l und<.r cuI ti'latio'1- . Jnspit~ of th~s(' objPctives, 
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state farms hav<·~ been produc:in~~ cereals and. ether dC'i"12Stic food staples. 

On thE: aV'2rag(: st2.te farms comprise less than fi.ve. [,preent of the- tot.:]l 

cultivated land ana produce not more than f5.vr:: percf.;nt of the total 

agricultural. production. 

State farms have been most of the tim~ handicappec by financial 

and economic prohlems. Although they ar~ mechanized and consume about 

80 percent of the fertilizer supply and over 70 percent of the improved 

seeds distributed, their yield are reported to b<= no higher then the 

58 
pl.::asant sector They have bE:f~n mostly engag3d in horizontal expansion. 

Hare rect'.;ntly, hOHe ver:. they have attempt'.-~~~ to improve existj-ne- farms 

rather than incrC::J.slng thd siz~ of tht .. ir farms b€'c(Juse of inefficiencies 

resulted from such expansiuns. 

The Ministry .)f P.griculture Has also reorgFlnized in lin~~ Hith the 

ne~l development path. lki-'! dE:'~artments ~vt;~re established to take over 

the functions uf EPID. Agricul tural Devi~loprr.e!1t D(:partffiant, Animal 

R£::source Development Der.,rtment, pE:asant associations oDd co-operativ(~ 

D~velopment D8"?artment:) Boil and Hater Conservation Derartmt::nt;; Fisheries 

Development D2partment 9 Trainin~ '3.nd Enp;ine8ring Service Department ,,,,ere 

established. To reduce work l oad, and .~dm inj strative difficulties the 

extension sErvices of the Ministry Here more concentrated at the ~lored~ 

level . Hence phase II 0f the flPP cov0red over 4'10 Woredas throuRh the 

provision of inputs and technic.'"'11 ,qi!ViCl,': to raise Rgricul tural prcduc-

tion. In any ca.se:" the service rendered to the pea.sant sector haVE: not 

been adequate relative to the d2mand . The Ministry of {,gricultur€, 

therefore,develoj)ed oDd launchEOd a new rrogra.mme called the: Peasant 

Agricultural Devc:lcp~ent prosrammt ( ?ADEP) in an effort to improve 

the perform<3.nc.-3 of carlier pro~r:3.mmcs. 
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This programme focuses on improvinF 0:-~t(:nsion services and re-

directinG agricultural research towilPds jbdsant Bector requirements . 

Hence , farming systems research has become an integral component of the 

prol3rammf-;. Th,:, programmE. is de nir.;ned to he op(-';Y'ational in n zones de-

signed as ?ADEP zones. From th8 8 zones 250 high potential T":oredas 

have been sel(,:=!ct~d 2S reas of emphasis. This approuch .Ls believed to 

be more productive than the approach fo11Q',,,eo by the M?fJ:, where limit~d 

resources have been thinly spread over 440 Hor'?das., 

2.2 . 2 Agricultural Credit Usc After the Revolution 

Agricultural credit in pre-Revolution Ethiuj?ia Has not as productive 

.J.S it ought tc hr1ve been primarily bt?causE; of the existing feudal l.,nd-

tenure system . As a resul t of the Rural L::m(l Proclamation of Harch 1975 

a r~vision of the 01d CJ.~r'icultuI'al c.rlJdit policy ",'a.s necessary and sub·-

sequent insti tutio!1al !'(:;-crrangemG;J.ts wore !nolO,'':. t ne:"1 agricul tura.l 

credit policy Nas drafted aDd implL!ment~d i.n 197E , Th:.~ folIc-wine sections 

Hi ll try to examine t~e fund2mental objectives of thiS ATD BanJ: and the 

basic features of th(~ revised credit policy tC·i~Bthc-:r Hith the achi evem(.;:nts 

of t he Bank. 

2 . 2 . 2 . 1 The Aims ::>f AID Bank in Post- Revolut.i on Eth i op i a . 

The Board of directors of AID Bank adOl)tc,d u revised policy statement 

on August 30, 1976 in accordance with the declarqtion of the "Ethiopian 

Socialism" and in line with the declaration of Economic policy of socialist 

E h · . 59 t l cpla Unlike: the previ ous polici2s of ;,1D Bunk ;,hich emphasized the 

development of pdvate Enterprises, the credit f"cilities 0:" the Bank 

after the land reform a:t'oS: to b€ uSI.~d to encourag(~ the creation and e x'-

p3ns i on of the socialized sector . This is in acccrdance '-lith the credit 

directives of the National Bank of Ethi0pia tvhich st3tes that I·.... . 

financial institutions ~4ill us:".: their c r cd.:it fac:~lity as a factor of 

strengthening dna t'xranclinR the socidlized sec"tDr . .. . Therefore, undt-;r 
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this criterion banks "ill accord pr'efc'rcntial treatment to the soc ; ,,:1-

. " r:o 
iZed sector i. e. state farms and Co- operatlvE;s ' . The AID Bank Hhich 

is entrusted wit h the duty of Gxtendinr, credi.t to the agricultural, 

industrial and servic,~ givic1f, StOctor:.; of th" economy has the follo\dn", 

specific duties: 

1 . To e xt"nd medium ~nd l ong-ter11 l oans for economical l y feasible 

projects thereby ensurJ.ng a balanced region"l Jistribution of pro jec t s; 

2 . To extend s hort-term nr,ricul tural rrO(hlcticn credits. 

3 . To participate in the mobilization of financial resources frcm 

domestic as ~·,ell uS forEign sources by d8siQ:nin ,'~ ,.tppropriate financial 

instrumoots; and 

!~ . To co-opera.te ~.;i th other' develo~f!lent ugeTlcies ir 1)r'Ojcct identi-

f i cat:ion by taking a part in or by :lrov i ding support to promo t e a n effic ient 

f f · . 1 . d . > h . 1 b ' . 61 use: 0 lnanCla resources In 3ccor ,iDee \-11tH t. e D3tlona 0 ]ectlves . 

In order to effectively dischdrgc. the so ::.md other r8sponsLl) ili ties and 

promote the nation's agdculturaJ develo?ment , the Bank had adopted new 

lendine polici6s \'lhich emphasiz(:d the dev810Dment of state and CQ-

operative farms. 

2.2 . 2 . 2 Basic FeaturE,s of the Re vised Credit Polioy 

The Revised credit pOlicy of the AID D"nk emphasized more on 

financially, economically and socially vi.able proj ects in the extansion 

of cred it. Accordingly it is stated in the credit policy that invest-

ment credit should be e xtended only to thos e projects that have received 

a thorouf',h a ppra isal. The appraisal. of a project' s economic and social 

vbbility is assesse(l on the basis of its cont ribut i on t o ilccelerated 

economic groHt h and em/loyment, the e xtent to ~oJhich it contributes to 

foreign exclFlnp:e tu.rnings and savin'3s, its im[.lcct 0n regional develop-

ment, i.t s ~ "::Jtc;!"".tiaJ f or c n CQU"!"',lpi n9: structur?l ch2nre and its impact 

. 62 
on the e nVIronment . 
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Tha new credit ?olicy has relaxed collateral requirements required 

by the Bank . In fact, the Bank has fiven prime iml'ortance to the via-

bility of a project rather thar: to sGcurity requirements. In This r e-

gard, the revised policy of the Bank stated "the Bank • .. will rely 

primarily upon the financial strcng-th of the project itself, the po-

tential productivity of 'thE project, and upon thf1 management capability 

and reliability of the borX'OI'e r .... ,,63 Loan app l ications will not be 

prevented from beinB considf1red if ether requirements for the pro j ect ' s 

viability and social contribution are satisfied . Furthermor e , the re-

vised policy indic2tes that government guarantee, fixed assets, chattel 

mortgap:e, vlork in profress, crop in progress and farm animals could be 

6" accepted as ccllutel",l l '. The Bank requih's thE keep in!,! of adequat(, 

records nnd encouruft:s the use of ccst accounting procedures . It is 

also a.uthorized to make pt:riodic inspf:ction an<l .J.udi ts . 

The project evaluaticn cI'iteria und the !"equ irements are usually 

applic3ble only t o privute f2rmers and industrial establishments . Con-

sequently, small farmers which are requirec. to put up a fixed asset in 

the form of buildings and machinery as collateral are being discouraged 

from using cre:di t. The B(}nks emphasis on high standards cf managt;ment 

capabilit i es h2S also prohibited peasants frcm using its cre"it facilities . 

On the other h,md the Bank does not require collateral from co-

operatives -:!nd state f2.rJ':ls for leans . The only requir(2ment for co- opera.t i ves 

to rece ive bank l oans is to be re:;istercd under the co- operative law and 

provide a cert i ficate of registration from the l1inistry of Agriculture . 

It does not mean , however, th~t viabili~y of the co-operatives is not 

considered . Th e Bank e xum ir.cs and c:vGlu,""ltes the monaeerial capabiliTY , 

record keFi,:inr: , marKet prosrect for the D!"oduCE, €!.nd ether factor's before 

extendins a .line of credit . Credit rt..:quL:st cf St2t~ farms is <.:~ govern-

ment decisio::.:md are ~ranted lO("TlS without 2ny collatt..~ral . 
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The AID Br.nk ' s 2ctiviti2s were limited t~:. the bip- cities and their 

sur!'oundint~s before the Revolution . Attempts "HEre made to expand the 

scope of its activities after the Revolutiop.. It has opened 9 branch 

and 11 sub-branch offices in nine administr?tiv€ regions . The princi­

pal criteria used for estab1ishinr; branch offices js the general economic 

development prospects of rJ. region . To this Gffect b'!'::3.nch offices are 

concentrated in cash- crop producing regions and in rcp.;ions wheI'e state 

farms exist . Some regions do not have, therefore, access to the Bc:.nk's 

services. Although that LmpIJasis should bE- roiveP. to thcso areas with 

higher developnent potential, other rEgie-ns she-uld Also recejve the i r 

due sh3re of the Bank's services . There is Dr. rCo.SGn Hhy the T32nk 

cannot h2ve branch offiCeS in I't:!p.-icns like Gamc;:-o~:a 2nd BalE:.: . 

2.2 . 2 . 3 Loan Operations of [. lD !lank Aft,,!, th" Revised. Policy of 1976 

It has been stated earlier that the ex~_;ansicn of proctuction tc meet 

the basic needs cf life i s (In importnnt objective of develcpmeI!t insti­

tut i ons . Financi(ll institutions such as AID B2nk could playa vital 

rol e in 2.chicving develoI:.,ment objectives by rarticipa.ting in credit 

grantin:'. to fulfill the needs of productive ent(,rprisF-s. Because 

agriculture is the back-bone of the Ethiopi'}n Gconomy most of the AI D 

Dank ' s loan activities are directEd t owards this sector. 

A breakdown of agr'icultur"'l.l leans approved to thE: soc ialized sector 

for the last few years reveals th3t state farms h2v8 qbsorbed most of 

the agricultural credit disbursEd by the !li'lnk . The credit share of co-­

operatives is ir.significantas compar ed to the sh~re of state rarr"!s 28 

the following -l:able discerns. 
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Table 16 

Loans filr;:::I'(.\ved to the Socialized Sector and the Share of 

Agricul tUI'al co-cperati yes and stLlte f·J.rrr:s (000 ' Birr) 

Amt . approved Arr,t . approved Perccmt to Amour:t tc 
to to co-operatives state farms 

Year the socialized co- operatives 
sect or 

1976/77 93,100.6 2,136.9 2.3 90,963 . 7 

1977 /78 16",134,7 11,823.3 7 . 2 152,309 . 7 

1978/79 111,537.9 11,9,,8 . 5 10.7 99 , 589 . 3 

1979/80 279,298.9 23,'105 . 4 8.4 255,893.5 

1980/81 481,072 . 8 19,157.[: 4 . 0 461.015.0 

1981/82 320,038 . 9 23,600.2 7 . 4 296 , 438.6 

1982/83 433,10f,.0 57,383 . 4 13.2 375,722 . 5 

1983/84 199,267.9 2H,367.9 14.2 170,900.0 

SourC2: fiI;: Bank ~ loan posi ticn of Stc:t(; farms ~ unpublished . 

PercE:~nt 

to state 
farres 

97.7 

92 . 8 

89 . 3 

91.6 

96 . 0 

92 . 6 

86 . 8 

35 . 8 

Although the velume cf total credit advanced by the Bank showed a 

drastic change particularly in the L,te sevent ys, the magnitude of 

assistance rendered to cccper2tives has nGt been significant as shcV1n 

by the above table . The volume of credit has been simply i ncreas ing 

because of the increased borrOl;ings by tha state farms . The main reC.sen 

f or the inudequ2.te p2rticip.3tion of cf)oper.J.ti YES in the credit prop,rammes 

of the oank is the sr.lall number of cooperat ives elil'ible for bank lo"ns. 

Inspitc of the bank's stated policy "hich declared thet preferrential 

treatment wculd be given to ccoperat ives to help in their rapid expansions 

i 1: required them to be duly registered \'lith the t'!inistry of Afri cul ture 

in order tc receive its assistance . The nuwber of registered ccoper2t ives 

up to 1984 was only 14165 . Ccnsequent1y, the exp2.nsion of cocperat i ves 

is greatly retarded for lack of supporting services such as credit. 
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State farms top.:ether Hith coopGratives a.re p;iven prGf~l"'rential 

treatment in obtainine financial assistance frar" the AID Bank In 

accordance with this policy the state farms have a"propriated over 80 

percent of the total ap:ricultural l()ans (see t;ilile 16) . However , t he 

contribution of state farms to the tctal agricultural production has 

all-lays been less than 10 percent . This condition therefore, needs to 

be chengcd if agriculturel credit is to be used tc improve G?,ricu l tural 

productivity . 

State farms are not required to put up col lateral in crder to 

obtein loans from the bank . The bank only makes apprais~ls of the pro­

jects for which credit is requested . Th8 makin~ of project appraisal 

is, however, only a matter of formality . The AID Bank as a financial 

intermediary of the state, cannot reject the loan application of statE 

farms since the inplementation of a project is most eften a political 

decision . Even if a pr0ject turns out to be not viable as evaluated 

by the bank's project evaluation criteria , the assistance should be 

provi ded . The Bank can only scale down some 10Gns by reducin~ some of 

t he proposed costs . 

·An a nalysis cf the type of credit advanced to cooperatives would 

also show thet most of the lcan 2ctvances are short- term credits that 

help in crop production and that are payable in onG year . These include 

the provisi on of seeds, fertilizers, pesticides , fuel , lubricants , etc ., 

in credit . The rutionale behind concentrating on short-term credits tc 

cooperatives is the belief that the cooperatives are still premature in 

their organizat ionul capacities and in their managerial capabilities . 

In addition, it is believed that the wembers have better exposure and 

~re "ell acquianted with production credits that could remunerate them 

within a short ~~rioG of time. 
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'i'able 17 

Loans Approved for Coopbratives by Type of Credit ('000 Birr)a 

Medium and Total 
Year Short-term Lon[,'term CrGdit 

1975 7,166 . 0 7,166 . 0 

1976 3 ,24 2 . 7 3,2'+2 . 7 

1977 8,2&2 . 1 5,077.9 13,340 . 0 

1978 10,844.1 14,038 . 2 

1980b 
53,561.1 

3,194 . 1 

2,467 . 5 

5,641.7 

2,726 . 5 

56,029.0 

lSS1 

1982 

50,1'15 . 5 56,417.? 

56,585.0 59 , 312 . '+ 

Source : AID Dank , Annual Reports . 

alnclud€s EPID fertilizer loans 

Percent of short-
term to Total Credit 

100.0 

100.0 

61.9 

77 .3 

95.6 

90 . 0 

95.4 

bror 18 months (Le. July 1,1979 to December 31 ,1980 ). 

The provision of shorT-term credit Hould only hGlp to v.lleviate 

the immediiJ.te short-"term problems . I . large proportion of short - term 

loans to long-term investment loans me2ns that a significant portion 

cf credits pranted. is not used for IOTIr- term prcductive investment but 

for short-term operating expenses. 11edium and Long- term credits 

facilit tate basic structural chan~e of the process of agricultural pro-

duct ion . HC,\.fever, the magni tuce of assistance to cooperatives in terms 

of medium anc long-term credit is inCldequate . 

The credit facilities extended to state farms by the Bank is a lsc 

mostly to financ<= shcrt-term workine expenses . As tc.ble 18 demonstrates , 

most of the leans approved to stGTe farms are used to finance short-

term ~xpenses . Like the case of cooperutiv0s, the proportion of lonp:--

tErm inv0st:n8nt capital is 1m-I. 



Year 

1976/77 

1977 /78 

1978/79 

1979/80 

1980/81 

1981/82 

1962/83 

1983/84 
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Table 18 

Loans Approved to State Farms by Type of Credit 

('OCO Birr) 

Short-to!"':!! LC'n,,-term Percent of 
Werking Ca"ital Investment Capital "orking Capital 

69,911.9 21,051. 8 76 . 86 

118 ,824 . 3 33,485 . 4 78 . 02 

78,741.2 20,848 . 1 79 . 07 

111,046 . 8 144,fl64 . 7 43.40 

261,322 . 5 200,592.5 56 . 57 

266, 781~. 7 29, 61~3 . 9 G9 .99 

265,065 . 1 110,657 . 4 70 . 55 

162,135. 2 8,764 . 8 94.87 

Source: AID B2nk, "Lc-an posItion of State farms" Unputlishcd . 

EVECn "though the National Bank has declared that priority should be 

gi ven to the public sector in the provisicn of credits , consideration 

h2.S also b€::en Eiven to the credit needs :)f private establishments . The 

new credit policy 8uidelines iSSUGd by the National Bank in Hay 1976 

stated that ; The new credit [.olicy will acce l erate further the process 

of transformation (of cooperatives) in p2r'ticular and the degree of 

socializat i on in general Hithout denying the required credit facili t y 

to private individual enterprises engaged in socially desirable acti­

vities66
. The AID Bank has refrained from estc.blishing a lender -

borrower relationship directly tol i til peasant associutiC'ns. However , 

the bank h",d continued to extend credit for productive purposes to 

MPP are.)s through the Ministry of Agriculture as well CiS to other 

development organiz<Jtions . The B.:mk h2S adopted such a measure 

because the formation of c00~eratives is delayed. 

1 
I 
I 
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The supply of institutional credit in the form of inputs to sub-

sistence farmers dates back to June 1968, when ,1I0-FFHC (Food and Agri-

cultura l organizations , - food for hunger Campaign) and tha Ethiopian 

Government raised a revolving fund for the pureose of distributing ferti-

57 lizer to small farmers • The prcgrilmme was divided into two phases. 

Phase one which was started in 1967, was related t o the use of fertilizers 

on 450 selected farms in Shashemene, Nazreth and Debre Zeit areas . The 

second phase which started in IS68 dealt with the selection of farmers 

who saw the results of the fertilizer demonstration and expressed the 

desire t o use fertilizer for their crops . Since then small farmer 

fertilizer l oans were ~ranted tCI farmers not only to farmers in the 

thrE:e areas but alsc to other areas . FhO advanc8r1 the fund, equivalent 

to 4500 US doll:ilrs to the Ministry cf ;\p:ricul tu!'e for this j)urpose 68 

However, this programme was terminated when EPID was established. 

After the establishr.,ent of EPID , al'ricul tural credit in the form 

of inputs has be',n distributed to bodies othEr than the cocperatives 

wi thin the are" cov"red by the ~lPP through this d('partment . Production 

inputs have been imported and channeled tc the Ministry of A~riculture 

by the AID Bank frorr, 1971-1973 . Later on the Agriculturnl Inruts nnd 

Marketing Service (AIMS) was established as a Subsidiary company of the 

AID Bank. It was responsible for Import ing and distributini' the Inputs 

from 1974- 1976 . Between 1977-1983, The Agr icultural Marketin? Corpora-

tion (MIC) was responsible for the input procurement and distribution 

task. flore recently the Agricultur21 Input supply corporation (AISCO) 

was established and givan a legal entity in Sept~mber 1984 t o under-

t k th f . L · , d' ib' . . . 69 a e e unct1cn OJ lnput procurement anr.~ lstr utlen actlVJ.tles 

This corporation is ucministered by the Ministry of Agriculture . 

The main objective of this new corporations is the supply of 

agricul tural inputs to the peas::mtry in order to increaSE: the qU.:i.nti ty 
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and quality of agricultural products . This corporation assumes the re-

sponsibility of extending modern technology to the farming population 

more effectively and efficiently. At present the activities of AISeO 

are only extended up to the delivery of inputs to the Ministry of Agri-

culture centers only . However, it is envisaged that it will be in a 

better position to effectively discharge its duties when it is staffed 

with adequate personnel and when its structure goes up to the peasant 

association level . The AID Bank has an agreement with AIseo on import ing, 

distribution and collection of fertilizer credit. 

Inspite of these institutional reforms the demand for credit by the 

subsistence farmers has remained unsatisfied. The contribution of private 

peasants to the total aericultural output is vast as demonstrated by 

table 15. However, the proportion of agricultural credit alloted to 

them is very small. The following table shows the magnitude of ass ist-

ance extended to the private peasants over the last fe" years. 

Table 19 

Loans Approved to Socialized Sector and to ~riv~~_d-yeasants 

Year 

1978/79 

1979/80 

1980/81 

1981/82 

1982/83 

1983/84 

Source : 

( ' 000 Birr) 

Amount t o Percent to Amount to Socialized 
Sector Private Peasants Private Peasants 

111,537.9 18,026.9 16.16 

279,298.9 29,025 . 2 10 . 39 

481,072.8 33,808 .9 7.03 

320,038.9 32,610.4 10.19 

433,106.0 27,633.0 6 . 38 

199,267 .9 34,308.9 17.22 

~Iinistry of Agriculture, Unpublished data. 
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Overall the a&Ticultural credit policy adopted after the land re­

form proclamation has been primarily used as an instrument to encourage 

and strengthen the socialized sector. Accordingly the AID Bank has 

given preferential treatm'~nt to co-operatives and state farms . Special 

assistances and monetary incentives have been mainly directed to such 

establishments . Nevertheless, the number of eligible co-operatives for 

bank loan is unsatisfactory and hence the major beneficieries of AID 

Bank's credit are state farms. On the other hand, efforts were made 

and are still being made to extend credit assistance to the peasantry. 

But the magnitude of such assistance is very negligible and insufficient 

when compared with the contribution that the private peasants are making 

towards the national agricultural production. Thus the distribution of 

agricultural credit is not based on economic rationality but entirely 

on government preference even after the land reform . 
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Heview of t .le Literature 

Hany rural development efforts have now centered on the wider 

adoption of improved technolosy. j<'arm8rs must spend additional SUJJl of 

money on improved seeds , fertilizers , and farm implements to ine:-ease 

their agricultural productivity. But because of the low level of real 

income wnich is a reflection of l e w productivity , peasant farmers in 

particular can not undertake such investments without external e~edit 

1 support. 'l'herefore, credit has become one of the essential factors to 

accelerate the rate of adoption of modern technolog~ hgricultural credit 

is a mighty weapon for increasing productivity and improving the living 

oonditions of the farmers. 

However, credit doe::; not by itself prolJlote productivity increases 

llllless it is accompani ed by other complementary services . I . is only 

one of the many factors ill the complicated pro. ess of agricultural 

production. As an E';;O publication clearly stated " the expansion of 

agricultural eredit without the provision of adequate amount of 
. 2 

extension education is a medicine which may be worse than the disease. " -
It should be tied operationally with other services provided to modernize 

agriculture . 'l'here should be agricultural education programme , technical 

advice and adequate infrastructure including institutional infrastructure. 

;; systel" for the timely supply of inputs at a reasonable price and an 

outlet for agricultural products must also exist. On top of these 

instita tions willing to lend to small farmers on terms the farmers 

coe.sider attractive ,.lUSt exist) 

•• • j 
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In response to the problem of capital shortage of the rural 

populatlon numerous credit progran~ea have b~en established in deve-

loping countries. Yet inspite of such programmes few small farmers 

have been integrate. into these programmes . l'he <"nO study had indi-

cated th~t in many developing countries less than 10 percent of the 

institutional credit is available to rural areas , and even more 

important only a small fraction of this creait is available to small 

4 =--
farmers . Uma Lele ' s study had shown that very little of the available 

institutional credit has bean directed towards the development of 

small holder subsistence farmers in Africa.5 "study' in Nigeria had 

a lso revealed that ",any small farmers were unable to satisfy their 

demand for loanable funds from formal institutions.6 In general 

although financial resuurces provide opportunitien for proQuctive 

e,nployrnent , small farmers have been far more limited in their access 

to these opportunities than other segments of society . 

'.chus , Inany small farmers had no choice but to rely on non-insti-

tutional credit sources (friends, relatives , local traders , etc . ) to 

satisfy their credit needs . Heidhues has demonstrated tnat the pro-

portion of non-institutional credit w~s estimated to be over 2i3~ 

the tota l agricultural credit in " frica . ? -oluwasanmi and "lao have 

also found that middle men and merchants were ,he most important sources 

for both productive and non- productive rural credit in Nigeria for 

8 
small farmers . 'l'he popularity of non-institutional credit is exp-

lained not only by lts availability but also by its simple procedures. 

Inspite of its popularlty , tne non-institutional credit has not been 

able to provid~ the a mount of credit needed for a broadly base~ 
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innovation process nor has it been generated in sufficent amounts 

necessary to meet long-term funds for investments . It is mainly 

used to meet immediate consumption needs. 

~everal r esearches have been conducted in de veloping countries in 

order to ex"mine sma.U. farmers' use of agricultural credit . .Heasons 

are "dvanced by these studies why small farmers do not use credit. Some 

of thslreasons offered are (a) farlllers have sufficient liquidity to 

cover their planned expenditures , (b) they do not consider the expected 

r eturns high enough to warrunt borrowing and (c) they are discouraged 

from borrOl"ing bec"use of high transaction costs involve",9 '],herefore , 

in order to increase small farmers ' use of credit some studies have 

atten,pted :0 pril" <irily foucs on deterLlining the factors ,ha t would 

increase tne demand for funds among small far.ilers . I..t-

Miller and ],adman have developed 11 model that incorporates both 

the productivity and transaction cost factors and explains the quantity 

of credit denlanded by a farm household , where the household uses funds 

to satisfy both production and consumption requirements . 10 The farm 

household's demand for credit is the excess demand of the farm hous­

hold's demand for funds over the supply of internal funds that a r e 

available in the household. 'rhe excess demand together with the costs 

of borrowing deter,;,ine the quanti ty of credit demanded. 

0 •• / 
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°J.'he wodel nas tnree COIUl)o.nan t6, tr.e f:\r[.; ... ~l" I 6 deuE\IJ.d schedule, the supply 

schedule b-Ild the costs 01' c::,ecu.t ",,-,,vee. 'l'ne V,"yg1~"1 va.we ",roduct (hVP) 

schedule is tne fa.rm household'E ciemand lor fULds and reflects diminishing 

marginal utility for fundE ,"see fit.ure 1 ,. :" ne ::ier;ie-I1ci for ftUlds 1.$ the 

portion of the schedule to tne rl.!:,l.t of t!:e bupply schedule ("'). The costs 

of credit are repr6belJ.ted by tne avert.ige COBt curve ('lC) wni.ch is composed 

of fixed transactior, cOBia ~\,;I.ch at:. filliUi!t out application and otller forms, 

obtailunb the necessary inf0rrnat~ on, pc.j'l.ng rt.<p..ure ti fees, tr lpS to lender' 5 

office, etc. , and tne ,;:"r",~.c:ll cost schedule (MG) which is compcsed of 

~nterest rate, marg~nal tran6~ct.on costR aGd w&~eical risk cost so 

" f...r"ler will not want tv borruw if t ne expected t<vera;;e costs are 

greater tnan tc:e expected averuud returns. QA, is tHe borrQwiui;; threshold 

aud t ne farmer will be >lilli.o.g to borrow up to ~" ",here tile I'JC e 'luals hV}'. 
~ 
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l'he supply schedule is determined by the ass"t level of the farm house-

hold and O'1( f lUlds would be supplied from the farmer's internal funds 
s 

while ~s~ would be borrowed from external sources . Because the fixed 

transaction costs are high ini tially the " C is also relatively high , 

but decli ne as more funds are borrowed . 

'rhe demand schedule for funds , the supply of internal funds and 

the borrowing and the costs associated with the use of external funds 

are each affec t ed by a set of social, economic and poli t ical factors . 

Char~cteristics associated with a higher denand schedule for funds , a 

lower equity funds supply and lower borrowing costs each contribute 

toward raising the quantity of credit demanded by a farm household 

studies have attempted to determine the various socio- economic charac-

teristics associated with tn& excess deluand for funds model. 

'l'he scale of operations of the farm as determined by the amount of 

land owned by the far,~ household (farm size) is one of the important 

factors that determine the position of the demand schedule that has 

received attention in the literature . The factor is beli eved to have an 

important bearing on the farmer ' s decision to use or not to use ext&rnal 

ftinds . Heffernan and P~llard shOl-Jed that farmers l<i th more land and 

. . 1 1 . J . 11 lncome are agrlcu tura credit users than other farmers In amalca o 

}l. similar study in Bolivia also indi cated that those farmers who exceeded 

the borrowing threshold were those with relatively higher operational 

12 
area. Farm size was also obs"rved to be a significant determinant of 

credit demand in Nigeria. 13 

.. 



,mother important variable tha t will have impact on the productivity 

and resources acquired with credit is the level of educa tion atta ined by 

the farmar . 'l'he def.land schedule could be affected by tha level of educa-

tion , "hich will have an impact on the f armer ' s ability to under stan" 

and exaou:\;e sophisticated changes an" practices . It is from this pers-

pective that Baum emphasized that educa tion and capital should be 

considered as technical comp]" ments in agricultural production .
14 

Several eillpirical studies have shown that farmers who used agricultural 

credit are normally those with higher levels of education as compared to 

those who did not use externa l funds. 15 In contrast to this assertion 

borrowers were observed to ha ve lower levels of education than non-borro-

. J . 16 wers In amalca. This finding which was inconsiste nt with wha t was 

anticipated was expla ined by the unava ila bility of improved technology 

in the country. 

'rhe nwnber of years a f armer has operated a farm may be indicative 

of his managerial ability and the willingness to utilize economic oppor-

tunities credit may provide and raise t he demand for funds . nccording 

to Heffernan and Pollard ' s study the likelihood of a farmer being a 

borrower increases as the llwnber of years b.e has managed a f arm 

. 17 
~ncreases . 'l 'he Nigerian case, hOvlever , showed that farming experience 

was nega tively related with the demand for credit.
18 

This was explained 

by the availa bility of accumulated wealth which helped f armers to become 

economically IOore independent. 

The use of improved technology is allotn"r variable highly related 

with agricultura l credi t use . ~ higher level of the use of improved 

technology i s expe cte d to r aise the demund sr:hedul e .. i"lor eover , 
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agricul tural credi t is Inostly provided to farmers ::.:. terms of inputs 

and hence, higher level of the use of improved t echD..:>logy implies 

more use of credit. ciarma and Prasad obtained a positive and signi-

ficant relationship between the demand for credit and the use of 

improved technology.1 9 In Bolivia borrowers were different i ated from 

20 other groups by the i r greater use of improved technology. Pandey 

et al have also attempted to quantify the increase in credit demand 

due to the adoption of new farm practices . 21 They arrived at the 

conclusion that there was a significant increase in demand for credit 

as a result of the adoption of new technology. Parkash Hehta ' s study 

has also indicated that the non-availability of capital appeare ~ to be 

the most important constraint affecting the decision process of adopters 

. t P . b 22 In 11e unJa" rtll these studies reveal tha t the use of improved 

technology is associated with the use of credit • 

.farmers who had undertaken some kind of investl"ent activity are 

!!lore likely to be users of credit . Un farm investment expenses could 

serve as proxies of the level of sophistication and the degree of committ-

ment to farming . rt higher level of investment expenses is anticipate d to 

raise the demand schedule. J"armers who exceeded the borrowing threshold 

and used credlt were found to have higher investment expenses than 

non-borrowers in Bolivia. 23 'J.'he above proposition was a lso empirically 

t d b th t d d . J . 24 suppor e y' e s u y con ucted ln amalca. 

The supply of internal funds is expected to be affected primarily by 

the f ".rlner ' s liquidity position as deten;,ined by the cash flows and asset 

level available in the household. Greater liy'uidity allows for a larger 

supply of equity funds . '1'h" supply of internal funds is expected to 
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incr8ase with the farlller ' s age since assets are accumulated over time. 

Hence it is anticipated tha t older f a rmers demand l ess external funds 

than younger ones . In addition older f a rmers may ha ve l ess desire to 

improve their agricultural production , particularly if their childern 

are grown and moved away frotH the farm. Several empirical studies have 

shown tha t the requirement for credit declined as the f anler advances 

in age and his ability to farm diminishes .
25 

'l'he degree of comm;i tment to agricuJ tural pursui ts to mainta.in a 

livelihood is a.nothe r important variable influenc ing the decision of the 

farmer to innovate and demand more external funds. ~Jirac le s tressed 

that farmers "ho h,,ye a rsliable streqm of inco~ie from off- f a rm emp-

lOYluent i.e •. , farm"rs who do not have to rely solely on farming to 

subsist , way be under less pn:ssure to increa.sG f"rm production and 

26 
hence to demand more funds. Income from off- fa.rm employme nt increa ses 

th" f an;1 household's internal liquidity provi o.ing more capital with 

which to undertake f a rm l eve l acti vi ties or innovations . l'his proposition 

has been asserted by the study undertaken in Jama ica . 27 

The l evel of we a l th a f a rr.ler enjoys would a lso influence the 

borrowing behavior of farrllers.. II'hose f armers with more income and 

livestock are usually categorized as borrowers . In a.ddition farmers 

. th 1 d d· d· t 28 Wl more an an l.nCOill0 were found to be cre 1. users .. hraujo ' s 

study has a lso showed that borrowers hod higher income and assets 

than non- borrowers in ilrazil. 29 ;.. study in B.olivia a l so indica ted 

that borrowers had more cattle tha n o ther groups.3
0 

rl. greate r diBtLu1c~ rrolll the farm to the lender "auld a lso r a ise 

COSLS duci to greater expense in travel and in time cO!!lmitment for 
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visits to the l~nder . Hence distance from district extension office , 

which is the closest site or source of .for mal credit is expected to 

influence the borrowing behaviour of farmers . Farmers l i ving far away 

f r om the offices also lack markdt i n formation and the co~nunication 

gap is wide. AS a result far mers living closer to extension offices 

amI. market centers are <.nticipated to be borrowers . A study in Boli via , 

however , showed th&.t non- borrowers l i ved closer to the market and the 

ex t ension office , contrary to the: expectations. 31 'this was explained 

by the relatively easier access to off- farm emploYI.wnt in the area. 

with alternative income generating opportunities available , these 

farmers could become lees e~ger to expand production or improve the 

level of their technolo~ies and hbnce have less desire to borrow for 

agricultural production . 

Illhe degree of expected vu.riation 1.11 product pr i ces , t lle arrange_ 

ments and efficiency of liiarketing and extension services may also 

add the risk costs for the farmer ,HId hence affect ti18 demand schedul e 

for funds . A price risk can be an important reason for not using 

credi t . bimilarly accessibility to li,~rkets and extension services may 

also restrict the borrowing potenti:'l of f a rmers . Borrowers were found 

to be highly concerned ~bout product price variation and accessibility 

t o warkets}2 

hlthough farwers may have greater ambition to expand production 

they can encounter cErtain limitations . borne important factors which 

are us"d as proxies of production limita tions may also h"ve certain 

influence on the decision of the farllle r to use or not to use agricul­

tural credit . 1'h.:: need for ",ore l .. md, labour, oxen and the l ike a r e 
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usually inlportc.;.nt v<.triables chClract(.!rizing borrO\ ..... ers.. The study of M.i ller 

:md LadrnLln has showed thHt borrowers were significontly characterized by 

their need for more workers ,u,.. the other hand since both borrowers and 

non-borrowers bod strong d0sire to increase their land holdings it did 

not serve to differentictte borrowers from non-borrowers.33 

'l'he survey made so far has attempted to highlight some of the 

important determinants of credit use both from theoretical considerations 

and from empLrical studies. It is a lso essential to examine the studies 

made in ..,;thiopia on the subject of agricultural credit use . Hence, the 

following paro.;raphs would review the studies rn,'1de on agricultural credit 

in .bthiopi a o 

Chronologically , the earliest study on agriculturol credit in 

l!.thiopia was undertaken by Mamo Bahta and Harry Robinscn . 34 l'his study, 

showed that credit for small farmers W1iS not provided in sufficient number 

or amount . The report further mentioned thclt small farmers were unable 

to use agricultural credlt because of high interest rate charged by 

credit institutions .. Hence in order to promote small f armers ' credit 

use it was recommended to 10l'Ier int8rest rates and establish a co-ordinated 

agricultural credit systeln consisting of an educdtional extension and 

distribution programme for agricultural i nputs . 

"ttempts were a lso made later on , to evaluate the credit programmes 

of the packate ',r ject . 'l'he participation rates of different classes 

of farmers , repayment performances, and effect of credit programmes on 

income distribution are stme of the factors examined . Irhe evaluat ion 

of t,le C"DU and W~l1U cr~dit probrammes have shown th_,t both the volume 

of credit disburs~d by the progra (MleS and the participation rates of 

f " rmers, especially Subslstence far,ilers , were limited.35 l'his was the 



outcome of the land tenure s ystem which dCllh,d many small f!!rmers the 

right to own the l and they t~ll"d. "fter scrutinizing the cr~dit 

programmes Illany of the studies recommended tn"t an integr atod approach" 

which includes the construc , ion of roa ds, improving marketing systems , 

getting l and reform , expansion of extension activities together with 

educa tion, reor5aniza tion of financial institutions and the intro­

duction of new policies , must be undertaken . 

Other studies have also shOl<ed tha t agricultural credit use was 

not wide spread particularly a ,!Iong peasant f a rmers. For instance, 

TBshome Mulut (1974) indicated that institutional credit did not reach 

small farmers in "da ~oreda .36 This was also confirmed by another study 

undertaken in the area. 57 l'hese studies recommended th:: t the banking 

system and other related government organizations must be reorganized 

and the l eve l of education of the farmers must be rnised if agricultural 

credi t use was to be promoted. 

'rhe .< ,;ricul tura l credit policies adopted by lending institutions 

before the l and reform did not f avour smu.ll fu.rrners . Teshome amanuel 

who attempted to examine the agricultural credit policy found out tha t 

the policy had neglected the credit needs of small fs.rme r s and ha d 

ac tually a cc entua ted income disparities.38 Other studies have also 

sho'<ll tha t the credit policy of AID Bank had f a iled t o consider the 

crE:dit needs of small f a rlUers even after th" land reform.39 li. lthough 

there .. a s lil l\1ch evidence thot peasant farmers were willing to invest in 

fertil izers , pestiCides, improved seeds , and better farm implements the 

Hank was unsuccessful in its effort to reach theSE: farmers. In seeking 

remedial me~sures to these and other problelfls an integrated approa ch 

was ng:!in recommended .. 
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All these studi"s underscored tli<= fact that subsistencc -farmers 

in Ethiopia have not been well acquainted with credit use and they were 

not served well by credit institutions . In addition the studies did 

not attempt to characterize credit users and non-users. On top of 

this, most of these studies "ere undertaken before the land reform 

within a different socio-political formation and hence their relevance 

to the present conditions is limited . Although the social, economic 

and political conditions may vary greatly betHeen countries and betHeen 

regions, there could be present within many countries, common condi­

tions and needs that must be Elet before establishing a rural credit 

system. Hence, this study is undertaken from such perspectives and 

can serve uS a basis for future studies. 
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.!?e~~n _<gl_d Conduct of the :3tudy and S'ome 

rtspects of Credit U~e in the 0tudy ~eas 

4.1 Introduction: 

'l'he pr ecedi ng chapters have at t empte i. to examine briefly the 

agrie ult ural credit policies :ilid programr.Jes introduced in ';thiopi a ani. 

tried to review past studies on the subject to pr ovide the necessary 

background to th" study . ~'he evaluation of the policies and programmes 

has shown that the use of agricultural credit is not wide spread in 

~thiopia. Hoth the number of loans and the quantity of credit used is 

10,,_ 'l'his low level of agricultural credit use coul d par tly be at t r i but ed 

to inappropriate strategies and policies aJopted . However , small 

farmers ' credit use can also be influenced by a host of social , political 

and economic factors . ~o this end , the central object i ve of this s t udy 

has becoll,e the identification of fac~.:s that determi ne credit use among 

peasant farc1ers . 'fhe case study method is, therefore , considere i. in 

order to find out and characterize the most important fa~tors influencing 

credi t use at the farm level. 

Chapter 4 and 5 will be concerned with the identification of 

factors influooltiIlg credit use as well as the determi nation of the 

magni t ude of the loan taken by private peasant fanners . '.1'0 this eff6C't 

several aspects of rural credl t use such ,-,s the sourees , the fo~rnc, 

the reasons for borrowing and other similar features in the study areas 

wi ll be described at first. Then the variables that are hypothesised to 

affect agricultural credit use and loan size will be investigated and 

r 
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quantified using st~tistical techniques. But a brief description of the 

sample areas and sorae farm and family characteristics along with the 

method of selec ting tile study areas is necessA.ry be fore embarking on the 

determination of the factors affectinb credit use. 

4 . 2 Location of the Study Areas: 

'l'he data for this s tudy ,Iere obtained from a small sca le fiel" 

survey conducted in the months of !-larch and "pril 1986 in two districts 

o f Shoa "dlflinistrative Hegion. '.ehe distri cts were se l ected according to 

a set criteria which will be discussed in the next section . Shoa 

ndmin i st!'i;:lLiv~ Hogion i c one of tne 1~ administrative Hegions 01 .l!.othiopi a 

and io located at t<l" ct:uter of the country. It has 11 "wrajas and 107 

Woredas. 1'he l<egion hel" th" l"rgest population of the Nation out of 

'I 
"hich over ~1 percent live in tn" rural a r eas . F01' the purpose of this 

s tudy Lwne ;Joreda from :Yerer Kereyu ,C'wraja and Kewet wor edo. from Yifat 

a nd Timuga nwro.ja were purposively chosen • 

.Lume \;oreda is one of the 10 ~'orGdas of Yere r Kereyu province . 

It i s located at about 65 kiloJ;leters boutheas t of "ddis Icbaba a long the 

ma in road to Hararghe , ::)idamo , bal e and rlrss i Administrative Regions . 

In addition the "ddis "baba Djibouti r ailway line passes through this 

w'oreda .. The tota l surface a rea of tile ,lOreda is a bout 787.37 square 

" 1 2 K~ ometers .. Lume \;ore l a is ad j a ce nt to "da lioreda \Vhe re much de ve lop-

fJl bnta l activities have been taking p l ace . ',rhe a ve r age e l eva tion of the 

Woredu r anges f r om 1500 meters to 2500 me t~rs above sea level. It has 

f ertile soi l whi ch is generally good for crop productl0n . The main 

crops brown in th" Woreda include Teff , \;hea t, haize , uorghum , Barely , etc ., 

I 

~ 
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which are typical cerea ls grown by tha traditional Ethiopian highl~nd 

peasants . In addition pulses s uch as field p&as , l entils and chick 

peas ar e also gr O\1n in tht:: urea in some cases .. 'llhere were 65 peasant 

assoc i at ions , 2 producers ' co- opera tives and 10 service cooperatives in 

the \;orec!a when this survey was conduc t ed. 

On the other hand , Ke'let Vloreda is 10c Cl ted a t about 220 Kms. 

Noretheas t of rtddis rtbaba along the main road t o PSBsie . It covers a 

tota l a rea of 626 . 00 square Kms according to a r ecent ).antra l Statis ti cal 

Office estimate . 3 'l'h" ave r a"e e leva t i on of the Woreda also range s from 

1500 meters to 2500 meters above sea leve l . This \Joreda grows the crops 

tha t are typical of highlund peasant agriculture in Bthiopi ajprimarily 

cer eal s . "t the time of this survey th" r e "ere 43 peasant associations 

a nd 13 s ervice c ooperatives in the whole ~Jor0dp... 'l lh e form'ltion of 

producers cooperatives and the villclgizRt ion progrullfffie were just started 

when the sample s urvey was und~rtaken .. 

4.3 Bample Design: 

riS mentioned earlier , t he necessary da t a for this particular study 

was .. btalned from a field survey. A two stage simple r andom sampling 

procedure wa s used to gene r ate the r equired information . Th i s sampling 

method was preferred af t er considering many factors. Usually the cost, 

the method of analysis and the degree of precision r equired are the main 

f a ctors tha t will i nfluence the choice of the s alfiple design to be used in 

4 
a study . The silliple r cmdom sampling me thod is preferred when slfiall- scale 

s urve ys are c onducted because the e stimation of sUlnpling errors and 

s ignificance t "sts tt:l1t a re in common use ar e based upon the s imple 

random s .:illlpling procedure . Ifhe ch~~nc e of Making mist<J..kes in simplp. 
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random sampling could also be less than it is in the c ~se of other 

6F '.-:pling designs. 'l'his sampling proc8dure is also preferred by many 

investigutors because of its silnplicity ,J.nd accessibility. Hov/ever, 

when it i:o Pl'iJ..isvoC; tha t the popul ., tion is hetrogenous, other sampling 

designs such as stratified saJflpling technique can be used to improve 

results. Hut there \Iill not be any gain in precision from stratifying 

the population if the ch~racteristics of the different strata do not 

differ significantly . 

In view of all these factors , the simple randolO salOp ling precedure 

was preferred and used for this study . "lthough the purpose of the 

study was tne basis for determining the specific study areas , factors 

like cost , til"e and logistics constraints were also givEm weights . "s 

mentioned earlier the cnail1 issue dealt in this s tudy is the use of 

agricultural credit by private peas ant farmers. <igricultural credit use 

is often closely assoc i ated with the availatlili ty and use of output-

increasing or cost- s aving technoloi',ies appropria t" for small farmers .• , 
"lthough tho avuilability of profitabl e technology is not a sufficient 

condition for credit programmes to be successful it is , nevertheless , an 

essential ingredient. Moreover , improved t"chnologies h~ve been mostly 

provided to farlners in credie in the form of agricultural inputs . 

There fore , the l evel of modern technology use is an indica tor of the , 

extent of agricultura l credit use . On the other hand if credi t is not 

readily available once mew technology becomes ava ilable , farmers will 

be l ess l ikely to shnre the benefits resulting from its use . 
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'l'h" level of agricultural development did not permit farmers in 

Ethiopia to use modern technology extensively in general. None-

theless , some regions have relatively greater experience in the use of 

improved teehnology than others . rlgricultural inputs , lfIostly fertilizers 

and improved seeds , have been distributed to farmers for quite a long 

time in some areas purticularly in "hoa administrat ive region by the 

governhlento .F'armers in Ada , Nazereth and around ;:>hashemene have been 

using fertilizer since the early 1970 ' s . In these areas the farmers 

have reached a stage where t hey think that it is not possible to raise 

their crop production without using modern inputs . In other areas of 

the country , however, many f.:lrUlerS e ither do not have access to 

agriculturul inputs or .:lr e r eluctant to adopt the technologies because of 

the risk f actors or bec&use they are unfalOliliar with the improved 

te'chnologies . 

Hence, the criterion used to select one of the study areas was the 

availability .:lnd extent of modern technology use. liased upon this 

subjective eV.:lluation Lume woreda from Yerer Kereyu Awra,ja was 

purposively selected as 11 fair represent"tive o~ areas with wider and 

greater use of improved technology. Discussions with experts in the 

hinistry of rlgriculture ;1itve shown that farmers in LWlle \'Joreda have 

been highly responsive to the introduction of improved technology and 

have be~n using fertilizers and improved seeds for over a decade-since 

the woreda is adjacent to Ada i·joreda where several fertilizer trails and 
--- - -- I 

demonstrations have be"n ta.i<ing pl ace,farl.lers in the "oreda were easily 

convinced of th" use of improved technology . 'fhe information barrier 

was greatly reduced to tho se farmers ~nd hence, they have adopt ed 

improved technology for a long time . 
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In contrast to Lume ,wreda , th~ other study area ' /D.S intended to 

be an ar .oa in "hich the r Clte of adoption of modern t echnology is 

relatively slo" . Because improved technology does not exis t in suffi­

cient amount ond when it is available/it is not r apidly adopted;the 

importance of institutional credit is limi ted . However , f a rmers a lso 

recieve considerable amounts of credit from informal sources /such as 

r e l a tives, friends and traders to meet their consu'!ption needs. l'hus , 

when studing credit use ",nong peasant farm~rs / it a lso becomes essential 

t o examine some aspects of the non- institutional credit including the 

magnitude , the important sources , " nd the uses of credit . Kewet Woreda 

was, ther-e fOl'e , chosen from Yifat and 'l'imugCl rlwra ,i a as a representative 

of technologicully back"ard and traditional areas . There is a very 

limited use of improved t e chnology in the 'Viore_ciSl . Very f ew f a rmers have 

been us ing only agri.cultural chemico.lso M,ccordiug to the i nformation 

obtained from the j~inistry of ngriculture, farmers in Kewe t \'oreda are 

not re sponsive to modern imputssuch as fertil izer s and improved seeds . 

Despite r epeate d efforts by extension agents , they nave preferred to 

use a traditiona l f a rming t e chni y'ue kno,m as "Ga y" , where the soil " ill 

be burnt r a thdr than to use fertili zer and/or improved seeds . Hence , 

Ke"et \iore da was chosen as tne second etudy area after consi dering all 

these f actors o 

In addition to differ ence in the use of improved technology, the 

two ""oredas show some degree of varia tion in the level of cooperat i viza­

tiono Producer ' s' c ooper at ives have been farlfle d and well organized in 

LWUd Woreda. 'llhere were two producer 1 s coopt:!ratives in the wore da and 

preparat l ons ",ere also unde rwCty to form more producer's cooPerative s 
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~ the Woreda at the time of the survey. On th& other hand the level 

of cooperative development was relatively low in kewet 110reda. Attempts 

were being made to establish producer ' s cooperatives at the time of the 

sample survey in the district . 

The study areas are both in ,:;hoa "dministr a tive l<egion simply to 

keep some degree of uniformity in cultural , ecologica l , instituti onal 

and infrastructur~l patterns . oimilarities are also assumed in terms 

of cropping pattern , climate , altitude, rainfall and in other similar 

e l ements. From eacn Woreda t wo peasant assoc i utions were randomly 

sel "" ted, as the first stage IOampling units ,an. then a random sample of 

farm household heads was drawn frorJ each peasant associat i on. 'l'wo 

peasant associ~tions were considered to be adequate since it was 

assumed that there is homogenity on types of crops , management , cultura l 

prac tices and on other e l ements between peasant associ ations within one 

district. '.this assumption enabl es us to reduce t he t ot a l cos t without 

al tering much the effic iency of the estimators . 

4.4 oample ':;ize. 

~fter deciding the s ampl e d~sign and the st udy areas are chosen, 

the sample s i ze should also be determined . Usually the sampl e s ize i s 

determined aft er due consideration is made on inter- f ar m varia bility , 
--.. ~ -- - ---

the compl exity and coverage of the questionna ire and the funds that are 

feasible.5 When i nter- farm vari ability of the popula tion char ac t eri s tics 

is mi ssing like our case , the experi ence of other data generating 

institutions and previous r esearchs could provide good approximat i ons 

on the required sample size . In thi s regard, usually 2 . 5 percent to 5 

percent of the t ot a l far m households from the relevant pe~t assooia-

tions can be considered t o be fair r epr esentatives of the popUlation for 
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a "acro- level stUdy.6 ~n a lternative approach to determine the sample 

size in the absonce of estimates of standard errors is to use the 

non-centrality parametrlr method . 7 hccording to this method , the F'-tests 

of variance, which is given by the ratio of mean squares , each based 

upon a given number of degrees of freedom can be expressed as: 

2 R2 
F _~---'''--:;-

1 _ H2 

The non-centrality parameter (1\) is a simple function of ~"2 and 

the error (denominator) degrees of free . om (V) . 

= 
2 F • V 

On the other hand t he error degrees of freedom (V) i s given by 

V=N-U-1 

where, U is th", degrees of freedom for the numerator, which is 

simultaneously equal to the number of independent variables. It is then 

a simple matter to rewrite the above relationship as f ollows to get the 

required sample size (N). 

v = 

N -D- 1= 

N = 

A 
F2 

(\, ( 1 - R2) + U + 1 

R2 

Now , in order to determine the sample size (N) , a standard t able 

that gives di fferent values of J\ f or a specifi ed l evel of significance , 

number of independent variables an. a desired power of a . d 8 test lS use " 

the percent of explained variation is to be est imated from similar 

types of ~archao undertaken earlier in Ethiopia or in other developing 

countries. Unfortunately, we do not have similar r esearchs undertaken 
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in ~thiopia previously.otudies on the subjec t in other developing 

countries have ,however , estimated the values of 112 . According to the 

" R2 48 stud~es the values of ranged from as high as percent to us low as 

25 percer.t . 9 Generally , a low value of H2 implies that larger sample 

size is r equired while a high value of H2 suggests that a . small sample 

size is adequate. 'rhus , for this study a value of H2 = 0 . 25 was 

considered which suggested that a r andom sample of 5' " household heads 

must be drawn from each peasant association. Overall more than 200 

farm household heads were int"rviewed from both IJoredas , 102 f r om Lume 

Wor eda and 103 from Kewet Woreda. i<ccording to some stu./-ies a peasant 

10 assoc i at ion has on the average from 200 to 300 farm househol~ heads. 

Hence a sample of 50 househol. heads from each peasant associat ion 

means that OVer 20 percent of the household heads from each peasant 

associat ion are included in the sample . 

1 

~ socio-economic questionnaire was prepared and enumerators who have 

completed grade twelve and who are abl e to speak t!.e local languages were 

employed. They were given sufficient training on various aspects of the 

survey for over three days . Moreover , in an at tempt to get honest 

responses from the farmers , a meeting was calle. i n which a ll farmers 

took part and explanations and briefings were given to them about the 

objectives of the survey. The following table shows the number ot "farm 

households in each peasant association and the number of sampled farmers 

from each. 
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,joreda PeasaJ;lt assoc i ations Number of . Number of 
;;el ected households sampled farmers. 

Lume Kurma peasant assoc i ation 112 42 

Woreda Momo peasant association 187 6t 

Kewet ~alch peasant associ a tion 171 46 

woreda Jubamba peasant association 221 57 

Total 691 205 

4.5 Selected farm and family characteristics. 

beveral farm and family characteristics were s urveyed in the two 

woredas. Data were collacted on many characteristics of farm households 

including resource use , production , income, age, level of education 

and the likes. 'fhe results of the survey on these socio-economic 

characteristics are describea in this section. 

wholJl 

'l'he sampled Woredas 

utilize (traditional 

encompass private peasant farmers, most of 

production techniques. 'l'he average f a rm size 

alloted to individual households is small. Mos t of the sampled farmers 

occupy less than 2 hectares of land. Farms of more than 3 hectares 

constituted only a little more than 10 percent of all farms in both 

study areas (see table 21) . Teff, Maize', \;heat, .sorghum and ~rely 

are the dominant crops grown in the Woredas occ upying more than 80 

percent of the cultivated land in LUlJle and over 95 percent of the total 

land cultivated during the crop year under study by the sampled farmers 

in Kewet ~or~da. 
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.-
Hectares 

Woreda. 
Less than 1 1-1.99 2-2 . 99 3 & above 

all farms - 36 . 27 42 .1 6 21.57 

Lome .dorrowers - 32 . 79 45 . 90 21 . 31 

non-borrowers - 43 . 90 34 .1 5 21.95 

all f",rms 5 . 83 66 . 02 22 . 33 5 . 82 

Kewet Borrowers - 64. 44 22.22 13.33 

lion-borrowers i 10.34 65 . 52 24 .1 4 -

><lthough the average farm size is small in the ;-/oredas, the 

farmers derive their livelihood mainly from the land they cultivate and 

from livestock production like other sUbsistence Ethiopi an farmers. More 

than 95 percent of the total income was derived from the f",rm and from .. i 

livestock production in the districts for the agri" Jltural year 

considered (table 22) . In additi on to on-farm income the peasants a l so 

abtained some income from other sources . The major so urces of off-farm 

income identified in the Woredas include gi fts from r elatives and 

friends , weaving , trading and similar activities , as well as the sal e 

of own labour , fire wood and grass. 'l'he mean household income for the 

farmers for the agricultural year considered was about 984 Birr and 

575 for f armers in Lume and Kewet \,oredas rt;specti vely . However , off-farm 

income constituted less thun five percent of the total household income 

in the two districts. 



- 92 -

'l' . .rsM ?2 

Lome Ke we t. 

Income ~ource Nean Percent Mean Percent No 
value of Tot No v:alue of 'rot 

Crop 102 888 .17 94.00 103 409.19 75.87 
On- farr.1 Livestock and 

Income Livestock products 37 156.28 6.00 58 231.16 24 .13 

Tota l 100.00 100.00 

Gifts 12 91.67 27.78 11 71.82 21 . 43 
Off-farm trading,weaving, etc. 13 110.38 36 . 24 5 102.00 13.83 

selling labour 8 91.25 18. 43 9 50.22 12.26 

fire "lOod sales 13 53.46 17.55 28 69.11 52.48 

'Total 46 53 

"s mentioned above most of the f armers utilize traditional agri-

cultural production techniques and consequently their farr.1 income has 

remained low. One possible explana tion for the backwardness of their 

implements is their l ow level of education. The l evel of e ducat ion in 

both Woredas is r ather l ow . The level and quality of education that farmers 

have att ained is an iwportant determinant of how resources are efficiently 

put into their best use. h f~rmer with little or no educat i onal back-

ground does not know how wisely to use his resources , cannot wisely use 

loans and cannot protect his interests in his dealings "lith lenders. 

Hence/the extent of credit use could be influenced by the level of 

education of the f armer. ,>ccording to the sample survey only four percent 
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of the household hoads has IJore than four years of formal education 

(se~ table 23) . Over 30 peroent of tho household heads are ~tar~~. 

Even those who can read and write , can hardly understand and evaluate 

the costs and benefits of using agricultural credit . 

Lome Kewet 
Char acterstic 

No Percent No Percent 

Illiterate 23 22 .55 46 44.66 

.<:ducational Head and write 55 53 . 92 41 38.81 

Level 1-4 yrs. of schooling 16 15.68 15 14. 56 

Over 4 yrs of schooling 8 7.84 1 0.97 

'l'otal 102 100 10;;1 100 

Less than 20 years 43 42 . 16 34 33 . 01 

Years 20 - 24 13 12 . 75 22 21 . 36 

of 25 - 29 9 8 . 82 14 13.59 

Farming 30 - 34 9 8 . 82 12 11.65 

35 - 39 8 7 . 84 11 10. 68 

40 - and over 20 19.61 10 9.71 

! Total 102 100 103 100 , ! 

The number of years the farmer ha s managed the f arm can be an indi-

ca tion of the farmer ' s couunittment t o the farming occupation and f &rm 

management abi lity as mentioned earlier. Heno" , farming experience is 

a lso anticipa ted to have some influence on agricultural credit use . l~e 

than 50 percent of the sampl"d f arlners have had r,lore than 20 years of 

farming experi ence . In Bthiopia farmers enter into the farming occupdtion 

while they ::Ire s till young and remain farmers for the whole of their l i ves. 
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It would be very difficult for them to ch~nge this occupation . This can 

be deduced from the age distribution of the farm household he-"ds (see 

table 24). I'lore than half of the farmers interviewed were found to be 40 

years or over in both Woredas. hge is al so thought to be an important 

factor in the f~rmer ' s decision to use or not to use credit. Rogers 

indica ted that earlier adopters of ne-" innovations and improved methods 

11 
of cultuv~tion are younger in age than l~te adopters . k f armer who is 

relatively advanced in age will be less likely to require external ass i s -

tance particularly in areas where accumUlation is possible . 

Lome Ke\o.lct nge group 
in years Number of Percent of Number of Percent of 

farmers tatofarmers farmers tot.farmers 

Less than 20 1 0.98 2 1.94 

20 - 24 13 12 . 75 2 1 . 94 

25 - 29 11 10.78 11 10.68 

30 - 34 14 13.74 22 21 . 36 

35 - 39 9 8 . 82 16 15 . 53 

40 - 44 12 11.76 15 14. 56 

45 - 49 13 12.75 11 10.68 

50 - 54 6 5 . 88 15 14.56 

55 - 59 12 11.76 5 4 . 85 

60 and over 11 10. 78 4 3.88 

rfatal 102 100 103 100 
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4.6 "orne l,. spects of i'.g,ricul turill C:,:edi t Use in tha Study nX eas . 

;:)0 f a r we have exaulined SOLlIe personal and farH! chclracteristics of 

the s ample d farmers, But we have not yet investiga ted the significance 

of agrlcultura l credit use in the areaso ;.therefore , in this section we 

shall a ttempt to scrutinize the situation of agricultural credit use in 

the study areas interms of the magnitude , the sources , the types of and 

uses of credit. Detailed data were obtained on these factors. In the 

ca se of those f ,Jrmers presently not using credit , data about the possi ble 

reasons for non-use were obta ined, In addition the desired form of credit 

t o be deployed in the future was also investiga ted . 

Out of the total f :.:r Gle rS , which are 205) interviewed 108 or 53 percent 

have used agricultural credit duri~g the 1984/85 crop year as illustra t ed 

by t a ble 25 . 'l'he r est have refrained from taking loans either from 

form.:.'l sources or from informal sources .. 

Classification of Lume Kewe t 'ro tM farmers woreda woreda 

Borrower s 61 45 108 

Non-borrowers 41 58 97 

Total 102 103 205 

4,6 .1 "ources a..'1d F' ~l'mB of ,""'edit. 

For these farmers who had taken l oans, the sources from which they 

obta ined the loans and the forms in which they received the loans were 

investigated . ',('he major source s of credit identified in the study areas 
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are the hiJ;Ustry of rtgriculture , roala tives and friends. The 11ioistry 

of ngriculture provides ~ significant proportion of the credit for 

farmers in Lume I'/oreda throu!;h the service co-operatives whereas 

relatives and friends \Vere found to oe the only sources of credit 

:wail able to farm"rs in Kewet Woreda. In the pre- revolution reriod 

landlords and merchants were the main sources of credit for farmers. 

:5ince the 1974 l<evolution in general: and the rural land proclamation 

of Narch 1975 in purticular, the role of these traditional sources of 

credit has· become negligible . l<elatives and friends have now become the 

main source of credit , PQrticularly consumption credits. 

Over 60 percent of the total credit disbursed to f a rmers during the 

agricultural year under study in Lume '!.Qr...!!-~" 1'/uS in the farm of fertilizers, 

improved seede , pesticides and the like . Such production credits are 
usually offered to farmoars who have settled all their previous debts and 

those \Vho can provide 15 percent downpayment. 'fhe Ministry of Agriculture 

survey for the 1983/84 crop season also indicnted that over 47 percent of 

the farmers in Lume \oJoreda were borrowers, and 73 .5 percent got l oans 

from formdl sources while less than 25 percent recieved loans in kind from 

. f I 12 In orma sourceS e Generally if farmers are aware of the benefits that 

production credit cun generate, they will be inclined to use more the 

formal credit sources . On the other hand , a lthough the informal sector 

is also an important sourc e of credit for farmers/in many places it can 

hardly be used for production purposes . It is insufficiant for a sustained 

agricultura l development . 
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'l'.u.J..i; 26 

, 

Number 
£> ,aunt Percent of Percent of 

l'Ioreda '::;ources and forms (:8itrJ . amount tot . farmers 

Ministry of Agriculture 60 6075 62 . 61 67 . 42 

Luroe Helntives 13 1503 15 . 47 14. 61 

t)ources Priends 16 2125 21 . 90 17. 98 

'fotal 89 9703 100 100 

Kewet 1{elatives 39 4868 72 . 79 70 . 91 

Friends 16 1820 27.21 29 . 09 

'£otcl 55 6688 100 100 

Lume Cash 24 3113 32 . 08 23 . 76 

Kind 77 6590 67 . 92 76 . 24 
~'o.rms 

Total 101 9703 lOO 100 

Co.sh 49 5615 83 . 96 73.13 
Kewet Kind 18 1073 16.04 26 . 87 

To t al 67 6688 100 100 

Credi t assistance is be ing provided to farmers in the districts in the 

form of cash and/or i~ kind , the two conventiona l forms of credit . Over 70 

percent of the borr owers r eceived improved Seeds and fertilizer credits in 
~ -. . 

Lume Woreda during the 1983/84 crop year . Un the other hand, most of the 

borrowers in Kewe t woreda took cash loans . In thi s "oreda l ess than 20 

percent of the total credit obt~ined was in kind (see table 26) . The 

determination of tne farms in which credit has to be deployed t~ the users 

depends upon the state of development . Usually if it i s thought that the state 

of devel opment is so low and the disbursment of ca sh funds could be used for 

purposes otner than those intended , then it would be desirable to depl oy 

credit in kind. Un tne oe~"r hand if it is assuaed that the beneficiary is 
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copable of making goods use of funds placed at his disposal , thon credit 

can be disbursed in cash. Such controls can be successful in preventing 

state funds from going unproductively into consumption. However , it 

would be difficult to prevent farmers from using their own funds which 

wo uld otherwise have been used for the purpos~ for which the loan was 

tawiln/for other purposes including consumption. The fungibility of finan­

cial rGsources is often overlooked in many agricultural credit policies. 

It is also qUestiona ble wheth~r financing consumption is necessarily 

. 13 
unproduct~ve . The sUbsistence of the farmer "nd his f amily is , infact , 

essential to maintClin produc tion . 

l<egardless of which form of credit i s received and irrespec tive of t he 

sources of crt:dit , th~ farmers have specific reo.sons for borro~ing., The 

case study has , therefore, aLtempted to invustigate how the loans were 

used . 

4. 6 . 2 l<eclsons for borrmJing 

'l 'he ;,o urposes for which loans wero taken by the farm households in the 

study areas elr" swmnarized in t able 27. Uver 70 perctmt of th", total credit 

advanced to f armers in Lume ~voreda was used for productive purpoGes . 
r · - f 

Improved s~~ds ~nd fertilizer loans accounted the highest propor tion of 
~--

this credit . However , most of the f"rmers in Kewet Woreda used the loans 

to meclt immediate, consumption needs. Th" low level of agril'ultural 

production in this Wor"da J as illustra ted by th0 low level of r eal income
l 

hus compelled the f"rlfler,; to allocclte a significant portion 9f the credits 

they obtained from their relatives and friends for the purchr.se of food . 
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'L..Jil: 27,~ 

u"."" w' J .u"j,;; IN 1'lili .:,'.'U:;Y ~l\J!;"" . 

woreda Uses Number .,mount % of % of 
(dirr) iUl10unt 1,1.otatJ....", 

Purchase of food 16 1728 17. 31 15. 81 
Purchase of seeds 20 948 9. 77 19 .80 

Lume Purchase of fertilizer 57 5642 58.1 5 56 . 44 
Purchase of oxen 3 1160 11 .96 2.97 
Ul othings 2 80 0. 82 1.98 
i'Jedical expenses 2 95 0.98 1.98 
Others 1 50 0.52 0.99 

'fatal 101 9703 

Purchase of food 40 4558 68 . 15 51 . 28 
Purch3se of seeds 12 523 7.82 15 .38 

Kewet Purchctse of oxen 2 560 8.37 2.56 
Clothings 8 295 4.41 10.26 

l1edical expenses 6 377 5.64 7.69 
Purchase of impliments & 

Herbicides 7 250 3.74 8. 97 
Others 3 125 1.87 3.85 

'l'otal 78 6688 

4.6. 3 Impedi ments to (;,'edit U ;e . 

"s shown in table 25 . some 47 percent or 97 farmers did, not use agri-

cultural credit dur ing the crop year under study . The reason for not using 

credit have b~en explored. In the responses to the multiple choice question~ 

of which f actors inbibited them from using credit, the farmers had some 

predominant responses. Over 30 percent of the sampled farmers identified , , 

, fear of repayment ability as the major impediments to credit use in Lume 

Woreda while a little more than 10 percent of the sampled f"rmers in 
J 
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l\ewet Woreda weT~ imped",d from using credit because they thought they 

would be refused the loans . 'fhe corresponding figure for Lume Woreda, 

is rela tively small , showing that the presence of credit facilities from 

formal institutions has facilitated the problem of refusa l by the lenders. 

, A significant number of farmers in Kewe t Woreda. also mentioned that 

credit has not been a.ailable either from public institutions or from 

private sources,' Nost of the responses imply that risk costs relat i ve to 

expected returns are high . 

HIPBDINJ::h'.tS '1'0 CRJ;DI'l' UJ~ IN 'J:liE STUDY nI/i!;AS. 

Impediments 

j<'ear of repayment 

j<'ear of refusal 

Lack of information 

110 need for credit 

Unavailability of credit 

High interest rate 

Others 

'110 tal 

j 

I 
Lume I , i 

Number: Percent j 

18 33.96 

9 16.98 

5 9.43 

14 26.43 

5 '1 . 43 

2 3.77 

53 100 

4. 6. 4 Des i red Forms of Credit in the I" uture . 

Keweu. 

Number Percent 

9 11.69 

35 45.46 

7 9,. 09 

4 5.19 

21 27.27 

1 1,. 30 

77 100 

1'0 formulate any meaningful agricultural credit policy in the future 

it is essential to take into account the users ' inte~st. 'l'he viewpoints 

and the desire of th9Se who are expected to use credit must, be documented 

before a credit programme is launched . l 'he sampled farmers \1ere , therefore, 

asked if they would want to use credit in the future or not. For those 

00 ./101 
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who r esponded in the affc rmative the desired form of credit was a l so 

investigated. 'I'he r esponses are summarized in table 29. Host of the 

farmers indicated that trwy would want to use credit if it is avail abl e . 

In fact , some of them pointed out tnat it i s not po~sible to maintain 

the existing l evels of production le t a lone to increase , if they do 
I , 

not receive credit assistance in the form of inputs . ~fter the Land 

ke f orm , which aboli shed the Land l ord-tenant relationship , the demand 

f or input cr0dit has increased. 

Lume Ke>let 
Hesponses 

Nwnbe r Percent Number Percent 

h-ant to borrow 77 75 . 49 83 80. 58 

Do not want to borr ow 25 24 . 51 20 19.42 

Irotal 102 I' ; (, 103 } ,',h) 

Desired forms 

Kind only 46 59 . 74 16 19 . 28 

Gash only 6 7 . 79 44 53 . 01 

Nixed 25 32 . 47 23 27 . 71 

:rotal 77 ! I ) (l 83 / IW 

With r egard t o tne preferred form of credit , production credit i s most 

preferred in Lurne Worcda , while cash is perferred in Ke;Jet Woreda to satisfy 

i mmedia te consumpbon needs . necause f a rmbr s a r e acqua inted with the use of 

improved technology , the y wanted improved seeds and fer tilizer l oans to be 

continued and increased in Illagn i tude. 'fhey are ""Jare of the btlnafi ts 
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g649rated by using new technology . vn t h~ other h~nd , farm~rs in Kewe t 

I~oreda are unfawiliar with modern production input s they did not have the 

desire for production credit. It is , therefore , important to ac,uaint 

farmers in technologically backward areas with the use of i mproved t ech-

no l ogy befor e cr"dit facil i t i es are extended . through the increase in 

tne usage of new technology; the demand. for credi t would be raised and 

hence production can be increased and the short- t erm problem of conswnp­
J 

tion woul d be allevi ated. 
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, 'actors hffecting Credit u.se and Volume of Credit 

rtillong Private Peasant Farmers 

5.1 l-lethod of "nalysis 

hS stated earlier the lfiain thrust of the paper is to identify and 

study the factors that determine far~ - household credit use among 

peasant farmers . 1'he re quired data "ere collected from a field survey and 

the analysis was made using a computer package known as p-i:,'r,s. 8 that 

is available at the University. 'rhe statistical technique that is used 

in the analysis is knO,1ll as Discriminant hnalysis . Discriminant A lalysis 

is a multivar i ate statistical tec hr.i 'lue that helps to study differences 

between mutually exclusive groups with r espect to several variables 

simultaneously. !:Sased upon a vector of ~emem;,. , observed on an 

individua l, it would be possible to assign the individual lnto one of 

several mutually exclusive groups . 

In many prediction studies the dependent variable may be nominal 

rather than continuous , that is , it may involve group membership rather 

than a score along a continuwa . under such case discriminant function 

analysis must be used instead of the standard regresslon analysis, 

because the standard regression analysis requires the dependent variable 

to be a continuous variable . l-loreover , in regression analysis the 

weights or the coefficients are selected so as to minimize the difference 

between a pearson ' s predicted and actua l criterion score whereas in 

discriminant analysis the coefficients are selected so as to r,laximize 

correct classificat ion. Discriminant analysis i s useful to classify 

. • / 105 
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an object into one of several alternative populations given certain 

characteristics and for determining the relative importance of differert 

variables in predicting group membershipl The Linear Discriminant 

Function (LDF), which is the most widely used method in classification 

problems, relates the independent variables (discriminating variables) 

to the dependent variables (groups) to determine a linear function and 

2 hence, establ ish an optimal classification rules . 

In order to ass ign an individual into one of two knO\;n normal 

populations with means ]Jl and Jl
2 

respectively and with the same 

covariance matrix, 1: , \;e need to devise some rule such that after 

observing a vector of attributes, ;,e can decide to what popUlation we 

shall assign the i ndividual associated with those attributes. To 

accomplish this task the Bay's Classification rule can be used against 

the prior probabilities P
l 

and P
2

. This rule is given by: 

Assign the individual to group 1 if: 

[
. ] T -1 

Gl : . X - ~(Jll +]J2) 1: (Jl l -]J2 »K .......... .. 

Assign the individual to group 2 if; 

where, 

K ~ Log P2(Cl /2) 
e 

Pl(C/l) 

and Cl/2 = The cost of classifying the individual from 

group 2 to group 1 . 

C2/1 = The cost of classifying the individual from 

group 1 to group 2. 

(1) 

(2) 

( 3) 



- 106 -

I I
T - 1 

The linear fUIlction X - ~ (lJ l +lJ 2 ) E 11 I-lJ 2 ) of the components 

of the observation vector X, is called the discriminant function, and 

-1 
the components of /. (PI-P2) are called the discriminant function 

coefficients . It should be noted that if P
l 

= P2 and C
l

/2 = C2/1 , then 

K = 0 and t he optimal rule reduces to the · classical fisher ' s linear 

discri~inant function which is given as: 

Gl 
XT p> 1 (lJ

l
+lJ

2
)Tp " • • • ••••• • • • • ••••••••••• ( 4 ) 

'1' '1' 
G2 

x' p< 1 (11
1

+11
2

). p :; · ••• • • .••• • ••• ••• • •• • .• ( 5 ) 

where : 
-1 

p= E (11
1

-11 2 ) • • • . • • . . • • • . • . . • . • • . •• (6) 

The optimal rule developed above assumes that the population means 

III and 112 and the covariance E are known tor,ether with the form of the 

densi ty func tion. However, such assumptions "rill not be always valid 

in practice . Hence, the distribution is assumed to be normal and 

the parameters Ill' 112 and r are est imated . 

The maximum likelihood estimators of 111 and ]J2 are Xl and X2 ' 

respectively . The pooled sample dispel'sion S, will be the estimator 

of L . Using these sample estimators the classification rules given 

under equat ion 4 and equat;on 5 become : 

Assign to G
l 
if XTd > ~ ( Xl i · X )Td 

2 
... ....... ...... .. ( 7 ) 

Assign G2 if 
T 1 

(Xl )(2) 
T to X d < " + d ..•. . ..• . . . • ... • .. (8) 

where: 

(9) 

and XTd now becomes the linear discriminant function . 
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'.ehe discriminant score , based on which an individual will be assigned 

to group one (G1) or to troup two (G2) can now be computed from the follow-

ing linear mathematical relation that is derived from the above equations. 

£;" = b + b1X1 " + b2X2 " + b3X3" + ••••••• + b A ••••••••• (10) 
l 0 ~ ~ J. n OJ. 

where~ 

A .. = The ith individual ' s value of the J th variable. 
J). 

b
j 

= 'l'he discriminant function coefficients. 

:!.. = 'l'he i th individual ' s discriminant score . 
). 

Thus , a perSOll will be assigned to group one if his discriminant score 

is greater tha n Y2(I
1 

+ 
T X

2
) d, to group two otherwise. 

'l'he technique of discriminant analysis has been used quite extensively 

since 1936 , when Kon. Fisher first used it , by many researc hers. rllthough 

liisher developed ";tha method to solve problems in physical anthropology and 

biology , several social scientists have loadd extensive use of the techni~ue 

later on to study and solve social problems. !isychologists , political 

SCientists , geographers economists have used discriminant analysis to 

examine whether two or more groups differ s i gnificantly or not . 

One of the first successful business applications of discriminant 

analysis was in credit operations . 3 Good credit risks can be separate d 

from poor cr edit risks on the basis of demographic and socioecomomic 

variables that can be obtained from credit application forms. For instance , 

Davi d Durand applied discriminant function analysis to differentiate betwb",n 

consumer installment loans which prove good risks and those which do not 

, 4 
by means of a set" "characteristics of both the loans and borrowers . For 

a sample of 484 good and 485 bad loans for purchases of used cars , he 

obtained a Linear combination of four characteristics (down payment , price , 

monthly income , and length of contract) which discrimina te between good and 
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bad loans apFre ciably better t han a variety of indices ba sed upon single 

variates. Pandey and Nuralidharam also used the method to id~ntify the 

socio- economic f a ctors tha t chara cterized defaultors and non-defaultors in 

agricultural finance in India . 5 'rhe utiliza tion of loans and operated size 

of holdings were found to be t he major characteristics t hat classified the 

borrowers into defaultors and non-def aultors . 

tiromley had a lso shown tha t discriminant analysis can be used to 

identify the 1II0St feasible strategy out of a r a nge of possible strategies 

tnat rural area s might a dop t to promote their ecollomic development. 6 

ridellaan and Norris hav., also utilized the methodology to d"vise an objective, 

crite r ia for selecting underdeveloped countries \-li th i mmediate development 

potential . 7 'l'he result of their analysis showed tha t a single discriminant 

function of only four variabl es accounted for 97 percent of the discriminabl e 

variClllC C between:±.m various greups .. 'fhe t e chnique ha s a l so been extensively 

used, by several other researchers. 8 

the classifica tion rules given under equation 7 and equat ion 8 based 

upon the LDF are derived on the basis of certain assumptions . 9 There are 

some arguments on the rela tive efficiency of discriminant analyses parti-

cularly when one or more of these assumptions hold . borne ha ve argued that 

tne l ogistic discriminant must be used it the assumptions amviolated . 

Lachenbruch summarized tne results of a number of stUdies on discre te 

data and concluded tHa t the gel1eral indica tions seem to be t hat the linear 

discriminant function performs fairly well on discrete data of v&rious 10 
types. 

Press and \.Jilson, presented two studies involving nonnormal data and 

found tha t the apparent error rates were smaller for the logistic discri-

minant than the linear discriminant function . The di fferences were not 
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great and the a uthors felt that the two methods would not generally give 

markedly different results.
11 

Krzanowski also found that both methods 

yielded almos t identical results for several se t s of mixed binary- continuous 

12 data . On the o th~r hand moore dem~nstrated that for binary data the 

linear discriminant function gives poor results when compared t o the 

logistic discriminant function. 13 In a s i mula tion study Cr awley ooncluded 

that tile logistic discriminant function is preferred when the distributions 

are clearly nonnormal or the dispersion matrices are clearly unequal.
14 

However , the time required for compilation and e~ution of the programmes 

are shown to be higher for the logistic discriminat i on than it is for the 

Linear discrimina.~t function. 15 

,,11 these studies illlply that the l i near discriminant funct ion method 

can be used as a classification procedure if the data are not clearly 

nonnorUJal and if the disper,sion ma U'ices for the groups are not too different ~ 

However, it is not clear What differences in the sample dispe r sion matrices 

can be tolerated. In this particular s tudy we have a mixture of bi nary and 

continuous data which derr.ns tra tes a moderate departure from normali ty. 

Hut as shown by several studies above moderate departures can be t ol er a ted . 

In addition , the dispersion matri c ... lre assumed to be not markedly different. 

In light of these considerations the l i near discriminant function approach 

has been used t o identify the i mportant socio- economic vari ables tha t 

characterize credit users and non-users .. 

fo identify the important factors that determine tne variation in 

loan siz: , the standard regression analysis is used .. ri linear regression 

analysis is anticipated and the model is estimated using the ordinary 

least square method. 
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5.2 ;nfinition of Variables rlffecting Credit Use . 

'rhe variables hypothes.'8ed to affect credit use and considiered by 

this study include the following: 

16 Dependent Variable, is the observed status of the household head , and 

= 1 if the household head was a borrower during the 1984/85 

agri cultural year 

= a if he was a non-borrower during the agricultural year 

considered. 

Independent Variable. 

1. "ge of the household head measured in years . 

2. Farming experience of the househol d head again measured by 

the number of years the farmer has operated the farm. 

3. ~duca tion, tne l evel of education a ttained by the farm 

household head. Dummies a r e used in this case. 

= 1 if the fctrmer has completed gr ades 1-4. 

= 2 if he has completed any ?ade be tween 5-8 

= 3 if he hes comple ted above grade 8. 

4. Farm size refers to the total area owned by the f arm household 

and is measured in Hectares o 

5. On-farm Income : Per t a ins to the t otal earnings of the farm 

household f r om the land , livestock and lives t ock products 

measured in ~irr. 

6. Off-fa rm Income : 'l'hi s r efers to all income generated either 

frali! off-farm elnployment or from transfer payments measured 

in Birr .. 
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7. Distance from District Bxtension Office: It is measured by 

the time it will take the farmer to reach the extension office 

from his dewelling . 

8. Investment =penses: These are expenses for the purchase of 

livestock , tools and machinery , and capi tal investments such 

as wells, irriga tion and other constructions measured in Birr. 

9. Livestock: refers t o the estimated value of livestock owned by 

the household measured in Birr. 

10. 'I'he use of Improve d 't echnology ; 'l 'his is a dummy variable , and 

= 1 if the household bought fertilizer or agricultural 

chelnicals or used improved seeds during the crop year 

considered . 

= 0 otherwi se . 

11. Production Limitat ions: Thi s is a set of dummy variables measur­

ing the household ' s stat ed i mpediments to producing more . The 

limitati ons cons ider ed are : 

(i) Land 

= 1 if insufficient land was stated as an impedi ment 

= 0 otherwise. 

(ii) Labour 

= 1 if lack of labour is sta ted as an i mpediment 

= 0 otherwise. 

(iii) Oxen 

= 1 if short age of oxen is stated as an obstacle 

= 0 otherwiseo 
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(iv) Price: 

= 1 if product price security is stated as an 

impedin;ent 

= 0 o therwise. 

(v) I'Jarket and ::;ervices 

= 1 if accessibility to market and services at 

reasonable price is stated as an impedi ment 

= 0 otherwise. 

00 far it has been atteillp t ed to describe the method used in this 

analysi s and define the hypothesised variables . It is now possible to 

present the empirical findings of the analysis . 

5.3 bmrurical kesuits. 

hS pointed out earlier, the sumpled fanners were classif i ed into two 

groups , borrowers and non-borrowers. Information on the predetermined 

characteristics influencing credit use were collected. Data on hypothesised 

variables r e lated to credit use were assembled.Some proxy measures were used 

as necessary and tnis sectio"n briefly' presents tne results of the analysis . 

The t - values presented in table 30 and t able 31 indica te ~he 

significant variabJ.es of the predetermir..ed variables. i'here exist signi­

ficant differences " Ioong group means for six of the 15 variables hypo­

thesised to affect the behavior of credit users and non- users for Lume 

'~oreda . "gain 6 variables had significant mean differences for the other 

study area. 'l:hese significant mean differences show that til" two group 

means are far enough apart for these variable~ . In particuJ ~ age , l evel 

of education , the use of improverl technology, two of the hypothesised 
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production limitations ( need for more l and and need for more workers) as 

well as investment expenses are tne most ihlpor tant factors for which 

tnere exist signi ficant me an di fferences be tween the two groups for Lume 

woreda o 

Variable 

hge (X
1

) 

Farming E:xperience (X2 ) 

Muca tion (X
3

) 

~'arrn size (X
4

) 

TollU 30 

Distance from extensi on office (X
5

) 

On-farm income (X
6

) 

Off-farm income (X
7

) 

Inves tment expense (X
8

) 

Livestock (X
9

) 

Improved technology (X10~ 

Need for more land (X
11

) 

Need for more l abour (x
12

) 

Need for more oxen (X13) 

Pri ce security (X14 ) 

l'larket and services (X
15

) 

Number of Observa tions 

Borrowers 

40 . 05 
23. 41 

2. 23 
2.48 

58.03 

958.60 
48.30 

122 .85 

879.85 
0.98 

0.56 
0. 38 
0. 48 

0. 13 
0. 28 

61 

Non-borro"ers 

46 .54 
28 . 42 

1. 91 

2. 26 

67 -5Ei 

897 . 20 
28 . 90 

52 . 51 

929.76 
0. 39 
0. 29 
0.29 
0.42 

0. 09 
0. 22 

41 

bignificance l eve l: 1 percent (xxx ) , 5 percent (xx) and 

10 percent (x). 
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t -Values. 

1.99xX 

1.55 
2.67xXX 

1.22 

1 .. 59 
0.66 

0.96 
2.15xx 

0.49 

8.9r= 
2.71 xXX 

1.83x 

0.60 
1.23 

0.93 
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Vn the other hand the t-ratios for Kewet Woreda show that significant 

differences exist between the m~ans for fltrming experiance , farm size , 

education , the need for ((lOre oxen , age and investment expenses .. l'J.'he other 

variables were not significant because of their large standard dev i at ions 

from the weans wi thin each group. 

l'ABLE. 31 

m)N- BORROw.l!dili ,11<1) """oeL,'f]:;]; ±-V"LUJ!i;j f'vR KMIE1' \vORED" 

Variables Borrowers Non- borrowers rt-values 

"ge (X1) 

"arming experience(X) 

Education (X
3

) 

i'arm size (A
4

) 

Di stance from extension office.(X
5

) 

On-farm incotne (1..
6

) 

Off- farm income (X
7

) 

Investment expenses (X8) 

Livestock (X
9
) 

I mproved technology (X10) 

Need for mor e I an': (X11 ) 

Need for ',lore workers (X12) 

Need for more oxen (X13) 
Price security (X14) 

Narket and services (:1<'15) 
, 

Number of obaerva tions 

35.38 
21 .09 
0.87 
1.83 

101 .56 

497 .59 
43 .64 

110.89 

563.02 
0. 22 

0.38 
0. 04 

•• 80 
0.12 

0. 36 

45 

43.07 
26 . 86 

1.38 
105.69 

526 . 71 
36.00 

38.54 

560.38 
0. 12 

0. 31 

0. 07 
0.64 
0. 10 

0.24 

bignificance level of 1 percent (xxx) , 5 percent (xx) and 

10 percent \x). 
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3.68xxx 

2.6.,xxx 

3.14xxx 

3.12= 

0.54 
0. 74 

0.59 
2.91xxX 

0. 02 
1. 38 

0. 71 
0.52 
1.81x 

0.39 
1.33 
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The above tl'O t ubl "s simply indica t e tn" potent i al power of each 

individual vari able in discriUlinating ruuong gr oups . 'l'he relative impor-

tance of each variabl e is, however, deterwi ned by the discriminant 

f unction by simultuneously entering a ll variables into the discri minant 

analysis . whe n the variables ar e s t andardized, the absolute size of the 

coefficients indica t e the rela tive im,ortance or the contribution of the 

associated variable , 1? Cl'he dir ec tion of association is shown by the sign 

of the standardized coefficients , which a r e normally the same with the sign 

f th t d d · d ff .. 18 o e uns an ar 1ze cae lClents. The va lue in each unstandardized 

coeffici"nt is highly analogus t o the r egr ession coe f f icients in a multiple 

regression prediction equation , while the values in the corresponding 

standardized coefficie nt can be thought of as similar to Be t a weights. 

'J:he set of 15 variubles was entered simultaneously in obtaining a 

single discri(,.inant function for each study "r ea separately. 'l'he coeffi-

cients obtained by considering a ll tne hypothesised socio- econo,nic 

factors for lowne and Kewet Hor edas are presented in t able 32 and table 

34 respectively . 

'j' he discriminant function for Lume vioreda is significant a t the 0 . 001 

l evel a s seen from the high A2 value. 'rhe implica tion of this is tha t 

there are distinct differences in farm household char acteristics among 

borro>lers and non-borrowers in the district. I naddi t ion , the low value 

of Lambda also indicates that the vari abl es have a fair l y good discr imi-

na ting power. "l'his fac t is r e inforced by the high cannonica l correla tion 

value (0 . ?531) . 'l'his correlation i s analogus t o the squared product moment 

correlation and when s ' luared, it gives the percent of variation explained 

between groups by the set of variables. I n the case of Lume Woreda , t he 
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function explains 56 . 71 percent of the variati0ns between the gr oups 

consider ed . ~ome variati on remains unexplained , suggesting that some 

factors are not included in tne model. 

'1he extent of usefulness of a given discrimi nan t function depends , 

not only upon the reasonableness of the variabl es s e l ected and upon the 

percentage of di scriminable variance r'or which this function accounts , 

but also upon the extent of s eparation among the groups for which its 

use gives rise . Wi th respect to this criterion , the group means in the 

di scriminant space are relat ivt:ly fr.r o..pnrt . Illhe mean discriminant score 

of the borrower ' s group is 5.95 and for tho non-borrower ' s gr oup 14. 25 . 

~i'hus the groups a re relatively dis tinct f r oUl each other . 

In the discriminant f unction coefficients with positive sign indica te 

varia bles tha t contribute t o cr&dit use wherea s those with negative signs 

correspond to vdri a bles that affect credit use negatively . The l oadings 

of the func t ion indicate tha t hi ghe r level of education, the use of 

improved technology , farln size , the need for more l and i nedec!uate la<lrket 

and extenslon services as well as product price security make the main 

contribution to discrimi na ting between t he two groups . I n f act , ~ducation, 

the use of improved technology , f a rm size , inadequa te services and product 

price security contribute over 50 percent of the t otal discriminating 

power . nn addi tional 25 percent is pr ovided by age , the need for more 

oxen und workers . Uther f.:tctors contrlbute considerably less and 

conse quently a r e much less important in differentia ting the credit 

users from non-users. 
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Variables 

hge 

i 'arming experience 

<.ducation 

Farm size 

Distance fr om extension office 

On-farm income 

Off-farm income 

Investment expenses 

Livestock 

Improved technology 

heed for !/Jore land 

.Need for more workers 

Need for hlore oxen 

Price security 

Na rket and service 

Constant term 

~tatistical results 

Uroup centroids 

tsarrowers 

Non-borrowers 

J;igen value 

Canno~~cal correlation 

\Vill's Lambda 

X
2 

l:>tandardized discriminant 
function coefficients. 

- 0.1954 

0.0070 

0.4295 

0 .3598 

0.0459 

-0.0545 

- 0.1059 

0 .0504 

- 0.0806 

0 . 3907 

0.3366 

0.1339 

0.2537 

0.3124 

0 . 3421 

- 3 . 161 9 

5 . 9513 

14.2528 

1.3100 

0 .7531 

0 .4329 

77 .4455 

~ignificant a t 0 . 001 level with 15 degrees of freedom • 
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'i'he negb.t ive coefficient for ', he vuriable age indicates that older 

farmers are associated with the non- borrowers group as expected. theore­

tica lly it looll;s tha t older fClrmers have accumulated more asse t and wealth 

relative to their operational r equirements and thus have less need for 

financing outside the household. However, table 30 and table 31 have 

demonstrated that fanners with more useable l and and higher income t end 

to use credit. 'rhus, older farmers have become non-borrowers not because 

of their a ccumulated wea lth but perhaps , because their ability to undertake 

farm level activities must have diminished as they get older. l'his is parti­

cularly true for the hthiopian farmer who is mostly near or at the subsistence 

level and , therefore, has the least capacity for accumulation. Moreover, 

if the f a rUlers have less number of dependants, which is normally the case 

for older peasants, their credit demand would reduce as a result of the 

decrease in their consuQlption requirements. On the oth.,r hand farming 

experience is directly related to credit use. 'I'hose farmers who have 

managed their farms for a longer period of time are more likely to be 

borrowers. It s uggests that more experienced farmers have realized the 

benefi ts frOid using agricultural credi t and are willing to use credit. 

However , this variable i s the least important of all the variables 

considered. 

Higher level of education is related to credit use as seen from 

the high absolute size of the coefficient for this variable. Jfarmers 

with higher levels of education fall into the borrower ' s group as expected. 

'l'he algebra ic sign of the coefficient clearly suggests this. 'fhe finding 

is cousistent with what was anticipated , namely , that education would 

enable fanners to recognize hlore readily opportunities' t o seC/ure external 
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financing t o impler;Jent new and more profi t uble technology. 'l'his was 

confirIOled by tne highly s ibnificilllt differ ence in gr oup means. 

rllthough borrowers and non-borrowers did not show statistica lly 

significant difference in group a,eans for the variable f arn size" it 

was found tn~t borrowers had more useable l and than non-borrowers as 

indicated by the rela tively high vnlue of the coefficient. Fa rmers with 

higher f a rroi size may be more inclined to borrow becaus e of relativel:( 

higher production costs needed to operate the f a rms. 

Distance from district extension offic e wa s entered into the analysis 

to capture borrowing coets . 

It was found til be one of the l east important vari ables in different­

i J.tin" be tween the two groups considered~ l'h,s. positive cO<lffici.mt simpl.y 

suggests tna1; borrowers live closer t o the office than non-borrowers._ 

l" o.ctors that could imped" farl.lers from borrowing, which include the time 

and transporta tion costs of vis iting the office,which is the source of 

insti tutional credi t" are expe cted t o be less for those who Ii ve closer to 

the office . in addition those who live closer t o the office have rela tively 

better access t o informa tion., 

'rhe use of improved technology i s an important f actor tha t discri­

ldinates between th"" two groups. HoS expected borrowers had showed consider. 

ably higher level of tnis va riable when compar ed to the non-borrowers group. 

'l 'his result i s substat>titited by the fact tna t in Bthiopi a agricultural 

credit is beinG channelled to f a rmers from forma l institutions in the 

form of improved technology and hence credit users have obviously used 

improved technol ogy. 
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'-"he varL>bles dclsig,na ted as proxies for production limitations are 

found to be important in differentia ting credi t users from non-users. 

Horrowers are characterized as being hihhly concerned abou t product price 

security and adequacy and availability of market and extension services. 

The group also showed a strong desire for more land, oxen and workers. 

,,1 though borrowers had hi!O:her level of investr.lent expenses as indica t e d 

by t he significant di fference in group means it was not a powerful dis­

criminating variable. Investment activities have been undertaAen by 

both groups and hence it did not serve as a good discriminator . 

1.'he negative coeffici ents for ct:' ;--farm income a nd livestock income 

s ug,6est that farmers with higher levels of \l:lo,,~ variableB haTS nOl 1.!sed.. agri­

cultural credit. 'l'he need for external ass i stance did not arise for 

s uch f a rIDers. Doth the t-ratios and the standardized coefficients 

showed that those variables have very little effect on credit use . 1'he 

other val'iable , un faro income "'hich ill cOI.sid"red a6 an a ddi lional treasure 

of wealth i s also fo und to be less important in ass igning farmer s to the 

groups . 

in the discriminant analysis we have considered 15 potential 

discriminating variables but we are not definitely s ure whether all of 

them are valuable and necessary. ;'ome of the variables may contribute 

Ii ttle to the discriminant function, as i s the case in mult i ple regression. 

'rhis s ituation is the r esult of theoretical considerations which are not 

stro:J.g enough t o specify the precise list of discriminating variables. ' 

';onsequeLltly , it becomes necessary t o eliminate variables which are weak 

or poor discriminator s frow the analys is, Their presence only com~licates 

the ana lysis and they may even increase the number of miscl assifica tions • 
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Une way to eliminate unnecessary variables is to use a stepwise 

procedure to select the most useful discriminating variables. 'i.'he 

stepwise procedure could work in the forward direction , which begins by 

selecting the vari~ble wnich provides the greatest univariate discrimination 

and then pairs this first variable with each of the remaining variables, 

one at a time , to locate the combination which pr oduces. the greatest 

discrimination. '.I'he procedure can also work in the backward direction in 

which all the variable are initially considered to be "in" and the worst 

one is casted out a t each step . In this wayan optilaal list of discri-

mina ting variables can be produced . 'l'he computer prograJ!lme used to 

analyse this particular case study uses the backward procedure. The 

stepwise procedure must ehlpldlY some measure of discrimination as the 

criterion for selection. ~everal alt ernative measures that oaximizes 

group differences while !ainimizing variation wi thin the groups are 

available • 

• ;ilk I S Lambda ( ) is used as a criterion to produce the optimal 

set of discriminatinb variables in tnis study.19 'rhis statistic takes 

into consideration both the differences between groups and the cohesiveness 

or homogeneity I<ithin gruups . Lambda can be converted into an over9.ll 

multivariate 1" - statistic for the t es t of group differences . It can also 

be transfo rmed into a chi-square value. 'l'he l arger the value of Lambda , 

the greater "he within groups variacions as a proportion of the total 

and the less successful is the discrioinant fWlct~on at separating the 

groups. 

'1'he results of this analysis indicated th"t a single discriminant 

fWlction of only three variables , accounted for over 60 percent of tne 

discriminable variance between tlle groups out of the initial list of 15 

variables. 1'he variables selected by the programme were - education, farm 
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size and the use of improved technology . To identify the most im, or­

tant variable o~t of the three variables selected the discriminant 

weights were standardized and the following discriminant function was 

produced . 

D = - 2.2643 + 0 . 7588 X3 + 0 . 8104X10 + 0 .3775X4 

wher e : 

X3 = education , X10 = Improved technology, and X4 = farm s ize. 

~he discriminant function shows that in terms of overall contri­

bution t o the discriminating power of the function , the relative order of 

importance of the variables is the use of improved technology , Education 

and farlu size. The comple te list of the variables included in the analysis 

and the r e l ative decrease in 'Iilk's Lambda is given in the appendix table1 . 

'l'he implic,", Lion of tnis result is that in order to induce farmers to 

use agricultural credit their levels of education must be raised . rllthough 

it would be hard to increase ,the size of the farmers holdlngs , improved 

technology must exist so as to increase the demand for agricultural credit 

by peasant farmers . Hence policy makers should also be concerned about 

the availability of improved technology. 

Like a standard regression analysis can be used for prediction ?urp8ses, 

the discriminant function was also used to assign each of the sampled 

farmers ir.to the most likely group accordlng to the set of characteristics 

associated ,.,ith that household. '[he result is given in the following table • 
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'l'AHU; 33 

~ 
i group Borrowers Non- Borrowers Total I 

Actual I 
[;roup i 

Dorrowers 59 2 61 
I Non-Horrowers 13 28 41 , 

'I'otal 72 30 102 

1'he' actual proportion of fanners correc tly c l assified to the borro-

wers grou, was 9' . 72 percent. 68 . 29 percent of the non- borrowers were 

a lso correctly classified . 'I'his resulted in an overall correct classi-

fication of 85.3 percent of the f a rmers in t he Worcda which is f a irly 

a good result. 1'he factor s can , therefore , be employed with reasonable 

sucaess to identify credit users from non-users . 

'rhe discriminant function fitted for Kewet Woreda is also significant. 

'I'he X
2 

value incicate that tht:re {;>:ist a distiilc t difference in farm 

household characterisb.cs between borrowers and non- borrowers . However , 

the r elatively hi gh value of Wilk ' s Lambda and the low value of cannonical 

correlation suggest that the variables di d no t have high discriminating 

power . 'J.'he degree of separ ation of the two groups as shOl;n by the 

group means is a lso small . 'rhe group mean for the borrower ' s group is 

1.5188 while it is 0.3530 for the other group . 'l 'he proportion of the 

expla ined variat ion was only 37. 22 percent suggesting tha t th~e could be 

some other factors cl1aracterizing borrowers .Mid non- borrowers not included 

in the model. 
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Variables 

Age 

.farming experience 

<'ducation 

Farm size 

00.. 124 ... 0 

Standardized Discriminant 
Function Coefficients. 

-0.1,459 

0. 0813 

0. 3209 

0.;590 

Di stance from extension office -0. 2422 

On-farm income 

Off- farm income 

Investment expenses 

Livestock 

Improved technology 

Need for more land 

Need for more workers 

Need for more oxen 

Price security 

Narket and services 

Cons t ant term 

~tatistical results 

Group centrolds : 

norrowers 

Non- Borrowers 

Bigen Value 

Gannonical correlation 

Wi lk ' s Lambda 

X2 

-0.2021 

0. 05':16 

0. 4008 

- 0.1633 

0.3060 

0. 1388 

0. 1929 

v.2496 

0. 2501 

0. 2663 

1. 0170 

1. 51876 

0.35302 

0. 5926 
0.6101 

0.6279 

43.5125 

~ignificant at 0.001 level with 15 degrees of freedom . 

l'he magnitude of the discriminant function coefficients show that 

seven variables contribute most of the discriminating power of the 

function. Farm s ize, at;e , level of education , investment expenses , 
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the use of improved technology , price security and the avail ability anti. 

ade quacy of market and ex tension services contribute over 65 percent of 

the total di scrlminating power. Some 20 perQent is contri buted by 

variables like need for more oxen , distance from district extension office , 

on- f a rm income , and the need for more workers. 'l'he contribution of 

other f a ctors is rela tively small . 

Farhl size is the most important characteristic that differentiate 

borrower s from non- borr owers in lCewet <ior eda . It expla ins nearly 15 

percent of the discriminable variance . Horrowers have larger useabl e 

land than non- borrowers . Bo th the coeffici ent and the significant 

wean difference show the impurtance of this variable in di scriminating 

between the groups . Farmers with larger operational area require 

rela tively Dore production inputs and hence they need ex t ernal fund to 

finance the cost of pr oduction. 

'i'he next important variable in t erms of its contribution to the 

total di scriminating power of the function is age . The result of the 

analysis suggest that older farmers are characterized as non-users 

(non-borrowers) of credi t. 'rhe probable r eason for the reduction in 

the demand for externa l funds by farmers as they advance in age i s the 

decrease in the ability to farm . MS the farmers advance in age their 

willingness to undertake intensive agricultura l activities would 

deteriorate and hence they may not be compelled to borrow,. In addition, 

risk factors like death and illness may prevent them from borrowing and 

prevent also lenders from lending. 
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Farmers who took loans during ehe agricultural year considered are 

also differentiated froln those who did not take loans by their higher 

level of investment expenses . Peasant who undertook such investment 

ac ti.vi ties like the purchase of livestock and machinery or capital 

i nvestments like the cons t ruction of roads , irrigation , wells , etc. , are 

classified as borrower s . :ouch farmers have commi t ted themse l ves to the 

farming operation to maintain a livelihood and , therefore , are ambi tious 

to expand their agricultural product i on. Consequently they have become 

credit users since it is usually not possi ble to f i nance s uch expenditur es 

from internal sources because of the low level of real income . 

The use of i r.'proved technolo!,y, higher level of education , higher 

need for "'ore oxen and better access to off- farm employment also characterize 

the borrowers . :Oome peasants indicated that they have purchased insecticide 

I 
from the \voreda~i'linistry of "griculture office for the agricultural season 

considered. Hence the use of improved technologY has become one of the 

variables used to different i a te borrowers from non-borrowers . Farmers 

who used credit have been a l so concerned about product pricejthe avail-

ability of n'arket and extension ser vices . 'l'hey also live closer to the 

marke t and extension office . 

'i'he discriminant func tion fi t ted waS also used to come up wi th a 

cl assification function for the groups considered. 'l'he classification 

table produced by the programme was less reliable this time. The actual 

proportion of farmers who are correctly ass igned to the borrower ' s group 

and to the non- borrowers group are 73.33 and 77.86 percent respectively . 

AS the variation between the groups that remained unexplained by the 

function is relatively 11igh the overall correct .. l assification produced 

by the discriminant function is only 74.8 percent . 
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~ Group rlorrower s Non- borrowers '1' 0 t a l 
Actual 

Gro up 

borrowers 33 

I 
12 45 

i'lon-Borrowers 14 44 58 

'1'0 tal I 47 56 103 
; , 

'The step,lise procedur e was also used to come up with a list of 

the most i mportant discriminating variables for the Woreda . The res ults of 

this stepwi se analysis indica ted tnat out of the 15 variables considered 

only age , farm s i ze and investment expense are the main contributors to the 

discriminable variance. The discriminant func tion produced using these 

variables is given as: 

where : X1 = age , X4 = farm size , and X8 = investment expenses. 

In terms of the total contribution to the discrimina ting power 

of the funct i on , f a rm size is r elat ively more i mport an t than the other 

two variables . 1'he order of impor tance of the other two variabl es is 

age and inves tment expense s . Nearly 30 percent of the t ot a l di scriminating 

power of the funct i on is accounted by those three variables . The result 

s uggests th •• t unless assistance is provi ded to farmers who wish to 

undertake construction works or other inves tment activities and who have 

relati vely larger oper ationa l area , it would be di fficult for them t o 

increase their production . 
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5 . 4. 'l 'he ~'actors that Determine the Var i ations in Loan Size . 

One of the objectives of ~his study is to examine the factors that 

affect the volume of credit take(l P7.[ farmer for the borrowers' group 

alone and see if there is difference J l1i th regard to some selected bocio-_. . . 
economic characteristics explaining the variation in loan sizeJ b:tween 

the two woredas. ;:;ome variables are hypothesised to determine the loan 

qi ze and multiple linear regresslon analysis i s used to examine the 

effect of these variables on loan s ize . 'l'he basic model that is ant ic i-

pat ed and that is estimated using ordinary least squar es method is 

given as : 

Where: 

Ci = the amount of loan taken in kind or in cash for the 

1984/85 crop season by each borrower. 

X1 ,X2 , ••• Xn = The explanatory variables. 

b , b1 , ...... b = ~he regression coefficients . o n 

Ui = -fhe stochastic disturbance or err or term . 

5.4 . 1. ~he ~xplanatory Variables Included and the Expected Signs of the 

Regression Coefficients : 

(1 ) itge of the Farmer (X
1

) 

AS the househol d head advances in age , his ability to farm would 

diminish and hence his credi t re (iu:i;ement is expected to decline . 'Thus 

a nega tive sign is anticipated fronl the regre~sioll coefficient for this 

variable. 
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(2) Number of ,family i'lembers Helring on the ,farm. (lI.Z) 

The expected relationship be tween loan s ize and this variable is 

negative . If a f a rm household hIs Illor e me abers of his f amily helping on 

the farm, the demand for external funds would decline . One possible 

reason f or th i s can be the fact that the household would not face shortage 

of l a bour . If the household has such problems either .e would use hired 

labour or try to solve the shortage of labour by organizing mutual a i d 

teams both of which wO kld require money . ~nother ~o6sible r eason is tha t 

the f a rm household may be less inclined to use improved technology 

(pesticides and herbicides) because he can s olve s uch problems through the 

use of family labour . In addition , the household's demand for consumption 

credit may decline. 

Another variable hypothesised to affect loan size i s f arming experience 

measured in years. A negative s i gn is expected on the r egression cofficient 

primarily beca use of the a ssumption that the farmer has accumulated wealth 

over the years so that he become economica lly more independent . 

(4) Level of ~ducation (lI.4) 

A dir ect rela tionship between education and loan s ize is anticipated. 

E'armers with higher level of educa tion are thought to have realized the, 

advantages gained from credit use than those who are illitrate and unable 

to bear the risk of borrowing . 

(5) Farm ;:,ize. (X ) 
5 

'.rhe l arger the f arm s ize of a household the larger would be ~he 

demand for external funds because more produc tion cos t,s are incurred 

and more inputs are required . 'l'he expec t ed relat ionship between f arm size 

tilld loan size is , therefore., positive . 



(6) Vistance From ~tension Office. (A6) 

This variable is included to capture the borrowing costs incurred 

by the farmers to 5e t loans. If the f armers ' dewelling is f~r away from 

the office the contact with extension agents will be limited and hence 

farmers may not be aViare of new production technologies offered in credit. 

Hence the demand for funds would decline and consequer,tly an inverse 

relationship is expected. 

(7) Investment ~xpense . (A
7

) 

If a farmer has undertaken some kind of inves tment activity , the 

demand for assistance would increase and so a positive relationship is again 

anticipated. 

(8) On- farm Income. (A8) 

'I'his variable refers to the total earnitlR;s of the farm household 

from farming activities i. e •• from the sale of crops and livestocks plus 

monet~ry value of stored or consumed products obtained from the f Mrm. rlS 

more income is generated from the farm the likelihood of a farmer to 

borrow more decreases. Therefore a nega tive relationship is expected . 

(9) Uff- farm Income . (lI.
9

) 

the variable refers to a ll income generpted from either off,.farm 

employment or from transfer payments . Income from off- f a rm empl/ll yment 

would increase the fdrm household's internal liquidity providing more 

capital with which to undertake f arm level activities. Because of 

a lternative income generating opportwlities ava ilable , f a rmers will be 

less eager to borrow . Hence the r elationship is expected to be negative • 
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(10) Gredit ~xperience. (X10) 

The number of years a farmer has been using credit is anticipated to 

have a positive relationship with the amount of loan taken. 'J.'hrough 

longer credit experiences the farmer has accumulated good-will and more 

confidence. moreover , lenders may also have bias towards s uch a person. 

(11) Value of Li vestock . (-"11) 

'i 'his is another poroxy of accumul dted wealth of a farm household . 

:t'he amount of loan requi red by a f a rmer may be negatively related with the 

estimated value of livestock for the reason that the farmer can meet his 

financial obligations fro III internal sources.. Livestock is illl important 

source of finance in ~thiopia . 

5.4.2 ~mpiric~l Hesults. 

'i'he results of the multiple linear regression analysis are summari­

zed and are given in t able 36. oeparate regression equations were fitted 

for the two .. oredas. The overall regression for Lume woreda w'->s found 

to be significant at 5 percent level . rtowever , ' ~e regression equat i on 

fitted for Kewet ~reda was less reliable as observed from the 10'" value 

of the coefficient of determination (R
2

) . It was only significant at the 

10 percent level . A compdrison of the results of the regr ession analysis 

for the two woredas indica te that the variation in loan size is explained 

by different sets of variables . income (un-farm income and off- farm income) , 

credit experience and value of livestock owned are signifi cant deter ­

minant s of loan size in Lume Woreda . Un the other hand age and farm size 

together with off- farm income attempted to expl ain the variation in the 

amount of loan taken by th" f a rmers in Ke,;et woreda •. 
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Variabl e 

1- 1<ge 

I- Family members helping 
on the farm I 

I 
- l" arming experience 

- bduca tion 

- Farm s i ze 

- Distance from extension 

offi ce 

- lnvestment expenses 

- un-farm income 

- Uff -farm incol{te 

- Credit e xperi ence 

- Value of Livestock 

C;onstant 

1" r atio 

~ample s ize 

... . 132 .... 

1------- -.~~~:---. 1 Kewet 
I Coeffi c i ent bt andard error ! Coefficient IOtandard 

4.':01 2 

-10.'91Mi 

0.3873 
13.1844 

15.3940 

0.5968 
0.0932 

0.0638
x I 

o. 4604xxX 

7. 0224xx 

I _0.0884xxx 

i-10208530 

2.800 

0. 4365 

0.2806 
(61 ) 

i 
! 
I 
I 

2. 8475 

17. 2630 

2.7799 
18 .5485 

20.9289 

0.6483 
0.0836 
0.0439 
0. 1728 

3. 7253 
0.0360 

, 
I 

I 

i , , 

-0.5279 
-2.151' 
0. 4317 

42 .852xX 

0.1701 
0. 0604 

9.066 

I -0.0340 
j-145. 9316 

0.3624 

0.0666 
(45) 

3.1 968 

11.5'15 
3. 1969 

17 .7177 
18 .9224 

0.5003 
0. 1206 

0. 0789 
0. 2416 

13.1697 

0.0377 

erJ 

bignificance level of 1 percent (xxx) , 5 percent (xx) and 10 percent (x). 

,:;ome of the independent var i ables have unexpected a l gebn.ic s i gns . 

The res ults of the r egr ession Clna lysis f or Lume \;oreda show that only 

six of the hypothesised variables have the expec t ed s i gn . On the other 

ha nd seven r egression coefficie nts have the anticipated sign in Kewet 

\~ oreda . Une possibl e reason for the low proportion of the explained 
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variation coul d be a res ul1: of the unexpected rela tionships between loan 

s i ze and the anticipa te d variables. 

l 'he analysis shows that 10= size a nd the variable age are directly 

related inspite of our expectation of an inverse relationship. ~his 

variable was entered into the analysis on toe assumption that the farmers 

have accumulated wealth and hence have lower demand for funds. 'l 'he 

resul t , ho,Jever , sugges t that if farmers borrow , they borrow filore as they 

get older. 'i'he "'thiopian pe<..<sants ar ~ mainly subsistence f armers and have 

very little chance for accumulation . ~'armers who have never been 

economically independant throughout their farming carrier tend to borrow 

inore to JO"et their consumption needs. Ulder farmers are also socially 

resp8cted in the traditional ~thiopian society ond , therefore, have better 

r"putJbility in the villa8es . beCduse of these and other factors older 

farmers tend to borro\v more ... 

Imoth",r varia ble, that was hypothesised to a ffect lo_an .§ize negatively 

is farming experience. But a dir"ct r elationship between loan size and this 

variable W:J.S realiz"d for Lurne woreda. l'he implication of this r esult is 

that farmers "ith better farming experience have realized the merits of 

using agricultura l credit and , hence, have demanded higher (j,-aantity of 

cr",di t. nS formers in this ~ioreda have been exposed to the use of improved 

technology , which is provided in credit , for a long time they took higher 

amounts of loan. tiowever , it had th" anticipated sign for the relatively 

r"ore traditional Kewet Woreda . Nevertheless , both variables are not 

significant determinants of the loan size . 

Income was also anticipated to influence the volwne of loan 

inversely. Unfortunately it turned out to have a positive and significant 
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impact upon loan siz~ . ~om~ ~xplilllations could be forwarded for this 

di vergence . in tne caSe of Lume ~vorclda , peasant farmers hav~ been 

using improved technology for a long time . H~nce, they ar e familiar wi th 

modern agricultural inputs. It is believed that the pr oper applica tion of 

modern inputs will increase productivity . 1'herefore , the farmers have 

been teillpted to a bsorb a larger quantity of credit anticipa ting increased 

production from the use of modern agricultural inputs , which are provided 

in credit . Un the other hand , higher income must have motivated farmers 

in l,e wet woreda to become risk takers. Usually poor f a rmers a re risk 

averters because they cannot withstand the varia tion in output as a result 

of natura l and other f actors o Hence , as their income increase , f armers 

in Kewet district tend to borrow more. In addition to theBe possibilities , 

farmers ,nay also be in a better position to settle pr evious debts and to 

pay downpay'nents if their income increascs . ciettllng previous loans will 

definately expand the potenti&l credit sources for the borrower . Uff-farm 

employment , whiCh is an important source of off-farM income is also 

likely t o broade n the scope of borrowing , as a r esult of wider experience 

and increased contact with credi t agents. 

Other variables s uch as number of f '-' inily members helping on the 

f arm , e ducat ion , f arm s ize 1 investment expenses , cre di t experience and 

value of livestock all had the expected relat ionship in both Woredas . 

However , as shown by t ab l e ~ and mentioned earlie r farm size is the 

only signi ficant determinant of l oan s i ze t ha t has the anticipated 

rela tionship in Kewet ~~oreda", I.1rea t er cradit experience and lower value 

of lives t ock have encouraged farmers in Lume lioreda to demand more 

externa l fund . 
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"lthough it was specified tha t the volum~ of loan is jointly 

determined by the hypothesised independent variables not all the coeffi-

cients of these variables can be estimated with reasonable precision . 

:i'he result of the analysis has, in fact, shown that explanatory power 

of the factors considered is not high as revelusd by the low values of 

- 2 
H • A possible explanation for this low value of the corr ected coeffi-

cient of determination could be spec ification error. 'l'hus , a step- wise 

re!;ression was also attempted to see if the model can be improved by 

dropping- out some regressors whose coefficients are not significantly 

di fferent f r om zero. An increase in H2 can be an indica tor of the 

"goodness of fit " of the equation. i'he programme selected only four 

v3.riables for Lume ,"oreda and 0: ly three varia bles for Kewet \voreda. 

It 'or LUlLe \vore da 

y = 60.078 + 

H2 = 0 . 3672 

-2 H = 0 . 3220 

0 . 076Xo + 

(0.0366) 

0 . ~69Ay + 9.069A10 

( 0 .1~07) (3 . 2131) 

~ ' = 8 .1 25 

where: Y = Loan size in Jjirr . 

1<.8 = On- farm income 

Ay = Off- farm incOlfle 

X10 = Credit experience 

),.11 = Value of livestock 

.for Kewet vloreda 

y= - 55 . 016 + 2 . 329),.1 

(1.3882) 

+ 39 . 552X
5 

+ 0.278X
9

• 

(12 . 9812) (0.1963) 

.f = 3.783 H2 = 0 . 2745 

- 2 
H = 0 . 2019 

- O.078X11 
(0 .0325) 
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W!lere : Y = Loan si ze 

= ~"'Cirm size 

= Off-farm income . 

Figures in parenthesis are standard errors of coefficients . 

Income , credit experience and estimated value of livestock are impor-

t.;..tnt determinants of loan size in Lume Ih'oreda .. However , the main factors 

explaining the variation in loan size in Kewet \'Ioreda are age , farm size 

and off- farm income. 
2 'l'he reduction in the value of H as a result of the 

exclusion of severa l independent variables from the model is very low . 

This means that the contribution of the remaining independent variables 

towards explaining the variation in loan is very little. in addition , 

the improvement in the model is observed from the significant increetB~ in 

- 2 the values of H ,the corrected coefficient of determination. 

In summary , the results of this cll1alysis show that the hy~othesised 

variables contribute to the determination of loan size both in traditional 

and in technologically advanced regions . rllthough these results cun not 

be conclusive Jthe main determinants of the volume of loan in a backward 

area are , age , farm size and off-farm income. Un the other hand Income, 

credit experience and livestcck are important determinants of loan size in 

areas where instituti onal credit facilities exist. However, to be more 

conclusive in this regard further research undertakings are essential • 
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Chapter 6 

Conclusions and "ecommendations. 

hgriculture contributes the largest single proportion to the ~thiopian 

liross Domestic Product , e,aployment and to exports from ~thiopia. '],he 

needs to i ncrease the national levels of food production and raw material 

supply are some additional factors pointing to the importance of developing w 

r..thiopia ' s agriculture, which requires an '.:lfusion of capital that can 

hardly be met by p8asant f",r"lers without SOl{,e external assistance . 

The focus of this study has been on agricultural credit use by sub-

sistence farmers in two districts of lCthiopia . The case study undertaken 

in two Wg.:cedus of ~hoa .h.dministrativc ~ebi:Jn encompasses the rasponses of 

205 priv'-'te peasant far"lers selected randomly from members of Peasant 

nssociations. 'rhe rilain objectives of the study include the assessment of 

the level of agricultural credlt use by p~asant households; the identifica-

tion of the main f e ctors characterizing credit users (borrOl,ers) and 

non-.eers (non-borrowers) and the determination of the factors that 

influer,ce tne volume of loan taken by the farmers. 

hn examination of the agricultural credit policies and progran~es 

sho>led that agricultural credit has not been widely and efficiently used 

by peasant farmers . 'rhe agricultura l credit policy adopted before th!L 

popular. 1<ural Land lrroclamation of Harch 1975 , excluded peasant farmers 

from using credit facilities by putting several strll180nt condi tionSon 

them. \ :',nall farmers were unable to receive credit assistance from 

banks and oth8r institutions because .of the high colla teral requirements , 

dernanded~ ' lienc", they were not able to buy new t echnologies and improve 

tneir agricultural production . '.the policy served lAr-se.ly tho interests 
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of the landlords and cordmercial ent erprises, who a t that time were able to 

offer thd colla t er als ne~ded to secura bank loans. In addition to the 

hi gh collateral requirements needed , the practice of strict project 

appraisal methodology that rey'uires capable management , the keeping of 

records and the like has obviously debared peasant farmers from using 

institutional credit facilities . I~ubsistence farmers were also disqua-

lified from using credit facilities if they were not within a reasonable 
1\l'-(-1-\ I 

distance from banks ' branch Oi'fices . -r-

"'he feudalistic l und tenure system also cr~ated a disincentive on the 

decision to adopt new t echr·ologies. 1'ho landlords were unwilling to 

participate in tne cost of credit but took over the highest proportion of 

the output. 

rtlthough the dD !lank adopted a ne>1 credit policy in 1976 , the 

majority of the slnall farmers have not been integrated into the agricultural 

credi t prograltilJleS of the nat i on .. 6ince the Peasant .associations Oreanization 

and Consolidati on Proclarration number 71 of 1975 , agricultural credit policy 

has been primarily used as an instrulIlent to encourage and strengthen the --
socialized sector. 'rowards this end, agricultural credit institutions have 

given preferenti al trea tment to s t a te farms and cooperatives. While the 

contribution of state f arlns and cooperat ives to tne overall agricultural 

production has never been more than 10 percent and while the private 

peasants cultivate over 90 percent of the total cultivated land, over 

90 percent of the institutional credit goes to state farms and cooperatives. 

'fhe ruagni tude of assistance extended to private peasant far!Jlers is 

negligible and insufficient 

to the overall agricultural 

as compared X th~ contribution of the sector 

production. 'j'he total amount of lending to 

this sector is completely inadequate both in absolute terms as well as 
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in relatiun to tht! anlaunts appr oved for r.:·~te farms and cooperatives . 

l'he s ame applies t o the distribution of inputs in credit. 'fote .. 

a va ilability und . proyort ionat$ di~txibQ~ioli for_thalpa~6an±6 need to be , 

therefore r~considered. 

'fhe credit advanced to the rurRl people is mostly short-term production 

credit used ~ainll for input procurement th~t is payable in one crop year. 

uver 90 percent of the loans approved for coopera tives and st",te f arms ove r 

the lust few years are mostly short-term working capitClIs and inputs; 

f ertilizer and improved sceds being the main production credits extended. 

Privute peasants have a lso limited accesses only to short-term 

agricultural credits that help in crop production from the Ministry of 

R.griculture.. However , if f .:..~rmers are to escape the vicious circle of 

pover'y, they will need to make larger and longer term inves tment s in 

their pr operties. Inves tments of this magnitude and duration a r e necessary 

if peClsants are to r eor ganize their production units and achieve higher and 

dynalnic levels of production . 

'l'he r esults of the case study d"monstrated that agricultura l credit 

llas b"en used as an important ingredient in the agricultura l production 

process in Lume Wureda. I'lost of the s<lmpled farmers in this district 

have used fertilizer and ili'proved seeds that were provided by the Ninistry 

of H£riculture in credit. Conse quently the Mini stry of ngriculture has 

become the most ihlportant Suurc e of credit for f armers in thfus lior eda , 

by providing over 70 percent of the total agricultura l loans in the 

form of pr oduction ;.I>puts. On the other hand the use of credit in the 

overall agricultural productlon process by peasant f urmers is limited in 'c 

the district of Kel;et. For t he agricultural year under study, rela tives 
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and friends were found to be ttle only so\U'ces ,,1 c.rc;dit ., "s a result 
r; \" 

credit has not bean used to overcome problems of u[,ricultur " l production . 

rlather, the loans obtained from relatives a nd friends were mainly used for 

the p\U'chase of food , clothings and in some cases for the p\U'chase of oxen. 

One of the reasons for the intensive use of agricult\U'nl credit by 

farm"rs in Lume "'oreda is their great er credit exper i ence. Lume 110reda 

is adjacent to hda District , which has been tne site of many developmental 

activities . Therefore , farmers in Lume Woreda have been using fertilizer 

and improved seeds. Production credits (fertilizer , improved seeds and 

other loans) hnve been extended to those farmers for over a decade . 

Consequently the f armers in Lume district have gr eater cr~dit experience 

und, thus, have understood the benefit of using agricult\U'al credit. 

'.chese farmers would also like such pr actices to continue in the future. 

Meanwhile, the financing of i mUledi ate consumption is the major reason for 

borrowing and hence borrowing is not, on the average , a continued and 

prolonged process for fnrillers in Kewet \;oreda . l'he farmers , therefore, 

have less credit experience .. In respollse to this fact , t he farmers 

preferred cash from production credits. 

Une of the possi ble reasons for the low credit experience of the 

sampled farlfiers in Kewet ,wr eda could be the unavailability of credit. 

j'iany f a r Ulers sta ted tha t even if they wanted t o borrol< and i mprove their 

agricult\U'al production credit was not available in their locnlity. This 

result support the proposition thut the traditiona+ credit so\U'ces cannot 

provide the necessary fund in sufficient amo unt for an extended production 

process . Inaddition to the lack of credit facilities , fear of refusal is 

a lso a major impediment to credit use in the distri ct . On the other hand, 

those farmers in Lume <Ioreda , l;ho did not take agric ultura l l oans d\U'ing 
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the agriclAtural year studied , indicated that fear of repayment ability 

was the most i mportant constraint to credit use . "'h~y were unable to 

"ithstand the variations in output as a result of the use of credit. 

Ifhe conclusion is~. therefore , that there is SOille degr ee of variation 

between the two woredas with r egard to agricultural credit use . The 

sources from which f ar r.lers obtain leans , the magnitude of the loans , the 

forms in whi ch loans were received , and the purposes for which the loans 

have been used are in general different for the study areas . Because the 

farmers in Lume wor eda huve r ealized the advc.ntages of using improved 
A IV\\ 

technolo~y and because they have relatively better ace oss to th; 

technology they have been using agricultura l credit for production 

purposes 0 'l'he implic,", tion vf this is that if farmers are exposed to the 

positive returns from the use of improved technology, the demand for 

production credit will increase. Hut , the traditiona l or informal credit 

sources cannot provide the necessary funds in sufficient amount to enable 
.... 

peasants t o purchase modern inputs. Therefor e , institutional c!'cdit 

must be hlade available in adequate amount to accelerate the adopt~on of 

modern technology in traditional rural areas of the country. 

'rhe results of the discriminant analysis illustrate that borrower s 

(credit users) are strongly differentia ted from non-borrowers (non-users 

of credit) by a set of characteristics . 'l'he v.:lriables empl oyed in the 

analysis generally make the expected contributi on to the discriminant 
, 

function. Borrowers in Lume Woreda are signi ficantly chnracterized by having 

higher educational level and farm s ize . 1'hey use more improved technology 

and are highly concerned about product price security as well as market 

and extension service availability . On the other end , non- borrowers are 

older in age and huve more internal liq,uidi ty in their households to 
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cover pl anned eXjJendi tures . 'l'he t!.roup of farmers who exceeded the borrowing 

threshold in Kewet woreda huve l a r ger oper "tionul area and investment 

expenses . 'l'hey use improved t echnology to some exten t and "'= relat ively more 

worried about product prices . Shortage of oxen is a serious impediment t o 

increase pr oduction for the group . Non- borrowers are , however, char acteri-

zed by being ol der in age and l ess educa t ed . 'l'hey live f arther from 

extension offices and market centers .. ffheir f a ria revenue is re l a t i vely 

high and have more livestock . 

I< 'I.'he empirical evidence of t h0se r esults support tae proposi t i on that 

agricultural credit us~ is influenced by a set 0f economi c and demogr aphi c 

characteristics. 'l'he proposition that the more educated and energetic 

f ilrmers with l aq;er oper Cl tional area r e qnire exterr,al assistance to buy 

improved technolOGY is asserted by the results. In addition , the results 

of the study demonstra te th,it in a region where the use of improved 

technology is not I;idely spr ead , f "r lOers with higher income and wealth 

should have more internal liqui dity t o f inance their expenditures . Thus , 

the de,nand for external assistance becomes limi tc,d . Unfortunately f ew 

farm- households are shown t o be f ortuna te enough to have these char acteristics 

in Lthiopia . 

K 'l'he results of the regression analysis illustra t e that the deter minants 

of loan size in Lume woreda ar e gene r ally different f r om those in Kewet 

Woreda . "hhough the hypothesise d variables a r e jointly important in 

explaining the vdriation in l oan size, only income , credit experience and 

livestock ar e significant variabl es in Lume Woreda . The most important 
= 

de t e rminants uf l oan size in Kel;et woreda are , however , age. of the 

household head , farm size and to some extent off - farm income . 1'he, 

impl icutions of this result i s thut gr eater credit experience and l arger 

. . . j 145 



.... 145 .... 

farm size toge t her wi th higher fun, revenue can influence the magnitude of 

l oan tn" t f 3.rfJJers detJ1and. 'l'he introduc t i on and use of non-traditional 

f a rming techni~ues will res ult in an increased demand for loanable funds 

whi ch most peasants will be unable to provide from int~rnal sources . 

'l'he t echnologica l change wi ch the ass oc i " t ed increase in produc tion 

expenditures will increase th" demand for credit, and f a rmers who normally 

use credit will need l arger l oans while others will ha ve to go into 

borrowing . Unly those f armers who ar e uneduca ted; have less operation3.1 

area and who are older in age will not feel the necessity to use agricul-

tural credit. 

L In conclusion, it is self- evident that in order to make the most of 

inve stment opportunities in peasant agriculture , it is necessary t o have & 

concerted agricultural policy of advisory services , provision of inputs 

and appr opriace credit f acilities. 'l 'herefor e , the agricultura l credit 

sys t em can be strengthened if ~ number of preconditions in the economic, 

socia l and political fields are not overlooked . 'l'he analysis has helped 

to show that a proper understanding of the f ac tors contributing to the 

levels of credit demand is essentia l before l aunching agricultural credit 

prograllllnes\ 'fhere is no pretense tha t this is a definitive work in the 

effort to study agricultural credit use in Ethiopia . Never theless, it can 

serve as a modest belsining in the area . Iloreover , a lthough the results 

can be generalized only to the populations of the two woredas , similarities 

do exist between tne t wo .oredas and/.J ther regions or' the country :' 

Therefore , the implica tion of this study holds some relevance for a 

wider range of settings than simply the r egi ons under study . It is. 

theref ore , possible to f"rwird S010e policy recommendations , which can be 

s ubstantiated through f urther r esea rch undertakings in the future • 
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HecommBndations. 

l' ~he prospect of increasing production in the peasant sector 

depends , to a l a r ge extent , on rai sing the consumption of modern agri-

cultural inputs, which in turn calls for an increasad inve stment outlSlf. 

However, a traditional peasant society cannot generate the necessary 

capi tal for such an increas"d investment outlay. 'l'he results of this 

study have shown that the use of agricultural credit in the agricultural 

production process is unsatisfactory. 'l'he distribution of credit facilities 

(insti tutional credit facilities) has been skewed . vJhile some r egions 

have been provid"d with production credits for a long time , others have 

been excluded from credit proE,rammes . All these imply th,t a good 

number of the rural population is unable to use modern agricultural 

inputs. It becomes , therefore , essential to extend credit facilities and 

increase the accessibility of credit to reGions that did not so far 

rece ive such ussistances in order to motivute farmers to use more 

non-traditional inputs and modern f&rming t eChniques . Increased accessi-

bility of institutional credit would be obtained by either establishing 

local offices or by mandating others to serve thes" remote areas . It 

should , ho"ever , be noted that such new inputs must in themselves be 

sufficiently productive and profitable on the fanner ' s plots for ~them to 

be convinced of their use. The cost of production added !Oust be offsetted , 

by the value of the additional product obtained . 

2) Preferential treatment is being Liven to the socialized sector in 

the supply of agricultural credit to encouraee the expansion of this sector . 

It is quite understandable that the gove rnment wishes to strengthen the 

socialized sector and is acc~ptable fr om the long-term strategy of the 

government - that of socialist transformation of agriculture . But efforts 
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to enforce such a p:'licy may simply consume the limited resources of the 

country and inhibit the flol< of resources to their most produ~ tive use. 

Purely from economic point 01 view , priority criteria should mainly 

emphas i ze on efficient utiliz" tion of ae;ricultural cr"dit. Thus , 

polici"s should be directed towards encouracint, and fostering the 

developm"nt of the most efficient and productive sector . Unfortunately , 

tne agricultural credit policy pursued does not s"em to acknowledge this 

f ac t. Therefore , in ligh t of the priva t " peasnnt~ contribution to the 

overall ae,ricultural pr oduc tion , credit polici es "hich ensure that the 

sector r eceives its due share of the credit resources available are 

urgently needed. Intermedi'-lte measures to s upply agricultural credit 

t o priv~te peasants should be axplored to help them to increase their 

agricultural production . 

3) hgr icultural credit has been used only to promote th~se of 

modern imputs and new technoloc ies to raise labour and laJld productivity. 

'l'he credit gr anted to small f " rr<lers and even to state farms by the Ministry 

of Agriculture and the aID bank annually is for short- term production 

purposes. 'fhis finallciillO is , in fact , a necessary component o f an agricul­

tura l development programme. 'l'he ar t,ur,Ient , however , is that e'olphasi s is 

also necessary on l ong- term credit , on the ground tha t it can change the 

structure of pr oduction a t the fann l evel as well as t he economic 

environment in which the peasants op"rate . It gets at the c" use of 

proble"ls which keep the peasants tied to the vicious circle of poverty. 

Construction of irrigation and water sys t ems , livestock purchas"s , 

construction of storage f acilities and f a rm buildlngs , purchRse of 

mechani cal input s , e tc. , cannot be financed out of one year ' s earnings • 
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4) r\ poli cy that a i ms a t strenGthenine; the aerlcultural credit 

system canno t overlook n. nur{,b~r of economic , socia l and politica l 

f&.ctors which would affect the l evel ~f credit use . 'l'he productivity of 

credit can be si(jnificantly increased if a host of socia l , economic 

and politica l preconditions are met. Emphasis should , therefore , be 

placed on r a i s ine the l e ve l of education of the f armers : the timely 

provision of inputs; the es t ablishment of an efficient system of pricing 

of agriculturill products; and = eff ective arr angements for marketing of 

inputs and outputs . hbove a ll, a ,Jell organized and satisf<octorily 

opera t ed aGricultural extension service is ess entia l. For an agricultural 

credit progranmle t o be success;j'ul the provision of ~dequate production incn­

tives , either in the form of enhanced producers prices or r educed input 

prices , is of f undamental i mportance . 

5) Livestock production is one of the useful means o f f inancing f arm 

production in ~thiopia . 'I'he result of the study has , however , shown t hat 

shortage of oxen is a critical pr oblem in the study areas that needs some 

consider ations . Consequently , loans f or the purchase of oxen must be made 

avail~ble in order t o all ev i a t e farmers from such limita tions . 

6) The dar.land f or agricultura l credit is indeed great , Owing to the 

limited r esources we have , agriculture cannot continua lly and indefinitely 

r eceive outside funds . It is, therefore , unavoi dable t o provide for its 

own growth by mobilizing its own capital. Indeed , there is a dearth of 

inforlnation on farm level s aving rendering it di ffic ul t to arr ive a t a 

precise conclusion. Nevertheless , the saving potentiul of f armer s cannot 

be t otally denied if their pr oductivity is i mpr oved . Hence , emphasis 

iIlUSt a l so be given t o methods Rnd mec hanisms to mobili ze that capita l 

within the a~rarian sector itself . 
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7) Although building lar~e agricultura l credit institutions cannot 

be expected to be a panacea for increasing the supplies of funds to the 

levels needed for increasing agricultural output and productivity , 

improvement in the existing institutions must , however , be tru<en seriously . 

The expansion of the "IlJ Bank in terms of resources and skilled manp0w.er , 

so as to enable it to administer effectively the expanding credit 

pr ogr almnes is necessary . In addition , the manaeement of cooperat ives 

and peasant associations will have to ~e trained in the pri nciples of 

cr edi t , conditions of credi t provisions , supervi sions nf lo~ns and in the 

mobi l i zation of savings . 

8) On top of thes~ policy issues , more research undert~ings are 

needed on rural credit use . '.1'he available information on f a rm credit is 

very scarce . lnformation on the productivity of credit , informa tion o. 
the adequacy of credit as well as on the effec tiveness of existing credit 

programmes is missing. 'rhus more informat i on is required on these and 

other lpects of agricultural credit use . 
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, X4, X1 0 ' X11 , X12 , X13 , X14, X15 ................. . ....... . 

X1, X
3

, x4 ' X10, x11 , X13 , X14 , 

X3 , X4, x10 ' x11 ' X13 ' x14 ' X15 

X15 ." ................................. " .................... .. 

00" "" 0"",, 0 0"."0"00"" "" 0 .,00.,00.000 . " 

X3, X4 , X1 0 ' X14 , X15 .. 0 .. ........ " ...... " ...... " .................................... 0 .. .. .... .. ........ .. 

X3 , X4 , X1 0' X14 ' .............. .... 0 " .. " ................ <>"" .......... " .... " " ............ "''''' .......... .. 

X
3

, X4 , X10 .. " ...... " .. 0 ...... .. ...... " ...... 0 .... 0 ............................ <> ...... .. ...... <> """ .......... ... 

0. 43298 

0.43299 

0. 43326 

0. 43358 

0. 43381 

0. 43442 

0.43648 

0 . 43798 

0.44128 

0.45197 

0.46002 

0.48973 

0.48973 

wbe r e : X1 = age , X2 = farming exper ience , X3 = farm size , X5 = di stance, 

X6 = on-farm income , X
7 

= off- farm income , X8 = invostment expenses , 

X9 = Livestock , X10 = improved technology. X11 = land , 

X12 = workers , X13 = Oxen, X14 = price and X15 = market and 

extension services .. 



APPlJNDIX II. 

V.AHIABUS lNCLUDED vlILK 'S LMillDA. 

1 X1 , X2, X3, X4 ' X5 ' x6 ' X7' X8, )(.9 ' X10 ' X11 , X12 ' X'3' X1\' X1, •• 0. 62785 

2 )(.1 ' X2 ' X3 ' X4 ' X5 , X6 ' X8, X9 ' X10 ' X11 ' X12 , X13 ' X14 ' X15 • ••••• 0. 62917 

3 0. 63044 

4 )(.1 ' X4' X5 ' )(.6 ' x8' X9 ' x10 ' X11 ' X12 ' X13 ' X14' )(.15 •• •• • • • • •• • ••• 0.63166 

5 x1 ' X4 ' X5 , X6, A8 , X9' X10 ' X12 ' X13 ' X14' X15 •· ••• • •••••••••••• 0 0. 63572 

6 x1 ' x4 ' X5 , x6 ' xo ' x10 ' X12 ' x13 ' x14 ' x15 •• 000 0 ••• 00 ' 0'0'.000'0 . 0. 64132 

7 x1, x4 ' x5 ' x6' xc ' x10 ' X13' x14 ' X15 •• • • • •• • • . 0 0 00 •• • • • 00 . 0.000 . 0. 64793 

8 x1 ' x4, X5 , x8' x10' X13, x14' X15 0 •• 00 0 •• 0 •• • ••• •••••• •• 0 ••• 00.0. 0.65812 

9 }:..1 ' x4 , X
5

' X~p X10 ' X13 , X14 .. ..... 0000000000<>"0<>00 .. 000000 .. 00000 ... 00 0 066960 

10 X1 ' X4, X8 ' X10' X13 , X14 ••.•••• • •••••••••..•.•••••• 00 •••••••• • •• 0 0 68338 

11 X1 ' X4' X8 ' X10 ' X14 ••••••••••••••••••••.•••••• 0· •••••• ••••••••• 0. 0. 69610 

12 X1 , X4 , X~ , x10 000 ..... .,0000000000000000000 ......... 00000000 ..... 000 .. 00 .. 00 0 ., 71180 

13 X1 ' x4 , Xs 000000000000000000000 .... 00000 0 00 0 00.00000000 .... 000000 .. 000.0072862 

Where : X1 = age , X2 = farming experi ence , X3 = education, X~ = farm size . 

X5 = di stance , X6 = on farm i ncome , X
7 

= off- farm incomeo 

X8 = i nvestment expenses X9 = livestock , X10 = improved technology, 

X11 = l and , X12 = workers , X13 = oxen X14 = price , 

X15 = market and extension services .. 
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