


















































The measures listed in the modus operandi group are essentially best practice in
lending to small-scale farmers. They are carrot and stick measures — which do not
depend solely on unrealistic assumptions about, for instance, the ability to enforce
contracts using legal mechanisms (which even if possible, would probably be very
transaction costs—intensive). These are the measures used in the Zimbabwe cotton
credit schemes. Their focus on groups, training and the development of appropriate
incentive systems makes them initially costly — but once in place, farmers can take on
a greater share of these costs (groups can act as crop assembly points, distribution
points for inputs, a vehicle for extension, and a means by which farmer participation
in wider democratic processes can be encouraged — reducing the transaction costs
inherent in reaching small-scale farmers). Moreover, these measures build
group/individual capacity so that farmers are able to combine their knowledge of, for
instance, land qualities and crop management, with information about inputs, and use
this to make informed decisions about input use. Without capacity building such as
this, technology packages tend to be inflexible (and therefore not ideal in all
situations) or very costly in terms of extension (as seen, for instance, with some of the
intensively-managed small-holder outgrower export horticulture schemes in Africa).
Nonetheless, the implicit start-up costs, and the fact that the benefits are long-term
(and also, far wider than just the crop in question) mean that they are only likely to be
attractive to companies able to take a longer view.

Such best practice mechanisms in rural lending are robust to different situations. For
instance, they are similar to the measures used by Grameen Bank type schemes —
where inputs are not necessarily provided in-kind or targeted to a particular crop. This
approach, moreover, yields benefits even where the marketing structure does not
demand such an approach. (In Mali, for instance, the cotton parastatal’, which has a
crop purchase monopoly, uses virtually all of these measures to reduce transaction
costs and increase cotton output). There seems to be a clear lesson here for Uganda
too: whilst it is difficult to envisage a preferable viable alternative to the existing
scheme given current conditions and circumstances (and this is true, despite all the
problems in the operation of the input scheme), it does not obviate the necessity and
desirability of investment in longer term measures aimed at more sustainable and
substantive improvements in small-holder productivity. At the same time, it may be
more difficult still to get commitment to such long-term goals amongst a large group
of companies, many of whom are reluctant participants in the current scheme (see
below).

The possibility of creating a buyers’ association seems to greatly expand the potential
for viable commercially-provided small-holder credit. Yet, on closer examination,
there are probably relatively few situations where this is likely to happen. In Uganda,
it was administratively costly and time-consuming to organise such an association (the
CDO played a key role in this, with the support of a small number of larger ginners,

5 The parastatal is in fact a hybrid, with a 40% share retained by The Compagnie Francaise pour le
Developpement des Textiles.
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but the smaller ginners were apparently reluctant partners). The larger ginners had
most to gain from an increase in cotton output. They were able to exert pressure on
the smaller ginners via the CDO (membership of the Uganda Ginners and Exporters
Association is compulsory) and also because the larger ginner-exporters export some
of the cotton ginned by the smaller companies. Moreover, all the ginners face similar
problems and constraints — and no single company is privileged in the resources it has
to tackle these issues. So although there are a few larger companies (which are
substantially better-resourced/cushioned than the smaller ginners), these larger
companies are on a fairly equal footing with one another. By contrast in Zimbabwe, a
buyers’ association (of just three cotton companies) would be relatively easy to
organise — but there is little interest in doing so. The largest company (the former
parastatal whose operations dwarf those of the other companies) undoubtedly has
privileged access to information about individual farmers, farm output and repayment
history. It appears to have judged its competitive advantage best-served by protecting
this exclusive access to information (and devising alternative measures to combat the
problems encountered in the wake of crop marketing liberalisation). Another factor
which limits the potential to replicate the buyers’ association approach is that it will
only solve the problem of “side-selling” (farmers taking credit from one company and
selling output to another) if the crop in question has no value on-farm or in local
markets. This limits potential considerably — mostly to crops which need to be
industrially processed (such as fibres and some oilseeds) or which are exclusively
produced for export (such as tobacco, in some places).

In summary, the potential to use the buyers’ association approach to credit seems to
depend on:

e existence of mechanisms to exert pressure on laggards/reluctant partners

e a fairly level playing field between buyers (ie comparability in what they
stand to gain/lose), and

e crop use options limited to those buyers (little food use or local
marketing).

A number of complements and alternatives to input credit schemes were also
identified (see below) which have application across many sectors.

Stakeholder workshops

Stakeholder workshops comprised the third project output. The starting point for this
research was the need to increase smallholder productivity through improved access to
purchased inputs. Credit was assumed to hold the key to this. However, in Uganda
and Zimbabwe, although there was widespread interest in access to purchased inputs,
many people stressed the role of non-credit factors, and some people were outspoken
in their view that credit was often inappropriate. The stakeholder workshops
conducted in Zimbabwe and Uganda therefore focused on the broader picture —
looking at credit and other factors that influence access to inputs, as complements to
credit or as alternatives. Five categories of factors were identified:

o affordability
e availability
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e information
e risk and uncertainty, and
e commercial context.

For example, credit helps make inputs more affordable. However, affordability can
also be improved by:

e timing of sales to coincide with times when farmers have cash (seen with
cotton input sales in Zimbabwe

e inputs sold in pack sizes suited to small producers (eg seed)

e lower prices, achieved by cost reductions in distribution and marketing (eg
through bulk purchases, transport sharing arrangements, and farmers’
groups taking on more responsibilities).

The physical availability of inputs in rural areas is also an important constraint, with
thin and unreliable rural distribution networks in most African countries. Innovative
projects in Uganda and Zimbabwe, seeking to promote the development of input
stockist networks, were reviewed at the workshops.

Information constraints were highlighted by many people — be they in terms of
information gaps (some basic research on fertiliser response for certain crops and soil
conditions has not been undertaken) or information flows (accessing and
disseminating this information). Innovative arrangements between farmers’
organisations, extension agents, NGOs, input companies and output traders were
reviewed — with particularly interesting examples from Zimbabwe. Improved
information on input application is clearly needed — and extension makes an important
contribution to the performance of input credit programmes.

The role of risk and uncertainty, and the overall commercial environment within
which farmers operate, were also reviewed.

The wider lessons on input access are explored in a further output of the project (a
publication in NRI’s policy series, attached here at Annex 3).

The workshops made an extremely timely contribution to debate in both countries.
There was considerable interest in the workshops and potential follow-up. In Uganda,
the specific context for this is the Programme for the Modernisation of Agriculture.
This is a current consultative process aimed at the development of appropriate policy
and intervention to develop smaltholder agriculture along more commercial and
productive lines. It is accorded a high priority at all levels, with the term first coined
in a speech by Museveni in 1997. In Zimbabwe, there is growing commercial and
public sector focus on the communal farming sector.

Workshop proceedings (Gordon and Goodland, eds, 1999a and 1999b) are submitted
together with this present report.

Dissemination outputs
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The fourth output from the project was the preparation and distribution of
dissemination outputs.

Formal dissemination outputs are listed in Box 4. Outputs 1, 2, 3, 4 and 6 were
originally proposed, and outputs 5, 7, 8 and 9 are additional.

Dissemination of project outputs was also achieved by other mechanisms, notably
relating to follow-up proposals. These are discussed in the following section.
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Box 4: List and status of formal dissemination outputs

Output Status
1. Discussion papers on cotton credit Presented at workshops and included in
programmes and other potential workshop proceedings.

applications

2. Workshop proceedings

Distributed to workshop participants and
wider audience in March 1999. Copies of
proceedings submitted together with
present report.

3. Journal article on credit schemes

Currently under review with Savings and
Development, with draft attached at Annex
2

4. Publication in NRI’s policy series on
smallholder access to purchased inputs

In press, with text attached at Annex 3.

5. A Development Issues paper (a shorter
format series published by NRI and
available on the web)

In press, with text attached at Annex 4.

6. Shorter articles intended for a wider
audience, for publication in (eg), Spore
and the bulletin of the Zimbabwe Farmers’
Union.

Submitted, with example attached at
Annex 5.

7. Paper presented at workshop on
Agricultural Marketing Reform in
southern Africa, organised by OPM and
funded by DFID.

Presented July 1999, and attached at
Annex 6.

8. Paper to be presented at seminar on
New Development Finance, Goethe
University of Frankfurt, organised by
University of Frankfurt and The Ohio
State University. Sponsored by USAID;
DFID; Kreditanstalt fur Wiederaufbau
(KfW); and 3 consulting companies.

In preparation, for presentation 27
September — 1 October 1999.

9. Journal article comparing experience
with cotton input networks in Uganda with
situation in India (drawing on CPP-funded
research still in process)

In preparation, pending further data
collection in India by NRI co-author

Contribution of Outputs

The goal of the DFID’s Crop Post-Harvest Programme of the RNRKS is: “livelihoods
of poor people improved through sustainably enhanced production and productivity of
RNR systems”. Its purpose is: “poor people benefit from new knowledge applied to
food commodity systems”. (When this project was approved the programme purpose
gave less explicit emphasis to poverty reduction: “productivity and productive potential
of selected production systems improved through reduction of post harvest losses and
development of processing and marketing innovations”).
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This project sought to contribute to those aims through the development and promotion
of efficient and effective marketing and credit systems, focusing particularly on the use
of credit to improve access by resource-poor farmers to productivity-enhancing
purchased farm inputs. Two credit schemes were studied in detail, both still in a state of
evolution and development, that have coverage far in excess of any other formal sources
of credit available to smallholders. Moreover, they are particularly interesting because
both are private sector initiatives, and the Uganda example has especially strong poverty
focus.

The project memorandum anticipated three principal mechanisms for dissemination and
uptake of project results:

(1) via the involvement of key stakeholders in the research and workshops
(2) via publication of the research results, and
(3) via uptake in the form of further work and projects.

In Uganda, the work has contributed to the longer-term consultative process concerned
with the Programme for the Modemisation of Agriculture. Three people playing a key
role in this process participated in the workshop. Two contributed papers, and the third
helped with the planning of the workshop, and chaired one of the sessions. The
workshop was also attended by other stakeholders who contributed to the debate.

At a more concrete-level, however, the research has contributed to, or led to the
development of, several other initiatives in Uganda, for instance:

e DFID’s private sector development adviser and the RNR adviser, in Uganda,
asked the project leader to prepare two concept notes dealing with (a) seed
supply and (b) fertiliser markets; this was a direct result of issues raised by
the research; the concept notes were well-received and follow-up is
anticipated, once new advisers are in post (both original advisers have now
left Uganda);

e the cotton studies have been discussed with stakeholders in the sector (both
private and public), and there is interest at Serere Agricultural and Animal
Production Research Institute (which has the remit for cotton research), and
the Cotton Development Organisation, in exploring longer-term farmer
group-based approaches to extension and input supply; this was raised by the
Ugandan collaborators in the context of other cotton sector work carried out
by the project leader in June 1999; possible funding sources include DFID
bilateral, DFID RNRKS, CFC, World Bank (in relation to current interest in
extension models);

o the focus on smallholder access to inputs coincided with initiatives by
USAID and FAO, who funded missions on fertiliser markets and soil fertility
respectively, in late 1998, the results of all three studies have been shared,
and discussions have been held with FAO on ways in which the NRI work
can contribute to Uganda’s Soil Fertility Initiative (FAO, 1999).

In Zimbabwe, agricultural input companies that attended the workshop, were interested

in ways to extend their work with communal sector farmers. The DFID bilateral
programme was also interested in this area, and the project leader was asked to prepare a
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concept note on improving communal farmer access to soil fertility enhancing inputs in
Natural Regions IV and V. This was well-received and a decision on further work is
awaited pending revisions to the country NR strategy (expected September 1999).

The project outputs have also found a wider audience via distribution outside Uganda
and Tanzania, and presentation at other workshops (for instance at Oxford Policy
Management in July 1999, and the planned presentation at Frankfurt in September
1999). Unsolicited requests for talks (the OPM talk for instance) and copies of
dissemination outputs (for example, from FAO, and TWIN Trading®), is evidence of
genuine interest in the work and the effectiveness of prior dissemination activities.
Moreover, the research is already being cited in other work (Poulton e al., 1999).

Further development of the work is anticipated through further dissemination of
research outputs, continuation of the project processes already initiated and described
above, and incorporation of the findings into other new work in which NRI and other
development organisations are involved (for instance, the work will be used in a
forthcoming “best practice guide” on rural credit).
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Annex 2: article submitted to Savings and Development

Production credit for African small-holders: conditions for private provision'
By Ann Gordon and Andrew Goodland, Natural Resources Institute, UK.

Abstract

It was hoped that market reforms in sub-Saharan Africa would unleash the private
sector, such that farmers would benefit from access to new markets and dynamic
privately provided services. The reality is that commercial activity has been highly
selective and often disappointing. Many farmers face a deterioration in market
access and services, including credit. This paper examines the conditions for private
sector provision of production credit for smallholders. Drawing on recent field work
in Uganda and Zimbabwe, it analyses the performance of two contrasting approaches
to smallholder credit. These schemes have coverage far in excess of any other formal
sector source of credit for smallholders (300,000 and 53,000 farmers respectively).
The Zimbabwean scheme is an apparently commercially sustainable text book model
of how to run such a scheme. The Ugandan scheme is paternalistic, institutionally
complicated and subject to significant inefficiencies in its operation, but nonetheless a
potentially significant improvement on the “without scheme” scenario. Of note also is
the scale of coverage, and its strong poverty focus. The paper concludes with a
discussion of generic lessons for other credit schemes and commodities.

! This publication is an output from a research project funded by the United Kingdom Department for
International Development (DFID) for the benefit of developing countries. The views expressed here
are not necessarily those of DFID. R7197, Crop Post-Harvest Research Programme.

? The authors are grateful to Alan Marter and Colin Poulton for comments received on an earlier draft.
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