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Preface

Thi s training package is one of a nunber of training packages desi gned
by the ILO - MATCOM Proj ect to assist people who plan or carry out
training for the managerial staff of agricultural co-operatives in de-

vel opi ng countri es.

The training provided under this traini ng package, as well as under the

ot her packages in this series, is based on a thorough anal ysis of:

(i) the tasks and functions to be perforned in agricultural co-ope-

rative societies in devel oping countri es;

(i) the comon probl ens and constraints facing the effective perfor-

mance of these tasks and functions.

The result of this analysis is reflected in the appropriate sections of
the MATCOM "Curricul um Gui de for Cooperative Managenent Training”. The
CGui de cont ai ns syl | abuses for 29 managenent subj ects, many of which
rel ate to nanagenent of agricultural cooperatives. In this area al one
MATCOM has produced trai ni ng packages, simlar to this manual, for the

foll owi ng subjects:

- Col l ecting and Recei ving Agricul tural Produce
- Transport Managenent
- St or age Managenent
- Mar keti ng of Agricultural Produce
- Suppl y Managenent
- St af f Managenent
- Fi nanci al Managenent
Cost Accounting and Control
- Ri sk Managenent
- Proj ect Preparation and Apprai sal
- Wor k Pl anni ng
Export WMarketing
Management of Larger Agricul tural Cooperatives

Cooperati ve Audit and Control

For nore infornation on the above training naterial, please wite to:

The MATCOM Pr oj ect

c/ o CO OP Branch

I nternational Labour O fice
CH 1211 CGeneva 22

Switzerl and .



Target Group

Target groups for this training programme on "Rural Savings and
Credit Schenes" are managers and assi stant nmanagers or ot her staff
of agricultural co-operatives who operate or plan to introduce

savings and credit schenes.

Co-operative officers or extension staff supporting the above tar-

get groups can al so benefit fromthe progranme.

Ailm

The aimof the programme is to train people to design, nanage and
devel op co-operative savings and credit schenes effectively.

In particular, the progranme will enable trainees to:

- describe the forns of savings and credit available to the aver-

age farm househol d;

- explain how the use of credit can inprove agricultural pro-

ductivity and how co-operative societies can provide credit;
- identify, design and operate savings and credit schenes;
- identify existing needs for savings and credit facilities;
- assess |l oan applications and manage | oan schenes;

desi gn and use appropriate docunentation to record memnbers'

credit transactions;

- analyse the causes of arrears and default - and to deal with

t hem ef f ecti vel y;
- identify sources of funds and to solicit funds for on-Iending;

- co-ordinate the savings and credit facilities with those of

other institutions;

desi gn and use appropriate publicity nmethods to pronmote savings

and credit schenes.

Use

The programe as described in this manual can be used for a specia-



lised course on rural savings and credit schenes. The conpl ete pro-
gramre, or individual sessions or parts of sessions, can al so be
incorporated in the curriculumfor a nore conprehensi ve managenent

trai ni ng progranme.

Duration

The conpl ete programre, as described in this manual, consists of 33
sessions. Session tinmes vary from1 to 4 hours. The total programme
will take 66 hours, or 10 - 12 days, depending on the qualifica-
tions and experience of the trai nees and the hours worked each
day. The tinme may well be exceeded, and each instructor nust decide
on the likely duration in view of |ocal conditions. A tinetable

shoul d be prepared accordingly.

o I I hod

The programre is based on the assunptions that training i s expesive
and that noney for co-operative nmanagenent training is scarce.

Therefore, it | ooks upon training as an investnent, and unl ess the
training yields results, the return on the noney invested in it

will be nil.

On their return fromthe training programre, the trainees should be

able to show concrete results of inproved managenent | n order to

prepare and equip the trainee to achieve this, the progrannme has

adopted a highly active |earning approach through the use of " par-
ticipative" learning nethods and a built-in action conmm tnent.

Trainees will not | earn about Agricultural Credit in a general and
passi ve way. Their day-to-day managenent probl ens have, as nuch as
possi bl e, been translated into realistic case studi es and ot her
probl em sol vi ng exerci ses. Trainees (working in groups and on their
own) will learn by solving these problens with the necessary assi s-
tance and guidance fromthe trainer, who will act nore as a "faci-

litator" of learning than as a |l ecturer.

Every trai nee has sone ideas and suggesti ons from whi ch the others
can learn. This material is intended to all ow and encourage every

trainee to contribute as nuch as possible fromhis own insights and



experience, so that all will go away with the accumul ated know edge

t hat each brought to the programme.

This sort of shared learning is in fact al nost always nore i npor-
tant than the know edge that you, the instructor, or the naterial
itself can contribute. You should treat each trainee as a source of
i deas and suggesti ons which are at | east as val uable as your own,
and the material is designed to help you draw out, or "elicit",

t hese contri buti ons.

The built-in "action commitnent” at the end of the progranmme wll
gi ve each trai nee the opportunity of using the know edge and ex-
pertise of his colleagues in the training programe in order to
find a concrete and acceptable solution to a specific problemhe is
faced with - a solution to which the trainee will comrit hinself

for inplenentation.

Structure

The programme is divided into 15 TOPICS and each topic is covered
by a nunber of SESSIONS (see the table of contents on page | X)
The following material is provided for each session:

a session guide for the trainer (yell ow pages), giving the ob-
jective of the session, an estimate of the tine needed and a
conprehensi ve "plan" for the session, including instructions on

how t o conduct the session

- handouts (white pages) of all case studies, forns, etc., to be

reproduced for distribution to the trainees.

| . | i al
Before "using" the progranme in a real training situation, it wll
probably be necessary to adapt it. This can be done as foll ows:
Read through the nmaterial and deci de whet her:

- the programme can be run as it is;

- only certain topics or sessions should be used,;

- new topics and sessions shoul d be added.
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| oan application schenes;
savi ngs schenes;

credit records;

| oan agreenents;

supervi sory reports;

any other formof information dealing with savings and credit

schenes.

Preparing Yourself

Sone trainers may feel that the naterial of this sort neans that

they need only spend a few ninutes preparing for each session

This is not the case.

You should go through the follow ng steps before conducti ng any

course which is based wholly or in part on this material:

a.

Read it carefully; be sure you understand the content, and that

you can envi sage what is intended to happen in the classroom

Work through all the calcul ations; be sure that you understand
them conpletely and try to predict the errors that trainees are
likely to make, and the different answers which may not be

wrong, but which will be worth follow ng up

Work through the case studies yourself, and try to predict al
the possible anal yses and answers which trai nees nmay come up
with.

Look up and wite down on the naterial itself, as many | oca

exanpl es as you can to illustrate the points that are raised.

Plan the whole session very carefully; try to predict approxina-
tely how many nminutes each section of the session is likely to
take, and nmke the appropriate nodifications to fit into the
time that you have available. Do not take the suggested tine at

the beginning of the session too seriously.

Conducting the Programme

Whil e using the material,

you should try to observe the follow ng

gui del i nes:
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k. Wite trainees' own words on the chal kboard whenever possible;
do not follow the words in the nmaterial, even if they are nore

preci se.

1. Be prepared to act as "Devil's Advocate" by supporting the op-
posite view to that held by the majority of participants;

there are usually no right or wong answers to mahagenent
questions, and trainees nust see and understand both sides of

every issue.

m If trainees appear to be following a quite different track
fromthat suggested in the material, do not disniss this out

of hand; it may be useful or nore so

n. Call on the silent and, if necessary, silence those who talk

t oo nuch.

0. Be sure that everybody understands what is going on; do not
all ow the discussion to be taken over by the few who under-

stand.

p. Be dynamc, lively and active. Mve around, wal k up ana down
the classroom and generally keep everyone alert by physica

activity.

After the Course

Not e down each trainee's action comritnent. Be sure to contact
every trainee, in person or at least by letter, about six nonths
after the end of the course to find out how they have nanaged to
apply what they have | earned, and how well they are inplenenting
their action commtnents. If they failed, it is not they who were
at fault, but the course. Either the training was ineffective, the
trai nees were poorly selected or you failed to recogni se probl ens

whi ch might prevent them from appl yi ng what they | earned.
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Sheet 1
SESSION 1.1
LNTRODUCTI ON
(hjective: To demonstrate the inportance of effective managenent of
savings and credit schenmes, and to identify sources of
expertise within the group
Tine one to two hours.
Materjal Conpl et ed pre-course questionnaire, tinmetable and Ii st
of participants.
Session Quide
1) If a pronminent visitor is to open the programme he or she should be

asked to gi ve exanpl es of problens or wastage that have arisen
t hr ough i nadequat e managenent of savings and credit schenes and to
stress that people in the trainees' position can nake a maj or con-

tribution in this area

Ensure that any adm nistrative problens are dealt with; matters of
accommodat i on, paynent of expenses, transport, roons for private

study and any other points of information should be settled now.

Poi nt out that a training course such as this is an investnent;
attenpt to estimate its total cost (including trainees' salaries
while in training). Ask trainees to suggest how they mi ght use
this sumof noney if it was available to themto inprove their pre-
sent savings and credit schenes. They may mention field studies

for better designed schenmes or sonething el se. Point out that un-
| ess the value of the benefit to the nenbers fromthis course ex-
ceeds the cost of the course, the noney would have been better
spent as suggest ed. Trai nees should therefore continually apply in
their own minds what they are Learning to their own jobs. If it
appears irrelevant, mstaken or if they do not understand how to
use it, they nust say so and the course will be changed accordi ng-

ly.



4)

& briefly through the timetable and stress that trainees will be
required to contribute and not nerely to listen. People | earn not
by sitting and listening but by participating and doi ng things

t hensel ves.

Ask each trainee to summarise his prior training and experience,
and to state what he hopes to gain fromattending this course.
Refer to the pre-course questionnaires if necessary. Stress that
everyone brings sonmething to the course and that the total experi-
ence in the group as a whole is substantial. Wile trainers and
the material will provide ideas about techniques and a structure to

the course, a nmajor input nmust come fromthe trainees.

Attenpt to classify trainees' objectives and experience on the
boar d: identify the special expertise or experience that each
trai nee brings to the course, enphasising the point that the group
as a whole is an extrenely powerful source of expertise and experi-

ence.

Tell trainees that at the end of the course everyone of them indi-
vidually, will be expected to produce and commt hinself to an ac-

tion plan, which will include:

A statenment of a problempertaining to savings and credits in

his society.

A brief description of the way in which he proposes to sol ve
this probl em

I deas on how he will "sell"™ this solution to his superior and
subordinate staff, and to the conmittee and nenbers if necessa-
ry.

A specific description of exactly what the trai nee expects to

have achi eved by a certain specified date (within six nonths

after the course has ended).

Tell the trainees that the instructors intend to contact them after
this specified period to assess how successful they have been in
i mpl ementing their plans. The course, rather than they thensel ves,

wi |l be evaluated by their success.
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SESSION 1.2

Chjiective: To enabl e trai nees to descri be an average farm househol d

in their area, the attitudes and habits of farm people,

and the forns of savings and credit available to them

Iine: Two and a hal f hours.

Material Handout ' The Typi cal Menber Househol d'

Session Quide:

1) Divide trainees into groups. Ask themto describe a typical farm
househol d, along the lines suggested in the handout. If there are

mar ked regi onal or other differences anbng rural conmmunities in
your country, each group must choose one to consider. Stress that
t he househol d descri bed nmust be a typical one, and not one of the

richer mnority.

Ask groups to report their conclusions and di scussi on. On chal k-
board/ OHP summari se the nmaj or points and any anendnents suggested
by di scussi on. It is likely that the typical family described will

be one not nmuch above subsistence level, with little opportunity

outside the farmto increase its incomne.

Encourage trai nees to discuss, explain and nodify their ideas about
the attitudes and habits of farm people, and of the resources

avail able to them

If there are wide differences between rich and poor within rural
communi ti es, ask trainees to suggest the extrenes. Do co-operative
menbers tend to be representative of all farmers? If not, are they

ri cher or poorer than average, and why?

Di scuss the foll ow ng:



4)

- Can the average farner's productivity be increased with better

farm ng nethods, inputs, and so on?
- Do farmers understand these possibilities?

- \What are the main difficulties in the way of inproving farmers

productivity?

- If nore noney is invested in farm ng, would this conpletely

overcone these difficulties; what ot her changes can hel p?

- If increased investnent would hel p, can existing sources of

credit famliar to the rural comunity neet the need for funds?

Rem nd trainees that existing sources of credit include infornal
ones (such as famly |l oans, jewellery deposits, traders' credit),
and stress the inportant part played in small rural conmunities by

such credit arrangenents.

Sunmari se concl usi ons on chal kboar d/ OHP. The foll owi ng points ap-

ply in nost countries:

a) Farmers coul d produce nore.

b) Subsi stence farnmers cannot save enough noney to nmake the in-

vestment they need in order to produce nore.

c) Wiatever savings farners can nake are kept for energencies or

"one-of f" purposes such as weddi ngs or funerals.

d) Poor farmers often do not recogni se the potential of and need
for investment, so they do not save even the small anpunts they

coul d.

e) Facilities for saving regularly are often all that is required

to help farmers save noney.

fy Credit froma co-operative for seasonal or |onger-term pur-
poses, can be effective only if it is used for genuinely pro-
fitabl e investnents and all the necessary technical skills and

physi cal inputs are avail abl e.

Stress that the purpose of this course is to have nore farners be-
nefit fromwell-nmanaged co-operative credit. Ensure that groups

keep their notes, and that a summary of all groups' concl usions as
not ed on chal kboard/ OHP i n paragraph 2) are kept to use in Session

5.1
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Ihe Typical Menber household

Describe the "typical” farmfamly. while ideas about farmfanilies
may differ, it should be possible to agree on a general picture. If
there are narked regional, religious or other differences in the way
different groups in your country live, choose one particular region or
group and describe a famly typical of that group. Be sure that "your"

famly is typical of nost farmfamlies.

The guidelines below are intended to give an idea of the basic

information required. Add any other necessary details.

L del i
1) EarmDetajls:
Si ze of typical holding
Range of crops grown.

Type and nunber of animals kept.

Total farm i ncone.

2) Conposition of the FarmFamly

How many persons are there in a typical farmfamly?
What age and sex woul d t hey be?

How are the fanmily nmenbers related to the head of the house-

hol d?

3) Education and Attitudes:

H ow many years of school is each nenber of a typical farm

famly likely to have had?

- How many famly nenbers are likely to be able to read and
wite?

- Are farmers open to new i deas/ ol d-fashi oned; |azy/hardworking;
good/ poor managers; wel | informed/ignorant about the world be-

yond their village?



4) How much income might a typical farmfanmly get fromsources such
as the follow ng:
Work on ot her people's farns.
Fami |y nmenbers wor ki ng el sewhere.
Handi crafts or other local industry.
Shopkeepi ng or trading.
Pensi ons.

- O her sources of incone.

5 Tatal Average Income and Fxpenditure:
- Cash earned by sale of surplus.

Cash spent on food to suppl enent hone produce.

- Other "necessary" cash expenditure.

- Balance avail able for spending or saving.

6) Savings and Credit Needs:

Savings How nmuch could the fanmily save annually?
In what fornms would such savings be kept? (If appro-

priate, suggest how individual famly nenmbers m ght keep

their own savings).

Credit For what purposes mght the fanmly borrow noney? From

whom woul d they borrow it?
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SESSI ON 1. 3
LNCRFASI NG FARVFRS' CAP| TAl
(hjective: To enabl e trainees to anal yse various ways in which in-
creased investnent on the farmthrough the use of credit
can inprove agricultural productivity, the effects this
may have on farners' welfare and the probl ens connected
with such innovations.
Tine Two hours.
Material Case studies 1 to 3.

Session Qilide:

1) Ask trai nees who benefits fromincreased small-farm production

- Farners thensel ves.

- Urban consuners who buy food crops.

- The nation as a whole, by saving inports or increasing exports.
2) Ask whether rural or urban people receive nore help and investnent

from servi ces such as banks, schools, hospitals, roads, water or

uni versities, and why.
Urban areas benefit nore.
- Influential people live in cities.
- Problens in cities are obvious and concentrated.
3) Even very small investnments can nmake an inportant inpact on snall
farns; the type of change that is possible is illustrated in the

three case studies, which should be adapted to reflect |ocal condi-

tions if necessary.
Distribute copies of each case study to each participant, and all ow

up to twenty minutes for individual reading.

4) Divide the trainees into three groups. Allow up to forty-five m -

nutes for themto prepare answers to the assignnents.


ana


6)

Reconvene the trainees. Ask one group to present its answers to
each case; al l ow the other groups to comment on, change or add to

the points made. Conpl ete each case before doing the next.

In each case study, trainees should bring up the foll owi ng points,

anong ot hers, and they should be summari sed on chal kboar d/ CHP

Azun's Farm

- WIIl vegetable prices go lower or rice or fertilizer prices
i ncrease?

- Can all the vegetables be sol d?

- Is afarnmer wise to nove so rapidly from subsi stence to cash-

crop farmng?

-  How secure is Azun's tenure?

Billoni's Farm:

- He will need to learn new cultivating nmethods for hybrid maize,
and to practise selective breeding, veterinary and sinilar

skills with the new article.

H s co-operative society should have input supplies, extension
services, mmize, mlk and livestock marketing facilities, arti-
ficial insemnation and veterinary services, as well as credit.
Do nost societies have such a range of services, or are they

avail abl e from el sewhere?

latif's Farm

- Latif's incone will becorme bigger if all goes well. Success de-
pends on his own skill and effort. It nmay be easier to collect

rent than to devel op and farm 74 hectares successfully.

- Twenty farnmers will lose their holdings; two or three only wll

retain enpl oynent.

- Even a runour of the plan will prevent Azun frominvesting in
i mprovenent . Its inplementation will make himrely solely on

casual | abour for his livelihood.

Sunmari se the di scussion by asking trainees the foll owi ng ques-

tions:



In what circunmstances will a substantial increase in noney in-

cone NOT increase a farmfanmily's welfare?

What sort of demands does a typical devel opnent project place

on:

a) the technical and manageri al skills of the individua

farner;

b) back-up from helping agencies (co-operatives, extensi on

wor kers, ete);

¢) regional or national infrastructure (transport, supply and

marketing facilities etc);
d) | ocal resources (water, |and, |abour).

What good and bad social effects may result frominpl enentation

of such projects?

This discussion is intended to show trai nees that while increased

i nvestrment on the farm can and does produce beneficial results, the

i njection of funds al one is not enough. Such projects may pl ace

heavy demands on the skills and managerial capacity of individua

farmers. They al so need technical support, suitable resources, in-

cl udi ng an adequate national and | ocal infrastructure, and |ike al

farm projects, a reasonable anount of |uck



Case Study 1 -

Azun's Farm

Sheet

Lati Azun is a tenant farnmer who rents 22 hectares of non-irrigated

I and, on which he grows rice (2 hectares) and vegetabl es (2 hect ar e)

Hs two elder sons help with the farmwork. This farmis the main

sour ce of

He is sonetines able to add to his snal
day | abourer,

pl us vegetabl es through his co-operative marketing society.

l'ivelihood for Azun and his famly (a wife and five children).
money i ncone by working as a

but nost of his cash incone is derived fromselling sur-

Yield Money Value Inputs Per Year
C
rop Bad Good | Bad |Good | . Ferti- %ab"”r
Year Year Year | Year ater lizer man-=
days
Rice
2 hectares|1i2200 kg |2,500 kg | $720 {$1,500| - 240 days
Vegetables 1,000%
3 hectare 600 kg 1,000 kg | $360 |3 600 cubic m 150 days

* \Wat er
farm

In fact,

Azun with a very small

year,

of his rice surplus.

most of the farm out put

i ncone from sal es of vegetabl es and,

is consumed by the famly

H s annua

rent

is carried fromthe village which is one kilonetre fromthe

| eavi ng
in a good

is $175, but he is sone-

times able to pay nost of this in services in kind to his |andlord.

Azun plans to change his farmng systemwi th the help of a co-opera-

tive | oan.

that out of his increased i ncone he wll

quired to feed his fanmly

He plans to make the change in two steps,

vegetables the first year and the second the follow ng year

He wi shes to grow vegetables on al

hi s | and,

reckoni ng
be able to buy the rice re-

(The market price for rice is $0.60 per kg.)

converting one hectare to

However,

he needs to ensure an adequate water supply and reckons he can do this

by installing three tubewells on his |and,

year

cover the cost of seed and fertilizer.

and the third in the second year

He will

the first two in the first

al so need | oans to

3



He plans to develop his farmas foll ows:

Year 1
Inputs
Crop Yield Money Value Ferti
Water . Labour
lizer

Rice 120
ic _
1 hectare 600 - 1,250 kg | $ 360 - $ 750 - ?an
ays
300
Vegetables 1) g, 3 000 kg | $1,080 - $1,800 | >°° |120 kg| man-
13 hectares cu.m. days

* Loan Investment:

2 Tubewells : total installation costs $ 400

Fertilizer at $2 per kg: $ 240
Seed : $ 200
Year 2
Inputs
Crop Yield Money Value Ferti-
Water . Labour
lizer .
450
000
V?getables 3,000 - 5,000 kg | $1,800 - $3,000 > 200 kg| man-
23 hectares cu.m. da
ys
* Loan Investment:
1 Tubewell : total installation costs $ 200
Fertilizer at $2 per kg : $ 400
* The first tubewell loan will be repayable over five years at $110 a
year, including interest. The second tubewel|l loan will be repayable

over five years at $55 a year including interest. The seed and ferti -
lizer loans will be repaid at the end of the first year plus $60 in-

terest, the second fertilizer loan will be repayable at the end of the
second year, plus $38 interest.

Assignnent
There are a nunber of critical factors in Azun's schene, which wll

determ ne whether he will succeed or fail. Identify those factors and

state why they are critical
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Case Study 2 - Billoni's Farm

Martin Billoni farns twel ve hectares of good | and. He grows six hectares
of maize, which is cultivated with the help of his famly, one hectare is
used by the wonen of his famly to grow vegetabl es for househol d use, and

he grazes his herd of fifteen cattle on the rest.

Though Billoni's cash income mainly derived frommlk sales, is not very

large, his famly lives relatively well as the farmsupplies all their

food needs:
Yield Money Value Inputs
Crop
Bad Good Bad Good {Fertilizer, Labour
Year Year Year Year |{Seed, etc.
Maize 500
6 hectares 4,500 kg | 7,200 kg |$ 450 |$ 720 - man-days
Vegetables 300
1 hectare 1,200 kg | 2,000 kg|$ 720 |$1,200 - woman-days

Milk Sales Livestock Sales Annual Inputs
Livestock -
Amount Cash Amount Cash Feed Yeter— Equip-
Value Value inary ment
15 Native
Cattle
28,000
> $2,800 | % | s120 | sws0 | s$25 | $50
litres calves
(14 cows,
1 bull)

Billoni reckons, however, that he could greatly inprove his famly's
standard of living if he were to upgrade his farm system by growi ng a

hi gher yielding nmai ze and gradually replacing his native cattle with
grade ani mal s.

Hs wife will not allow himto interfere with the vegetabl e garden, but

he intends to upgrade the whole of the rest of the farm
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He plans to start by using hybrid nmaize instead of the traditiona

This wll

iety.

and i nsecticide as wel |

Ccows,

future he wll

bul |

selling off the bul

to maintain his herd,

i nvol ve i nvest nent

and wil |

and four

in extra cultivation,

as in the purchase of the seeds.

var -

fertilizer
As a first

step to upgrading his herd of cattle he intends to purchase two grade

cows fromhis herd to do so.

hire the services of the Agricultura

In

Departnent's prize

i nvest the profits fromincreased

mlk yield and sal es of half-breed calves in further purchases of grade

cows. He wishes also to build a new cattle shed and to renew his dairy

equi pnent, and expects increased costs for veterinary services (say $1

per cow per nonth), and feed (say $2 per cow per nmonth). His farm plan

for next year (excluding the vegetable garden) is therefore as foll ows:

Inputs
Crop Yield Money
Value Culti-| Ferti-| Insec~
X . . . Seed Labour
vation| liser | ticide
Hybrid +
Maize 9,000 kg -| $ 900 - 300
6 14,400 kg | $1,440 $240 | $330 | $90 | 9150 | o
hectares days
Milk Sales Livestock Sales Inputs
Livestock :
Amount Cash Number Cash Feed Yeter— Equip- Labour
Value Value inary [ment
10 Native 4 cows main- hire
Cattle ig;ggg $2,000 [1 bull $4,000| $288 | $144 tenance| of
2 Grade 2 calves only bull
Cows $100 $50
lLoan | nvestment
Mai ze: Cul tivation, Fertilizer, Insecticide, Seed : $ 810
Cattle: Extra I nputs (Feed, Veterinary, Equipment) $ 267
Equi prrent $ 800
Shed $ 500

- Purchase of grade cattle is financed by sales of native cattle.

- Billoni applies for a total |oan of $2,400 repayable over three years

at $900 a year including interest.
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By the third year Billoni expects to have his herd consist of eight
grade or half-breed cows and one hal f-breed bull. He will continue
to farmhybrid maize as in Year 1, and his livestock plan will be as
fol | ows:
Milk Sales Livestock Sales Inputs
Cattle Cach Cash v Eaui
Amount as Number as Feed ‘eter— duip
Value Value inary ment
9 Grade or 32 000
Half-Breed o $3,200 {3 calves| $200 $192 596 $100
Cows litres
Assi gnment

1) What skills will

2) List the services needed by Billon

Bill oni

need to carry out

in his new scheme.

hi s plans successful ly?

3) Wth which of these services could a co-operative society assist

hi nf

4)  Wich other

institutions could contribute?
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Case Study 3 - latif's Farm

Abdul Latif farms four hectares of irrigated | and on which he grows rice,
fruit and vegetabl es and keeps a cowto feed his famly. The farmis

not his only source of incone; in fact he | eases out nost of his |and
to some twenty farnmers and derives his main incone fromrents and his
part-ownership of the village shop. He pl ans, however, to expand his
farmng activities and to take over 74 hectares of unirrigated | and
fromhis tenants, sink wells, buy a tractor and farmHYV rice on a

| arge scal e. He is going to keep the three hectares of his present farm
on which he grows fruit and vegetabl es and keeps the cow, so in tota

he will be growi ng 75 hectares of HYV rice.

lie expects his farmto devel op as foll ows:

Annual Yiel d/ Costs

Yield Money Value Inputs Running*
Expenses
Crop Bad Good Bad Good Ferti- Labour | 1racror/
Year Year | Year | Year Seed |1 jer |(man- Pump
days)

HYV Rice 15,000{52,500

75 hectares| kg | kg |$9:000|$31,500$1,875|$4,125 | 350 | $1,700

* | ncl udes wages of driver, not included in Labour Input.

Loan | nvestnent : 10 Banboo Tubewells + )
$ 3,350

Mobi | Di esel Punpset )
Tract or $ 6,000

He applies for a loan of $10,000 at 15%for five years to finance this

devel oprent .

Assi gnnent

1) wwat are the advant ages/ di sadvantages to Latif and to the |oca

community at large if this project devel ops as pl anned?

2)  Turn back to Case Study 1. Latif is Lati Azun's landlord. Wat are

the inplications of Latif's plans for Azun and his fanmly?
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THE ROES OF CO COPFRATIVE SOCIETIES I[N AGRI QUL TURAIL CREDIT

(hiective: To enable trainees to describe the different ways in

whi ch co-operative societies can be involved in | ending
nmoney to farners.

Tine One hour.
Session Quide:
1)  Ask each trainee to describe how his society is involved in credit:

Source of lending Funds
3 The society's own funds (reserves and menmbers' deposits).

b)  Suns granted under devel opnent programmes for on-|ending.

¢c) Sums borrowed by the co-operative from banks or other

sources of on-Iending.

Roles of the Society in Relation to the Borrower

a) Is the society the |ender?

b) Is the society the intermediary between the lender (e.g. a

bank) and the individual borrower?

Surmari se trai nees' answers: co-operative societies may be in-
volved in credit programmes in a variety of different ways and on a
smal | or large scale; each way has its own advantages and dis

advantages. Ask trainees to suggest in each case what these advan-
tages and di sadvantages may be:

i) Societies may lend only fromtheir own reserves and from

nmenbers' deposits and savings, if a savings schene exists.

Advant ages : The schene is seen to belong to nenbers, who
becone responsible to each other through the society for the

repayment of | oans.
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i)

Di sadvantages: The schene is likely to be small in scale, so
it may not attract support from other agencies such as exten-

si on services. Wt hout external supervision sone societies

m ght be m smanaged.

Soci eties may borrow funds from conmrerci al or co-operative
banks or from ot her sources such as devel opnent progranmres,
for on-lending, in which case the society is responsible for
the repaynment of borrowed funds and nust coll ect repaynents

fromindividual borrowers

Advant ages: The society keeps a lot of its freedom of ac-

tion, though nost |enders will exercise some supervision over
its on-1lendi ng procedures and will supervise the | oan pro-
ject(s) to sone extent. This kind of control from an expe-

rienced lending institution can be hel pful and the society

al so gains by access to |larger funds.

Di sadvant ages : Thi s approach may nmean that the society has
"the worst of both worlds", in that it is legally responsible

for the funds but still has to submt to a degree of contro

fromthe prime source of the noney that is lent.

Societies may act as responsi ble agents for |oans to nenbers
fromthe bank or other |enders, by guaranteeing | oans, or by
maki ng disbursements and collecting repaynents for t he

| ender.

Advant ages Easier a ccess to bank funds for nenbers, and
| ess conpl ex procedures; the society is not responsible for

| oan approval or collection.

Di sadvant ages : The society is legally responsible wthout
havi ng the correspondi ng control over the | oan progranmre.

Societies may introduce nenbers to the bank or other |ending
agency as potential borrowers and may act as referee for |oan

applicants.

Advantages: A service is given to nenbers which involves no
liability on the society, and the society's nmanagenent may
learn how to operate their own credit programme in the

future
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Disadvantages: |If the society has not responsibility except
as a source of introductions or references, it will also have

no control over the |ending programe.

Trai nees are unlikely to exercise nuch control over their so-
cieties' role in credit programres. However, they should be aware
of the alternatives and should consider why their own society has

adopted its chosen role and not one of the alternatives discussed

above.

Ask trainees whether their societies are likely in the future to
change their way of hel ping nmenbers to obtain credit. Is the pre-

sent nmethod the best for nenbers? How could it be inproved?
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existing formal and informal
credit facilities
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Session 2.1  Sources of Formal Credit

Session 2.2 Sources of Informal Credit
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SESSION 2. 1
SQURCES COF FORMAL CREDIT
Chiective: To enable trainees to assess existing sources of forma
credit fromthe point of view of the society nenbers who
are smal |l -scale farners
Tine: Approxi mately two hours.
Material Exer ci se: "The Three Banks".

Annual Reports fromlocal banks and other |ending insti-

tutions.

Session Qiide:

1) Ask trainees why they go to a specific bank when they apply for a
| oan or other bank services. It should be clear that there are

different features of each bank.

2) Eicit the main features of a bank, which can be inportant to a

bor r ower .
A possible list nmay | ook as foll ows:

Fl exi bl e | oan Conditions
Si npl e Paper wor k
Subsi di zed Rates of I|nterest
- Speed of Appraisal Procedure
Avai l ability of Technical Back-up
- Suitable Location of Branches
Approachability

- Long Opening Hours

Let the list remain on chal kboard/ OHP for further use

3) Distribute the exercise and allow up to thirty mnutes for its

conpl eti on.



4)

Reconvene the trai nees and ask each group to present its answers,

whi ch may be summari sed on chal kboard/ CHP as fol | ows:

Borrower Bank Respanse

1 B Yes

2 A No

3 A Yes

4 A No

5 C No

6 C No

7 A No

8 B Yes

9 B No
The above answers are one suggestion only. Invite trainees for

di scussi on and agree upon a list.

Ask trainees which of the earlier listed features are likely to be
of particular inportance to each of the hypothetical borrowers.

Use the earlier listed features and conplete it as foll ows:

Eeature loportant for Borrower
Fl exi bl e Loan Conditions 1 3 5 8 9

Si npl e Paper wor k 2 4 6 1 9
Subsi di zed Rates of Interest 1 8

Speed of Appraisal Procedure 2 4 5 6 7
Avai l ability of Technical Back-up 3 4 6

Sui tabl e Location of Branches 2 4 5 6 T 9
Approachability 2 4 6 7 9

Long Openi ng Hours 2 4 1 9

Poi nt out that borrowers 2, 4, 5, 6, 7 and 9 are the nost difficult
to match to a bank, and are generally the least likely to be wel-

coned as potential borrowers.
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Ask trainees to conpare these borrowers to the typical farmer they
describe in Session 1. It should be clear that nost of the farnmers

bel ong to the above nentioned group

The nore experienced and wel | -organi sed borrower is likely to be
better able to understand and co-operate w th bank procedures;
borrowers seeking nmediumor long-termcredit are less likely to
need their noney quickly froma local source than the short-term or
seasonal borrower; the | ess experienced borrower needing a small
| oan pl aces the heavi est denmands on the technical resources, adap-

tability and efficiency of the institution

Ask trainees to list all the formal credit institutions in the
country. If possible, circulate annual reports; try to classify
these institutions into the three types typified by bank A, B and C

in the exercise. ldentify and di scuss any exceptions.

Ask trainees which of these organisations is best adapted to handl e
an application fromeach of the typical borrowers listed in the
exercise. Are the smallest, |east educated, nost needy applicants

the | east well served?

It should be clear that existing farmcredit institutions are gene-
rally suitable for the |larger nore prosperous farners who | east
need support, while the poorer farmers who need credit npbst are
| east well served. VWhat al ternative sources of credit are there

for such farners?
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The Three BRanks

Read the follow ng brief descriptions of the three hypothetical banks.

A__The Frewhon Bank of Utopia

The Erewhon Bank of Utopia is a commercial bank with an established
network of fifty well.-appointed, fully staffed branches in nost urban
centres. It provides custoners with current and deposit account ser-

vices, transfers noney and does a |l ot of foreign business. Its opera-
tion is highly efficient, and it enjoys an enviable reputation for its

custoner services

As far as loan policy is concerned, the bank will grant overdrafts to
establ i shed custoners who can show that the overdraft will be duly re-
paid. Any customer would probably be granted a | oan or overdraft if he

provi ded reasonabl e security or guarantee.

The bank usually wants security for its |loans, but in practice this
varies considerably. Managers frequently grant small | oans on the
basis of a reasonabl e prospect of success of the project. The bank is
wel | -known for its policy of always exacting repaynent of |oan funds,
what ever the circunstances. It charges ordinary comercial rates of

i nterest.

B._The Devel opnent Bank of ltopia

The Devel opnent Bank of Utopia is a Government-sponsored organi sation
desi gned specifically to support agricultural devel opnent. It has a
mai n branch in each regional capital, and a head office and branch in
the national capital (five altogether) and nine other branches, five of
which are in the Northern Region, one in the Western and three in the
Southern. There is none in the Eastern Region, but nost areas are ac-
cessible to the nobil e sub-branches. The bank offers ordinary conmer-
cial. services but is mainly devoted to operating savings and | oans ac-
counts for farmers and farmer-groups at subsidized rates of interest.

A small proportion of its business is done with |ocal co-operative so-

cieties but branch nanagers are not anxious to extend this. It has a

good techni cal back-up service and co-operates closely with the Agri-

cul tural Department.
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Sone conpl ai nts have been heard about sl owness of the bank's services,
but it can point to substantial successes in the Northern Regi on where
it has provided investnent funds. for prosperous conmunity of cash-crop

farmers
I . i . I

The Ut opi an Co-operative Bank is owned and nom nally financed and con-
trolled by the co-operative novenent. It is constitutionally bound to
lend only to co-operative unions or primary societies and has a nunber
of large and successful credit unions and retail societies as its cus-
toners. There are five rural branches, each of which has in the past
I ent large anpbunts to farners' societies; many of these accounts are
seriously in arrears, and the branches are as a result rather in-
active. They still conduct current accounts with societies and they
oper at e savi ngs accounts for menbers through their societies. Sonme in-
dividual farmers obtain |low interest |oans fromthe Co-operative Bank
through their societies, but the approval procedures are very slow and

no conpl ementary services are avail abl e.

Assi gnoent .

Each of the follow ng nine agricultural borrowers needs a | oan. Decide

whi ch of the three banks woul d be nbst suitable for each and mark each

borrower "yes" or "no" according to whether you believe the chosen bank

woul d or would not wel cone the application with enthusiasm
1) A Governnent-owned pl antati on.
2) A wonman farning a snall plot to support a famly.

3) Aretired civil servant who wi shes to devel op and farm an unused

hol di ng.

4) A small-scal e subsistence farnmer with no formal educati on who wants

to buy new cattle.
5 A local co-operative society.
6) An informal group of farmers wishing to sink a well together.
7) A small farnmer in need of a seasonal loan to buy fertilizer
8) A foreign-owned sugar plantation

9) A drought-stricken small farmer in need of a loan to buy food unti

harvest tine.
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SQURCES OF | NFORMAL CREDIT
Chiective To enabl e trainees to describe how i nformal sources of
credit operate and to explain why these may be favoured by
smal | -farm borrowers.
Tine: One hour.
Material Handout - Small Farm Credit: Sources and Means of Distri-
buti on.
Session Qiide:
1) Ask trainees to wite down as many sources of informal credit for

2)

smal|l farmers as they can. Allow up to fifteen mnutes for this
and ask each trainee in turn to nanme one source until all lists

are exhausted. Wite the |list on the chal kboard/ OHP. It shoul d

i ncl ude:
- Village Money Lenders - Friends and Rel atives
- Shopkeepers - Landl ords
- Produce Buyers - O her Local Sources

Tr ai nees shoul d understand that any form of del ayed paynment (e.g. to
| andl ords or shopkeepers) or of paynment in advance (e.g. from produ-
ce buyers) represents a formof credit, and that these hidden cre-
dits are paid for by the farmer in terns of higher buyers's prices

or lower selling prices.

Ask trainees to suggest what m ght be the anobunt and percentage of

farmcredit conming frominforml sources.

It is inmpossible to provide an exact figure for the amount of credit
avail able to farners through such channels. Obtain any estimates
that may have been made by the Mnistry of Agriculture or Centra
Bank and di scuss these with trainees. In the absence of data the
group should attenpt at |east to reach a consensus on the percentage

of all credit which reaches borrowers through these channels.



Ask trainees to suggest what proportion of formal credit reaches
farns through co-operative channels as opposed to direct from banks
or other institutions. Their estimates should if possible be com

pared with actual data on | ending by co-operative and ot her banks.

Trai nees nmay overestinate the proportion of farmcredit actually

provi ded through co-operatives or banks.

Di stribute the handout. If trainees' countries are not included,
discuss the likely position of their country in the "League Tabl e"

of formal versus informal and co-operative versus direct credit.

Ask trainees estimate the conparative cost of a $100 seasonal |oan
froma noney-lender and a bank. Depending on | ocal bank and noney-
| enders' interest rates they may suggest differences in the range

of $10 to $80 hi gher costs for informal credit.

Ask trainees to suggest what may be the "hidden" and perhaps un-
quantifiable costs of loans frominstitutions which | ead a poor
farmer to prefer the apparently nore expensive option. They shoul d

suggest items such as the follow ng:

a) Delay in approval or dishursenment |eading to mssed sowi ng or

fertilizing opportunity.

b) Repeated, expensive and tine-consuming visits to a co-operative

or bank office.

C) Humiliation suffered in unfamiliar nodern banking prenises, and

fromarrogant staff.
d Dfficult procedures and fornms for application

e) Insistence by the | enders on provision of credit in kind, often

from nore expensi ve sources.

f)  Conplicated security and crop delivery requirenents

Ask trainees to attenpt very approximately to estimate the cost of
such of these itens as can be quantified; itens a, b and f above
do cost the farnmer noney, tine when his | abour is needed on the

farmand the cost of |lost crops or |ower yields.
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Trainees may estimate that all these costs, plus the "psychic
costs" of itenms such as ¢ and d, are well below the difference be-
tween formal and informal borrowi ng as assessed in 3) above. Point
out that farmers are not fools. In their understandi ng, the cost

of informal credit pust be |ower, or they would use fornmal sources

Ask trainees whether there are any disadvantages to the farnmer in

using infornmal credit. In sonme countries the grip of nerchants and
noney-1 enders on poorer farners is cruel and ruinous. El sewhere,

the mai n di saavant ages may be:
- Lim ted tunds

- hi gh rates of interest

- Lack of technical back-up

Failure t o provide savings facilities

Trai nees should realise that poor farmers seeking short-termcredit

may not recogni se any of these features as di sadvant ages. The
tasks of the trai nees as providers of co-operative credit is to
overcome the hidden costs of formal credit and prove to nenbers

that a co-operative can be the cheapest and best source of credit

in every way, not just because of |low interest rates. Show by

sinple exanple that tinmely  accessible credit at 20 or nore

interest is cheaper than del ayed, inaccessible credit at 81 or 10%



Session 2.2

Sheet

Shall Farm Credit - Sources and Means of Distribution

(Source: Aid Spring Review of Small Farm Credit, Volume XVII, June 1973)

This table is intended to give a very sinplified picture of the inport-
ance of institutional versus informal credit sources, and of the propor-
tions of institutional snmall farmcredit which reaches the farmer direct

froma bank or via a co-operative

Percentage of - '
Countryv CrzziilPSZE?ded gisilgai;o;;i:gt Qredit Proviéed
by Informal to Farmer via Co-operatives
Sources

Salvador 95 All None
Honduras 50 Most Some
Nicaragua 75 Most Some
Peru 75 All None
Colombia 50 All None
Nigeria 80 Some Most
Ghana 60 Most Some
Turkey 60 Some Some
Thailand 90 Most Some
Philippines 66 2/3 Most Some
Iran 50 Some Most
Afghanistan 60 All None
Bangladesh 80 Some Most
India 70 Some Most
Sri Lanka 60 None All

Korea 75 Some Most

3
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SESSION 3 1
IHE ROF OF SAVI NGS SCHENES
hiective: To enable trainees to identify the wvital role of
co-operative savi ngs schenes as a conpl enent to co-ope-
rative credit.
Tine: Appr oxi matel y one hour.
Material Exerci se: Savi ngs Schenes.
Session @Qiide:
1) Ask trainees why savings schemes are an inportant part of the ac-

tivities of agricultural co-operatives. Discussion should cover the

fol | owi ng:

- Menbers need a safe place for their savings, where they can al so

earn interest.

- The society needs funds, particularly if it is running a credit

schene.

- The society needs to establish confidence anbng outside bodies
such as banks by having its own funds to suppl enent or match

out si de borrow ng.

- The society can develop a sense of self-help and responsibility

anong nenbers.

Lead trainees to the conclusion that savings are an essential part
of any rural credit scheme. Such schenes should not rely solely on

out si de funds.

Ask trai nees to suggest how farnmers save nobney apart from savi ngs

accounts. They should nenti on nethods such as the foll ow ng:

- Purchase of gold and other jewellery.

- Hoardi ng cash.
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- Lending noney to other farners.
- Menbership of informal savings groups.

- Wthholding cash crops fromthe narket in the hope of better
prices.

- Purchase of cattle or other disposable assets.

Stress that these and other nethods are basically the sanme as a
savi ngs account; they are ways of keeping noney which is not needed

today in a formin which it can easily be w thdrawn when needed.

Ask trainees to conpare each of these nmethods with a co-operative
passbook saving schene. Elicit the inportant functions of every
savings nethod to the saver, and rate each nethod according to how
well it perforns the function. Produce a table in the foll ow ng
formon chal kboard/OHP.  This is a nere suggesti on and shoul d be

adjusted to local conditions.

. Hoard|Jewel-| Lend to|Informal Pass-

Function Cash |lery Friends| Groups Crops | Cattle book
Security 2 3 2 3 2 2 4
Maintain or 2 4 2 2 3 3 3
Increase Value
Ease of Access 4 2 1 2 2 2 2
Provide Status
or other Social 2 4 4 4 3 4 1
Benefits
Easy to Operate
and Understand 4 3 3 2 3 2 2
4 = Excellent 3 = Satisfactory 2 = \Weak 1 = Poor

Distribute the handout and ask trainees individually to rate each of

the schenes on the sanme basis. Allow up to twenty minutes for this.

Ask selected trainees to state their ratings, and summarise the

group consensus as before. One conclusion nmight be as foll ows:



Session 3.1

Sheet

Friendship Small Farm Supply'and

) Marketing
Bank Society .

Society
Security 4 2 3
Value Maintenance 2 2 3
Ease of Access 4 1 2
Provide Status 2 3 2
Ease of Operation 4 3 2

and Understanding

Ask trainees how di sadvant ages of formal savings schemes can be

reduced. Elicit suggestions such as the foll ow ng:

Security:

Val ue:

Access:

St at us:

Ease of
operation and

under st andi ng:

A small society's nenber deposits can be guaranteed

by the Government.

H gher rates of interest can be paid and nust then

be passed on to borrowers.

Conveni ent openi ng hours, branch | ocations, speedy

service

Lavi sh passbooks, prizes or other awards for steady

savings (if appropriate).

Si mpl e procedures, clear explanations fromwell -

trai ned synpathetic staff.

2
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| endshi o Banl

The Friendshi p Bank of Transtopia has a savi ngs schene whi ch operates
as follows. Anyone over the age of twelve can open a savings account
with a m ninum deposit of $5. Thereafter the m ni mum anount that may
be deposited at any one tine is $1. Deposits may be made by cash or
cheque at the branch where the account is held, at any tine. Interest
On deposits (above $10) is payable six-nonthly at 7% per annum
Interest is not paid for any nonth in which the anpbunt deposited is
| ess than $10, or for any nonth in which four or nore separate with-
drawal s of any anount have been nade. Wthdrawal s can be nade at any
time, and, subject to a maxi mum sum of $100, at any branch. Al de-
posits and withdrawal s are recorded in the account hol der's passbook at
the tinme they are nade. The passbook, which thus always shows the cur-
rent state of the account, is retained by the account hol der and nust

be produced when each transaction is nade.

B. The Smmll Farm Saciety

The Snmall Farm Co-operative Society encourages its nenbers to save by
investing in the society. The society's by-laws state that each nenber
must hold at | east one share worth $10 in the society. Menbers nust
purchase this share on joining the society. By agreenent of the Annua

CGeneral Meeting nmenbers nake further investments in the society's share
capital every year through a small |evy on purchases made through the
society. Wth every purchase menbers receive stanps of appropriate
value. which are handed into the society at the end of each six-nonth

period and credited to the nenber in his passbook

Interest is payable on shares annually, at the rate deternined by the
society when it declares its profit for the year. (The average rate of
i nterest has been 5% to 8% over the years.) Menbers of the society can
al so acquire shares by outright purchase or by contributing in kind to

the needs of the society, for exanple by helping in the construction or
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mai nt enance of buil dings. The value of share capital acquired in this
way i s agreed in advance and recorded in the nenber's passbook on com
pletion of the work. Share wi thdrawal s can be nmade only when the nenber
retires fromthe society, dies, or becones bankrupt, or with the agree-

ment of the conmittee in exceptional circunstances.

I . :

The Supply and Marketing Society of G sylvania uses its narketing ac-
tivity as a basis for savings, through nenbers' deposit accounts. By
agreenent of the Annual General Meeting, a fixed percentage of nenbers’
earni ngs through sales to the society is deducted and credited to the
menber' s deposit account. Interest on deposits is paid at 10% per an-
num There is a fixed termof two years for deposits, after which they
can be withdrawn at will; exceptions can be nade at the discretion of

the commttee nenbers.

Assi gnoent .

Rat e each of the above savings schenes from1l (Poor) to 4 (Excellent)
according to how well it perforns each of the follow ng functions:

- Security

- Mai ntenance of val ue

- Ease of access

- Provision of status

- Ease of operating and understandi ng
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SESSION 3. 2
CRITI CAl FACTORS OF SAVI NGS SCHFENMES
hjective: To enable trainees to identify the major factors in-
vol ved i n designing and operati ng co-operative savi ngs
schenes.
Tine: One and a half to two hours.
Material : Forms - exanpl es.
E . i de

Ask trainees to suggest the nmajor factor which | eads people to save

or not to save in a given schene, given that funds are secure.

Most will refer to the interest rate. Stress that it is not the

only or perhaps the nost vital factor, but it is very inportant.

Ask half the trainees to note down those functions of a savi ngs
schenme that would be ideal fromthe saver's point of view, while
the other half should do the sane fromthe co-operative's point of
view. Allow up to fifteen mnutes for this exercise and then elicit

a list on the follow ng lines:

Saver Co-operative
High interest rate Low interest rate
Fi xed interest rate Variable interest rate
No mi ni rum deposits or Hi gh m ni rum transacti on val ues

wi t hdr awal s

Inmediate unlimted with-
drawnal s M ni mrum nunber of service points

W dely avail abl e services "Morning only' or simlar
facilities

All day and weekend

service Total security

Mnimal fornalities Ease of administration with
m ni mum paper wor k

Total privacy

Qui ck | oan procedures



3)

4)

Ask trainees how these differing functions can be reconcil ed; refer
to the exanmples in Session 3.1 and ask trai nees to suggest which of
t he three savings schenes descri bed they woul d expect to pay the

hi ghest rate of interest, regardless of what is actually paid?

Schenme 2 should pay the highest rate, because the npbney cannot be
wi t hdrawn unl ess the saver | eaves the society. Ask trai nees why

menbers may ot herwi se invest in it.
- They may wish to help their society.

- They may wish to qualify for a loan in the future by establish-

ing a good credit record.

- The levies are inposed by the AGM so that all nenbers nust save

t hrough the schene whether they want to or not.

I f possible, describe |ocal comercial bank or other financial in-
stitutions' savings schenes where higher rates of fixed interest
are paid on | arger anmobunts which are comrmitted for | ong peri ods.
Interest rates are one vari able which can be used to conpensate for

failure to satisfy savers' other needs.

Ask trainees to describe the shortcom ngs of savings schenes with

which they are famliar.
- Over-conplicated paperwork and formfilling requirenents.

- Requirenent that transacti ons be handl ed by a counter official

and a cashier, thus increasing staff costs and causi ng del ay.

- Unnecessarily conplex regulations requiring withdrawal to be

speci al | y approved.

Whi ch of these nmethods could be inproved by better nmanagenent which
woul d not cost nore nobney, and m ght even cost the lending insti-

tution less as well as benefitting the saver?

Ask trainees at what tine of what days nost farners are free to go

to wherever the co-operative savings facility ought to be situated.

- Are these tines the sane as those when the facility is avail -

abl e?
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Wuld it cost the society nuch npney to provide savings facili-
ties at times nore convenient to custoners, particularly if the

openi ng hours could be noved rather than just being increased?

Ask trai nees whether the place where savings facilities are avail -
able is as convenient as the local jewellery shop. How can the ser-

vi ce be brought nearer to farners?

By replacing or supplenenting office services with nobil e banks
calling on a weekly or nonthly basis and offering a conpl ete

package of all co-operative services.

By choosi ng preni ses which are near to places farners normal ly
visit. Such prem ses may be | ess expensive than central | o-

cations with higher prestige.

- By m ni m sing head-office costs and having one or nore smal
branch offices at the societies, providing such services as are

| ocal | y needed and can economically be provided in this way.

Ask trainees what other factors nmy di scourage farners from opening
savi ngs accounts, apart fromlow interest rates and i nconveni ent

openi ng hours and i nvestnent. They may suggest the foll ow ng, anobng

ot hers:
- High minimumstarting bal ances.
- Hi gh mnimmdeposit or withdrawal limts.

- Requirenent for a period of notice before w thdrawal s above a

certai n anpunt.

Loss-of-interest penalties for w thdrawal w thout sufficient no-

tice.
The effect of regulations of this sort will vary, but societies my
find that the cost of dropping or liberalising the regul ations may

be low, and the benefit in terns of increased savings may far ex-

ceed it.

Di vide trai nees into groups and ask themto draw up the foll ow ng

docunent s:

- A page from a sinple passbook, allowi ng for deposits, wth-

drawal s and i nterest.
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- A page from a savings stanp book, where stanps of different de-
noni nati ons are issued in exchange for deposits, or as a per-
centage of value of nenbers' transactions, and stuck on the page
to neke up two totals which can then be credited to a regul ar

savi ngs account.

A | edger page to keep account of a nenmber's share contributions,

pat r onage bonus, savings deposits, withdrawals and interest.

Stress that sinplicity should be the over-riding concern, both in

order to save staff tine and training and to nake the schene at-

tractive and conprehensi ble to potential savers.

Allow up to thirty mnutes for this. Ask groups spokesnen to dis-
pl ay their suggestions on chal kboard/ OHP. Di scuss and conpare these
with one another and with the sinple forns illustrated on the hand-
out, which should be displayed or distributed only if trai nees' own
suggestions fail to cover the necessary informati on or are un-

necessarily conpl ex.

Ask trainees to identify the costs of running a savings schene.

These shoul d i ncl ude:
I nt erest Charges - Stationery Costs

Staff Costs - Security Costs

Stress that although interest charges are the nbst obvi ous costs,
the other adm nistrative expenses will exceed interest for all but
the |l argest schenes. Show by exanple that the cost per transaction
does not vary with the value of that transaction, and that nany
transactions can be paid for if nenbers' bal ances renmai n hi gh
enough to provide a steady and substantial fund for the society.
Few farners sell all their cattle, jewellery or other infornal
neans of saving except in dire energencies. They should be en-
couraged by good service to use their co-operative savi ngs accounts

in the sane way.

Ask trainees to nanme the benefits of a savings schene to the so-

ciety. T+ey should nention the follow ng:

The interest earned on the funds that will be lent to nenbers or

deposited in the bank or el sewhere.
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The surplus earned on productive assets purchased by the society

wi th nenbers' savi ngs.

The increased prices earned from sal es of nenbers' produce nade
in times of high price rather than i nmedi ately after harvest be-
cause nenbers' savings provided finance to cover the cost of

hol di ng st ocks.

The benefits from additional funds provided to the society by
the co-operative bank or other institution, as a result of the

society's own contribution of funds, deposited by its nenbers.


karla


Sheet 3

The surplus earned on productive assets purchased by the society

wi th nenbers' savi ngs.

The increased prices earned from sal es of nenbers' produce nade
in times of high price rather than i nmedi ately after harvest be-
cause nenbers' savings provided finance to cover the cost of

hol di ng st ocks.

The benefits from additional funds provided to the society by
the co-operative bank or other institution, as a result of the

society's own contribution of funds, deposited by its nenbers.
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Name: _J. Martin No: 023418
Address c¢/o PO St. Helens
SAVINGS ACCOUNT
Date CR DR Interest Balance
20/1/80 & 5.00 § 5.00
21/3/80 $ 15.00 $ 20.00
17/5/80 $ 15.00 8 35.00
21/6/80 $ 0.25 | $ 35.25
SAVINGS STAMP BOOK
$5 (50c) $5 (25¢) $5 (50c¢) $5 (25¢)
]

4



MEMBER'S SHARE AND DEPOSIT ACCOUNT

Name: No:
Address:
SHARES DEPOSITS
Date Ref Contri- Interest Bonus Withdraw- Balance Deposits Interest Withdraw- Balance
butions als als

WOILVNI@

1994s

7'€ uorssag

S
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identifying critical factors of
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Session 4.1 Critical Factors of Credit Schemes
Session 4.2 What are Loan Schemes for?
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SESSION 4.1
CRITICAI FACTORS OF CREDIT SCHENMES
hjiective: To enable trainees to identify the critical decisions to
be made and factors to be consi dered when reapprai sing
or designing a credit schene.
Tine: One and a hal f hours.
Material Exerci se: Loan Schenes.
Session Qiide:
1)  Ask trainees to suggest the differences between ordi nary conmerci al

|l endi ng and co-operative credit schenes for snall farmers. Sugges-

tions should include the foll ow ng:

- The objectives are different. Banks expect to make a profit, co-
operati ve schenes nust renain solvent but do not need to be

profitable. They have social, devel opnental and educati onal ob-

j ectives.

-  Commercial banks are non-specialised and do not normally offer
techni cal assistance, supervision and other forns of guidance to

their borrowers.

- Co-operatives usually offer credit as part of an integrated ser-

vice including marketi ng, supply and other functions as well.

Ask trainees to suggest the basic decisions which nust be nade when

setting up a co-operative credit schene. Elicit the foll ow ng

itens:

A : The objectives. Wiat is the schene designed to achi eve?

B : The target groups. Who are the intended borrowers?

C : The operating nethods. How will the schene actually operate?
Stress the danger of going straight to C and consi deri ng procedu-

res, interest security, disbursenment and repaynent nethods before

being clear as to A and B. It is vital also to answer these two
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questions for existing schenes, before trying to inprove their ope-

rations.

Ask trainees what decisions have to be nade on the operati on of any
| oan schene; what options are available. Elicit a list including
the items given below, then ask what factors will influence each

deci sion. Construct a simlar table on chal kboard/ OHP

Deci si on I nfl uenci ng Factors

Interest Rate Cost of funds, conpetition, need for sur-
pl us or breakeven, availability or sub-
si dy, profitability of borrowers' pr o-
jects.

Peri od of Loans Borrowers' need, crop finance, machinery
finance or |l ong-term | and i npr ovenent
fi nance.

St andar d Packages or Honobgeneity of bor r owner group, avail -

I ndi vi dual Projects ability of appraisal staff with suitable
skills.

Cash or Kind Li kel i hood of borrowers m susing funds, or

Di sbur senent evadi ng repaynent, availability of alter-

nati ve supply sources, ease of evasion.

Cash or Kind Contacts with or control of outlets, num
Col | ecti on ber of alternative outl ets, ease of
evasion, likelihood of borrowers' need and

wi sh not to repay.

Security Bor r ower s’ assets, land tenure system
soci al environnent, substitution of crops
or other assets.

Supporting Exi sting activities of society, borrowers'
Servi ces needs and ability, alternative sources of
servi ces.

Di stri bute the handout and ask trainees individually to conplete
t he assi gnnent. Point out that not all the operation decisions
shown in 3) above are covered in these brief descriptions. Trai nees
shoul d identify those that are nentioned and suggest why they have

been nade as they have.

Allow up to forty-five mnutes for this. Ask individual trainees to
state their answers. Produce a general consensus for each schene in

turn, before going to the next.
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Trai nees' comrents will differ, but. they should identify the fol-

| owi ng aspects of each schene:

A

A Package loan Schenme

The objective is to encourage adopti on of hybrid naize in order

to increase production and i nprove the farners' standard of 1|i-

Vi ng.

The target group is small-scale farners.

The nature of the innovation has |ed to package | oans.
St andard i nputs all owed di sbursenent in kind.

A profitable product allowed quite a high interest rate.

A locally consuned and wi dely nmarketed crop prevented coll ection

in kind.

An Export |oan Schene

Exports are the cl ear objective.

Target group is small-scale farners grow ng veget abl es.

Each application is dealt with individually in all respects

since infinite conbinati ons of crops are possible.
Sonme mar keting arrangenent pernmits collection in kind.

Profitabl e export opportunities can fund a fairly high interest

rate
A Village loan Schene
The objective is to develop agriculture in the society.

The target group is established nenbers with a viable farm ng

proj ect.

The situation inplied is one of poverty to be relieved, not ade-
quate prosperity to be increased, hence lower interest rate and

accept ance of any wor kabl e proposal

Supporting training is vital to inmprove farners' ability in a

poor, di scouraged area

Ask trainees briefly to consider co-operative credit schenmes known

to them Are the operating decisions consistent in the sane way

with the objectives and the needs of the target borrowers?
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A. A Package |oan Scheme

In a mai ze growi ng area where 95% of farnmers grow at | east enough nmize
to feed their famlies and 70% reckon to gain their nmain i ncone from
nmai ze sales, a | oan schene was i ntroduced by the co-operative bank to
encour age the adoption of hybrid maize by these farners. The | oan
package was based on i nput requirenents per hectare; borrowers received
credit fromtheir societies in the form of seed, pesticide and
fertilizer, calculated according to the area of their farns. No credit
was given in cash. Loans at 12% for nine nonths were granted at the
begi nni ng of the season and were repayable in cash during the nonth
after harvest. The project was supported by training and extensi on
servi ces which ensured that farners knew how to use the new i nputs and

that projects received technical support and supervision

B.  An Export loan Schene

In a country wth a rapidly growing export trade in fruit and
veget abl es, snall farnmers are able to devel op new projects with the
support of a | oan schene run by the narketing co-operative, which is a
countryw de organi sation. Farners are advi sed on suitable projects and
trained in any necessary techniques. Credit is provided for al

necessary inputs calculated on an individual basis, and is usually nade
available in the formof cash, though certain standard i nputs may be
provided in kind (fertilizer, pesticide). The agency markets all the
farnmers' produce grown under the schene. Repaynents are deducted from

the farners' sales receipts together with interest at the rate of 12%

per annum

€ A\Village loan Schene

A |l ocal co-operative society which supplies nenbers with inputs, under
8 progressi ve new nanager deternmined to develop |local agriculture in
any way possible. A number of cash crops are grown locally on a snal

scale. The average holding is about six hectares and nost farmers



conbi ne subsi stence crops with a small acreage of cash crop. The
co-operative will nake credit avail able at 10% per annumto established
menbers who put up a viable |oan project for devel opi ng any | ocal crop

usi ng nodern nethods and who will agree to attend a training course de-

signed to inprove their managenent and technical skills.

Assi gnnent
1) What is the objective of each of the three schenes?

2)  Who are the intended borrowers?

3) List the critical operating decisions that were nade for each sche-
ne, and identify where possible the factors which led to these de-

ci sions.
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SESSION 4 2
WHAT ARE | OAN SCHENMES FOR?
hjective: To enabl e trainees to deternine the objectives of credit
schenmes and assess their success or failure in relation
to these objectives.
Iine One and a hal f hours.
Material Handout - Two Loan Schenes.

Session Q@Qiide

2)

Rem nd trai nees of the previous session. Ask them what the first
and nost fundanental aspect of any credit schene nust be: its ob-

jective.
Whom are agricultural credit schenes supposed to benefit and how?
Elicit the response that the intended benefits are the foll ow ng:

- Farners will have a higher standard of living and will i nprove

their farming ability.

The national econony and agricultural productivity will inprove
and soci al and econom c devel opnent will be fostered.
Consurers wi Il have nore and better food to eat.

What are the objectives of co-operative |ending agencies?

Unl i ke comerci al agencies these are in business to serve nem
bers rather than to make a profit. What should their financial
obj ecti ves be? Trai nees shoul d suggest that in order to serve
their menbers and neet social and devel opment objectives, credit
schenes, whoever runs them nust remain solvent. Stress the need
to ensure the viability of | oan schenes by ensuring a satisfac-

tory repaynent rate.

Ask trainees what the criteria of success for a credit schene are.
They should relate these criteria to the objectives just discussed,

and shoul d suggest the foll ow ng:



I nproved agricultural productivity.
- Increased personal and national prosperity.
- A better standard of education anong farners.
- A satisfactory repaynent rate.

Enphasi se that the repaynent rate is the key to success in the

ot her areas.

Di stri bute the case studies and ask trai nees to conplete the as-
signnent. Allow up to thirty nminutes for this; ask trainees for

t heir answers.

The Mul ti purpose Schene was far nore successful, although its
obj ectives were necessarily nore diffuse and the danger of fail-

ure was greater. Factors contributing to the results were as

foll ows:

- The nmain weakness of the Grade Cattle Schene was the | ack of

back-up for the project in terns of both i nput and the necessary
ext ensi on services. The Milti purpose Schene i ncl uded provision
of agricultural inputs and of |ocal resource people to advise on

technical natters.

The Grade Cattle Schene denmanded a high |l evel of skill from
farners; poor yields and the high nortality rate of the cattle
show that these were not avail able. The Ml ti pur pose Schene i n-

cluded regul ar neetings plus a trai ni ng conponent.

- The Grade Cattle Schene did not neet the needs of the target

borrowers - the poorer local farners. They were specifically
excluded by the condition that borrowers had to own at | east ten
hectares. The fact that 120 grade cattle were bought w thout the
aid of the | oan funds suggests that there was no real need for
credit anpng these richer farmers for this particul ar purpose.

Loans were taken up because they were avail abl e rather than be-

cause there was a need for them

- Since the loan funds in the G ade Cattle Schene were all from

central and renpte sources farmers had no pressing sense of
obligation to repay. In the Miltipurpose Schene, a cl ose sense
of community was built up through the enphasis on regul ar nee-
tings and the fact that the funds were channell ed through active

| ocal co-operative societies.
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- The savings scheme associated with the riultipurpose Schene nade
it possible for the loan schene to becone sel f-sustaining
t hrough the nobilisation of |ocal savings. The Grade Cattle

Schene enbodi ed no opportunity for recycling savings in this

way .

Ask trainees to conpare these two schenes with any credit schenes
with which they are involved. Are there any | essons in ternms of

the foll ow ng:

- I nt egrated i nput supply?

- Need to conbine 'credit' with other necessary inputs?
Tr ai ni ng conponent and skills needed?
Eligibility of those nost in need?

Local conmunity invol venent and responsibility?
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AL A (rade Cattle Schene

Wth funds froma foreign aid agency, the National. Devel opnent Agency
of Utopia | aunched a credit programme in the Seleni district with the

foll owi ng objectives:

a) To i ncrease the househol d i ncones of |ocal farnmers through the in-
troduction of 300 grade cattle a year into the district through the

seven-year |life of the project.

b) To i nprove the general |evel of diet within the district through

i ncreased availability of mlk and m |k products.

Li ke all the NDA' s projects this one had the general aimof furthering
more equitabl e distribution of incone anong rural people. In this par-
ticular area, with farners hol di ng on average five hectares, the scheme
was i ntended to be self-sustaining, so that once it was established the
proj ect would nake enough income to maintain itself w thout continuous-

Iy needi ng external funds.

The project concentrated on the introduction of grade cattle, because
it was calculated that with correct husbandry of pasture and cattl e,
grade cattle in the area could produce annual profits at the rate of
about $150 per hectare, which was at | east equal to the profits from
possible alternative uses for the land. It was believed that farners
woul d need credit to nake the initial investnment, but once this was

made, the cattle would be profitable enough to repay | oans and al |l ow

for further investnent.

The project was organi sed as foll ows:

Loans were nade avail able to finance the purchase of grade stock,
fencing material, dairy equi pment, water devel opnent, and i nputs for
pasture i nprovenent. Borrowers had to have at | east ten hectares of
land to which they could produce title deeds by way of security, and
they had to have access to a cattle dip. Farners received fifteen
nont hs' grace before | oan repaynents began. These were to be repaid
over five years with an 8% rate of interest. The project was supported

by the Mnistry of Agriculture's extension services.
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Results of the Project

At the end of the seven-year scheduled life of the project results were
reviewed. It was found that 120 farners, all w th hol di ngs above av-
erage in size for the district, had received | oans, and had bought a
total of 290 cattle. Over this period about 120 grade cattle were

bought without the assistance of |oan funds.

Farnmers conpl ai ned of the difficulty they had had in getti ng adequate
veterinary services and ot her extension back-up, and also of difficulty

and expense involved in obtaining and transporting cattle.

The average nmil k production per year fromthese cattle was 1, 700
litres, giving an average annual incone of $180 per cow. Their nor

tality was 60% over the period. The project cost about $3,000 per nonth
to adm ni ster. Loan repaynent was very unsatisfactory and there was a
69% default rate. M|k products were still being brought into the dis-

trict as local, supplies failed to neet demand.

8 . ) : I

An ext ensive programme ai ned at providing credit for a whol e range of
small farners (with average holdings of a half to two hectares) was set
up in Transylvistan. The objectives of the programme were to inprove
the standard of living of poor farners, to upgrade farning practices,
and to work towards the self-sufficiency of |ocal co-operative | oan
schenes. Under this programme | ocal co-operative societies were the ve-
hicle for | oans. Advance of |loan funds fromthe central agency was con-
ditional on the following factors: the society had to have been est ab-
lished at | east two years. It had to show that nenbers had reqgqularly
attended nonthly neetings and it had to have accumul ated a mi ni num sum
per head from nenbers' savings. The | endi ng agency acted as i nput sup-

plier, making standard agricultural inputs avail able locally.

The | endi ng agency al so provided training for elected representatives
from each society in nanagenent techni ques and new farni ng practices,

so that these trai ned people could become | ocal resource persons' in
their areas. Once the initial probationary period was passed | oans were
granted to the societies to be distributed to approved nenbers. These

were farmers with a good attendance record at soci ety neetings, who had

saved regul arly.



Sheet 4

An el aborate | oan apprai sal system was adopted, and each applicant was
interviewed by the. manager of his society. |If the applicant was suc-
cessful the | oan granted would cover up to 80% of the. | oan project

costs, the rest of the costs being found by the. borrower.

Results of the Project

The project has been markedly successful in reaching small f,srne.rs, and
has achi eved a wi despread increase in agricultural productivity. Its
repaynent rate from borrowers has been around 89% It has been parti cu-

larly successful in nmobilising rural savings to provide credit.

Assi gnnent
Conpar e the schenes.
Whi ch was successful in achieving its objectives?

- What factors contributed to their success or failure?

- \What inmprovenments would you have. nade.?
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SESSION 5.1
LDENTI FYI NG EX] STI NG NFEDS FOR SAVI NGS
AND CREDIT FACIIITIES

hjective: To enable trainees to identify existing needs for

savings and credit facilities in their area.
Tine: Two hours.
Material : Handouts 1 and 2. Summary of a typical farmfanily from

Sessi on 1.

Session Qi de:

1)

2)

3)

Rem nd trainees of the profile of a typical farm household they de-
vel oped in Session 1. Distribute a summary of their consensus of

the fanmily's characteristics as recorded at that session.

Stress that savings and credit schemes must be desi gned accordi ng
to farmers’ needs, whi ch requires know edge of their i ncone,

skills, resources, know edge and attitudes.

Di stri bute Handout 1. Ask trainees to read the three descriptions
and then to wite a simlar description of a typical farmer from

their area, as indicated in the profile devel oped in Session 1.

Di vide trainees into the sane groups as used in Session 1. Ask each
group to compare the descriptions witten by each of its nenbers,
and to cone to an agreenent as to which of them nodified if
necessary, best typifies the small farmer as they know hi m whet her

he is a nenmber or not.

Allow up to twenty minutes for this. Then ask each group briefly to
note down the features of a savings and credit service which would
best suit such a farner, with particular reference to the features

identified in Session 2.1, nanely:

- Loan Conditions - Techni cal Back-up
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4)

Paper wor k - Location of Branches
I nterest Rates - Approachability
Speed of Apprai sal - Openi ng Hours

- They shoul d renenber that the schene nust be viable, so that hea-

vy costs in one feature nmust be covered el sewhere.

- They shoul d i gnore existing schenes, and attenpt to base their

conclusions only on the farmers needs.

- They should not concentrate only on co-operative society nenbers

if they are not typical of the country's snmall farners.

- They shoul d renenber the farmers' savings as well as his credit

needs.

Allow up to twenty mnutes for this; circul ate anbng groups to en-
sure that they have covered each point. D stribute Handout 2, and
all ow groups up to a further thirty mnutes to prepare their pre-

sent ati ons.

Ask a spokesman from each group to present their presentations. The
context of these presentations will vary according to the area and
the individual views of participants. Discuss variations of opinion
and poi nt out that groups have not been asked to verify any of
their assunptions. Were difference of opinion exist the only way
to settle themis by reference to actual circunstances and

conditions. The follow ng i ssues should energe from di scussi on

- Awar eness  of farners of the pot enti al for agricul tural
investnent. This is crucial to the success of devel opnent credit
and nost co-operative credit schenes accept the need to educate
farmers to create a denmand for credit and to help themuse it

effectively.

- Accessibility of savings and credit facilities. Accessibility is
a key factor in the demand for savings and credit. Formal systens
are often not used because they are physically inaccessible and

i nvol ve conpl ex and unfani|liar procedures.

- The present relationship of the society with farmers in its area
is a vital factor. Farnmers want services provided by an organi sa-

tion they respect and trust. If they do not respect and trust
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their society a savings and credit schene is not likely to be
much used or very successful. It may be useful also to discuss

the exi sting nenbership of co-operative societies.
What proportion of |local farnmers are menbers?

If many farners are not nenbers why is this? (The society is

speci al i sed and provides only certain services; the society is

i naccessible to certain parts of the community; the society is

inefficient in the services it does provide).

Woul d menbership be increased if savings and credit facilities

wer e avail abl e? Could the other departments service an increased

menber shi p?

In the next session trainees will devise ways in which they can
verify their assunptions about the demand for savings and credit
facilities. Ask trainees to remain in the sane groups and to retain

the notes for their presentation.
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Handout 1 - Three Farners

Junma is a farnmer with a nedium (11 hectares) holding in a renote
area. He grows four or five hectares of maize and keeps twel ve na-
tive cattle. He is a nenber of the | ocal Miltipurpose Co-operative
Soci ety but not a very active one. He uses it to buy supplies but
does not attend neeti ngs often. He markets his surplus grain and
occasional neat locally, and his mlk through the m |k marketing
board. He has an annual cash i ncone of about $500, and neets nost
of his famly's subsi stence needs fromthe farm He is a good
hard-wor ki ng farmer, not very anbiti ous, who knows he can provide
for his famly and has his |life savings under a stone to prove it.

Li ke everyone el se he would like to be richer, but does not expect
to be so and wishes to see his three sons better educated than he
is, but he is hinmself a reasonably contented man, except, |ike al

farners, when he considers the weather and the ups and downs of

prices.

Abdul farnms the | ocal cash crop on five hectares. Hs wife grows a
little maize and sone fruit and vegetables for the famly's needs
on a further half hectare. He saved up for years to nmake the in

vestnent and is doing well out of it. He is now saving to buy and
pl ant another five hectares, which, with help fromhis four chil-
dren who are growi ng up, he thinks he will be well able to nmnage.

He is an anbitious man and has sacrificed a lot to get on in life.
He is a menber of the | ocal co-operative society, whose nain ac-
tivity is as a marketing link for the cash crop (which may not be
legally sold to any ot her purchaser). Abdul makes about $2,000 a
year. He has a savings account in the National Devel opnent Bank,
where he makes two trips a year - one after the crop sales, to de-
posit his surplus cash, and one at the begi nning of the season to

wi t hdraw enough to pay for essential inputs.

Sorab is a very snmall farmer. He owns one and a half hectares of
Il and, on which he grows enough rice to feed his famly, which con-
sists of a wife and five children. He has a few hens and a snall
veget abl e patch and is occasionally able to sell or barter a few

eggs and veget abl es or a chicken, but nost of his cash incone is
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derived fromodd jobs as a casual |abourer. He is lucky to earn as
much as $200 a year. Usually it is nearer $100. He has no savi ngs.
He is not a nenber of the |ocal Miltipurpose Co-operative Society
because he has never been able to afford the share investnent of
$25 demanded by the | ocal society, and therefore has to buy the
very small quantities of farminputs he uses at a high price froma

| ocal trader.

Assi gnnent

Prepare a description of a typical farner in your area, using the above
exanpl es as a nodel and drawing infornmation fromthe profil e devel oped
in Session 1 and distributed with this handout. (The farmer need not
necessarily be a menber of a co-operative society, if nenbers are not

typical of the nmajority of small-scale farners.)
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Handout 2 - Group Exercise

An official fromthe Mnistry of Co-operatives is visiting your area.
He is interested in the possibility of fundi ng devel opnent through | o-
cal co-operative savings and credit schenes but he does not know very
much about your area. He. asks you briefly to explain why there night be

a demand for a new schene and who would use it. What do you tell hinf

Prepare a ten-minute presentation to answer the official’'s question.

Structure your presentation around the foll owi ng questi ons:

1) Does potential exist for increased productivity based on increased
farminvestnment? |Is investnent really the. key to realising this po-
tential or would inproved nanagenment or farm ng techni ques be j ust

as, or nore., effective?

2) Are existing credit facilities, if any, used by farmers? Is there
any particular category of farners who are nat served by existing
facilities? Are existing facilities unsuitable for these farners
and if so, why? (e.g. are they too far away, not geared to small -

scal e I ending, not geared to agricultural |ending?).

3) Do you have any evidence that there is an active demand for new
credit facilities for farmers? If so, which farmers are asking for
credit? Are they doing so because they want to develop their farns,

or just to survive, or both?

4) What ki nd of project do you think farners would |like to be able to
finance with new noney in your area? (Devel opnent of new crops, use
of inproved nethods for seasonal crops, upgraded livestock, irri-

gati on/ dr ai nage/ cl earance projects, etc.)

5) To what extent is the society already involved with the devel opnent
of such projects, e.g. through provision of supplies, marketing fa-

cilities, services, etc?

6) Is there any particular part of your area where you woul d expect

denmand for credit facilities to be high?
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10)

11)

CGenerally, do you think farners in your area have significant
savi ngs? How do they keep their savings? Have you any evi dence for

your Vi ews?

Are formal savings facilities used nmuch by farners in your area?
If not, in what ways are they unsuitable for farners' needs (high

initial deposits, too far away, too inpersonal)?

What are farnmers' savings nostly used for? How often would they

make wi t hdrawal s and deposits?

What is the. standing of the society in nmenbers' and other farners

eyes? Is it seen as efficient, accessible and well-geared to
farnmers' needs? Is there a history of | osses, bad nanagenent,
failure to recover menbers' debts? Has it been seen as bel ongi ng
to a particular section of the community? Is it seen as a | oca

comunity enterprise or as an alien governnent inspired body? Do
menbers feel any loyalty to the society, or will they try to take.
advant age of accessible credit to acquire funds and not repay

t hen?? (Be honest.)

Are local farners already in debt to the society, to noney-
|l enders, to suppliers, or to the bank? Wuld further credit nerely

make things nore difficult for then?
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SESSION 5. 2
OBTAI NI NG | NFORMATI ON TO ASSESS THF NFFD
EOR SAVINGS AND CREDIT FACIIITIES
hjective: To enable trainees fo carry out a survey to assess the
need for co-operative savings and credit facilities in a
particul ar area.
Iine: Two to three hours.
Material Handout - Questi onnaire.

Session Q@Qiide:

D vide. trainees into the same groups as in the previ ous session.
Rem nd them that so far they have based their assessnent of savings
and credit needs on one. hypothetical famly, with no concrete in-

formati on on the numbers, |ocation and needs of the popul ati on.

Refer to the second group exercise and di scuss how they m ght pre-
dict nore precisely the size and kind of demand for savings and
credit facilities in their area, in terms that would help to pl an

the. funding of the. scheme. and the services it would offer.

Ask trai nees what quantitative. information they woul d need before
pl anni ng any savi ngs and credit schene. They will nention many
items. Stress that infornmation costs npbney, is often difficult to
obtain, and tends to be unreliable. Only the. followi ng four itens

are. essenti al:

A _Size of the savings schenme: Anpunt and nunber of savings, de-
posits and withdrawals likely to
be nmade. .

B. Size of credit schene: Armount and nunber of | oans likely

to be sought.

C _Tining of demands Annual patterns of savings and

credit.

D. Places where denands are likely to occur.



2) Alowgroups up to thirty mnutes to decide exactly how t hey woul d
set about obtaining this informati on. Reconvene the trai nees and
ask each group briefly to outline their suggestions. Stress that
any new schene or even continuing existing arrangenents invol ves

taking a risk, inforned risk-taking is still risky.

3) The follow ng points should arise in discussion

- It is not possible to acquire hard facts about the future. Exact
demand cannot be known because it depends on people's reactions
to sonet hing that does not yet exist. Even their stated opinions

and i ntentions may not prove reliable.

- However, reasonabl e predictions can be arrived at in two diffe-

rent ways:

i) By assessing the present situation and draw ng concl usi ons
fromit (thus if there are 250 farners in a certain area

there will be a demand for fewer than 250 | oans).

i) By finding out fromfarners if and how t hey woul d use the
schene. I n assessing farners' intentions, any known exi st-
ing demand for savings or credit will be helpful, but it

will not usually be sufficient guidance

- To estimate the nunber and size of loans likely to be sought,
information will be needed about the nunber of |ocal farners,

their average hol di ngs, what they grow, and what they earn

- Estimating people's savings is difficult because they are |likely
to be secretive about it. Estimates of incone can be conpared
with stated expendi ture and spendi ng on gold ornanents. 'Status
cattle or other non-productive assets may be considered as a

f orm of savi ngs.

- The timng of demand for savings and credit will be related to

the crops grown in the area

- Denmand is likely to be greatest at the centre where nost farners
likely to be involved in the schene go for nmarketing, buying

supplies for social or religious purposes.

4) Di stri bute the handout and ask trainees to return to their groups

to study it and to prepare a questionnaire that could be used in
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their own work situation. They should draft an actual formand i ¢
possi bl e reproduce it on a flipchart sheet or OHP slide for displa~]

to the rest of the group.

Reconvene the trai nees and ask group spokesnman to present their
suggestions. Invite coments and check that every question could in
fact be answered realistically. Ensure that no unnecessary ques

tions are included by asking each group to say what wuse they wll

make of each item of information.

Ask groups where they would obtain answers to the questions they

have drawn up. The foll owi ng sources of infornmati on may be useful:
- Society nmenbership records.

- Existing credit agencies (but stress that information on parti-
cular individuals is confidential and the agency may in any case

not want to give out general information).
- Local suppliers.
- Local narketing agenci es.
-  Land registers.
- District officers or other |ocal authorities.
- Agricultural extension staff.

-  Society nenbers and potential nenbers.

Ask groups to finalise their questionnaire, and present and conpare
the compl eted versions. Arrive at an agreed final version for the
whol e group, if trainees cone fromthe sane area or different areas
with simlar credit needs; if not, produce as many agreed variants

as are necessary.

I f possible, ask groups actually to carry out the survey they have
designed. It may be necessary to nmke arrangenents for themto con-
sult society nembership records, etc., and it would be hel pful to
make appoi ntments in advance for themto call on various people in
the areas they cover. Point out that in normal circunstances these
appoi nt ments woul d be nade by the persons responsible for the sur-

vey. Divide the |local area into as nany sections as there are
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groups. Each group should cover one area, and carry out the survey
as planned. This exerci se would take about two days, dependi ng on
the size of the area. Groups should be asked to report back wth

their findings at the end of the agreed tine.

Every effort should be made to arrange for field contact of this
sort during the course. If two conplete days are not avail able, a
shorter period mght allow at least a fewinterviews, arid it is in
any case essential to maintain contact with reality during a course
of this sort. Days or halfdays in the field should be arranged at
| east every week if at all possible, not for sightseeing but for
gui ded tours for contacts with farnmers or societies. The course
shoul d not be held in a location which is so renpoved fromthe far

rning area that such contacts are inpossible.
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Questionnaire

Co-operative

All Members

1) Number of farmers in the
area:

2)* Average size of holding:

3)* Average income:

* |f there is a wide difference between rich and poor in the area

it may be useful to deternmine the variations in size of holdings

and i ncone and the nunbers of those with above and bel ow average
hol di ngs and i ncone.

4) Main source of income:

Percentage of Farmers
Deriving Main Income
. from Each Source
Crop/Livestock
Co-operative
ALl Members
e.g. Maize
Sorghum
Rice
Tobacco
Cocoa
Sugar
Coffee
etc.
Mixed




5 Main crop inputs: estimated anpbunts used per hectare.

[ nput s: e.g. | nproved Seed
Pesti ci de

etc.

Amount per Hectare
Cost per
Used Now Cou}d be Bag

Productively Used

X bags x + y bags

6) If applicable:

a) Volume of co-operative's input sales to nenbers:

Input Annual Amount Value

e.g. Seed

Fertilizer X bags
etc.

Amount and value of produce marketed through co-operative

Produce Amount Value
e.g. Maize
Coffee x bags Sy
Tea

etc.
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GIMATICOM

7)

8)

Session 5. 2
Sheet 4
Annual pattern of peak input need and harvest for main crops.
Crop January |[February March April May June
Maize e.g.
Start
Season
Coffee e.g.
Start
Season
Rice
etc.
Crop July August Sept. October |November | December
Maize Harvest
Coffee Harvest
Rice
etc.

Esti nated average percentage of farners getting incone at different

i nterval s.

Main Income

Percentage
Receiving

Weekly

Monthly or more frequently but not as
often as weekly

Quarterly or more frequently but not
as often as monthly

Half-yearly or more frequently but not
as often as monthly

Annually

Unpredictable
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9)

10)

11)

12)

13)

What percentage of farners are already in debt to the co-operative

or el sewhere?

How many farners borrow noney from fornmal and infornal sources

now?

Ear seasonal needs Eor longer-terminvestnents
For mal ? For mal ?
| nf or nal ? | nf or nal ?
Aver age amount — ——— 7 Aver age anount ?

VWhat percentage of farnmers have savings in what forns which they
can draw on for enmergency or investnent purposes? Wiat is the av-

erage?

Are farmers aware of how they could benefit frominvesti ng nore
noney on their farns, and of ways in which they m ght use nore

|l oan finance to increase their incomes?

Why are farnmers not presently borrowi ng nore noney from banks or

ot her formal sources of | oans?
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topic

designing a savings and credit
scheme

r )

Session 6.1 Designing a Savings and Credit Scheme
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SESSION 6
DESI GNI NG A SAVI NGS AND CREDI T SCHENVE

hjective To enabl e trainees to design savings and credit schenes
whi ch are appropriate for the needs of nenbers and poten-
tial menbers of their societies.

Tine: Three hours.

i al Case study - The Transyl vani an Savi ngs and Credit Schene
(this should be replaced with a locally based exanple if
possi bl e).
. i de
1) Divide the trainees into the sanme groups as were used in the previous

two sessions. Distribute the case study and all ow groups up to one

and a half hours to answer the questions faced by the secretary of
the Transyl vani an society.

Stress that they nust produce specific answers. Any schene nust be
based on sone estimte of demand and even if these estimates are

i naccurate, sonme information is better than nothing.

Ask a spokesman from each group to present their suggestions. These

may be summari sed on the chal kboard/ OHP in the follow ng form

Seasonal |oans Long-Term |l oans
Nunber : 600 Nunber : 200
Aver age Anmount : $ 100 Aver age Amount $ 200
Aver age Peri od: 6 nmont hs Aver age Peri od: 5 years
Savings Accounts
Nurber : 200
Average Credit Bal ance: $ 200
Package | oan Schenes ! Yes

For \What Purpose: Mai ze



What Anount :

Servi ce Hours:

Responsibility:

Di sbursenment in Cash or
Ki nd:

If in Kind, How?

Col |l ection in Cash or
Ki nd:

If in Kind, How?

five bags of fertilizer and one
bag of seed, total val ue $55.

O fice hours plus field avail -
ability and | ate openi ng on one or
nore occasions per week when farners
are expected to be in the town.

A special officer to be enpl oyed.

Bot h

A certain nunber of bags according
to individual agreenent.

Cash or kind as preferred by
bor r ower .

Credits from mai ze and vegetabl e
deliveries may be credited against
| oan accounts.

Total Amount Borrowed: $ 100, 000
Less Total Savings Deposits: $ 40,000
Total to be Borrowed from 60, 000
Co- oper ati ve Bank:

I nterest of Savings @ 7% $ 2,800
I nterest on Co-operative Bank

Loan @ 8% $ 4,800
Total Interest Paynents: $ 7, 600
Interest Paid by Menbers in

Loans @ 12% $ 12,000
G oss Surpl us: $ 4, 400
Salary for Administrative

Assi st ant : $ 2,000
Stationery and Adm nistrative

Expenses: $ 400
Al | owance for Bad Debts @ 2% 2,000
Total Cost: 4,400
The figures given in the above list are only illustrative. Trainees

may not be accustonmed to naking estimates of this sort, but stress

again that any estinmate is better than none. Each group nust just

ify its findings, and trainees should be encouraged to use figures

fromtheir own experience.
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There is no one right answer to a problemof this type. G oup'
answers nust be internally consistent, but may differ widely from
one another and still be equally appropriate for the situation

outlined in the case study.

By way of exanple the basis of the estinates given above is as fol-

| ows:
Nunmber of | oans

60% of the. farnmers said they could invest nore noney on their farms
This figure has been hal ved and the sane figure as is presently
bei ng borrowed frominformal sources used for the. average anount of

a seasonal | oan.
Seasonal 1oan Period

This estimate i s based on the cropping pattern shown in the case

study for mai ze and for seasonabl e veget abl es.

long-Term 1 oans

The nunbers are based on a doubling of existing borrowers from
ot her sources, since this type of borrowing is nore likely to be
inhi bited by high interest rates charged by noney-I| enders. The

average anount is the sane as that presently being borrowed and the

period is typical for |loans of this sort.

Saving Accounts
The. nunber is based on half existing savers by all nethods; and the.

average amount they save is the average of the current savings with

banks and using juwellery.

Package | oans

It is probably appropriate to introduce a nodest package | oan
schene for one hectare of naize. It would be asking too nuch to in-
cl ude herbicides and pesticides in this, considering the present

| ow | evel of use.

i sl | Ll .

These are allowed for in cash or in kind because insistence on pay-

ment in kind is nore likely to |lead to evasion. The viability of
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5)

the schenme is a very approxi mate estimate, and the. all owance for
bad debts is perhaps too nobdest. Trai nees should di scuss the. ex-

peri ence of well-run schenes in relation to this.

Trai nees may overstate the |oan take.-up and savings rate. for one or

nore. of the foll ow ng reasons:

-  They may underestinate the. inertia involved in decisions of this
type; if a farnmer has behaved in a certain way for many years he
is unlikely to change at once even if an obviously attractive
alternative. becones avai | abl e. Far ners are. naturally
conservative and rightly so. For the. poorest farnmer the penalty
of failure. with a new nethod may be. starvation so that lie is
right toreject it in favour of what is known, even if the
chances of success with a new nethod are good and it would

greatly inprove. his situation.

- Trainees may underestimte the quality of service. farmers are.
receiving fromother formal or infornmal sources, and overesti -
mate the. attraction of their own society's services. They should
remenber that interest rates are by no neans the only elenent in

the. deci sion on where to borrow.

- They may rely on conpul sion and proposed national |egislation or
internal society penalties agai nst those who borrow from noney-
|l enders, or legally enforced nonopoly or other ways of depriving
farnmers of access to alternative. fornms of savings and credit.
Such devi ces, as  well as bei ng agai nst nenbers' interests,

usually fail to achieve. even the society's narrower objectives.

Stress the inportance of pronoting a new service such as credit to
nmenbers, however attractive it may appear. Even the best product

has to be 'sold'.

Di scuss and conpare groups' suggestions for the. ways in which the

credit scheme is to be operated:

Package | oan Schenes

- Are the target borrowers sufficiently alike to avoid the danger

of forcing unsuitable | oans on to sone of then?
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If there is no package schene, will the proposed adm nistrative

staff be able to deal properly with all the individual |oan ap-

plicants?

Security

- Howw ll the. society actually use whatever security is proposed?
WIIl denands for repaynent |ose credibility because it will not
be feasible to call in the security if the. loan is not repaid?
W11l nmenbers be. discouraged from borrowi ng nbney because the. so-

ciety's requirenments for security appear frightening to thenf

Lnterest Rate

- Is the interest rate. high enough to cover all adninistrative.

costs?

- Is the 'spread’ between the cost of nopney, whether raised by a
loan fromthe bank or from nenbers' savings, and the. return on
the | oans, sufficient to cover all costs of the credit scheneg,

i ncluding the. expected defaults?

- Are the staff, adnministrative facilities and access well enough
organi sed to persuade nenbers to undertake what is for thema
new and risky activity nanely, borrowing from or lending to, a
local, formally constituted organi sation, w thout the status of
a national bank or the. familiarity and traditional position of a

jewel |l er or noney-| ender?
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The Transyl vani an Co-operative Farners' Society narketed its nenbers’

mai ze to the Governnent Marketing Board, and about half their vegetable
crop through city traders. The society did not supply any inputs, since
a nunber of conpeting traders in the region sold all that were neces-
sary, and the co-operative departnent did not encourage societies to
becone involved in input supply unless nenbers were inadequately served

or private traders acted in a npbnopolistic way.

A nunber of nenbers wi shed to i nprove their incones by using nore fer-
tilizers as had been advi sed by the governnent extension staff, and

sone wanted to purchase tractors or to install punpsets for irrigation.

There was no | ocal bank nearby, and the co-operative bank manager in
the district headquarters town, about 150 kil onetres away, said that he
could not possibly make small seasonal or |long-term |l oans of the kind
needed, since Transylvania was too far away for effective apprai sal and
supervi sion. There were not enough farners, he thought, to justify a
branch. The | ocal commercial banks were also unwilling to extend their
branch network as far as Transyl vania. The co-operative branch manager
suggested to the secretary of the Transyl vani an soci ety that the
co-operative mght itself borrow a |unp sumfrom the bank under a
speci al gover nnent schene and then lend snall er anobunts on to its

menbers.

He al so supposed that a number of farnmers m ght want to nake regul ar
savi ngs. They could not travel all the way to the bank for that purpose
and he suggested that the society should consider offering savings fa-
cilities as well; in this way they would not have to borrow so nuch

money from the bank.

The secretary realised that he needed nore informati on before he could

react to this suggestion. Wth the bank nanager's help he nade a |li st
of the data he believed to be necessary in order to deci de whet her or

not there was a need for such a service, and if so what sort of service

it should be.

After sone weeks he succeeded in finding answers to all the questions
he had posed. He obtained information from nenbers thensel ves, | ocal

traders, the Mnistry of Agriculture and other sources, and considered



that his results were the best estinmates that were avail able. The com
pleted list of answers is attached. The secretary then had to use this
information to answer the foll owi ng questi ons which the co-operative

bank manager said he nmust respond to as a basis for discussing the

proposal any further.

a) How many farners will borrow noney, in what anmounts, and for what
durati on, assunmi ng that funds are avail able for viable investnent

proposal s, short or long term and that interest rates are reason-

abl e?

b) How many farmers will open savings accounts, and what average bal -
ance will they nmaintain?

c) Wihat formof security will the society demand?

The bank was obvi ously concerned to ensure that any | oan they nade to
t he Transyl vani an soci ety would be repaid. The bank nanager therefore
asked the secretary to |l et himknow the basic outline of any credit
scheme he woul d propose and in particular he wanted to know the foll o-

Wi ng:

a) Wuld the society offer standard 'package | oans' for any purpose,
and if so which; or would each application be individually pro-

cessed for that nenber's particul ar situation?

b)  Wio woul d be responsible for running the credit scheme, and at what

ti mes and pl aces would | endi ng and savi ngs busi ness be transacted?
c) Wuld the schenme be sel f-supporting?

d) What would be the approxi mate i ncone and expenditure attri butable
to the society's savings and credit operation in a typical year

once it was properly established?

e) \What arrangenents were proposed for disbursenent or collection in

ki nd?

The manager had said that if the bank did make a bulk |l oan to the so-
ciety they would charge the special subsidized interest rate of 7 _. per
annum A few individual farnmers were presently borrow ng nmoney fromthe
co-operative bank at 12% or 13% fromthe other commerci al banks. Pri-
vat e noney-| enders were believed to be chargi ng anyt hi ng between 25%

and 75% per annum The normal rate of interest payabl e by banks on

savi ngs accounts was 7% a year.
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Sheet
Completed Questionnaire
Co-operative
ALl Members
f .

Number of farmers in the 2,000 1,000
area:
Average size of holding: 2 hectares 3 hectares
Average income: $ 300 per annum $ 500 per annum

If there is a wide difference between rich and poor in the area it
may be useful to determine the variations in size of holding and
income and the numbers of those with above and below average

holdings and income.

Main source of income:

Percentage of Farmers
Deriving Main Income from
Each Source
Crop/Livestock
Co-operative
All Members
Maize/Vegetables 95% 100%
Cattle 5% -

Main crop inputs:

estimated amounts used per hectare:

Hectare
Amount per Hect Value per

Input
Used N Could be Bag
se ow Productively Used
Fertilizer 2 bags 10 bags $ 10
Improved Seed - 2 bags $ 5
Herbicide - 1 drum $ 10
Pesticide - 1 drum $ 15
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6)

If applicable:

a) Volume of co-operative's input sales to members.
Input Annual Amount Value
nil - -
b) Amount and value of produce marketed through co-operative.
Produce Amount Value
Maize 50,000 bags $ 800,000
Vegetables 250 lorry-loads $ 100,000

7) Annual pattern of peak input need and harvests for main crops:
Crop January |February March April May June
Maize Ferti-
lizer,
Seed
Seed and
Veg- Main Ferti-
etables Harvest lizer
for Small
Crop
Crop July August Sept. October November| December
Maize Harvest
Seed and
Small Ferti-
Veg- Crop lizer
etables Harvest | for Main
Crop
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8) Estimated average percentage of farmers getting income at different

intervals.
Main Income Percgn?age
Receiving
Weekly 10%
Monthly or more frequently but not as o
25%
often as weekly
Quarterly or more frequently but not as _
often as monthly
Half-yearly or more frequently but not as | 559
often as monthly °
Annually 10%
Unpredictable -

9) What percentage of farmers are already in debt to the co-operative

or elsewhere?

Money Lenders 30%

Bank 17

10) How nmany farners borrow noney fromformal and infornal sources now?

Eor Seasonal Needs Eor longer-termlnvestnents
For mal - For mal 1%
I nf ormal 25% I nf or mal 5%
Aver age Ampunt $ 100 Aver age Ampunt $ 200

11) \What percentage of farners have savings in what forns which they
can draw on for emergency or investnent purposes? Wiat is the

aver age?

a 1%of farmers are presently saving noney in a bank. Their
average credit balance is $300 and transactions take place

nont hl y.



12)

13)

b) 15%of farners are saving noney by purcbsse and resal e of
jewel lery; the average value is $100 and sal es and re-

purchase take place on average annually.

Are farners aware of how they could benefit frominvesting nore
noney on their farnms, and of ways in which they m ght use nore

|l oan finance to increase their incones?

60% of all farnmers, menmbers or non-nenbers, were able to
answer positively and realistically the question: 'Wat
change woul d you nake to your farmif you had noney to

invest init?

Wy are farners not presently borrowi ng nore noney from banks or

other formal sources of |oans?

Farnmers said they were not borrowing fromthe bank at present for

the foll owi ng reasons:

Percentage Reasons Given
55% It is too far away
20% No reason stated
10% The bank is only for traders and salaried péople
10% It takes too long to arrange
5% The bank will seize your land if you repay late




topic

assessing loan projects
[ )

Session 7.1  Assessing Loan Applications
Session 7.2 Calculation of the Financial Outlook

Session 7.3 The Social and Family Effects of Loan
Projects

Session 7.4 Appraising and Negotiating Loans
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SESSION 7.1
ASSFSSI NG | OAN APPI | CATI ONS
hjective: To enable trainees to identify the information required
about the present position of a farmer and the project
he proposes in order to assess his | oan application
Iine: Approxi nately one and a hal f hours.
Material Handouts 1 to 4.
Session Qiide -
1) Distribute Handouts 1, 2 and 3. Ask trainees to exanine each in

turn and to suggest what further information would be needed before

each | oan could be appraised. Elicit the foll owi ng points:

The letter contains very little information, but Handouts 2 and
contai n sonet hi ng about the applicant's financial situation and

about the intended purpose of the |oan

Ask trainees to conpare Handouts 2 and 3 with forms in use in their
societies. Could all the information required for Handout 3, which

is used in the Republic of Ireland, be provided by their nenbers?

- Handouts 2 and 3 contain informati on about the security or

surety the applicant is offering.

In all cases nore would have to be known about the way the ap-

plicant intends to use the |oan

- Mre wuld need to be known about how and when the | oan woul d be
repai d and hence about the applicant's actual and expected in-

cone and out goi ngs.

- Mre would need to be known about the applicant hinself.

Sunmari se the discussion on chal kboard/ OHP. The Application Formis
the starting point for |oan eval uation, which invol ves obtaining

i nformati on about:

- The applicant hinself.
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- The applicant's present farmplan and financi al st at us.
- Avail able security or surety.

- The |l oan project.

Eval uation of |oan projects is discussed in Sessions 7.2 and 7. 3.

Allow trainees up to twenty minutes to draw up a checklist of the

personal information they woul d need about an applicant. Lists
shoul d i nclude the follow ng:

a) Farm ng experience and ability.

b) Evidence of ability to work hard.

c) Educational standard.

d) Age of applicant.

e) Nunmber of famly menbers and their ages.
f) Standing in the comunity.

g Credit record, if any.

Stress the inportance of these points in assessing small-farm bor-
rowers, who may have little financial information and no security
to offer. Discuss how each type of information can be obtai ned.
Stress that information i s expensive and time-consum ng to obtain.
Every item should be 'tested by asking 'What difference will the

answer nmeke to the | oan deci sion?

Di stribute Handout 4 (Farm Assets and Liabilities sheet for Zun
Ki wonbe). Reni nd trai nees of the conventional |ayout of bal ance
sheets. Assets and liabilities are listed as in the handout in the

follow ng order:
i)  Fixed (property and buildings; |ong-termloans).

ii) Intermediate (equipnent, machinery, breeding stock; inter-

nmedi ate | oans).
iii) cCurrent (cash, produce for sale, bills owed to applicant;

short-term | oans and i nedi ate debts).

If trainees are not famliar with bal ance sheets, ensure that they

| earn the basic principles before proceeding with this course.
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Al t hough the present handout is not a formal bal ance sheet it gives
simlar information. Ask trainees to discuss the nature of this
i nformati on and how it could help in | oan assessnent. They shoul d

make the foll ow ng points:

a) The bal ance sheet or statenment of assets and liabilities is a
description at a particular point in tine. of the financial con-

dition of a business (or farnj.
b) It lists the business assets and liabilities at that particul ar
point in tine.

c) Fromit can be derived information about the val ue of particu-
lar itens and the applicant's net worth, that is, the value of

hi s possessions | ess any anpbunts he owes to other people or in-

stitutions.
d It tells little about the personal qualities of the applicant.
el It tells nothing about the possibilities of any new projects

for which a | oan may be requested.

Ask trainees to draw up a statenent of assets and liabilities for
J. Cbongwe using the data in Handout 3. Conpare their versions with

the foll ow ng:

Liabilities $ Assefs $
Surety 500 Property 2,000
Sundry Creditors ) Bui I di ngs 1, 000
Co- operative ) Equi pment 1, 250
Tractor Hire ) 304 Li vest ock 530
Shops ) Crops 500
Net Worth 4, 636 Cash in Bank 120
Cash in Hand 40
$ 5 440 $5, 440

Explain if necessary that the figure for net worth is a bal ancing
i tem whi ch shows the. value of what the farmer owns after neeting

all his obligations.



Security is discussed in Sessions 8.3 and 8.4. Point out that the
preparati on of a bal ance sheet or of a statenent of assets and |ia-
bilities gives the | ending agency an indication of the kind of se
curity an applicant might be able to offer and of its real value.
It al so shows how nmuch of his own resources the nenber can afford

to commt to the new investnent.

Stress that though small farners are nost unlikely to have audited
bal ance sheets, a sinple summary |ike the above can and should be
drawn up for new | oan applicants. Such a statenent helps in the as-
sessnent of the applicant's present financial position and farm
plan and forms an essential starting point for assessing the likely

success of the | oan project.

Ask trainees what further information about the Loan project would
be needed from each applicant in order to evaluate the | oan. Wite
each suggestion on the chal kboard/ OHP. The follcwi ng are exanpl es

of the kind of information needed.

Handout 1: Poultry Project

- Does the applicant have any know edge or experience of poultry

farm ng?
VWhat size of poultry farmis he going to establish?
- WIIl he be selling eggs, or table birds?
- Are water and electricity avail abl e?
-  How does he propose to market the poul try/eggs?
- \What is his expected i ncome?
- What inputs will he need to buy?
- WII he be able to repay the |loan out of the profits of the pro-
ject?
- How much | and does the farmer occupy?
- WIIl he be growing cotton on all of it?
If so, what will his famly eat?

- \What experience does he have of cotton grow ng?
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What facilities exist for marketing?
What are his expected i ncome and out goi ngs?
How wi Il his position conpare with his present financial con-
dition?
How wi || he repay the | oan?
I 2 : :
How wi Il the applicant dispose of his livestock and will the

proceeds be avail able as his share of the investnent?
Exactly what area of land will the applicant be farm ng?

W11l he be enploying the two | abourers and if not, what will
happen to then?

VWhat will be his income and out goi ngs and how will he repay the

| oan?

Ask trainees to suggest what kind of infornations are required to
eval uate any | oan project. Suggestions should include the fol -

| owi ng:

Project Information:

What exactly is the |oan project?

How does the project relate to the applicant's present activi-
ties, including his experience, |and use, his equipnent and the

avai | abl e | abour ?

Is there adequate support for the project in terns of narkets,

transport, inputs, water and whatever else is needed?

. . E . |

VWhat are the expected i ncone and out goi ngs of the |oan project?

Personal Informmtion:

Does the applicant have the necessary technical and nanagenent

skill?
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Has the applicant shown conmtnment and loyalty to the society
in the past or has he joined nerely to obtain a | oan and per-

haps then to resign?

Has the applicant handl ed other financial dealings in the past?

Stress that financial information alone does not always indicate
whet her a | oan should be granted. In discussion, elicit the fol-

| owi ng points:

The project may involve changes in the nenber's way of life

which he or his fam |y cannot accept.

- The project may be unacceptable to the conmmunity of which the

applicant is a nenber.

- The project may be successful in itself but may do unacceptabl e
damage by causi ng unenpl oynment, or by reducing other farners'

access to gr azi ng or water.

Ask trainees for exanples of farminvestments where the project's
technical and financial details were satisfactory, but  which

fail ed because of personal or conmunity problens.
- How coul d the | endi ng agency have foreseen the problens?

- How can technical and financial appraisal be effectively sup-

pl emented in order to avoid this?

Stress the inportance of close personal contact with nmenbers and
the comunity. Loan applications nust be appraised in the field as

well as in the office.
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Handout 1
To the Manager,
Ardella Branch,
Utopia Co-operative Bank.
Dear Sir,
I am a member in good standing of the Azikur Co-operative
Society. | have heard that the Co-operative Bank will grant loans for

agricultural development purposes. | have recently bought some land

near Azikur village and wish to establish a poultry farm.
| therefore wish to apply for a loan of $2,000 for this purpose

and can offer sureties for this amount.

Yours faithfully,

Abdel Mohammed
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Name Zuni Ki worrbe Addr ess: Ri |l o Vi ZZage
Amount of loan Applied for : $ 250
QO her Debts:
Date Owed To Purpose Amount
10.7.1979 Shone Vilume Buying materials $ 25
for new roof
Total: $ 25
Sureties:
1) Menber's Nane: Azi Bukaga Menber' s Nunber: 7568
2) Menmber's Nane: Peter Kinmaro Menber's Nunber: 3412
Date for Repayment @ 31.6. 80 Purpose of loan G owi ng Cotton

Dated: 17.7.1979 Signed: Zuni Ki wonbe
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THE AGRICULTURAL CREDIT CORPORATION LIMITED

CONFIDENTIAL APPLICATION FORM

Handout 3

NCTE:

It is essential that a full and accurate
statement of the applicant's position be
given on the form. A blank or stroke
will not be accepted as an answer.

Where the reply to any question ts 'no"
or "none", the cppropriate word should
be written.

| Fbe— _JAMES OBONGWE

of (address) SIAMO VILLAGE

Nearest Post Office SIAMQO

hereby apply for a loan of $ SOOO repayable over FIVE years.

for the purpose of _ PURCHASE OF TRACTOR R CONVERSION OF

WHOLE FARM - INCLUDING TWO ACRES LET AT PRESENT -

TO GROWING HYBRID MAIZE.

and | Ade offer the following security: FARM AND BUILDINGS WORTH

$ 5800 (SEE OVER).




NOTE: Every query must be answered. If the reply is "No", or "None", that should be
stated in the reply.

LtABILITIES

1. Bank Debt(s) $

Name and Branch of Bank(s) NONE

............................................................

Date{s) incurred and original amount

..................................................

SECUTI LY GIVEBN &ttt it taneenaeeanaaessneoasceeeetessssaseonssennnennansansosessssoscs

Purpose for which incurred

............................................................

2. Mortgage or Charge other than to Banks $

Name of owner of Mortgage or Charge ............ ?§9}9§§ .................................
3. Hire Purchase Debt(s) s

Name(s) of Company/ies ........................FB?P!E; .................................

Article(s) hired

......................................................................

Amount (s) financed

....................................................................

L. Other Debts

) Relatives .............. NONE e S
B)  SHOPS «vvevnenenaneens.] FOOD AND HOUSEHOLD [TEMS. .. ....... $ 48
c) Co-operative Societies .FOPDER $ 56
&) Contractors ............ TRACTOR . HIRE ... s_ 200
e) Others .......oeeeeennnn. NONE e $

s e s a0 e s esesssecoessencscnsss s

5. Liabilities as a Surety ..TOELDE‘$T SON. AR BANIKC LOAN $ 500

TOTAL LIABILITIES § S04

Net Worth $

(for office use oniy)
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ASSETS
6. Market Value of Lands (if you have more than one holding,
state value of each separately) s 2000
LYY
7. Llivestock
Number Value
Horses NONE
Cows 5 250
Incalf Heifers 2 120
Cattle - 2 years i //0
Cattle - 1 year 2 60
Calves NONE
Goats No”E—
Pigs NONE
Poultry 12, 50
Total $ 530 S 530
8. Crops
Hectares Value
Corn :; Jﬂgo
Other NOUE
Total $ 500 s 500
9. Machinery (value) S /,250
10. Cash
(a) !n Hand S 1/0
(b) In Bank S 2
(c) On Deposit with ACC $
11. Stock and Shares Market Value S
12. Total Surrender Value of Life Assurance Policies (if availablie) $

(Give particulars of policy/ies, e.g. date, sum assured, annual
premium, details of any mortgage on policy) NONE

TOTAL ASSETS



13.

4.

15.

16.

20.

21.

Details of Applicant's Land (Forwarded Latest Rate Demand Note and Receivable Order(s)

Name of Land County

Receivable
Order
Number

Area (Statute
Measure)
a. r. p.

Poor Law
Valuation

Total area of lands
Are you full owner of the lands?

State if any rights (e.g. rights of
residence and support) affect the
lands

State area and price of any land
let or rented

Describe the dwelling-house and
outoffices

Describe the farm machinery

Applicant's age: 42,

Males ‘8 15

Ages of children: i

Ages of any other adults:
Number of full-time employees:

State amount and source of income
other than from farming

Name and Branch of any Bank(s)
with which you have had dealings

TWELVE HE(GTAPRES

YES

TW0 FARM LABQURERS HAVE GARDENS

AND HOUSES ON MY FARM {ABOUT 14 HA).

Let Rented

2, hectares - $ IOQZ hectares - §

2 SMALL SHEDS,

| HOUSE, | BARN,
VALUE 81,000

| PLOUGH, DAIRY EQUIPMENT, | LORRY.

Wife's/thusband's age: 38
Females 10 8

MOTHER &4, FATHER 7!

TW0

LET SMALL FARM  $100 PA.

UTOPIA NATIONAL BANK

i declare that the above particulars are true and correct and | have not suppressed any

material fact.

The applicant must personally .sign this

form.

Failure to do so will only delay

the 1ssue of the loan if granted.

Signature of Applicant:

Date:




L abiliti

Loan - Shone Vil unme

Sundry Creditors:

Co- operative

$

25 Property
Bui | di ngs

80 Equi pnment
Li vest ock
Crops
Stores
Cash at Bank
Cash in Hand

$ 105

Sheet

1, 500
850
250
150
300

25

100

i 3192

F
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SESSION 7.2
CAILCULATION OF THE FI NANCI AL QUTI Q0K
Chiective: To enabl e trainees to use sinple financial techniques
to calculate the financial outlook for |oan projects
and to appreciate the need to take factors other than
the purely financial into account when assessing | oan
applications.
Iine: Approxi mately two hours.
Material : Handouts 1 to 5, plus Handouts 1 to 3 from Session 7. 1.
. i de
1) Distribute Handout 1; allow trainees up to twenty mnutes to pre-

pare answers to the assignnent, ensuring that they also use Handout

2 fromthe previous session,

Ask sel ected trainees for their answers.
a) The project appears to be viable.

b) WII Kiwonmbe be better off after repaying the loan, than he is
now? What will the cattle be sold for and how will the noney be

used? How will the land enclosure affect the neighbour's farn®

c) |If no problemarises through the above, the |oan should be ap-

proved.

Di stri bute Handout 2 (project details for Cbhongwe's farn). Ask
trainees to examine it in conjunction with Handout 3 from Sessi on
7.1. Record their answers and then allow up to twenty ninutes to

conpl ete the assi gnment.

Their answers should be simlar to the foll ow ng:



Expenditure $ Income $

Seed 40 Sales of Malize 2,400
Fertilizer 300
Labour 400
Pesticide 150

Transport, Packing
for Harvest 60

Repayment on Tractor 900

Interest (12% on
$5,000) 600

2,450 2,400

Rem nd trai nees how many of them thought the | oan seened a reason-
abl e proposition before they drew up these figures and stress the
need to cal cul ate income and expenditure. Ask what surplus would be

a reasonable return for a small-farmborrower on a project of this
sort.

Stress that a borrower should be about 20% better off as a result

of a loan, after repayment. The surplus should in this case be
around $400 to $500.

Point out that while. the incone and expenditure figures give an
overall picture of the profitability of the project they do not in-
dicate the timngs of any of the. expenditures or when the incone
can be expected. Ask trainees to consider why timng is inportant
in the. evaluation of |oan projects and how the tinmng of income and

expenditure nmight be estinated. Elicit the foll owi ng points:

The | oan should be repaid at or before the end of the |ife of
the loan project. |If repaynents extend beyond the period when
the. project is producing incone there is little likelihood that

they will be made.

The success of farm projects depends on adequate funding at the
correct tinmes; thus the. timng of |oan disbursenents nust be

calculated in relation to the farmer's needs.
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- The repaynent of farmloans nust be arranged for times when the

farmer has cash avail abl e.

- The farner needs sonme cash in hand at all tinmes to neet energen-

cies and to provide subsistence for his famly.

Ask trainees to refer to Handout 1, Kiwonbe's Cotton Project. Wite
the following timng informati on on the chal kboar d/ OHP

Cotton sale process will be received in Cctober.

Seed, fertilizer and $20 worth of | abour will be paid for in

February.

Hal f the pesticide will be paid for in April and half in July,

as will the sprayer charges.

The bal ance of $30 for |abour will be used in Septenber for har-

vest .
The baling charges will be paid at harvest tine, in Septenber

The interest charges will be payable in Cctober.

Allow trainees up to thirty minutes to work out the anobunt of | oan
Ki wonbe wi |l need each nonth, and the maxi num anount he will need
Ask trainees for their solutions, and distribute Handout 3 as an
exanpl e of cash budget |ayout. Stress that few crops or other
seasonal projects require the full anmount of the loan for nore than
a few weeks. How can borrowers avoid unnecessary interest charges?
Can co-operatives match the flexibility of comrercial bank over-

drafts?

Di stribute Handout 4; allow trainees up to thirty ninutes to

conpl ete the assignnent.

Ask a selected trainee to wite his solution to Part A on the
chal kboard/ OHP. Conpare this with other trainees' results and en-
sure that all trainees have agreed to Part A, and have corrected
their answers to Part B, before asking another trainee to wite out

his solution to Part B



Distribute Handout 5 if necessary to show the | ayout adopted for
this cash budget, and the relationship between the annual totals

and the nonthly flows of cash.

Ask trainees for their answers to Parts C and D. Cearly the
project as it is estimated can succeed, and the cash for repaynent
can be generated in two years |eaving al nbost $1, 000 surplus. Ask
trai nees to suggest factors which nay influence the project's
out come, favourably or otherw se; would they suggest any conditions

for approving the application?

Stress that the eval uation nmethods suggested are sinple; too sinple
for conplex |long-termprojects. They are, however, suitable for

nost snmall-farm | oans.

Trainees may be fam liar with discounting and ot her nore sophisti-
cated techni ques of |oan appraisal. Stress that shortage of tine,

skilled staff and data make such techni ques inpractical and val ue-
| ess for co-operative small-farm | ending; they nmay even be dange-
rous, in that a neatly appraised project on paper may blind credit
managenment to the greater inportance of the borrower's personality
and ability.
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(To be read in conjunction with Handout 2 from Session 7.1, Utopia Co-

operative Bank - Loan Application)

The applicant has five hectares of land. At present he grows nai ze and
vegetabl es on three hectares and the other two are used as part of the
rough grazing for his own three cows and those of his neighbour. He
proposes to sell his cattle and to retain one hectare for a snmall nixed
crop for his fanmly's subsi stence. He wi shes to grow cotton on the rest

of his land. He is quite an able nman but has no previ ous experience of
growi ng cotton.

The following is the loan officer's estinmate of his expected costs and

income for the first year

Costs S Income $
Seed 20 Cotton Sold 530
Fertilizer 48
Pesticides 56
Labour 50
Bales 20
Hire of Sprayer 40
Interest® 30
$ 264 l $ 530

* |nterest on S250 at 12% for one year.

Assignnent
A.  Can the project succeed?

B. What ot her information should be obtai ned?

C  Should the Co-operative Bank approve the | oan?

3



James hongwe owns twel ve hectares of |and, which support his own fani-
'Y plus the fanilies of two | abourers who graze their cattle with his

and grow a small subsistence crop, on about one and a half hectares of
the | and.

Ghongwe' s assets and liabilities are outlined in Handout 3 from Session
7.1. Cbongwe proposes to sell nost of his cattle and to buy a tractor.

He will then convert all his land to growi ng hybrid nai ze, except a
total of two hectares which will be used for grazing one or two cows to
supply mlk for his fanmily, and for grow ng vegetables. He proposes to
di sm ss one of his |abourers and allow the other to stay on, but the
remai ning | abourer will have to give up his subsistence crop and accept

a hi gher wage instead.

The second-hand tractor he has found will cost $4,500. Costs for the
first year's hybrid maize crop on ten hectares are as foll ows

Seed $ 40
Fertilizer 300
Labour 400
Pesti ci de 150
Transport and Packing for Harvest 60

$950

He expects to harvest about 3,000 kg per hectare. Miize sells at eight
cents per kg.

He has applied for a |oan of $5,000 to start the project. (This wll

not cover his initial costs, but he will nake up the difference by

usi ng sone of the noney he obtains when he sells his cattle).

Assi gnnent

If the bank agrees to this loan they will expect the tractor loan to be
repaid in five years. Work out figures for Qoongwe's incone and expen-

diture for the first year, if he is paying interest at 12% per annum
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(To be read in conjunction with Handout 1 from Session 7.1)

The Loan Evaluation Oficer has visited Abdel Mohammed and col | ected

the followi ng information

Mohamred owns a bar in Azikwi Village, fromwhich his incone is largely
derived. He has purchased out of savings two hectares of |and near the
village (value $500) and had it cleared at a cost of $350. Mbhammed is
a customer in good standing at the Standard Bank and has proved hinsel f
a capabl e manager of his bar. He has however no farnm ng experience at
all and the poultry farmwas suggested by his brother-in-law who runs a
poultry unit rather profitably in the next village, and who has offered
to hel p Mohanmed get hinself established. The Utopia Co-operative Bank
has no knowl edge of the brother-in-law, but Mdhamed seens to have been

sensi bl y advi sed.

He proposes to finance his operation with a | oan of $2,000 fromthe
bank to be repaid over two years, and to invest $1,000 of his own noney
in the construction of poultry sheds using a deep-litter system He
has set aside $1,000 for current expenses before the birds start to
| ay. He proposes to sell eggs, and in due course, table birds, and wll
use his bar as the main marketing outlet. He will start off with 200

day-ol d chi cks.

The costs are as foll ows:

Sheds It costs $25 per square neter to construct poultry sheds.

Each | aying bird needs 0.2 square neter.
Birds: Day-ol d chicks are $2 each
Equi poent For layers $2.50 per bird should be all owed

Eeed: Feed requirenments obviously rise as the birds grow bi gger
Aver age cost per bird per week over the first year of its
life is $0.15.

Water : Supply will cost $50 per year.

Expenses : Aver age $50 per year per 100 birds.



Labour Mohanmed will enploy a youth to work on the poultry farm
H s wife and el der daughter will do the bul k of the work.

The youth will earn $400 per annum

Interest : Interest on bank loans is at 12% per annum

The chickens cone into lay at 22 weeks, and will |ay about four eggs

per week each thereafter. Eggs fetch $0.50 for five.

Assi gnment
A Prepare a statenent of operating expenses and income for the first

year.

B. Prepare a cash budget showi ng the nonthly receipts and di sburse-

ments for the first year.
C Is the project viable from Mohamed's point of view?

D. Shoul d Mohamed' s | oan applicati on be approved?
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Handout 5
St at enent of | ncome and Expenditure
for Mohammed's Poultry Project: 1st Year
Expenditure $ Income $

Sheds 1,000 Egg Sales 2,400
Equipment 500
Chicks 400
Feed 1,560
Veterinary 100
Water 48
Labour 480
Interest {(on $2,000) 240

$4,328 $2,400




Monthly Cash Budget

Jan. Feb. March April May June July August Sept. Oct. Nov. Dec. Annual
$ $ $ $ $ $ $ $ $ $ $ $ $

Income:
Egg Sales 160 373.3 373.3 373.3 373.3 373.3 373.3f 2.399.8
Total 160 373.3 373.3 373.3 373.3 373.3 373.3] 2,399.8
Expenses:
Sheds 1,000 1,000
Equipment 500 500
Chicks 400 400
Water 4 4 4 4 4 4 4 4 4 4 4 4 48
Feed 130 130 130 130 130 130 130 130 130 130 130 130 1,560
Labour 40 40 40 40 40 40 40 40 40 40 40 40 480
Veterinary 25 25 25 25 100
Interest 240 240
Total 2,074 174 199 174 174 199 174 174 199 174 174 439 4,328
Difference { -2,074 {-2,248 |-2,447 | -2,621 |-2,795 |-2,834 |[-2,634.7}-2,435.4|-2,261.1{-2,061.8]-1,862.5| -1,928.2{ -1,928.2
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SESSION 7.3
IHE SOCIAI AND FAM LY FEFECTS CF | OAN PRAQIFCTS
(hjective: To enabl e trainees to assess the social effects of |oan
proj ects.
Tine: Approxi mately two hours.
Material Case studies 1 to 4.
Session Quide:
1) Divide the trainees into four groups. Al lot one case study to each

and ask each group to read all the case studies and to be ready to

conment on the one allotted to them

Renmi nd trainees that the case studies are designed to show vari ous

ways in which |oan projects, in thenselves perfectly viable, my
carry unexpected or undesired social and econonm c consequences if

the context of the project is not fully considered.

Case Study 1

a) As stated the plan is sound, so long as the fornmer users of the

| and have really agreed and not sinply been overruled by a ma-
jority. Have they sonewhere else to graze their cattle? It nust

al so be assuned that there is a market for the vegetabl es.

b) The objection to the plan is that an outside contractor is to

be used. Since farners are already famliar with the type of
irrigation systemrequired there is no reason why vill age
| abour could not be hired. This would keep the $15,000 in the

vill age, by providing paid work for nmenbers of the conmunity.

¢) Although the contractor would be quicker, speed is not essen-
tial to the success of projects like this and the work coul d be

timed for slack periods in the farm ng year



Case Study 2

a) Again the project is sound in itself. Participants may suggest
that the | oan officer nmight have been well-advised to verify
the driving skills of the borrowers, but otherw se there is no
real objection to the project.

b) The reason for failure is that the resources of the | ocal com
munity are not sufficient to keep the lorry on the road - the
necessary nechani cal skills are not avail able when needed.

¢c) It mght have been possible to suggest alternative neans of
transport such as an ox-cart, where resources in the community
could cope with likely enmergencies. The alternative strategy is
to ensure by insisting on, and if necessary providing, appro-
priate training, that the required skills are devel oped in the
conmuni ty.

Case Study 3

a) Ooviously there is roomfor debate about the objectives of de-
vel opment | ending. On the one hand there is a need to increase
productivity, but on the other to maintain and, if possible,
i ncrease the well-being of farmfanmlies. Cases like this il-
lustrate the possible conflict between these two objectives.

b) Generally where agricultural innovation offers econom es of

scale, large-scale farners will be nost likely to benefit. This
is how the rich get richer and the poor poorer, as in this
case. Ask trainees if Amadu or his displaced tenants are nore
typical of their society's nmenbership. Do nmenbers' inprovenent

pl ans i nprove or damage the | ot of the poorest people?

There my be a nunber of alternatives for increasing pro-
ductivity while retaining small hol di ngs. Econom es of scale
can be made available to smaller farmers through machinery

sharing schenmes; or a deliberate policy can be adopted of re-
fusi ng support for schenes which seemlikely to lead to the
kind of result shown in the case study and of offering support
to simlar scale projects involving '"internediate' technol ogy -

in this case inmproved ploughs, not tractors.
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Case Study 4

a4 Here a sound plan has led to unexpected and unwel cone changes
inthe famly's way of life. The extra work involved in the new
project has led to neglect of the rest of the farm and the
worren of the fanmily have been deprived of an inportant part of

their lives.

b) The project has been planned wi thout full appreciation of what

is involved for the fanmily as a whole.

c) The farmer could allow his wonmen to market the vegetables for
himthus allowing himnore tine on the farm and sati sfying

their social needs.

Ask trainees to suggest any parallels to these case studies that
they are familiar with in their own areas. Are co-operative credit
officers aware of problens of this sort or do such projects go
t hrough wi thout comment, leading to | ost opportunities for devel op-

nment and soci al probl ens?

Ask trainees the follow ng:

Who is affected by farmprojects, apart fromthe farner?

- VWhat is one critical difference between a non-farm busi ness and

a famly farnf

- What are overall objectives of rural devel opment?

Elicit the follow ng suggesti ons, and summari se them on chal k-
boar d/ OHP:

a) The way farnms and agricultural projects are nmanaged affects not
only the people directly involved but also the Iocal farmcom
nmunity and the country at large. Sinmilarly farmers need support
fromthe resources of the community and fromthe country at
large. It follows that farm projects have to be eval uated not
only as busi ness propositions but as elenents within a w der

soci al and econom ¢ cont ext.

b) Farmprojects differ fromordinary businesses in that they af-



fect the pattern of life of the whole farmfam |y and nust be
considered in this context as well as being purely econonic

activities.

¢c) In nmost countries the objectives of rural devel opment incl ude:

- Raising the productivity of the land to produce nore food

and nore cash crops.
- Increasing the standard of living of the rural poor

- Increasing enploynent in the country, partly to avoid the

drift to towns and partly to inprove |living standards.

In view of these objectives and of the case studies, ask groups now
to suggest sone guidelines for loan officers in their own institu-
tion to help them evaluate | oan projects fromthis w der social and
economi ¢ vi ewpoint, rather than sinply as financial propositions.

What ki nd of social and economc inplications should they | ook for
in such projects and how would they try to di scourage undesirable

out cones?

Attenpt in discussion to elicit the foll owi ng suggesti ons, anpng

ot hers:

- Projects invol ving advanced technol ogy need support fromthe re-
sources of the locality. (Case Study 2 is an exanple of this.)
Such support may take the form of expertise (as in the case
study) or of inputs such as HYV seeds, electricity or special-
i sed equi prent for hire. Wiere this kind of support is not
available it is better to adapt | oan projects to the kind of

technol ogy that is available to support them

- This "appropriate technol ogy' may involve the use of non-mechan-
ical tools, inprovenments on traditional nethods, which are stil
basically sinmilar to former ways, or the use of l|ocally avai
able materials such as wood or iron, rather than steel or plas-
tic. Such technology is 'appropriate' in the sense that it can
be under st ood, used and nai ntai ned by the people who use it,

wi t hout 'expert' assistance.

- Projects involving advanced technol ogy (either equipnent or
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techni ques) may depend for their econonmic efficiency on the fact
that they are | abour saving (Case Study 1). In npbst devel oping
countries labour is relatively cheap and plentiful and it may be

nmore socially beneficial to prefer a |abour-intensive project.

Cenerally it is not the ai mof devel opnent projects to assist
the rich, specially not at the expense of the poor. Projects
shoul d al ways be exami ned to see whose interests they may danmage
(Case Study 3).

Changes in farm plan may invol ve changes in the famly's whol e
life style. These changes are not necessarily either good or
bad. They nmay cause problens if they are unforeseen and | oan
projects should be exam ned with this consideration in mnd so

t hat changes can be prepared for
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Case Study 1

A co-operative society applied for a loan to level and irrigate an area
of about twenty hectares of rough river valley land fornerly used for
grazing. The former users had agreed to the plan. The I and thus cleared
woul d be rented out to nmenbers of the society for cultivating vegeta-
bles. (The society had cleared all the legal barriers relating to the
probl ens of ownership and change of customary use of this land.) The
obj ective of the plan was to i ncrease the incones of the poor mnenbers
of the co-operative society. The plan was to construct a weir and
el aborate irrigation system The villagers were familiar with this type
of system and sonme farners had already constructed their own irrigation
ditches farther up the river. A contractor fromthe regional capita

had estimated that the job would take a nonth using bull dozers and
heavy equi prment, and woul d cost $15,000. This was the | owest of severa

quotations fromsinilar firms, so the society applied for a | oan of

thi s anmount

The Co-operative Bank replied in due course that although the project
was sound and seened |ikely to succeed, they would not grant the | oan
for the work as proposed, and gave reasons for this refusal. They al so

suggested an alternative course of action for setting up the project.

The Co-operative Bank's objectives included raising the i ncomes of the

poorest group of farmers.

Assi gnnent

Why did the bank object to the society's plans, and what alternative

course of action might it have suggested?
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Case Study 2

A group of four farnmers in a very renpte area whose | ands adj oi ned one
anot her had worked together for several seasons, having jointly taken a
|l oan for the digging of a well. This | oan had been successfully repaid
and the farmers, |ooking for a new investnent, subnmtted the foll ow ng

project to the Co-operative Bank.

They wi shed to borrow $6, 000 for the purchase of a lorry, which would
be a great help to them Since they were 30 kilonmetres fromthe nearest
small town, the marketing and collection of supplies would be nmuch
easier. The lorry would cost $5,250 to buy and they were allow ng $750
a year for running costs. In order to reach two of the farns the exist-
ing track woul d have to be wi dened but the group reckoned they could do
this thenselves without hiring extra | abour. Al the group clained to

be able to drive.

The first year all went well; the lorry was earning its keep, and | oan
repaynents were maintai ned according to schedule. After fifteen nonths,

however, the | orry devel oped nechani cal problens and kept breaking
down. The garage in the |local town where there was no qualified
mechani ¢, was unable to find the fault, but the owners were not unduly
worried as they always managed to get the lorry started again. Finally,

however, the lorry broke down conpletely, at a very inconveni ent
moment, being | oaded with seed and fertilizer for the begi nning of the
new season. The farmers had to hire carts to deliver their inputs and
pl anti ng was del ayed. It took over a week for the repair truck to cone
fromthe regional capital to towthe lorry away, by which time all the
tyres, the interior fittings and the |ights had been stol en. Altogether

it cost $850 to get the lorry on the road again and the farmers then

sold it and repaid the | oan.

Assi gnnent
1)  Should this | oan have been granted?

2) Could the loan officer have foreseen what woul d happen?

3) Could he have suggested any reasonable alternative?
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Case Study 3

In a small farming conmmunity 80% of the farmers had 10 hectares of | and
or |l ess each and of these, about half were tenant farmers on snall hol -

dings of 5 hectares or |ess.

Among the 20% of farners owning nore than 10 hectares of |and was Anadu
Horea, whose 25 hectares included three small hol dings (5, 32 and 3

hectares) which were rented out to tenants.

When the National Devel opment Bank made | oans avail able for the pur-
chase of tractors, Amadu reckoned he woul d now be able to cultivate al

his land hinmself growi ng hybrid maize with the new farmtechnol ogy. He
therefore took a tractor | oan and repossessed the 112 hectares pre-
viously rented out. O his three former tenants and their fanmilies one
left the area and went to | ook for work in the regional capital, one
becane a full-time | abourer and the third had another 12 hectares

rented from anot her | andl ord on which he went to |ive.

Amadu reckoned he doubl ed the productivity of the land in the first
season, and regularly tells his friends that if all farm ng were as
efficiently nanaged as his own, the country woul d be exporting food,

not inporting it as at present.

Assi gnnent

1) Did Anadu's project satisfy the objectives of devel opment | endi ng?

2) |If you had been asked to approve this | oan what woul d you have
done?
3) Is there any way in which the productivity of the |and could have

been increased without dispossessing the tenant farners?
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Case Study 4

A farnmer owns sone swanpy | and which is covered with reeds. This | and
is not in use; he makes his living out of an adjoining patch of better
drai ned | and where he grows mai ze and sorghum He obtains a | oan for
the purpose of draining his swanpy | and and establishing a market

gar den.

He does this, and the market garden is quite successful, though he com
plains bitterly of the extra work and the tinme taken in marketing. H s
yi el ds of maize and sorghum however, are nuch reduced, so that he is
not a great deal better off in spite of the success of the narket

gar den.

In addition to his other troubles he is faced with domestic unrest. Hs
wi f e and daughters have been accustonmed to use reeds fromthe swanp to
make baskets, which they sold in the market. They niss the extra ear-

nings as well as the opportunities to nmeet their friends at the market.

Assi gnnment
1) Wy should his maize and sorghum yi el ds have been so nuch reduced?

2) Wuld you say this | oan was a success or not?

3) Could the farmer solve his famly problem w thout sacrificing his

new vent ure?
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SESSION 7. 4
APPRA| S| NG AND NFGOT] ATI NG | OANS
(hjective: To enable trainees to make decisions as to whether |oans
shoul d be granted and to negotiate loan terns with
farners
Iine Approxi mately four hours.
Material Case studies 1 to 4. Role-play briefs.
Session Guide:
1) Divide trainees into four groups and distribute the handout. Ask
each group to discuss all the case studies. Allow up to thirty
m nutes for this. Reconvene the trai nees and ask group spokesnen
for their suggestions.
2)  Comments on the case studies should include the follow ng:

Case Study 1

On the figures provided the | oan should not be granted. The farner
proposes a change froma food to a cash crop, but is not clear if
the extra incone generated will enable himto provide for the food
needs of his fanmly. The project needs to be changed to enable him
to increase his income wthout |osing his subsistence crop com

pletely.

Case Study 2
a It is not clear whether the new equipnent will increase the
farnmer's incone in any way; for instance, will inproved mlk

st orage reduce wastage? The nmi ntenance requirenents shoul d

al so be costed.

b)  On the figures provided the |oan mght well be refused. The new
equi pment  does not apparently contribute directly to the
farmer's income and the new total |oan and interest repaynents

at about $680 per annum woul d represent a disproportionately

high fraction of his total annual outgoings.



Case Study 3

On the figures provided the | oan should not be granted. Qut of a
total incone of $1,250 per annumthe applicant is proposing to re-
pay a debt of $2,000 in two years, which including interest pay-
ments will involve himin paynents of about $1,240 a year. The
terns of the |loan should be changed to allow three or four years to
pay for the well and punpset. The seasonal crop conponent shoul d be

dealt with separately.

Case Study 4

a) Not enough information is available to reach a decision. Mre
detail about the building costs is needed, in particular the

fol | owi ng:
Who provided these figures? Are other quotes avail abl e?
Wiy are transport costs so high?
Are local naterials/labour to be used?

How are repaynents to be net?

b) There is no indication of the increased surplus the society
will make as a result of the new store, but npbst credit agen-
cies would favour this type of project, provided it can pay

for itself, and the costs are not unnecessarily high

Ask each group to nominate two nenbers, one to play the role of the
applicant and the other the |oan officer fromone of the case stu-
dies. Gve the noninated trainees the role-play briefs, ensuring
that the "applicants' and 'l oan officers' do not see each other's
papers. Allow the role players ten minutes in which to 'think them

selves' into their roles. The 'l oan officer' should keep to the
positions decided on for each application in earlier discussion,

but they may change the suggested terns, but not the interest rate,

if this will make the |l oan nore attractive. The 'applicants' may
add details to their projects as appropriate, so long as they are
consistent with the material in the case studies and the role-play

briefs.
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Al'l ow each pair of trainees up to ten mnutes to role-play the dis-
cussi on and negotiation between them The remai nder of the group
shoul d act as observers and should in particular notice how effec
tively the 'loan officer' renmined patient, firmand persistent
when negotiating with the '"applicant', but did not discourage the
applicant' frompursuing his application any further. If the role-
pl ayers were able to cone to agreenent, conpare the terns actually
agreed on with the terns included in the case study. Wre the pro-
jects inproved and do the observers agree that it would be reason-

able to approve the | oan applications on the new terns?
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Case Study 1

A subsi stence farner called Adebayo applies for a | oan of $225 to

finance the change from growi ng cassava to grow ng pyrethrumon his

22 hectare plot. The noney will be spent as follows:
Pl ant s $115
Fertilizer 40
Pesti ci de 50
Dryi ng 12
Transport 8
$225

(Pyrethrum has a productive life of about five years. The yield is

about 132 kg per hectare and the crop sells for about $1 per kg.) He

requests a five-year |oan

Case Study 2

A cattle farnmer called Bango applies for a |loan of $1,500 for new dairy
equi prent. He has a herd of 15 cows. Wth nilk fetching 60 cents a
litre and occasional sales of calves his annual gross incone is $4, 500
(assuning that his cattle yield an average of 60 litres per nonth each

for 8 nonths). Hi s annual expenses are as foll ows:

Feed $ 750

Vet erinary 120

Repaynment on

Exi sting Loan 300

Transport 500
$1, 670

He requests a three-year loan at 12%


ana


Case Study 3

A farnmer called Castillo owns a 3 hectare plot of |and which requires
irrigation. Present yields of rice fromthis land brings himin $180
per annum from sales, as well as providing for his famly. He reckons
that if he dug a well and bought a punpset his land would yield 2 crops
a year, and using HYV rice he could increase output and make $500 from
each crop. He could al so make $250 per annum by selling water to the
nei ghbouring farner. Digging and equi pping the well would cost $1, 600.
He applies for a loan of $2,000 at 12% payable over two years made up

as foll ows:

Di ggi ng Vel | $ 300
Pur chase of Punpset 300

| mproved Seed, Fertilizer
and Pesticide for 2 Crops — 400

$2, 000

Case Study 4

The Dival kar Village Co-operative Society applies for a |l oan of $13, 500
to build and equip a store where they will keep farminputs for nem
bers. Attached to this store will be a small office. Costs are nade up

as foll ows:

Materi al s $ 5,000
Transport 1, 500
Labour 5, 500
Equi prrent 1,500

$ 13,500

(Assune these costs are average to high for small town building in the

country.) The loan is to be repaid over eight years.

Assi gnnent
1) Decide whether each application should be approved or not.

2) G ve reasons for your decision in each case.
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Applicant 1: Adebayo

You are one of the poorer farners in your nei ghbourhood and many of
your nei ghbours have recently started growi ng pyrethrum a flower from
whi ch insecticide is manufactured. They are receiving regular cash pro-
ceeds fromsales of this flower, the tasks of cultivating and picking
the flowers provide year-round | abour and you wish to do the sane and
thus inprove your incone. You can barely feed your famly on the cas-
sava and few other crops you grow on your 22 hectare plot, and you are
sure that you wll do better, |ike your neighbours, if you grow
pyrethrum You know that the recently forned co-operative is designed
to help the poorer nenbers of society such as yourself and you are de-
term ned not to be deprived of the opportunity to grow the new crop.
(See al so Case Study 1).

Lloan fficer 1

You are the credit officer of the newy forned co-operative to which
Adebayo bel ongs and he has subnmitted his application to you. You are
worried because the najority of the | oan applications that have been
recei ved have been subnmitted by the |arger and weal thi er nenbers of the
soci ety and you wel cone an application froma poorer farmer such as
Adebayo. You appreci ate the subsistence problem however, and you are
anxi ous to hel p Adebayo in order to benefit himand al so encourage
simlarly di sadvantaged nenbers to apply for credit.

(See al so Case Study 1).
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Applicant 2: Bango

You are a prosperous farmer earning a very satisfactory inconme fromthe
mlk fromyour fifteen cows. Electricity has recently been installed in
your village and you wi sh to take advantage of this by purchasing a
package nil king set including cooler and a two-unit nilking machi ne

This will cost $1,500 and you feel sure that this is the. kind of in-
vestment which the new Dairy Farnmers' Society has been forned to en-
courage. You and all the other nenbers of your family presently mlk
the cows without difficulty, and you have had few or no problenms with
spoilt milk because your farmis near to the society collection point.
You are wel | -known as a progressive and successful farner in the area
and you wish to continue to lead by being one of the first farnmers in
the area to have the new equi pnment.

(See al so Case Study 2).

Cut Here

Loan Officer 2

You are the credit officer for the newy forned Dairy Farners' Society
and one of the first applicants for credit was Bango, a prom nent and
prosperous nenber of the |ocal conmunity who was al so one of the group
i nvol ved in the establishnment of the society. He nanages his snall herd
very effectively and appears to earn about as much noney froma herd of
this size as would be possible. You dare not risk offending him and
you are anxious to encourage his initiative, but you cannot see how the
new equi prent woul d in any way increase his incone so that the interest

and principal repaynents would be a net drain on his present earnings.

You are aware, however, that outright rejection would be a serious bl ow
to your own credibility and indeed to the society as a whole.

(See al so Case Study 2).


karla
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karla
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You have applied to your society for a |l oan to purchase a punpset and
dig a well. This would enable you to adopt the new high-yielding va-
riety of rice, as the Mnistry of Agriculture is encouraging farners to
do, and you will thus significantly increase your income. You have
al ways avoi ded being in debt in the past, and you wish to repay the
loan as quickly as possible. Your oldest child will start secondary
school in two years' tine and you realise that you will need noney for
the fees so you have applied for a loan to be repaid in two years. You
are aware that this will be a heavy burden on your resources but you
wish to get the obligation out of the way as soon as possible.

(See al so Case Study 3).

Qut Here

loan Fficer 3

You are the credit officer for a well-established nmultipurpose society
and have received Castillo's application. You respect himas a hard

wor ki ng and honest nmenber of the conmunity and you are all the nore

anxi ous to prevent himfromsaddling hinself with a burden which wll

be too nuch for him You are sure that he will see your point of view
and you expect himin fact to wel cone your suggestion that his |oan

shoul d be reschedul ed so as to be repaid over four years or nore and
that the seasonal credit should be dealt with separately.

(See al so Case Study 3).
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You are the secretary of the Dival kar Society and you are sure that the
Co- operative Bank will approve your application for a loan to build a
new store since the governnent is actively encouraging co-operative so-
cieties to provide farminputs to their menbers. The son of one of your
menbers has produced an extremely attractive design for a store and you
are delighted to think that the new store will be dramatic evi dence of

the society's success and will hel p overcone sone nenbers' rel uctance
to deposit their savings with the society because, they say, the so-
ciety has no concrete assets on which to fall back if necessary. Your

present farminput supply service is operated froma very shabby | ean-
to store which one of the nenbers rents to the society for a nom na

amount. You know that this is not a satisfactory arrangenent and are
anxious to do better for your nenbers.

(See al so Case Study 4).

Cut Here

Loan Officer 4

You are a loan officer for the Co-operative Bank and the secretary of
the Dival kar Vill age Co-operative Society has submitted his application
to you. You are inpressed with this society's desire to provide a high
| evel of service to its nenbers in every way but you are concerned at
the rather |uxurious standard of the building and you are not sure how
the building will save noney for the society. You have been trained to
ensure that investnments made with | oans you approve pay for thensel ves
as quickly as possible and that borrowers should not be worse off as a
result of | oans which you approve. You are not sure how this can be
done by the Dival kar Society unless they are paying a very high rent
for their existing prem ses.

(See al so Case Study 4).


karla


topic

the management of loan

schemes

-

Session 8.1
Session 8.2
Session 8.3
Session 8.4
Session 8.5

The Concept of Interest

The Need for Interest Charges
Types of Security

The Need for Security

Social Pressure for Repayment




Session 8.1

Sheet 1

SESSION 8 1

THE CONCEPT CF | NTEREST
(hiective: To enable trainees to justify to others the concept of
i nterest and explain why it is charged.

Tine: Approxi mately two and a half hours.

Material . Handouts 1 and 2.

Session Quide:

1) Point out that since noney that has been borrowed has in due course

to be returned many borrowers, including quite sophisticated ones,
are not clear why they should pay interest for having sonething
which they are going to return in any case. Stress that it is im
portant that trainees should understand exactly what is being paid
for in interest charges, in order both to inprove their ability to
manage a | ending operation and to explain the reasons for interest
to borrowers who may object to paying a charge they do not under-
st and.
Allow trainees up to ten nminutes to note down the reasons why
interest has to be charged. Point out that it may help themto put
thenmsel ves in the position of an individual |ending noney to sone-
body el se; why should they denand that he pays interest as well as
repayi ng the principal ?

2) Ask each trainee to suggest one reason and note them on the chal k-

board/OHP until all trai nees' suggestions have been taken. Their

suggesti ons should include at |east the foll ow ng:

- Interest conpensates the lender for the risk that his noney may

not be returned

- Interest is an incentive to the |ender, or depositor, to neke

hi s noney available for others to use it.

- Interest charges encourage borrowers to repay on tine so that

others nay use the noney they have borrowed.



- Interest charges nust conpensate the | ender for whatever el se he

m ght have done with the noney instead of lending it to whoever

has borrowed it.

- Interest is necessary to cover the adm nistrative costs invol ved

i n appraising, supervising and coll ecting | oans.

I nterest can be viewed as rent for the use of noney. Even if a
house or field is returned in exactly the sane condition its
owner expects sonmebody who uses it to pay rent for the period of

occupati on.

Ensure that trainees thensel ves understand all these points, and
that they are aware of the need to explain interest charges to bor-
rowers fromco-operatives who may as a result of their past expe-
rience regard interest as sonething which extorti onate noneyl en-
ders denmand and therefore do not expect a co-operative to |evy an

interest charge as well.

Ensure by posing one or two sinple problens to the trainees that
everyone knows how to calculate interest. |If necessary distribute
the self-teachi ng exercise (Handout 1) and either allow trai nees
time to conplete it on their own before proceeding with the rest of
the session, or go through it with the whol e group, ensuring that

every individual is able to answer the questions correctly.

I ntroduce the group exercise by pointing out that interest charged
on noney lent by a co-operative society or a bank is the |ender's
way of recovering the costs to the institution of |ending. The ex

ercise is intended to enable groups to work out what these costs
consi st of and approxi nately how much they anount to in the case of

various types of |loans. Divide the trainees into groups and dis-
tribute Handout 2; allow up to forty-five ninutes to conplete the

exer ci se.

On conpl etion of the exercise, ask each group to present its answer
to the problens. Costs of lending will be variably estimted but

shoul d include the follow ng itens:

Loan acquisition costs including investigation of project and

processi ng of application. (These figures can be approxi nately
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estimated by multiplying the staff tine per application by staff

cost per hour, including overhead.)
Loan supervision costs.
Recor d- keepi ng costs.

Cost of noney or interest paid by the lender to its sources of
money (the co-operative bank, savings account hol ders, govern-

ment, international agencies, etc.).
Reserve for default, based on real experience

Mar k-up as a percentage of direct costs, to build reserves for

future on-lending or distribution to nenbers.

Trai nees shoul d be encouraged to draw the foll owi ng concl usi ons

fromtheir calcul ation of costs of each of the three | oans:

The costs of |endi ng are hi ghest when snmall suns of noney are

lent for a short period.

The cost of | ending can be reduced by | endi ng through groups
rather than to individuals. These need not be formalised co-ope-
ratives but can be small informal groups, each nenber of which

agrees jointly and severally to guarantee the total amount.

Lendi ng costs are | owest on |l arge | oans which are made for |ong

peri ods.

Ask groups which of the three | oans shows a profit for the | ender.
Loan A is alnpbst certain to show a loss, if the figures are at all
realistically calculated, while B and C pmay be marginally profit
able. Ask trainees how this situation can be inproved and also to

suggest what di sadvant ages each possible renmedy may have. Their

suggestions should include the follow ng:

Remedy D sadvant age
Encour agi ng group borrow ng G oup responsi bility can never
be as clear as individual re-
sponsibility.
The use of standardi sed | oan These may be unsuitable for sone
packages menbers and may excl ude sone po-

tential borrowers altogether



Sinplified record systens

Reduci ng appr ai sa
vision visits

and super -

Setting a reasonabl y hi gh
m ni num | oan figure

M nimsing | ending to distant
menbers or those with unusua
proj ects

Lending only to experienced
menbers with adequate security

Paying a lower interest on
suns  deposited with the so-
ciety by menbers

Di scouragi ng short-term|l en-
di ng

Over-sinplification can lead to
i nadequate informati on or oppor-
tunities for dishonesty.

Members may through ignorance or
di shonesty m suse | oan funds.

This may di scourage the poorest
nmenbers.

This wll hurt those npbst in
need of hel p and al so di scourage
those with initiative.

This policy contributes to ma-
king the rich richer and the
poor poorer.

Menbers are unlikely to deposit
savi ngs unl ess they receive a
conpetitive rate of interest.

Short-termcrop | oans are nost
needed by the poorest farners.

Clearly all these policies would totally destroy the concept of de-

vel opnental co-operative | ending. Ask trai nees which of these poli-

cies their societies adopt and whether a judicious mxture of sone

of them m ght inprove the perfornance of their |ending operation

wi thout frustrating its objectives.

Enphasi se that | ending schenmes which | ose noney cannot survive. The

opportunities for reducing costs are limted. Ask trainees to sug-

gest therefore how revenue m ght be increased.

- Charging fees for each loan or |oan application.

- Increasing interest charges.

Chargi ng fees bears proportionately harder on poorer borrowers but

is quite a common practice.

Ask trainees to conpare co-operative interest rates with prevailing

commer ci al

they are | ower.

rates in their country. They wll

al nost al ways find

Ask trainees why small farmers and co-operative nmenbers shoul d pay

| ower rates of interest, even if

it costs nore to lend to them

They are poorer than nost people and shoul d be hel ped first.
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- Agricultural developnent is vital in the national interest.

Ask trainees what the effects of low interest rates are:

Co- operatives and other | enders | ose noney and their |oan pro-

grames fail.

Lenders are forced to cut costs, avoid risks and onmt services

which are particularly valuable to poorer borrowers.

There is an artificially high demand for low interest |oan funds
by borrowers. The larger, nore powerful borrowers in particular
tend to succeed, and may not be the intended nain beneficiaries

of | oan progranmmes.

Ask groups to recalculate exercises Ato Cwith 15% and 20%
interest rates. These higher rates may substantially alter the pro-
fitability of each loan to the Il ender. How inmportant are the extra

suns to the borrowers?

$5 or $10 is unlikely to make an inportant difference to Farmer
A who may previously have borrowed from noney-| enders.

Farmer B may be affected by the difference but he can afford to
pay $450 for three years and $675 may not make nuch difference

to him

The extra $5 or $10 payable by each of the farnmers in Exercise C

is no nore inportant than the extra payable by Farner A

These extra charges do natter, but the smaller suns are unlikely to
be seen as very inportant by the borrowers. They should be seen in

the foll owi ng contexts:
The i ncone earned from |l oan projects.

The cost of not being able to get a loan at all (because the

| oan schene was unvi abl e).

The cost of alternative sources of | oans.

Trainees are not likely to be in a position to deternine or in-
fluence interest rates, which often involve political factors in
any case, but they shoul d neverthel ess understand that interest
rates are an inportant part of lending policy and that there are
argunments for higher rates. It is wong to take low interest rates

for granted even in agricultural credit.
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Handout 1

Self-Teaching Exercise aon

Percent ages and lInterest Charqges

Work through .this self-1earning exercise by noving a piece of paper and

reading one line at a tinme. \Whenever you come to a question, calculate

the answer hefore noving down to the next line.

'Percentage' means 'per hundred'.
15% nmeans 15 'per hundred' .
3% means 3 ' per hundred'.

If a noney principal is lent at an interest rate of 15% $15 will be

charged as interest for every $100 | ent.

Question 1: Answer the follow ng
What sum of nmoney will be charged as interest on the follow ng | oans?

a $ 100 at 3%
b) $ 200 at 15%
c) $ 50 at 3%

Answers to Question 1
a $ 3
b) $ 30
c) $ 1.50

You coul d probably work these questions out in your head, but if we

wite out the calculation we need to express percentages in a different

way. '15% can be expressed as '15 per hundred '’

Anot her way of saying this is: 15% = 13)‘3

As you renenber from school 'of' neans multiply, so 15% of $100 can be
witten as: — 15/100 x $10

and as you know, the answer is $15.

4



Simlarly:

3% of $100 =310 x $100 = $ 3

15% of $200 15/100 x$200 = $ 30

3% of $ 50 = 30/100 x 50 = §$ 1.50

Question 2

Calculate the following, witing out your cal cul ati ons as above:

a) 15%of $ 150
b) 12%of $ 80
c) 5%of $ 1,500

Answers to Question 2

) 51100 x 150 = $ 22.50

by 120109 80 = § 9.60

c) 5/100 X 1,500

The amount of interest charged on a loan is calculated in the sanme way,

as a percentage of the principal .

The rate of interest is usually given as 'so nuch percent per year', so
when we tal k about a | oan of $100 at 15% we usually nean that the in-

terest charged is at 15% per annum

Question 3

Use the answers you worked out for the last set of questions to work

out the foll ow ng:

a) The ampunt of interest on a |oan of $150 for 2 years at 15%
b)  The anount of interest on a loan of $80 at 12% for 3 years.

€c) The ampunt of interest on a |loan of $1,500 at 5% for 6 nonths .

Answers to Question 3

a) $ 45
b) $ 28.80
c) $ 37.50
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Agai n you could probably do these in your head, but it is still useful

to have a fornmula. Here it is:

The ampunt of interest paid = the principal (sumlent) x rate of
interest x time in years.

Question 4:

VWhat is the amount of interest on the follow ng?

a $ 60 at 25% for 3 years

b) $ 1,250 at 15% for 1 year

¢c) $ 275 at 122%for 2 years

d $ 600 at 17%for 12 years

e) § 350 at 9% for 5 years
Ansvers to Question 4

a) $ 45

by $  187.50

c) § 68. 75

d $ 153

e) $ 157.50
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Handout 2 - Exercise on Cost and Revenue

A Cal cul ate the cost and revenue to your co-operative society of

l'ending $100 to a single farner for one year at 10% i nterest.

B) Cal cul ate the cost and revenue to your co-operative society of
lending $1,500 to a single farner for three years at 10% i nterest

rate.

0 Cal cul ate the cost and revenue to a co-operative bank of |ending a
total of $2,000 through an informal credit group of twenty nmem
bers. The npbney is to be lent to the group at 10% i nterest for one
year and the menbers are jointly and severally responsible for re-

payment .

Not e :

Item ze the costs of receiving the application, appraising the | oan,
di sbursi ng the funds, supervising the | oan and eventually coll ecting
the funds, together with sone all owance for cost of default and the
cost to the I ender of obtaining the funds which are in turn lent to the
farnmers. It may be inpossible to obtain precise figures for each item
but groups should agree on an estimate for each of the items for each

of three | oans.
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SESSION 8 2
IHE NFED FOR | NTEREST CHARGES
Chiective To enable trainees to explain the need for interest
charges to nenbers
Tine: Appr oxi mat el y one hour
Material Rol e-pl ay briefs.
: . i d
1) Renmind trainees of the conclusions of the previous session, to

which this session is an extension. Rem nd trainees that they, and
many ot her bankers, are not conpletely clear as to all the reasons
for interest charges, and the respective inportance of each. Ask
trai nees whether all their nmenbers are likely to understand the
need for interest charges, particularly since they, rather than the

bankers, are those who have to pay.

It is necessary for co-operative credit officers to be able not
only thensel ves to understand the reasons for interest charges,
but, nore inportantly, to explain these reasons to the satisfaction
of menbers who may not understand, or nay even actively object to
bei ng asked to pay a charge for which they believe there is no jus-

tification.

G ve copies of the Farner's Brief to each of five trai nees who have
previously been selected to play the role of an applicant group of
five farnmers, and give copies of the Manager and Loan O ficer's
Brief to two trai nees who have previously been selected to play
these roles. Ensure that neither group has the opportunity to see
each other's briefs, or to overhear conversation about them Allow
the role players up to fifteen mnutes to discuss their negotiating

strategy, preferably in two separate roons.

Whil e they are doing this warn the renmai nder of the trai nees that
they are about to observe a sinul ated negotiati on between a group

of five prospective borrowers who cannot, or will not, understand
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i nterest charges, and a co-operative | oan officer and bank manager
who nust explain the principle to them Ask the observer trainees
to wite down as many argunents or illustrations as they can that
they mght use to explain interest charges to sonmeone who had never
heard of them before, or had only experienced extortionate interest
charges | evied by noney-1lenders and considers that all forns of

interest to be extortionate.

Arrange a table with two chairs on one side and five on the other
so that it will be clear which role players are prospective bor-
rowers and which are the credit officials. Invite the role players
back into the roomand allow themup to thirty mnutes to play out

the negotiation

The credit officer and bank nmnager can consider that they have
succeeded if the farners finally accept that they should pay

i nterest charges.

After the negotiation has been conpleted, first ask the role
pl ayers to describe howthey felt. Did the farners feel that the
bankers synpathised with their difficulty and were trying to help
them understand? Did the credit officer and the bank manager fee
that the farnmers were unable to understand interest, or that they
were pretending in order to attenpt to reduce the charge that woul d

be | evied on thenf

Ask the observer trainees to conment on the negotiation. They
shoul d i ntroduce any argunents or illustrations which they have
not ed down which were not used by the | ending side and shoul d

di scuss whether it would have been useful to enploy them

Stress that co-operative credit officers nust be understandi ng and
authoritative (not authoritarian) when dealing with individuals or

groups of farmers.

Ask trainees what the nobst inportant thing is that a co-operative
credit officer should do when attenpting to deal with any objec-

tions froma prospective borrower.

(The nost inportant thing is not what the officer says but that he
should Listen to what the farners say and respond to it accordi ng-

ly )
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Earner's Brief

You are one of a group of five farnmers who have applied to their
co-operative for a small group | oan of $1,000 to dig a well. None of
you has borrowed npbney from an official source before. Your application
has been processed by the manager, and when he nentions that you wl|l

be charged 15% i nterest for the three-year termof the | oan you demand
an expl anati on; you have never heard of interest being charged in this
way before. Since the co-operative is yours you do not see why it

shoul d be allowed to charge for | ending you what is in a sense your

nmoney.

You think that if you protest enough the society m ght waive the

i nterest paynents, so you are not going to give up the point easily.

You have di scussed the probl em anong yoursel ves at | ength, and the fol -

| owi ng poi nts have been nade:

- The co-operative society is owned and controlled by its nenbers; it

shoul d not charge them for what belongs to themin any case.

- The governnent provides noney to the society. Why should the society

charge nenbers for it since they are taxpayers |like everyone el se?

- Menbers' investnents are contributing to national devel opnent and
i ncreased agricul tural production which is governnment policy. Mem
bers shoul d not be di scouraged by interest charges from doi ng what

t he government wants.

Most co-operative officials are paid by the governnent. Wy should

t hey take nenmbers' noney as well?
- Possibly the society is seeking a bribe; menbers nust be alert to

any behaviour of this sort by officials of their own society.

You are about to neet with the society's credit officer and an offici al

fromthe co-operative bank in order to discuss your | oan
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Bank Official's Brief

You are conducting a routine interview to explain the conditions of a
| oan whi ch has been approved in principle. The borrowers are a group of
five menbers who propose borrow ng $1, 000 for three years to dig a
wel |l . When you previously nmentioned the interest rate they were npbst
i ndi gnant, cl ain ng never to have heard of interest being charged in
this way before. You are about to meet them you should try to explain
to them in terms they will be able to understand and accept, exactly
why you are charging interest and any benefits they are getting for

t hei r noney.

Renenber that the farners have sonething to gain by remaining igno-
rant. If interest cannot be explained to themthey nay well think they
will get away with not paying it. Al so renenber that you will not con-
vince themjust by telling themthe rules and regulations. Really to
under stand the point, however reluctantly, they need to be able to re-

late it to ideas that are already faniliar to them

You have various ideas about how you m ght explain the principle of

interest to the group of farnmers, including the foll ow ng:

- You might relate the charging of interest to sonething that farners

are famliar with such as charging rent for | and.

- You can explain the various ways in which the society is serving
its menbers by providing technical advice as well as |l oans. This

costs nmoney and nust be paid for.

- You can reni nd any nenbers who have savi ngs deposited with the so-
ciety or el sewhere that they expect interest on their savings; the

co-operative does not act any differently.
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SESSION 8 3
IYPES OF SEQARITY
(hjiective: To enable trainees to identify various forms of security
and determne which is nost suitable for a specified
| oan.
Tine Approxi mately two hours.
Material Case studies.

Session Qiide:

1) Ask trainees to describe their society's or other enployers' |ega
position in the event of a nenber's default on a | oan. Dependi ng on
the nature of the | oan schene and trai nees' enpl oyers, various

alternatives are possible:

- If the society or bank has actually |oaned the noney to the mem
ber then the organisation is itself responsible for recovering

the loan, including the use of whatever security has been taken

- If the society or other organisation has nerely acted as a good-
will introductory internediary, w thout taking any |legal re-
sponsibility, the responsibility lies legally with the actua
borrower. The goodwi Il internmediary may neverthel ess wi sh to as-
sist in recovery of a loan, if necessary through the seizing of
security, in order to preserve its credibility with the I ending

institution

- The society or other organisation nmay have guaranteed a | oan
made by anot her body. In this case it will have to reinburse the
I ending institution for a proportion, usually sonething between
75% and 90% of any default. The guaranteei ng organi sation then
t akes over responsibility for the 'bad' |oan and for seizing and

di sposi ng of any security that has been taken

It is vital that all trainees should be clear as to their

organi sation's position in this regard.



2) Ask trainees to suggest as many forms of |oan security as they can
which nay be suitable for small farmers. Elicit at |east the fol-

lowing and list themon the chal kboar d/ OHP:
Land
Savi ngs account bal ances
Equi prent
Li vest ock
Crops
Bui | di ngs
Farm i nput stocks
Per sonal possessions
Quar ant ees, guarantors

Recour se arrangenents by which the borrower instructs his nar-
keti ng agency to nmake paynents to the |l ender out of sums due to
hi m for produce sol d.

3) Discuss with the group the advantages and di sadvant ages of each of
these types of security fromthe bank's point of view

Land

Poor farners may not own | and thensel ves.

- Difficulties may arise where the title of the land is not clear,
as when rights to land are based on custom and/ or are not sup-

ported by docunents.

- Problenms may also arise if the land conmes up for sale. For prac-
tical purposes it nay be unsal eable to anyone who is not a nem
ber of the I ocal community and no nenber of the comunity may be

willing to di spossess the owner.
Sei zure may be politically inpossible.

Where these problens are not foreseen land is a useful col -
|ateral as no farner wishes to part with his land and woul d nmuch

sooner repay than be di spossessed.
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Savings Account Bal ances
- Prospective borrowers are unlikely to have savi ngs which ever

approach the anount they w sh to borrow.

Mohile Assets (jncluding equipnent, |ivestock, stored crops and
buil ding materials)

It can be difficult to establish control over these; farmers can
nmove themto other prem ses and the creditor can then be unable

to seize them
It may be difficult to be sure of ownership.

Such assets are acceptable as security only if there is an es-

tabli shed market.

Crops

St andi ng crops are often acceptable as security for seasona

| oans.
There is no security in case of crop failure.

A creditor nust be able economcally to harvest crops or to sub-

contract the harvest of the crops.

Bui L di
- These are often difficult to val ue.

- It is often inpossible to expel a farmer from his own house.

- Poor farners are often tenants.

Earm I nput St ocks

These are usual ly unacceptabl e as security, since they can easi-

ly be sold.

Persaonal Paossessions (such as jewellery)

- These are acceptable if they have a regul ar market val ue.

- They are acceptable if they can physically be held in trust by

the credit agency.

Their val ues fl uctuate.



Quarantees, Quarantors

If guarantors can be found, they can be the best form of secur-

ity provided that:

a) they are really able to repay conmitnents;

b) they are not over-committed by standing surety to severa

bor r ower s.

It may be difficult to put pressure on very influential guaran-
tors.

The system can be very effective where guarantors put soci al

pressure on borrowers to repay.

Joint arrangenments are consistent with co-operative traditions

of nutual self-help

Recourse Arrangements

Acceptable if there is adequate contact with produce buyers or

mar keti ng agents.

Conveni ent when a co-operative society |ends noney, distributes

i nputs and markets out put.

The suitability of any one form of security in a particular case
will depend on circunmstances. It nust depend on whether it would be
feasible to claimthe security in case of default, and whether the

asset would be resaleable if it were cl ai ned.

Distribute the handout and allow trainees up to thirty nmnutes to
conpl ete the exercise. Ask individual trainees to suggest what
m ght be used as security in each case and in each case ask
trai nees who nekes the suggestion to state how he would actually

use the security in case of default.

Trai nees' solutions will vary. The follow ng are suggestions for
procedures which mght be useful. In any of these cases trainees
may suggest ways of putting social pressure on the borrower, and
such suggestions should be carefully considered, bearing in m nd

that guarantors have to be carefully selected and able to carry out

their obligations.
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A___Hanmd

One solution is to take ox-pl ough and oxen, plus $100 of the sav-
i ngs account, as security. Trainees nmay feel that this could seem
unduly threatening to a borrower like this, with a good record, and
m ght be prepared to take one or the other, with recourse arrange-

ments on the maize crop

B. Al fred

In some countries it mght be possible to attach part of Alfred's
sal ary by agreenent with his enployer. Discuss this form of secur-
ity.

The principal problemis that the borrower has only to | eave or

change his job if he wants to avoid repaynent.

The sinplest solution is to take the land as collateral, since in
xthis case title should be clear and the plot is likely to be sale-
abl e

C . _Abdul

Wth hereditary tenure there may be difficulty in using land as se-
curity. The nobst suitable security is the cattle, but nobile live-
stock can be hard to track down unless they are clearly identifi-
able, and this farmer cannot really offer acceptable security for

this loan, unless he can find a guarantor

D Sinon

I f possible the bracelets should be used as a pl edge, with the
poultry unit equi prment naking up the difference. Pressure fromthe

wi fe shoul d ensure repaynent of this |oan

Cui de di scussion of the case studies so that the followi ng points

are covered

Al'l | ending agencies, and in particul ar co-operative ones, pre-
fer not to have to claimsecurities. They woul d rather have

| oans repaid.
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Claimng securities often involves |egal action

a) This cost noney.

b) Courts may prefer to give extended repaynment orders.
c) Legal action may not support the |ender.

d) The publicity damages the 'image' of the |ender.

Security should be seen as a formof pressure on the borrower to
repay; social pressure fromguarantors or famly can be as ef-

fective as the threat of dispossession

The type of security required on a |oan nmust be carefully judged

in view of

a) The feasibility of claimng the security itself in case of

defaul t.

b) The particular circunstances of the individual borrower.

Di scuss the actual practice of trainees' societies or banks. Stress
that the type of security denanded in any one case depends on the
| endi ng agency's rules and policies. In snmall farmlending it is
quite common to use guarantees or recourse arrangenents. This is
particularly effective when the security offered is the nenber's
savi ngs, which he may need to support his famly through the period

before the | oan begins to generate incone.

Ask trainees what kind of security is appropriate in the case of

loans to informal groups or to |ocal co-operative societies.

Di scussion should elicit the foll ow ng:

- Repaynent of group | oans depends on the efficiency and cohesive-

ness of the group. The best security is therefore evidence of

these characteristics.

- Group assets such as buildings, transport and equi pnrent may be
assigned as security but the property of individual nenbers is
usual |y not acceptable. In sone situations the property of the

group's committee nmay be acceptabl e as security.

- Lending institutions will normally have rules relating the size

of loans to groups to the amount of group funds avail abl e.
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Stress that in all credit operations, and in particul ar when | en-
ding to snall-scale farners and groups of such farners, security
can at best be no nbre than a very unprofitable |ast resort. The
way to minimse default is to appraise |loan applications correctly
and to avoid | ending noney to farnmers who are |likely not to repay

it.

Ask trai nees to suggest why so nmany co-operative credit schenes
experience a very high rate of default. They may nmake many sugges-
tions, but point out that one of the nbst inportant reasons is that
experi ence shows nenbers that they will not |ose by not repaying.
Menbers can scarcely be blaned for avoidi ng repaynent when they ob-
serve that others have succeeded in doing this wi thout suffering

any penalty.

Stress that no small farm co-operative credit operation can succeed
unless it is strictly run and wilful defaulters are rigorously fol-
lowed up. It is often necessary to seize securities fromone or two
such defaulters, not so nmuch in order to recover the funds (since
the cost of seizure may exceed the val ue of the assets seized) but

in order to show that wilful default is not a profitable activity.
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Case Studies

Read through the followi ng case studies in order to deci de what form of

security would be appropriate in each case.

A Ham d wi shes to borrow $250 from his society to grow nai ze. He
farns 22 hectares of good | and which he holds by customary right.
He has an ox-plough and two oxen val ued at $150, and ot her
equi pment worth about $50. He has $112 in a savings account, and he
has a good credit record, having borrowed and repai d seasonal |oans
under a package | oan schene, which is no |longer in operation, for

the |l ast three years.

B. Alfred is a new farner who has just bought and cl eared six hectares
of land, on five hectares of which he intends to grow coffee. He
wants to borrow $2, 000 altogether fromhis society, $1,000 this
year to buy the coffee bushes and farminputs, and $250 a year for
essential, inputs over the next four years, until the coffee starts
bearing. In the nmeantime he proposes to earn a living and service
t he debt by working as a driver for the Co-operative Union at a
salary of $1,500 per annum He is living in his father's house for
the time being but intends to build a house on his land later. He
and his wi fe have personal. possessions, including sone jewellery, a

radi o, a notor-bicycle and a sewi ng machi ne, worth about $700.

C. Abdul wi shes to borrow $350 fromhis society in order to dig a well
so that he can grow vegetabl es on a one hectare plot on the farm he
has just inherited. There is also another 12 hectares on which he
grows a little mai ze and other crops nainly for subsistence, and
where he grazes his eight cattle, which al so have access to com
munal grazi ng grounds. He has no npney or pl edgeabl e personal pos-
sessions but his farm equi pnment is worth about $80 and he has farm

bui | di ngs whose sal vage value is $120.

D. Si non has applied to his society for a |l oan of $400 to establish a

small poultry unit on the farmhe rents. He has previously success-

fully borrowed and repaid two seasonal | oans for nmize under the



forner package | oan schene, and has done well.enough with the mnaize
to be able to finance the use of hybrid nmaize with adequate ferti -
lizer and pesticide without a loan for this purpose in the third
year. He has no noney but there is equi pment worth about $70 on his
farm he has stocks of inputs for his naize for which he has paid
$215, and his wife has two gold bracel ets together worth about

$250.

Assignoent
1) ldentify an appropriate formof security for each applicant.

2) State how the security should be used by the Iender if the ap-

plicant goes into arrears or defaults.
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SESSION 8.4
THE NFFD FOR SFCURITY
hjective: To enable trainees to explain to farners the need for
security.
Tine: Approxi mately one and a hal f hours.
Material - Rol e-pl ay briefs.
Case studies from Session 8. 3.
. i d
1) Renind trainees of the content of Session 8.1 and 8.2 on interest

rates. Co-operative credit officers nust not only thensel ves under-
stand the reasons for charging interest rates, but also be able to

expl ain these reasons to prospective borrowers.

Stress that the need for security is even nore likely to be m s-
understood, and to di scourage nenbers from borrow ng, than the
necessity of charging interest. Interest charges nmarginally in-
crease the sumthat has to be repaid, but pledging a security can
mean that the borrower is faced with the |oss of his hone and

source of I|ivelihood.

Select four trainees to play the role of the four farners descri bed
in the case studies for Session 8.3, and a further four trainees to
play the role of credit officers who nust neet with these farners.
Ensure that each of the eight role players has a copy of the hand-
out from Session 8.3; give each of the 'farners' a copy of one of
the role-play briefs fromthis session, and give each of the

'credit officers' a copy of their role-play brief.

Allow the role players up to ten mnutes to 'think thenselves into
their roles. Wiile they are doing this ask trainees, as before, to
wite down as many ways as they can by which they mght attenpt to

justify the need for security to a suspicious or ignorant borrower.



3) Allow each pair of role players up to ten minutes to enact the
si mul at ed di scussi on between them After each discussion ask the
farmer' to say whether he really felt convinced and ask the
‘credit officer' to say whether he was satisfied with what he
achi eved. Keep this discussion short until all four role plays have
been conpl et ed.

4) Ask the remaining trainees to corment on the role plays and in par-
ticular to nmention any ways of explaining security which they pre-
vi ously noted down and which were not used by the 'credit of-

ficers'

The foll owi ng argunents nmay have been used, anong others

a) Ask the borrower whether he hinself would | end his own noney to
sonmebody based only on a pronise to repay. Should the society,

as trustee of its nenbers' funds, be any |ess demandi ng?

b) If the prospective borrower is very nervous about pledging se-
curity, this may suggest he is not confident about the success
of his loan project. If he genuinely believes that there is a
good chance of the security having to be forfeited, he should
re-examnmine the project itself.

C) The funds which are being lent are either members' own savings,
or funds from outside the co-operative which neverthel ess have
their origin fromindividual savings. Depositors, or lenders to
the society, will expect to be repaid and will ensure before
I ending their noney to the society that the society itself is
taki ng every possible step to ensure that those who borrow from

it also repay what they have borrowed.

d)  The borrower is likely to realise howdifficult it would be for
the society to seize his security or otherwi se call a pl edge.
The credit officer may admt this and point out that it is
therefore in the society's own interest to make every effort
to help its nenbers to repay if they are in genuine trouble,

but that the final sanction of security nust neverthel ess be
t aken

5). Stress the need of a bal anced approach to taking and using secu-

rity, and the value of using joint and several guarantees, even if
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the guarantors' resources are not individually sufficient to repay
the I oan, rather than real property which cannot actually be sei-

zed.

Ask trainees to recall their own or other societies' experience
with co-operative credit, or other agricultural |ending schenes.
Does their experience suggest that they were excessively harsh or
excessively lenient in the matter of denmanding and if necessary

seizing security?

Most agricultural |ending schemes suffer from excessive | enience,
which is in the end against the interests of borrowers since funds
are rapi dly exhausted and defaulters fromthen on have no access to

institutional credit.

Stress that sensitive but firmuse of security, even going as far
as making a small nunber of exenplary foreclosures or calling of
guarantees, is in the long-terminterests not only of the society

but its nmenbers as a whol e.
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EFarners' Brief

(To be read in conjunction with case studies from Sessi on 8. 3)

A _Hamid

Your soci ety has previously made seasonal | oans to nenbers and re-
covered repaynents automatically fromcrop receipts. Now they have in-
troduced a nmedi umterm schene and you believe your proposal qualifies.
You have borrowed and repai d noney under the package | oan schene be-
fore; under that schene there was no formal security, |oans were repaid
in kind fromthe harvested crop and you do not understand why you
shoul d now be asked for any other security. You feel it is particularly

unfair inview of your good credit record.

Cut Here

Your society has previously made seasonal | oans to nenbers and re-
covered repaynents automatically fromcrop receipts. Now they have in-
troduced a nediumterm schene and you believe your proposal qualifies.
You understood that | oans fromthe credit agency were fairly easily
avail able for this type of project and you have never considered the
possi bility of having to pledge your land to get the | oan. You are nost
reluctant to do this, because you have saved for several years to buy

and clear the |land and you intend to keep it at al nbst any cost.
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C.Abdul

Your soci ety has previously nade seasonal | oans to nenbers and re-
covered repaynents automatically fromcrop receipts. Now they have in-
troduced a nediumterm schene and you beli eve your proposal qualifies.
You do not know very nmuch about credit but you have heard | oans are
avail abl e and wi sh to take advantage of the chance to get one. You are
(privately) horrified at the idea of having to find a guarantor because
you do not wi sh other people in the comunity to know you are bor-

r owi ng.

Cut Here

D Simon

Your society has previously made seasonal | oans to nenbers and re-
covered repaynents automatically fromcrop recei pts. Now t hey have in-
troduced a nediumterm schene and you believe your proposal qualifies.
Li ke Ham d, you used the package | oan schene. Under this schene, no
formal security was required and repaynent was nmade in kind fromthe
harvested crop. You have never been asked to pl edge your possessi ons

before and find the idea wholly unaccept abl e.
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SESSION 8. 5
SOCI AL PRESSURE FOR REPAYMENT
Chiective To enable trainees to indentify the ways in which socia
pressure is and is not an effective encouragenent to re-
paynment, and to use such pressure effectively when it is
appropriate.
Tine: Two hours.
Material Rol e-pl ay briefs.
. i d
1) Remind trainees of the difficulties involved in finding physical

security for small-farm | oans nade by co-operative societies, and
of the even greater difficulty of forecl osing on such security
shoul d this be necessary. Ask trainees what alternative formof se-

curity is often avail abl e.

The borrower may be required to find one or nore individuals of
standi ng who are prepared to guarantee that he will repay his
loan, and if he does not, to take responsibility for it them

sel ves.

Prospective borrowers nmay be asked to formthensel ves into snall
credit groups, probably not exceeding twenty nenbers each, where
each nenber agrees jointly and severally to guarantee the repay

nment of all the others. This nmeans that if any nenber is unable
to repay, all the other nenbers are responsible for repaying to
the limt of their resources. In this case it is not necessary
t hat each nenber of such a group should be able to repay the

borrowi ngs of all the others.

Ask trai nees how guarantees of this sort help the co-operative or
ot her lending organisation to recover funds fromthe original bor-

rower and mnimse the risk of default.

The co-operative effectively recruits the guarantors as assis-

tant collecting agents. By being close to the borrower, and be-
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cause they will financially suffer if he does not repay, they
can bring pressure on himfar nore effectively than a nore distant

co-operative or other institution

Rol e-play Briefs 1 to 3 can be adapted to suit the size of the
group. Each trai nee should have the opportunity to take part in at

| east one role play and to watch at | east one.

The sinplest way of organising this is to divide trainees into two
groups. Goup 1 then takes Role-play Briefs 1 and 3, and G oup 2
takes Role-play Brief 2. Allocate the roles as the briefs are dis-
tributed.

Al'l ow groups five to ten minutes for discussion and to 'think them

selves into' their roles.

Warn t he observer group in each case to note the follow ng:

What kind of pressure can the defaulter's friends and rel ations

exert, that the | ender cannot?

In each case, what is the inplicit consequence if the defaulter
fails to pay up? Is it nore or less threatening than the penal -

ties the lender could inpose?

When will a social group exert pressure to repay? Are there cir-
cunstances in which such a group would be nore or | ess severe
than a credit agency?

Ask trainees to act out their role plays and allow up to fifteen
m nutes for each. It is preferable to have all the role plays en-

acted one after another and then to discuss themtogether.

Reconvene the trai nees and | ead di scussion as foll ows:

a) Request the 'defaulters' to say how they felt when confronted

by the 'guarantors'.

b) Request the 'guarantors' to describe their feelings about the
'defaulters'. To what extent were their actions notivated by

their desire to ensure repaynent, their anxiety to assist are
| ative, neighbour or friend in tine of difficulty, fear for

their own financial position, or nere anger?
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Ask actors and observers to comment on the effect of the re-

| ati onshi p between guarantors and defaulters if both belong to

t he same co-operative society. WIIl problens |ead to greater

solidarity through a desire to hel p one another

or to break
down because of suspicion?
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Role-Play Brief 1
hi i

Fifteen farners have formed a credit group to buy a conbi ne harvester.
They have taken out a | oan of $18,000 on the security of the nmachine
itself, to be repaid over four years. They are doing well out of the
machi ne and are pleased with their venture, which is now towards the
end of its second year. The arrangenent is that the loan is to be
repaid in equal instalnments of $4,500 plus interest (i.e. $300 each

plus interest) and they share the running costs equally (another $150 a

year each).

One nenber of the group, Peter, has been having trouble finding his
share of the nopney. He has explained his problenms by saying that he had
to put a new roof on his house, and as the others know he has had a
very successful harvest they have assuned that he will be able to pay
up at the end of the second year when the instalnment on the loan falls
due. Four menbers of the group neet Peter to discuss the problem He
expl ains that he has no noney; are the others willing to buy himout?
They do not wish to do so, as none of themcan afford the extra pay-
ments; equally they are very unwilling to | ose the machi ne and they

badly want himto pay up.

Rales:

Peter and four other group menbers.
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Role-Play Brief 2

The Co-operative Society |oan

A co-operative society takes out a block | oan fromthe bank and all o-
cates individual loans to farm nmenbers to grow hybrid mai ze under a
package schene. The society borrows at 12% and |l ends to nenbers at 14%

| eavi ng just enough margin to cover its expenses. The society is re-
sponsi ble to the bank for the whole debt and should any i ndividual de-
fault, it rmust find the amobunt out of its very linmted funds. Failure

to repay in full will nmean no | oan funds will be avail abl e next year.

Simel is one of the farmers who has borrowed noney fromthe society.

It has been an average to good year but he is not a very well -orga-
ni sed farnmer and because of delayed planting and insufficient weeding
his yield has been rather disappointing. The other borrowers know this,

but they also believe that Simmel can repay his loan, until the
repaynent day arrives and he does not appear. He is known to have sold
his crop; what has happened to the noney? A group of co-operative so-
ciety nmenbers who are borrowers under the |oan schene and the manager

call on Simel to find out why he has not paid.

Rol es

Si mel
The manager of the co-operative society

Co- operative soci ety nenbers who have borrowed through the | oan schene
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Role-Play Brief 3

Ihe Aziz Fanmily

Two years ago AZiZ borrowed $400 from his co-operative society to fence
some | and on which he kept his four grade cows and six native cattle.

As he had no security his father and his rich maternal uncle stood
surety for $200 each for this loan. Last year things went well and Aziz
pai d back $125 of the loan, but this has not been a very good year for
any of the farming community. Aziz |ost one of his grade cows and three
cal ves which he had expected to be able to sell, and his father and

uncl e have been conpl ai ni ng about their nedi ocre harvests.

Azi z has not nanaged to nake any paynents on his |loan this year. Hi s
father is very worried. In the first place, he can't afford to pay up
if the society asks himto honour his guarantee; in the second pl ace
his wi fe does not know about this guarantee and he is not sure how she
will react if she finds out; in the third place he does not wi sh his

famly to be obliged to his richer brother-in-Iaw

The uncle does not see AZziZz very often. He has not forgotten about the
guar ant ee but has heard nothing nore about it and assunes everything is

in order.

The due date for repaynent of Aziz's next instal nent cones and goes,
and the society, hearing nothing from Aziz, sends out a routine letter

of rem nder, with copies to his father and uncl e.

At this point, Aziz's paternal grandfather dies. After the funeral, his

uncl e stays behind to have a word with Aziz and his father about the

| oan.

Raol es .

Aziz, his father and uncle
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SESSION 9.1
DI SBURSEMENTS AND REPAYMENTS | N KI ND
Chiective To enabl e trai nees to assess when disbursenents and re-
paynents in kind can be used as part of a credit pack-
age.
Iine: Approxi mately three hours.
Material Handouts 1 to 3.
. i d
1) Distribute Handout 1 and allow trainees fifteen mnutes to conplete

the assignment. Go round the group asking each trainee to suggest
one problem and summari se these on the chal kboard/ CHP. Conti nue un
til all trainees' suggestions have been given. The list should in-

clude the foll ow ng:
- Cash can be used for any purpose
- Cash is easily lost or stolen.

- Cash repaynents often involve long journeys to the co-operative

or other |ending agency's office.

- The possession of a | arge anount of cash, particularly to sone-
body who is not used to handling such sunms of nobney, may provide
a tenptation to himand his famly to spend it for other pur-

poses than that for which it was intended.

- |f loans have to be repaid in cash this may involve two
journeys, one to collect the cash and another to pay it in, with

all the consequent dangers and tenptations.

- If the loan project has not succeeded as well as expected the
extra effort of obtaining and paying in cash may di scourage the

borrower fromrepaying at all

Rem nd trai nees of the objectives of this session and elicit the

suggestion that in order to avoid these problens | endi ng agenci es

have two alternative approaches



a) ITimng

- of loan disbursenents. Cash is made available only at cer-
tain stages of the life of the loan project to mnimse the

risk of |Ioan funds being diverted;

- of repaynents, at tinmes in the life of the | oan project when
the borrower can expect to have incone avail abl e, such as at

harvest tine.

b) it in K

In suitable circunstances co-operatives or other |enders nay

arrange that:

Di sbursenents nay be nade in the formof agricultural in-

puts.

- Disbursenents may be nmade only in the formof paynents di-

rect to suppliers.

-  Repaynents may be accepted in kind.

Di stri bute Handout 2 and allow trainees up to twenty mnutes to
conpl ete the assignnent. Ask selected trainees for their answers,
and di scuss these with the rest of the group. The follow ng points

shoul d be covered

a) The farner nust have cash to pay | abour, and nornmally to pay

irrigation and electricity charges.

Normal |y cash woul d be needed to pay for purpose-built itens

such as sheds, stores, etc; the digging of wells, fencing,

etc.

- Livestock is normally purchased direct but specified quality
i vestock could be paid for by the lender to the nom nated

supplier

- Materials for sheds or fences could be paid for direct by

t he | ender.

- Any contractor services such as digging a well nmay be paid

by the lender to the contractor.

b) Credit could be granted in kind only if the exact nature of the

purchases is known, for exanple
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Predi ctabl e quantities of specified inputs such as pesti -

cide, seed, fertilizer, measured in quantities per hectare.

A particul ar piece of equipnent, to be bought at a known
price, like a specified sort of tractor, particular itenms of

equi prment, etc.

c) Credit in kind has to be arranged with the co-operation of sup-
pliers and the exact details of inputs which can be supplied to

borrowers in kind depend on | ocal supply arrangenents.

Conpare the | oan packages in the handout with the type(s) of pro-
ject nost commonly provided for in | oan packages under trainees

own credit schenmes. Ask trainees what inputs their own borrowers
use which could be supplied in kind. Sone credit schenes keep the
cash conponents of | oans down to about 30% in other cases no cash
at all is granted as part of the loan. Is this feasible under their

| oan schenes?

- The results of the discussion will depend on the nature of |oan

schenes which trainees are going to operate.

Co- operatives which are the sole or main |local suppliers of in-
puts would find credit in kind easy to arrange for seasona

| oans.

- El sewhere, arrangenments can be nmade with official or sole sup-
pliers, or |oans nmay be di sbursed by paying invoices from auth-

orised suppliers.

- Wiere there are a nunber of different suppliers, arrangenents
for credit in kind present problens especially if prices vary
wi thin an area, but these can usually be solved. Local |abour is
the only input which can be paid for by the borrower only in
cash. This nay be a reasonable commitnment to denmand fromthe

nmember's own resources so that no cash is lent at all.

Ask trainees if there are any di sadvant ages associated with provid-

ing credit in kind. They shoul d suggest the foll owi ng anong ot hers:

- Borrowers nay be tied to nom nated suppliers who are willing to

work in this way and nay not be the npbst econonical sources.



- The appoi ntment of nom nated suppliers provides opportunities

for corruption.

- Borrowers are deprived of flexibility in the choice of inputs or

supplier.

- If a particular input, or supplier, fails because of unavail a-
bility, unexpected |low quality or any other reason, it nay be

very difficult to change the systemin tinme.

Borrowers nmay be prevented from maki ng alternative investnents
whi ch are nore profitable than their |oan project, because cir-
cunst ances have changed and the original project is not now the

nost profitable one.

Poi nt out to trainees that cases have arisen where borrowers have
requested funds for a particular project but have no intention of
investing in it. They have actually invested their funds in some-
thing far nore profitable which for sonme reason | ay outside the
rules of the | ending agency. Supply in kind inplies that the I en-
di ng agency knows better than the borrower what is good for him

which is not always the case.

Ask trainees if there are any advantages to the society if it is
able to supply credit in kind to borrowers. Discussion should

suggest the follow ng:

- The society nmay be able to predict demand for inputs nore accu-

rately
- Supplies to borrowers may be nore assured.

Borrowers gain the advantage of bul k buying such as price dis-
counts on quantity and better likelihood of tinely delivery of

suppl i es;

but the lender may have to provide facilities for storage and

di stri bution.

The co-operative is committed to pay for the whole order if sone

borrowers do not take up their | oans.

The co-operative nust cal cul ate input requirenents for borrowers

wel |l in advance

The co-operative nmust avoid the conpl acency and poor service

which may arise fromwhat is in effect a nonopoly.
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Ask trainees to suggest ways in which co-operatives can arrange for
repayment in kind.

VWere the co-operative is also the produce purchaser there is no
pr obl em

Wiere the co-operative is not the produce purchaser, arrange-
ments can be made with other marketing links, if these are the
sol e local purchasers of the produce, such as narketing boards

or processing factories.

Where there are several |ocal purchasers, repaynent in kind is
harder to arrange and may be unfair to farmers who are thus not

free to seek the best possible price for their produce.

Ask trainees to suggest ways in which borrowers may evade the re-

qui rement to receive |loans or repay themin kind. Their suggestions
may i nclude the foll ow ng:

- Borrowers may persuade a supplier to supply themw th somethi ng
ot her than the product which is nom nated on the order fromthe
soci ety or other lender. This usually involves paying a higher

price than would normally be the case.

The borrower may sell the fertilizer or other inputs he has re-
ceived as credit in order to obtain cash for other purposes. He
will usually have to accept a | ower price than he woul d have had

to pay for the input in question

Borrowers may sell their crop for cash to a different buyer and
may then claimthat their crop totally failed or was sufficient
only for subsistence needs. If this sale is "illegal' it usually

i nvol ves accepting a far |ower than normal price.

Stress that all these devices, and many others, usually involve

the borrower in a substantial |oss. Wiy has he been willing to suf-
fer this [o0ss?

- The borrower presunably believes that he needs cash so badly

that he is willing to nake the sacrifice, or that the co-opera-

tive or other |ending agency will not press its claimfor repay

ment when the loan is due so he is effectively obtaining cash

for nothing. This belief should pronpt the | ender to ask whet her

he | oan programme is in fact answering the nost serious needs of
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menbers, and whether it is adm nistered rigorously enough

Divide the trainees into pairs and agree with themon a particul ar

| oan package which they are to attenpt to anal yse according to the

exercise. Distribute Handout 3 and allow up to thirty mnutes for

conpl etion of the exercise.

Reconvene the trai nees and ask a spokesnman for each pair briefly
to present the diagrans they have prepared. Ask other trainees to

conment and i nprove on these as appropriate.

Refer to the exanpl e di agram on Handout 3. Ask trai nees to suggest
what docunents would be required to authorise each of the four

transacti ons. Who woul d i ssue t hese docunments?

Iransaction 1: lnput to Farners

Normal |y the | ender would i ssue a voucher to the farnmer authoris-
ing himto collect inputs fromthe supplier. This supplier may or

may not be specified by nane on the voucher

Iransaction 2: Cash to Supplier

This woul d be authorised by the original voucher. The supplier re-

turns it to the | ender, who upon receipt pays out the agreed val ue

of the voucher.

Iransaction 3: Produce to Marketing 1ink

The | ender can try to control this by asking the nenber to sign a
binding letter of agreement to market through an agreed |ink.
(This binding letter is not necessary if there is only one | ega
mar ket for his produce, as in the case of sone cash crop marketing
boards.) The co-operative society may in fact be the sole | egal

pur chaser of the product.
Transactions 4a and 4b: Cash to Farner and Cash to Lender

These are nore or |ess sinultaneous because both are paynments on
the sane purchase fromthe marketing link, but are authorised in

quite different ways.

4a) The marketing link may pay the farnmer in cash or on produc-

tion of sales receipts, depending on the kind of produce
bei ng sol d. (See 4b)

4b) The paynent of cash to the lender is normally ensured by a
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binding letter of authority from the borrower to the
mar keting link authorising the paynent of all, or an agreed

part of, the proceeds of sales to the I ender. There are a

nunber of possible variations of this:

The purchaser pays the whol e proceeds of the sale of prod-
uce to the | ending agency, which deducts repaynents as due
and nakes the rest of the proceeds avail able to the

farmner.

The purchaser deducts | oan instalnments fromthe sale pro-

ceeds and pays the rest to the farmer.

The purchaser issues a receipt to the farner, which the
farmer must present to the | ending agency, which deducts
one | oan instal nent and pays the remai nder of the purchase

price to the farner.

Ask trai nees which of these nethods would nost suit the needs of
their co-operative | ending agency and its borrowers. D scussion

shoul d elicit the foll ow ng:

- Farmers usually prefer to receive sone cash i medi ately produce
is sold, and do not want the trouble of collecting it later or

el sewhere

- Paynent of the whole anmbunt to the | ending agency is sinpler

for the purchaser.

Direct paynent to the | ending agency ensures that all the bor-

rower's obligations, including savings convenants, are net.

Allow trainees five mnutes to wite down as long a list as they
can of the various agencies, suppliers or other outside organi-
sati ons whose co-operation would be needed to operate a system
whi ch di sbursed and coll ected as high a proportion as possi bl e of
|l oans in kind. Ask each trainee to make one suggestion and wite
down the list on the chal kboard/ OHP. Mention that the probl ens of
co-ordination with a |arge nunber of organisations will be dealt
with in Session 13. Wen proposing systens for paynment or coll ec-
tion in kind, co-operative credit staff should not ignore the
probl ens of co-ordination with | arge nunbers of other organis-
ations whose interests may not be the sane as those of the co-op-

erative.
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Handout 1 - M ni Cases

A farmer was granted a loan to invest in a grain store. Just after
the noney was nade available to him the veranda of his house col -
| apsed. He spent the noney repairing the house. As there was then
nothing left to build a grain store the expected advant ages of
havi ng one did not materialise and he had great difficulty repaying

t he | oan.

A farmer obtained a cash |oan to buy hybrid nmaize seed, pesticide
and fertilizer. At the time the |oan was nade avail abl e, the co-op-
erative society store had no hybrid nai ze seed available for him A
private trader sold hima bag of seed, which cost the sane as the
hybri d seed. The farmer planted this but it turned out to be seed
of the ordinary sort and although his yield was quite high it was
not hing Ii ke what he had been told to expect.

A cattle farmer is repaying a |loan on dairy equi pnent. He nakes his
paynments nmonthly and usually obtains a lift into town (where the
co-operative society's branch is) on the lorry which collects his
ml k. When the society's rules for drivers are tightened up, he is
no longer allowed to take this lift. He finds it difficult to get

into town, and gradually his repaynents fall into arrears.

A farnmer obtains a three year | oan for the purchase of a groundnut
shelter. Hi s nephew, however, needs to earn sone noney, so the
farnmer pays the boy to do the work instead. The noney |eft over
after the wages have been paid fromthe |l oan is spent on other
things for the farm He nmkes his repaynents on the loan in the
first year but in the second year he still has to hire | abour and

find the | oan repaynents.

A farner is going into town to nake a repaynent on the |oan he ob-



tained to finance his poultry unit. He is on foot. At a bend in the

road he conmes on a lorry which has overturned. A lot of people are

standi ng round hel ping and/ or offering advice. He joins them After

all the excitement is over and the injured have been taken away,

he

adjourns for a drink with his new acquai ntances. Later he goes into

town, but when he gets to the | ending agency's office he finds he

has | ost his noney.

Assi gnnent
Identify the specific problemin each case and nmake a list of all the
problens that are likely to arise, including those illustrated in the

case studies, when credit is disbursed and/or collected in cash.
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Loan Conponent Schedule

Seasonal Crop loans: (including nmaize, rice, sorghum etc.)

In calculating these |oans, allowance is nmade for the follow ng types
of inputs:

| nproved Varieties of Seed

(
( Fertilizer
Short - ( Pesticide
term (Labour Char ges
Loans ( Irrigation Charges
( Fuel for Running Engi nes (where appropriate)
[ Electricity Charges
Purchase of Agricultural Mchinery : (tractor and essential additiona

equi prent, punpset, power tiller)

Mediumterm | oans are available for this type of equipnent.

Poultry Units

In calculating these | oans norns have been |l aid down for the costs of

bui | di ng, equi pnent and feed per bird. Amounts of |oans are cal cul ated

on the basis of these norns to include finance for the follow ng itens:

( Buildings: sheds, stores

Medi um ( Fencing
term ( Construction of VeIl and Installation of Punpset
Loans ( Poultry Equiprent and Installation of Electrical Fittings
Short -
term ( Birds
Wr ki ng ( Feed
Capi tal ( Medi ci nes
. .

Nor ms have been laid down for the costs of buildings, equipnent and

feed per aninmal. Anpunts of |oans are cal cul ated on the basis of these
nornms to include finance for the follow ng itens:



Medi um  ( uil di ngs )
Di ggi ng of Well and Installation of Punpset
( Pur chase of Cattle
( Dairy Equi pnent

term
Loans

Wor ki ng ( Fodder

Capi tal Concentrat es
?hg;trh Medi ci ne
( Labour
Loans
Assi gnnent

Identify which inputs in each of these four types of |oan could be nade

available in kind and which it would be essential to have the borrower
pay for in cash.
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Handout 3 - Exercises

You shoul d previously have selected a | oan package typical of the sort

of

| oan your society grants. This should be agreed with the course in-

structor in order to avoid duplication with other nenbers of the group

Anal yse this | oan package, preferably using any witten description of

it you are able to obtain, and answer the follow ng questions:

List the inputs of this type of |oan project.
Who are the suppliers of these inputs?

What is produced fromthis type of project and how is the produce

mar ket ed?

Consi der which inputs could be provided in kind; could the | oan be
repaid in kind? Make a flow diagramlike the exanpl e bel ow show ng
how, if all possible transactions were conducted in kind, the so

ciety would pay out credit and receive repaynent.

Exanple: In this exanple the farmer handles no part of his loan in
cash at all. He gets his inputs fromthe depot, the marketing
board takes his produce and pays himfor it after deducting | oan

i nstal nents.

Government
Marketing
Board

Co-operative
Credit Farmer
Scheme

Co-operative

Supply
Depot

7



Transactions (the transfer of nobney or goods) are shown with arrows.
Nurmber the arrows in the order in which they occur as in the exanple

above.

G ve the nane of each supplier and marketing |ink, and show all the
various alternatives which are normally possible. Be prepared to dis-

pl ay your diagramto the rest of the group.
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SESSION 9.2
PROBIFVS OF CREDIT I N KIND
(hjective: To enable trainees to predict ways in which farnmers my
try to evade their obligations in schenes using credit
in kind, to appraise the significance of such attenpts
and to take appropriate action.
Tine: Approxi mately one and a half hours.
Session GQiide:

1) Divide trainees to work in the sane pairs as in the |last session
and to use the diagramthey prepared in the exercise contained in

Handout 3 from that session

Ask the pairs to inmagi ne that they are the borrower in the credit
transaction and that they wish to get round the schene and obtain
as nmuch cash as they can. Allow up to twenty nminutes for themto
list as many ways as possible in which they night:

Obtain cash instead of credit in kind.

Cbtain the full amount of cash for produce rather than having

credit repaynents deducted at source through the marketing |ink

2) Ask each pair to produce one suggestion at a tinme and conti nue

round the group until no one has any nore suggestions. |deas may
i ncl ude:

Selling vouchers to other farmers for cash
Selling inputs for cash.

Selling vouchers to a | ocal noney-lender for cash
Per suadi ng the supplier to give cash for vouchers
Selling through a friend or relative.

Selling through an unaut horised purchaser (which nmay or nmay not

be agai nst the | aw).



4)

Selling locally consunabl e products |like maize or nmlk over the

fence.

Ask trainees to consider how likely evasions of these sorts are in

respect of particular inputs or types of produce which figure in

typi cal |1 oan packages. Wat circunstances encourage evasi on?

Where there are many alternative suppliers and purchasers
evasi ons are common because they are easy and farners nmay seek
more favourable prices fromunauthorised suppliers or sales out-

| ets.

- \Were official produce prices are pegged and bl ack markets exi st

for produce.

- Wiere official supply prices are fixed and cheaper supplies can

be found.

- \Were the society, because of bad nanagenent or inappropriate

regul ations, is not the best supplier or sales outlet.

Ask trai nees to suggest what might be the origins of farners' at-
tenpts to evade requirenents that they should take credit in kind,
or should repay their loans in kind. Trainees nay suggest disloya

ty, dishonesty, greed or other notives which inply criticism of
farnmers' behaviour; |lead themalso to consider possibilities such

as the foll ow ng:

- The co-operative may not pay the best prices or may charge

hi gher prices than may be asked el sewhere for inputs.

Al t hough the co-operative's prices may be as good as or better
than conpetitive suppliers, borrowers may rightly prefer such
conpetitors because they pay pronptly, they wei gh produce or
supplies honestly, they provide delivery or for other legitinmate

reasons.

The co-operative may have a | egally enforced nonopoly of narket
purchases or supplies, and nay as a result be inefficient and

conpl acent.

Stress that wi despread attenpts to evade credit or repaynent in

ki nd should first be viewed as a synptom of problens within the co-
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operative. |If such evasion is preval ent, managenent nust appraise
and i nprove all relevant aspects of the co-operative's operations.
When they have done this they may find that the probl em has disap-
peared since nmenbers recognise what is in their best interest. In
any case such re-appraisal and inprovenent nust conme before any at-

tenpts to police or coerce nenbers

| f appropriate, refer trai nees to MATCOM Courses on Farm Supply and
Mar ket i ng.

Even if the co-operative is the nost suitable supplier and sal es
outl et, sone nenber borrowers may attenpt to evade regul ati ons on
di sbursenent or repaynent in kind because they are di shonest or
they are ignorant of the necessity of the required inputs in order

to make their loan projects successful

Allow trainees in the sane pairs up to ten mnutes to list as many
ways as they can in which evasions nmight be controlled in their

area. Clearly there are two pasic approaches:

- I nproved supervision

Instilling loyalty in nmenbers so that they realise that it is
not in their long-terminterest to take advantage of short-term
price differences or other periods when the co-operative nmay not

be the npbst advantageous short-term supplier or sales outlet.

Moral and social pressure by fellow nmenbers may be used to aiscour-

age isolated nmenbers fromacting against the long-terminterests of

their own co-operative.

Ask trai nees to suggest nethods of preventing evasion; elicit

suggesti ons such as the foll ow ng:

Regul ar, well-organi sed supervision of projects, particularly
when essential inputs are to be applied or crops are to be har-

vest ed.

- Well-organised liaison and record-keepi ng between the credit de-
partment and the supply or nmarketing organi sation, whether this

is within or outside the co-operative.



- Efficient record-keeping so that arrears are notified i med a-

tely to the responsible credit officer who can follow themup in

person

- Educating nenbers so that all borrowers appreciate the necessity

of applying the correct inputs.

Trai nees shoul d exam ne the diagrans they produced in the previous
session and ensure that for each type of transaction they have

identified appropriate nethods to prevent evasion

Stress that it would be inpractical to supervise all borrowers so
closely that evasion was actually prevented. The cost of the super-
vi sors would far exceed the benefits to the society of reduced
evasi on, even if enough supervisors with the necessary skills could

be recruited.

Concl ude the session by asking selected trainees to answer the fol-

| owi ng questions frankly in respect of their own societies:

Are their societies really the best sources of supply and/or

buyers for their nenbers or are inprovenments necessary?

How much reliance can they place on group loyalty and soci al
pressure to control evasion and how much is it necessary to rely
on 'policing'? In the light of this what are the respective ad
vant ages of their co-operative or alternative sources of supply

or sales outlets?

- How effectively is the routine supervision by their co-opera-

tives organised in order to control evasion? Coul d evasion be
nore effectively controlled through better managenent of record
keepi ng, supervisory visits and contact with marketing |inks and

suppliers, at no extra cost to the society?

- What changes woul d they suggest in order to reduce evasions in

their particular area?
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SESSION 10
CREDI T RECORDS
(hjective To enable trainees to design and use appropriate docu-
mentation to record nenbers' credit transactions.
Tine: Approxi mately two hours.
Material Handouts 1 to 11.
: . wide
1)  Ask trainees what the functions of credit records are. Elicit re-

sponses as foll ows:

The |l egally binding agreenents or undertaki ngs nust be recorded.

Transacti ons which involve the flow of goods or cash from one

party to another nust be recorded.

Essential infornation that will be referred to in the future

must be recorded.

Ask trai nees whether any of the paperwork used in their own so-
cieties or in credit schenmes known to them can be shown to perform

none of these functions. If so, is there any purpose in maintaining
t hese records?

Stress that record-keeping on its own involves tine and expense.
Only records which are used to inprove the operation of the credit

scherme are of any val ue.

Ask trai nees whether a co-operative credit schene which invol ves
nore or one which involves | ess paperwork is likely, all other
things being equal, to be nore efficient. Stress that an excess of
paperwork is generally a sign of inefficiency and that good nanage-

nment usual ly elim nates unnecessary docunentation

Wrk out with trainees a flow chart showi ng the stages through

which a | oan goes when it is first applied for until it is finally



repaid, or until it is either witten off or handed to another
party for collection.

If trainees are unfamliar with flow charts, distribute or display

Handout 1 to illustrate how such a chart should be | aid out.

Ask trainees to identify the stages at which goods or cash change
hands, | egally binding agreenents are nade, or essential infor-
mation recorded

Loan Application and loan Fvaluation: essential information is

recorded about the borrower and his project.

Loan Agreenent a legally binding agreenent which sets out the
terns of the loan is made. As part of this agreenent the bor-

rower rmay make undertaki ngs regardi ng repaynment in kind.

Disbursements: cash or goods change hands, and both | ender and

borrower need a record of the account.
Project Supervision information i s recorded.

Repayments @ cash or goods change hands and both | ender and bor-
rower need a record of the account.

Arrears and Default . formletters are usually used to rem nd
and warn the borrowers of the need to repay and of steps that

may ot herwi se be taken.

For the purpose of the follow ng exercise trainees should work in
t he groups which together designed the credit schenes in Session
6. Ensure that trainees have a record of the schenes they designed
during that session and ask themto refer to these schenes and to
design forms which will record the necessary details of

transactions at the stages identified in 3) above.

Al'l ow groups up to one hour for this purpose. If time is not suffi-
cient, allow trainees to work individually and allocate various
itens to individual trainees so that the group as a whol e produces
a conplete set of paperwork. Alternatively trainees nay work in

pairs
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Reconvene the trainees and ask groups or individual trainees to
reproduce their suggested designs for each item of paperwork. If

time allows trainees should have prepared | arge-scale illustrations

of their suggestions on OHP or flipchart sheets.

Ask trainees to conpare their suggestions with one another's, and
to discuss differences which may arise either fromdifferences in
the | oan schenes or fromdiffering views as to what should and

shoul d not be included.

| ssue or display Handouts 2 to 11. Ask trainees to conpare their
own suggestions with the handouts and in particular to answer the

foll owi ng questi ons:

- VWiich formis the easiest to use for the credit officer or other

person who nust conplete it?

Which formis the easiest to understand, particularly for the

borrower s?

Are there opportunities for conbining two or nore forns into

one, thus saving paper and filing problens?

Does the sane information have to be witten down and copied an
unnecessary nunber of times, thus wasting tine and creating op-

portunities for error?

Ask trainees to justify their own forns in terns of the needs of

the credit schemes they have designed. Points which nay arise in-

cl ude the foll ow ng:

Loan Application Form: (Handouts 2A and 2B) This often contains
all the information on which the | oan evaluation is made, though
a separate form such as Handout 3 is sonetinmes used to record
details of the borrower's personal circunstances. Before such a
record can be filled in, a visit to the applicant's farm may be

necessary (Handout 4).

Loan Agreenents: (Handouts 5 and 6) Were appropriate these
shoul d be supported by a binding letter of authority to the so-

ciety authorising it to deduct repaynents from suns due to the



borrower from produce rmarketed, or to the appropriate nmarketing

link authorising it to nake repaynents directly to the society.

- Disbursements and Repayments: The | ender and the borrower both

need records of transactions in the borrower's account. Handout
7 illustrates a oage forma typical borrower's passbook. Handout

8 shows a page fromthe society's |oan |edger

- Disbursenent Voucher : A disbursenment voucher is illustrated in
Handout 9. Vouchers can carry the nanme of the designated sup-

plier if appropriate.

- Loan Supervision Visits: A suitable layout for a supevisory re-
port is illustrated in Handout 10. It should be adapted and ex-

panded to fit the needs of specific types of project.

Arrears and Default : Handout 11 suggest formletters.

Ask trainees to describe how each formis prepared in their societies;

are there opportunities for savings?

Are handwitten copies typed before presentation or filing, cau-

sing del ay and unnecessary cost?

Are unnecessary copi es prepared?

Is the same information filed in nore than one pl ace?

Are files kept |onger than necessary?

Are conpl ete copies of standard letters kept each tinme they are

used?

Ask trainees what the benefits of eliminating paperwork are. They may
suggest savi ng paper or possibly |abour, but their answers should al so

i nclude the foll ow ng:

Every time anything is witten down there are opportunities for
m stakes in copying, transcription or calculation. The |l ess wi -

ting the | ess opportunity there is for error

- Wen credit officers or others spend tine on routine record-
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keeping they are prevented fromdoing their proper job which is
apprai sing and supervising | oans. The cost of superfluous re -

cords may be poorly apprai sed and supervi sed | oans, |leading to

defaul t.

The filing of copies of |arge nunbers of docunents neans not
only that val uabl e space is occupied but also that essential
'nformation is hidden among the mass of that which is not ne-

cessary.

Mor e paperwork generally neans a nore conplicated system which is |ess
under st andabl e both to those who have to administer it and, nore inpor-

tartly, to borrowers thensel ves. Conplicated paperwork and formal safe-

guards are no substitute for effective and al ert managemnent.
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Loan Agreement

Loan Refused

Disbursements
(possibly over a
period of time)

Project
Supervision

Arrears

'Default

Repayments as
scheduled
(over a period
of time)

Repayment
Completed
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I : :
Nane Addr ess:
Amount of loan Applied for .
Qher Debts:
Date Owed To Purpose Amount
Total:
Sureties:

1) Menber's Nane:

2) Menber's Nane:

Menber's Nunber:

Menber's Nunber:

Pur pose of loan:
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CONFIDENTIAL

APPLICATION FORM

NOTE :

It is essential that a full and accurate
statement of the applicant's position be
given on the form. A blank or stroke
will not be accepted as an answer.

Where the reply to any question is "no"
or "none'", the appropriate word should
be written.

1 /We

of (address)

hereby apply for a loan of

Nearest Post Office

repayable over

for the purpose of

years.

and |/We offer the following security:




NOTE: Every query must be answered. If the reply is "No”, or "None", that should be
stated in the reply.

LIABILITIES

1. Bank Debt(s) $

Name and Branch of Bank(s)

............................................................

pate(s) incurred and original amount

..................................................

Security given

........................................................................

Purpose for which incurred

............................................................

2. Mortgage or Charge other than to Banks S

Name of owner of Mortgage or Charge

...................................................

3. Hire Purchase Debt(s) $

Name(s) of Company/ies

................................................................

Article(s) hired

......................................................................

Amount(s) financed

....................................................................

4. Other Debts

B)  REIBEIVES ot et ot eee e et te e e e eteaasenesasesenessoeaseneeesasnaaaanens $
D) SRS titiiiieie et ettt et e e e aaaaans $
c) Co-operative Societies .........oiiiuiiininiiiiiiiiiiiiiiiiiiaaiin.. $
) CONMEIACEO S ittt e s eeseaneecaecaeneaneenansacasnesnaseeeensansocasnnans S
L N 11 < 1 =Y oAt $
5. Liabilities as a Surety ...oecevncccocnacanns ceeceaes ceecescsasasenes ceees $

TOTAL LIABILITIES §

Net Worth §

(for office use only)
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ASSETS

6. Market Value of Lands (if you have more than one holding,
state value of each separately) $

7. Livestock

Number Value

Horses

Cows

Iincalf Heifers

Cattle - 2 years

Cattle - 1 year

Calives

Goats

Pigs

Poultry

Total § _ $

8. Crops

Hectares Value

Corn

Other

Total §$ $

9. Machinery (value) S

10. Cash

(a) fIn Hand $
(b) In Bank $
(c) On Deposit with ACC

11. Stock and Shares Market Value = S

12. Total Surrender Value of Life Assurance Policies (if available) S

(Give particulars of policy/ies, e.g. date, sum assured, annual
premium, details of any mortgage on policy)

TOTAL ASSETS $



13. Details of Applicant's Land (Forwarded Latest Rate Demand Note and Receivable Order(s)

Area (Statute p L Receivable
Name of Land County Measure) oor Law Order
Valuation
a. r. p. Number
Total area of lands
14. Are you full owner of the lands?
15. State if any rights (e.g. rights of
residence and support) affect the
lands
16. State area and price of any land ' Let Rented
fet or rented hectares - § ) hectares - §
17. Describe the dwelling-house and
outoffices
18. Describe the farm machinery
19. Applicant's age: Wife's/husband's age:
Ages of children: Males Females

Ages of any other adults:

Number of full-time employees:

20. State amount and source of income
other than from farming

21. Name and Branch of any Bank(s)
with which you have had dealings

| declare that the above particulars are true and correct and | have not suppressed any

material fact.

The applicant must personally sign this Signature of Applicant:

form. Failure to do so will only delay

the issue of the loan if granted. Date:




@Dﬂ&?@@% Session 10.1

Sheet 8

Handout 3

CO-OPERATIVE SOCIETY OF UTOPIA

Confidential Report

Name of Borrower: Age:
Address:
Family: Name Wife Age:

Number, Sex and Ages of Children:

Previous Credit Record:

With the Society:

With other Institutions (which should be named)

Loan Officer's Assessment:

Technical Competence:

Educational Level:

Management Ability:




@LISEOR]

3)

4)

6)

7)

Handout 4

Checklist for FarmVisit

Take the Application Form

Assess the Project by reference to farm appear ance;

cash fl ow budget.

Assess the farnmer's capacity and skill.

Di scuss and clarify terns of the | oan:
Obligations to borrower and sureties, if any.
- Schedul es of disbursenent.
Schedul es of repaynent.

Ri ghts of the bank.

Fill in Application Form

Warn applicant of del ays.

Instructions for visit to the bank incl uding:
- Date.
- Person to see.

- Docunents required.

Sheet

records



Name:

Address:

Date of Application:

Area of Farm:

Purpose of Loan:

Session 10.1

Sheet

Application No:

[%oan Officer:

Cash Disbursements: Date Amount
Disbursements in Kind: Date Details Value Agent
Cash Repayments: Date Amount
Repayments in Kind: Date Details Value Agent
, Title Deeds Received Tick

Security: as

o0R Insurance Completed Appropriate
Sureties:

Loan Officer's Comments:

Loan Approved for §$

Dated:

Signed:

Manager

10
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Bond No:

I agree that I will repay my loan of Dollars

with interest at the rate of one cent per dollar per month on or before

I further agree that the total sum or any part

thereof, including interest to the date that the loan is fully repaid,

may be deducted from any sums due to me by the society.

Dated: 15 Signature or
Thumb-print *

Sureties: We, the undersigned, agree to repay the total amount due to
the society by the applicant, if he fails to repay by the time the loan

becomes due.

Surety

Signature: Witness:

Surety

Signature: Witness:
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Development Co-operative of Utopia Member's Name:

LOAN ACCOUNT No:

DR CR Interesf Borrower's | Authorised
Date Rate %

Disbursement Repayment Signature by
per annum

Months:

Months:

Months:

Months:

Months:

Months:

Months:

Months:




CIMATICOM

13

Sheet

° S 2 s

SYJJUOK o § 2 S 2 $
pagiey) | Wd @38y 01104 sTTEBIaQ a3e(
3sa1a3jug aoueTeYg 3Tpaad 3119924
S = J/v seaaeys
saTa9aTI3(d
$ = doan 98eiaay
61 61 61 6t
1aquny S, I0quUON (aweN s, 1aquay
4390031 NVO'




GIMATCOM

Session 10.1

Sheet

BANK OF UTOPIA LTD
ESPETIO DISTRICT BRANCH

Voucher No:

LOAN DISBURSEMENT VOUCHER

Borrower's Name ..vveiereneennneneennennenns

Manager's or Loan

Officer's Signature

Value

Borrower's Signature

or Thumb-print

14
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Supervisory Report

Name Address

File ‘

Lfrogress of Project}

Record Books

Anticipated Yields and Problems‘

L?ext Visit41

Rec:ommendationsvj
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Handout 11
Arrears and Default - Formletters
Dear Menber,
| amsorry to tell you that repaynents on your |loan (No: ——— ) have
fallen into arrears. Your last instal ment was due on
| should be glad to receive paynent of —— being all noneys due
under the terns of your loan up to at your earliest
conveni ence, and not |ater than Failing this, the
society nay be obliged to take further action
Yours faithfully,
Dear Menber,
| wote to you on asking for paynment of instal nents
on your loan, amobuntingto $ —______  and due on

Since | have not received paynent of this anount | have regretfully

pl aced the matter in the hands of the society's |awers.

Yours faithfully,


ana

ana

ana

ana

ana

ana

ana

ana
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arrears and default

Session 11.1  Causes of Arrears and Default

Session 11.2 Credit Schemes Inviting and
Not Inviting Arrears and Default

Session 11.3 Dealing with Arrears
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SESSION 11.1
CAUSES OF ARRFARS AND DEFAUIT
Chiective: To enabl e trainees to anal yse the causes of arrears and
default, and to distinguish between them
Tioe: One and a hal f hours.
Material Case studies 1 to 4.
. i d
1) Divide the trainees into groups. Ask each group to wite down as

many reasons as they can why borrowers nmay fail to repay their
loans. Allow up to ten nminutes for this and then ask each group to
read its list. As each possible reason for default is nentioned,
wite it up on the chal kboard/ OHP and ask groups who have not yet
presented their list to cross out suggestions on their lists which
have al ready been nmde, until every different reason has been
l'isted.

When listing the groups' suggestions, divide theminto three cate-
gori es as suggested bel ow but do not at this stage explain to

trai nees why you are classifying themin this way.

When all possible reasons have been listed, ask trai nees to suggest
why t hey have been grouped in three categories. Lead themto ap-
preciate that they have been broadly divided into default arising
froma) borrowers' unwillingness, b) borrowers' inability and c)

shortcom ngs of the I ending agency.
a) Wlful Default

The borrower is unwilling to repay. This may be for one of sev-
eral sorts of reasons:

D shonesty: the borrower thinks he may be able to get away

wi th not repaying.
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b)

c)

Inability or unwillingness to cope with the |ender's pro-

cedures and net hods of worKk.

Unsati sfactory community attitudes towards co-operatives,
government or other official institutions resulting in un-

willingness to repay funds fromthese sources.

Di ssatisfaction with poor co-operative nanagenent so that
| oans are not repaid in order to recover |osses suffered by

menbers in other ways.

bili

The borrower cannot pay. This may arise from

Urgent and unexpected demands on the borrower's funds, for

fam |y or personal reasons.

Fai lure of the |loan project to generate sufficient incone,

because of one or nore of the foll ow ng:

- Natural disaster.

- Poor managenent ability of the borrower.
- Marketing difficulties.

- Price fluctuations.

- Lack of essential inputs.

Failures on the lender's Part

Linked to a) and b) are defaults basically arising fromfailu-

res on the lender's part such as:

Unsati sfactory or inadequate | oan appraisal.
I nsufficient supervision.
| nadequat e contact with borrowers.

Conpl ex admi ni strative procedures.

Ask trai nees to define the difference between a borrower who has

def aul ted and one who is in arrears.

There is no clear dividing line. A borrower can be said to be in
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arrears as long as either he or the lender thinks there is a chance
his |l oan nay be repaid. Once there is an explicit or inplicit
admi ssion that the loan will not be repaid without definite action
on the lender's part, then the borrower can be said to be in

defaul t.

Di vide trainees into the sane groups as before and distribute Case

Studies 1 to 4. Allowthemup to thirty mnutes to conplete the as-

si gnment .

Reconvene the trai nees and ask groups in turn to sumarise their
concl usi ons. Opinions may differ but their concl usions should be

broadly along the follow ng |ines.

Case Study 1

a) It would be reasonable to say that Juma is in default. However,
if the case is properly handl ed, repaynents mi ght be avail abl e
fromJuma's earnings, so it would be advantageous to treat him

as being in arrears.

b) His failure to repay arises froma nunmber of factors, including
his general unw |lingness, partly due to inadequate supervision
and contact with the bank (a very long period has el apsed be
fore the loan officer calls, during which no noney has been re-
ceived). Though Juna has enough income to make payments he is
no longer in a position to make annual paynments. Since he has
changed his way of |life nonthly paynents would not suit him

better.

¢) The | ending agency's deficiences are suggested above. Ask
trainees their views on the diversion of loan funds to finance
a different type of project altogether. Mst |enders would re
fuse any future credit on these grounds alone. Stress that
cases have been known where borrowers deliberately request a
|l oan for a particular project which is far |less profitable for
them t han what they have in nind, but is known to be acceptable
to the lending agency. Ask trai nees whether they have expe-
rience of this type of diversion of funds. |Is the co-operative

or other |ending agency right to denand that borrowers shoul d

invest loan funds in a project which is not the nost benefi cial



for them but happens to conformto the objectives of the
| endi ng agency? Trai nees shoul d exam ne the objectives of
agricultural credit. Is the ultimte objective to increase
borrowers' welfare, and if so is the | ending agency right to
insist on particular forns of project; does it know better than

t he borrower what is good for hinf

Case Study 2

8 Abdul is in arrears. He clearly has the intention to repay and
will be able to do so once egg production is established.

b) This failure can be attributed to bad | uck

) The society is not really at fault, though Abdul's failure to
keep up egg deliveries mght have suggested an earlier super-
visory visit.

Case Study 3

a) Aziz is in default. He obviously has no intention to repay.

b) Dishonesty is the cause of his default.

) The society is not at fault. Again, closer supervision night
have prevented trouble but there has been no unreasonabl e de-
ficiency.

Case Study 4

a) The group is in default - they are refusing to pay.

b)  The default is caused by Ajuki's dishonesty, which as far as

the group is concerned could be called bad | uck or bad judge-

ment on their part.

The society is at fault; the group was not properly appraised,
and its nethod of working should have been nore satisfactorily

establ i shed.

Ask trai nees what a co-operative or other |ending agency can do

when a borrower defaults? There are three basic alternatives. D s-

cuss which is suitable in different types of circunstances, refer-

ring to the case studies.
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Rescheduling the Loan: Appropriate where there is reason to

bel i eve the borrower has the intention to repay and the project

is generating sufficient income (Case Studies 1 and 2).

Eoreclosure: Calling in sureties, taking possession of |and or
other sureties - appropriate where the borrower is deliberately
defaulting or the debt is not otherw se recoverable. (Case Study
3. Some nmmnagers night consider calling in sureties in Case

Study 4 too, but others would disagree).

Witing off the Debt : Sel dom appropriate, but sonetinmes prefer-

able to forecl osure when the assets are negligible or unsale-
abl e, or when public synpathy or decision of a court of lawis
likely to be very much on the side of the borrower (Case Study

4, probably).

In cases of foreclosure or witing off the debt the | endi ng agency
can also threaten the defaulter with refusal of further credit.
This is not really an alternative to any of the above but can be a

useful way of putting pressure on a woul d-be defaul ter

Ask trainees whether their societies have ever even attenpted to

foreclose a loan or to seize collateral. Wuld nenbers be nore
likely to repay if one or tw particularly blatant wilful

defaulters lost their security?

Ask trainees to state their societies' total sum due from bor-
rowers, and to relate this to the annual allowance for bad debts.
Does the total sum outstanding include a nunber of |oans which wll

in fact never be coll ected?

What do their conclusions inply as far as the viability of the

credit schenme in question is concerned?
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Case Study 1 - Junmna's Tractor

Juma borrowed $3,600 fromhis co-operative to buy a small tractor and
attachnments to cultivate cotton on his twelve hectare farm The actua

purchase price was $5,000, and if he had not put up $1,400 of his own
noney the co-operative would have been unlikely to grant the | oan, as

it tends to prefer nore | abour intensive projects.

Juma is schedul ed to nmake annual paynents of $1,000 for four years in-
cludi ng paynents of interest. Paynents are tined for October, when the
cotton is usually sold. The first paynent is made at the end of October
1983. By Decenber 1984 Junma had not produced the second i nstal nent.
After two warning letters he nade a paynent of $250 in February 1985.
Since then the co-operative has heard nothing fromhim and no further

paynents have been received.

In May 1986 the |l oan officer calls on Juma, for the last tine, to try
to obtain paynent. Juma is out and his wife tells the officer that he
is using the tractor on a neighbouring farm she says that is what he
does npbst days. The officer notices that only part of Juma's farmis
under cotton and several different crops are being grown on the rest.
On further investigation it appears that Juma has in fact |let out his
farmin several small lots. He earns $2,500 a year fromthe rent and
fromthe i ncone he nakes by hiring hinself and his tractor out to work
on several local farns. He finds this a great deal nore profitable than

growi ng cotton.

Case Study 2 - Abdul's Poultry Farm

Abdul took out a |l oan of $2,000 fromthe new Egg Marketing Society
with his land as security, to set up a small poultry farmwi th 300 | ay-
ing hens. O this |oan $1, 750 was drawn at once to finance the setting-
up of the unit by building sheds, establishing a water supply and buy-
ing the birds and basic equi pnent. The renmi ni ng $250 was to be drawn
during the first four nonths, until. the birds cane into | ay. Repayments
woul d start after six nmonths and would be at the rate of $60 a nonth

for three years, to be deducted from sal es of eggs through the society.


ana


The first five nmonthly repaynents were made when due, but in January
payments stopped. Enquiry through the marketi ng departnent reveal ed
that Abdul has not sold any eggs through the society for the past three
mont hs. At the beginning of March, after sending out a warning letter,

the |l oan officer called on Abdul. He was shown round the poultry unit,
and was pl eased to see that the birds | ooked healthy and well cared
for. Abdul, very apologetically, offered a paynent of $30 on the | oan.
The officer pressed himfor an explanation as to why he had not been
selling his eggs through the society and had not made any paynents till

now. Abdul admitted after sone questioning that he had sold his eggs
privately in order to raise cash and said that nearly all the origina

consi gnnent of chicks had been crushed when the boxes in which they
were delivered fell off the lorry. Abdul had not known what to do; he
had ordered some nore chicks, which were delivered six weeks later and
had only just cone into lay, and he had used the $250 partly to pay for

the second | ot of chicks and partly to make the nonthly paynents on his
| oan. To keep goi ng he had borrowed $50 from his uncle but was under
pressure to repay this and felt he could not nake any nore repaynents

until he had paid his uncle.

Case Study 3 - Aziz's Cotton |loan

Aziz was a farner who had in March taken out a seasonal |oan fromthe
Cotton Society for the first time to grow cotton. The | oan was for
$250; it was secured by two sureties of $100 and $150, and was due for
repayment in full at the beginning of Decenmber at the end of the season
when the cotton was sold. The society woul d deduct the anmount of the

loan fromthe price of Aziz's cotton when he sent it to them

However, in Decenber, when all |ocal cotton sales were over, no paynent
had been received on Aziz's behalf. On January 5, the society's narke-
ting officer told the loan officer that Aziz had not sold any cotton
t hrough the society, which was the only |l ocal buyer for cotton. The
| oan officer called at Aziz's farmthe next day. Aziz, who had just in-
vested in a new bicycle and was | ooki ng rather prosperous, said he was
very sorry, but it had nothing to do with himand the narketing officer
must have made a mistake. It was obvious that he really had grown and
harvested a cotton crop. The | oan officer suspected that he m ght have
sold his cotton through a neighbour, thus avoiding having his name on

the society's books.
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Case Study 4 - The Kyali Village Disaster

A group of 24 farnmers, known as the Kyali Village Farners' Society,

have contracts to supply eggs and vegetables to four hotels in the re-
gional capital, 15 kilonetres away. They have taken out a | oan of $8, 000
to buy a small truck, which they need to deliver their produce. The | oan
is secured by equal personal sureties of $333 from each nenber of the
society. The loan is repayable in nonthly instalnents of $170 for four
years. Aj uki, the | eading nenber of the society, who negotiated the
|l oan, usually delivers the noney in cash to the regional office of the
| endi ng agency. These nobnthly paynents stop towards the end of the sec-

ond year. Letters to the group, addressed to Aj uki, are not answered.
The | endi ng agency's officer calls after four nonths have gone by. Aj uki

is nowhere to be found but the officer |ocates another nenber of the so-
ciety who tells himthat as far as he knows the |ast three paynents have
been nade by Aj uki as usual; Ajuki hinself is nowin town neking deliv-

eries. It subsequently turns out that Ajuki has absconded, taking with
hi mthe truck and about $1, 000 of the society's noney, including the
|l ast three nmonths' | oan repaynents and the takings fromtwo deliveries.

The renmmi ni ng nenbers of the society refuse to pay any nore instal nents

on the loan - after all, they have not got the truck.

(I'n assessing this case study, renmenber that A uki personally is not

the borrower).

Assi gnnent
a) Do you consider Junm, Abdul Aziz and the Kyali Village farners in

default or in arrears? Justify your answer.

b) VWhat has caused Juma, Abdul, Aziz and the Kyali Village farners to

be in default or in arrears?

c) W is responsible for the causes identified?
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SESSION 11. 2
CREDI T SCHEMES | NVITI NG AND NOT
LNV T1 NG ARRFARS AND DEFAULT
Chiective: To enable trainees to identify features of credit
schenes that are likely to lead to or to nininise ar-
rears and default.
Iine One hour.
Material : Handout - Four Organi sations.
Session Qiide
1) Distribute the handout and allow trainees individually up to thirty

m nutes to conplete the assignnent.

Ask trainees for their suggestions. These should include at |east

the foll ow ng:

Case A: The bank achieves its |ow default rate by

- Good local liaison. Loan officers are accessible to farners and

can get to know them wel | .

- Ensuring that technical expertise is available to farners
t hrough technically qualified officials and the extension ser-

Vi ces.

Ensuring ease of access to farmers applying for |oans or meking

repaynents.

- Cose links with nmarketing co-operatives.

Case B: The Transylvania Bank's default rate is high because

- Branches are not located in country areas where they woul d be
conveni ent for farnmers, who therefore have to undertake | ong

journeys to transact | oan business.

- The bank is not well represented in country areas and has denied

the touring | oan officers any effective authority.
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The bank denies itself contact with |ocal co-operatives, which

could provide it with essential local |inks and know edge.

The bank has made no effort to establish links with inputs sup-

pliers or nmarketing agencies.

Case C' Vega's default rate is high because

The bank has no arrangements for the eval uation of individual
| oans, and an appreci able nunber of its |oans are unsuitably al-

| ocat ed.

The bank relies too heavily on the advice of |ocal societies,
who can be prone to favouritismand elitismin the allocation of

| oans.

The bank has unsati sfactory di sbursenent arrangenents, which can

cause delays to farners at crucial points in the farm ng year

Case D' The CCP's default rate is higher than it shoul d be because

The programme is dispensing government funds and does not have
the conmmercial pressure of an independent bank to replenish its

own funds by efficient business practice.

Borrowers are | ess conscientious on the whol e about default when

governnent funds are invol ved

Progranme officials are civil servants, not officials of an in-
dependent organi sation, and are vulnerable to the pressure which

may operate on any governnent official

The officials are unlikely to have had training or experience in

agricultural credit.

the other hand the CCP has several good features:

The programme is linked with a nenbers' saving schene.
The programme has good liaison through the societies.

The progranmme ensures that farnmers get the technical expertise

they need to make their projects succeed.

Allow trainees up to fifteen mnutes to draw up a list of the
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characteristics of a credit schene which can help to reduce its de-
fault rate. When they have conpleted their lists, conpile a defi-

nitive list on the chal kboard/ OHP, including the foll ow ng:
Branches shoul d be accessible to farners.
Local liaison should be good.
Bank procedures should be efficient and fl exible.
Loan eval uation should be efficient.
Loan projects shoul d be adequately supervised.

- Farmers should be encouraged to develop their technical and

manageri al skills.

Care nust be taken to avoid the situation where a few rich nen

t ake advantage of credit schemes in a locality.

- Bank officials should as far as possi bl e be i ndependent of pol -

itical and other pressures.

- Arrears and default must be rigorously dealt wth.

Ask trainees to suggest some of the normal hazards of farm ng which
they believe may lead to default in spite of the best efforts of
the co-operative credit organi sation. Suggestions may include the
fol | owi ng:

Drought, flood, hail, etc.

Attack by animals or insects or plant diseases.
- Marketing problens and price fluctuations.

- Lack of essential inputs.

Poor managenent ability of borrowers.

Ask trainees why it is that sone farmers are nore sucessful than
others in the sanme area even when they are growi ng the same crop on

the sane type of |and

Trai nees’ answers shoul d recogni se the overall inportance of effec-

ti ve managenent. Ask how t he nmanagenment of a co-operative credit



operation can mnimse default in spite of apparently uncontrolla-

bl e probl ens.

They can prevent menbers from borrow ng beyond that which they
can reasonably repay even if results are not all that are

expect ed.

- They can ensure that | oan packages and extension services in-
clude finance and suggestions for all necessary veterinary aids,

pesticides and other farm ng aids.

- They can ensure that the credit operation is integrated with an
effective marketing system which mninmses the effect of price

fluctuations on farners.

- They can establish effective liaison with input suppliers and

avoi d | endi ng noney beyond the likely availability of inputs.

Ask trainees to conpare the default rates of co-operative or other
credit schenmes known to them Ask whether the default rates are a
result of basic farming difficulties or of the quality of manage-
ment of the schenme itself. Generally speaking, w de divergencies in
default rates are caused by the standard of managenment of the cre-
dit schenmes and the political climate in which they operate. Ce-
nui ne price fluctuations, farnmer managenent, technical weaknesses
and natural disasters usually account for only a very small propor-
tion of the differences between default rates experienced by diffe-

rent credit operations.
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Read these descriptions of four agricultural credit organisations

noting their repaynent experience and the way in which each operates.

A i I : I

Beta Bank specialises in rural credit and enploys a staff of technical-
Ly qualified | oan officers who work closely with the extension ser-
vices. It operates a systemof 'tenporary branches'; these are snal

| ocal offices which are opened once a week or every market day in the
villages. Al are located at the nmarkets. Loan officers are allocated
to specific areas and encouraged to involve thenselves in | ocal af-

fairs.

Beta serves a nunber of types of farners. About half grow the | ocal
cash crop and on their | oan Beta makes stop-order arrangenents so that
the | ocal societies deduct |oan repaynents fromthe proceeds of the
farmers' sales. Farners who are not nmenbers pay cash to | oan officers

at the markets

Default rate in this bank is under 5%

B. The Transylvania Co-operative Bank

The Transyl vani a Co-operative Bank is a national organisation. It has
branches in all the regional capitals and several nmajor towns. Farm
credit is available through all these branches. Farners nust be nenbers
of registered societies and nust apply in person for |oans; |oan repay-
ments have to be nmade at the branches. There is a small staff of |oan
officers who visit borrowers at intervals but are not allowed to nego-
tiate |l oans or change loan terns. All business has to be transacted
t hrough the branches, and final decisions on all |oans have to be made
at national head office. The bank has few links with |local co-operative
societies or firms, either for disbursement in kind or marketing |inks,
or for references on borrowers, because previous contacts with such or-

gani sations have resulted in political bias and charges of tribalism

The bank's default rate is 40%



C  The Vega Co-operative Bank

Vega is a small co-operative bank which offers a highly specialised
package credit systemfor co-operative nmenbers growi ng certain crops.
For each of four types of crops a package has been worked out which al-
| ocates set quantities of standard inputs per hectare. Loans are
granted on the basis of these allocations, to all eligible borrowers on
a first-come, first-served basis. The bank relies on the advice of |o-
cal societies to deternmine who is eligible, once the m nimum qualifi-

cation of two years' nenbership of a society has been established.

Di sbursenent on these standard |loans is in kind and the bank arranges
delivery of inputs through the | ocal societies, which are sonmetines not

very efficient at the task.

Default rate on these package loan is 30%

D The co , 1 edi

The CCP is a progranmme run through | ocal co-operative societies.

Through the programre, funds have been nade avail able by the govern-
nent, but nmust be matched by the societies' own funds, including
savi ngs schenmes. Al borrowers are required to contribute to their co-
operative societies' savings schemes. Mst |oans are conditional upon

the farnmers' receiving technical or nmanagerial training and this too is

operated through the | ocal societies.

Liaison with the societies is close and permanent. The npbst commmon is
t hat whereby a nenber of the programme staff is seconded on a two to
three year basis to each participating society, and is responsible for
organi si ng and supervising local |oans according to the pattern laid
down by the programme. These officials are, ultimately Mnistry of

Agriculture enpl oyees, for the programme is run by the mnistry.

Default rate on this schene is disappointingly high at 21%

Assi gnnent

Wite down the reasons which account for the default rates achi eved by

each schene.
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SESSION 11.3
DEALL NG W TH ARRFARS
hiective: To enable trainees to identify the reasons why borrowers
fail to repay and to decide how to deal with individuals
who are in arrears.
Tine: Approxi mately two hours.
Material . Rol e-pl ay briefs.
: : |
1) Select six trainees to enact the role plays outlined in the hand-

outs. Gve themeach a role-play brief and allow the rest of the
group to read all the briefs. Ensure that none of the role players

sees each other's briefs.

Ask the role players to read their briefs and to 'think thensel ves
into" their roles. Ask the rest of the group to watch the role
pl ays and to consider the foll owi ng questions which should be wit-
ten on the chal kboar d/ CHP

a) Wiy was there a risk of default in each case?

b) Are the arrears the borrower's fault or the bank's, or the re-

sult of bad |uck?

c) In what ways could inproved | oan processing or bank action have

hel ped to prevent arrears?

d How would you handle the situation if you were the | oan of-

ficer?

Ask the pairs of role players to enact their parts and discuss the
cases separately at the end of each role play in order to avoid in-

vi di ous conpari sons between the various actors.

The followi ng points should energe in discussion.



Role Play 1

a) There was a risk of default because
- The |l oan project had generated | ess incone than expected.

The farnmer's attitude was hostile.

i) He was di sappointed at having gone to a lot of trouble

for little reward.

ii) He had been persuaded, perhaps incorrectly, to take

out the | oans.
iii) As far as he was concerned the society was on trial
and had failed at his expense.
b) The threatened default was the society's fault, contributed to

by the hostile attitude of the borrower.

Delivery of the disbursenent in kind was not properly orga-

nised to neet farner's needs.
The borrower has received no support or encour agenent

t hrough supervision of his project.

C) Better organisation of inputs and ongoi ng support coul d have

prevented the situation.

d)  Handling should be conciliatory and tactful, but the official

nmust be firm The | oan should be reschedul ed if possible.

Role Play 2

a) There was a risk of default because
- The borrower's income was tenporarily reduced
- He had discovered it was apparently easy to avoid paynment by
marketing privately instead of through the society.
b)  The threatened default was
Partly bad [uck because of the cattle disease.

- Partly bad | oan-schedul i ng because of bad | oan eval uati on.

Quarterly payments are unsuitable in this case - monthly or weekly would be more appropriate for a dairy farmer,

- Partly the borrower trying what he could get away with.
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c) The society should have allowed for veterinary charges in its

| oan schene.
d)  Handling should be firmbut friendly. The |oan should be re-

schedul ed, allowing for nonthly or weekly repaynents.

Rale Play 3

a) There was a threat of default because
- The borrower had had the bad luck to break his |eg.
b) The threatened default was |argely the bank's fault because

- The borrower's noney was turned away even when it was avail -

abl e.

- The scheduling of the | oan was causing hardship to the

farmer.

¢c) If the bank's | oan appraisal were nore realistic the repaynent
schedul e could be better adapted to the farner's needs. The
bank needs a nore flexible set of procedures, at |east allow ng

it to accept cash when offered

d)  Handling should be diplomatic and firm The officer nust not
agree with a borrower about the bank's procedures but should
press for inprovenents within the bank. Again, the | oan should

be reschedul ed

Ask trainees to suggest general conclusions about the ways in which
co-operative credit schenes can mninmise arrears anong rural bor-

r ower s
They shoul d cover the followi ng points anobng ot hers:

Credit schenes should show a willingness to neet the particul ar
needs of inexperienced farmer borrowers, in particular through the

fol | owi ng:

Careful | oan appraisal and schedul i ng.
- Sinplicity and clarity in operating procedures.
- Good technical back-up and | oan supervi sion

- Flexibility in nmeeting farmer's unexpected cri ses.

A high standard of efficiency in its own operations.
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Role Play 1 - Aruni and the Beta Co-operative loans Officer

A Brief for Aruni

You are a very disgruntled farnmer. At the beginning of the | ast season
you joined the Beta Co-operative and took out a loan to start you off

growi ng hybrid nai ze using pesticides and fertilizer which were quite
unfam liar to you. You were persuaded r.o take this |loan by the proni se
that your incone would be doubl ed. Paynent was nmade in kind, which
neant you had to fetch the special seed and other inputs fromthe co-

operative store 10 kil onetres away, which was troubl esonme. It was even
nore troubl esone when you found that delivery had not been nade to the
store on the agreed day. You had to nake several nobre journeys and in
t he end your seeds were planted |late. As a result the crop has been
only about two-thirds of what was expected, and you are nost rel uctant

to repay the | oan because you consider the whole thing is a conpl ete

failure, and you believe this is the fault of your society.

Your | oan was for $400. It was due for repaynent in full three nonths
ago and you are not surprised when you see the Beta Co-operative | oans

officer coming up to you on your farm
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Role Play 1 - Aruni and the Beta Co-operative loans Offijcer

B Brief for Beta Co-operative loans Offijcer

You were very pleased with your success |ast year when Aruni, who is an
ol d- f ashi oned farner but very well respected in the area, joined the
Bet a Co-operative Society and borrowed th~_ standard | oan package to
enable himto start cultivating hybrid maize with pesticide and ferti -
lizer. You worked very hard to persuade hi m because you believed that
if you could convert himto the new variety many would foll ow his
exanpl e.

The | oan was di sbursed in kind but was to be repaid in cash. Aruni's
farmis sone distance fromthe co-operative office and store and you
have therefore not been able to visit himbefore although his $400 | oan
was due for repaynent three nonths ago. It has been a good season and
you expect himto be pleased with his crop. You cannot understand why
he has not repaid the | oan but you assune that he has in sone way ni s-
understood the terns. As you cone on to his farmyou see himby his

house and you | ook forward to a brief and sinple explanation
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Role Play 2 - Bejad and the Dairy Society Credit Officer

A Brief for Bejad

You are a cattle farnmer. You took out a loan fromthe Dairy Society a
year ago to buy two grade cows to add to your herd of eight native
cattle and to equip your dairy, and to have been paying it off in quar-
terly instal nents ever since. Paynents have been t hrough deducti ons
fromyour nilk cheque and each quarter's paynent has left you with a
m nor financial crisis. This |last quarter has presented you with real

trouble. One of your native cattle and one of the grade cows have
si ckened; you have a |l arge veterinary bill and you have | ost production
too. You have told your wife to sell the mlk to her friends in the
vill age, and the society has therefore received no paynent from you on
the | ast quarter day. You rather think you will cease marketing through

the society and forget the | oan repaynents.

Your total debt was $700. You have to nmke si xteen quarterly paynents
of $50 and you have made seven of them You are now nearly three
nonths in arrears and you are therefore not surprised when you see the

dairy society's credit officer wal ki ng across your |and towards you
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Role Play 2 - Bejad and the Dairy Society Credit Officer

B Brief for Dairy Society Credit Officer

Bej ad borrowed $700 a year ago to buy two grade cows and to re-equip
his dairy. Since then he has satisfactorily nade seven of the sixteen
quarterly paynents of $50 by which he is to repay the | oan; these have
been deducted fromhis nmilk cheque w thout any difficulty. Wien he vi-

sits the society he says that his herd is progressing satisfactorily.

You see that his eighth paynent is nearly three nonths in arrears and
you cannot understand why such a regul ar payer should fall behind in
this way. You have gone to his farm and you wal k across the pasture

towards Bejad in order to find out what has gone w ong.
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A Brief for CGearge

You are a rice farnmer who has invested in a tube well and punpset. You
are supposed to nmake nonthly repaynments on your |oan, and though this
is not very easy, since your nmain incone is fromyour annual rice crop

you scrape together the repaynents each nonth.

Two nont hs ago you broke your |eg, and could not undertake the tedious
journey into town. Your wife went for you but she forgot to take your
passbook and the Co-operative Bank refused to accept the noney w t hout
it. She cane hone very upset. You now feel that as the bank has turned
your nobney away, you w ll not nmeke any nore repaynents till it suits

you; that is, at harvest.

Your total debt is $800. You have to nmke forty nonthly paynents of
$25, and you have already nmde eight; you are two nonths in arrears and
since you have no cash avail able you are sonewhat al arned when you see
t he Upl and Co-operative Bank credit officer com ng across the field

towards you as you sit in front of your house with your |l eg on a stool
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Role Play 3 - :-earge and the Upland Co-operative Bank Officer

B Lef i I Land Co- , 3

George borrowed $800 al nbst a year ago to invest in a tube well and
punpset. He has satisfactorily nade eight of the forty nonthly paynents
of $25 by which he is to repay the | oan but you see that he is now
al nost two nonths behind with the ninth paynent. Sonmebody told you a
f ew weeks ago that George had broken his | eg but since several nenbers
of his family regularly cone to town, where repaynents have to be made
at the Upl and Co-operative branch, you do not think this accident is
responsible for his falling into arrears. George is an old friend of
yours and as you wal k towards his farmyou see himsitting under the

ver anda supporting his broken | eg on a stool
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SESSION 12 1
LDENTI FYI NG SOQURCES OF FUNDS
(hjective To enable trainees to identify the sources of funds
avail able for a co-operative society and to sel ect an
appropriate 'm x' of sources for a given credit pro-
gr ame.
Tine Two hours.
Material Handout - The 'Mx' of Funds for On-Lending.
: . i de
1) Alowtrainees up to ten minutes to wite down different sources of

funds which night be available to a co-operative for on-lending to
its nenbers. When trai nees have conpleted their lists, go round the
group asking each trainee to make one suggestion. Draw up as long a
i st as possible on the chal kboard/ CHP, including at |east the fol-
| owi ng possibilities:

- Menbers' savings deposits with the society.
- Menbers' original share capital

- The society's accunul ated surplus which has not been distributed
to nmenbers.

Loans from a co-operative bank

Loans from commercial or devel opnent banks.

Loans or grants from government.

Loans or grants, normally received through governnent, from

foreign aid sources.

Ensure that trai nees understand the nature of each of these
sources, and refer to exanples of co-operative or other agricul -

tural credit schenes which have drawn on one or nore of these
sources for funds for on-Iending.



I f appropriate give trainees details of any centrally funded devel -
opnent programmes in their country under which u co-operative so-
ciety might qualify for access to funds. Point out particularly any

conditions that apply, by answering the follow ng questions:

- How does a society qualify for access to these funds? (in terns
of age of society, nunber of nenbers, ownership of reserve

funds, etc.)

Are the funds designed to support any particular type of |oan

scheme?

Whul d participation in the programme attract any additional cen-
tral support services such as extension services, access to

scarce inputs or supplies, or access to marketing |inks?

I'f known, how have ocher societies fared under these programes?

Ask trai nees what changes their societies mght have to make in or-
der to qualify for funds from whatever schenme you have descri bed.

Woul d t hese changes be possi bl e or desirabl e?

Stress that the needs of nenbers and prospective borrowers are nore
i nportant than the requirenments of any particul ar devel opnment pro-
gramme. A society should attenpt to obtain funds from such a pro-
granme only if the conditions are appropriate for the needs of its

menber s

Ask trainees to suggest ways in which their governnent does, or
possi bly should, assist in providing funds to co-operatives for on-
Il ending to their nenbers. Possible forns of governnent assistance

i ncl ude:

Qutright grants by governnment which can formthe basis of a per-

manent | oan fund.
Cover nment purchase of a minority proportion of share capital
Gover nnent | oans.

Cover nent guarantees of | oans made by conmercial banks or other

or gani sati ons.

CGovernment introduction to sources of foreign grants or | oans.

Ask trai nees who have had experience with governnent supported
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schenes of this type to describe their advantages and di sadvan-

t ages.

Ask trainees to conpare the possibilities of borrow ng from comer-
cial and from co-operative banks in their country. How do they com
pare in terns of interest rates, efficiency of operation, super-

vi sion and degree of control over the use of funds?

Ask trai nees whether |lower interest rates charged by co-operative
or devel opment banks necessarily make them a nore attractive
source of funds, since other advantages of conmmercial banks such as
wi de branch network, sinple procedures and speed of deci sion-naking
may conpensate for sonewhat higher interest rates. Trainees should
conpare their own reactions to those of co-operative nmenbers to

the services associated with credit fromtheir societies.

Ask trainees to conpare the costs of each of the various sources of
funds. They shoul d conpare each source according to each of the

following criteria:

- The interest charge or, in the case of funds already in the pos-
session of the society, the opportunity cost or return that

m ght have been earned through an alternative investnent.

- The degree to which the society's |loan schene can maintain its
i ndependence or nust submt to the control of the ultinmate

| ender.

- The advantages of technical and other centrally-based support
systens such as extension services, input supplies or marketing
servi ces, which nay be associated with borrowing fromcentra

funds.

The 'image' of the source of funds in ternms of the degree to
whi ch menbers will feel obligated to repay. It is likely that
they will feel nore responsible to societies or nenmbers' own
funds than for funds provided from governnent or foreign

sources.

Divide the trainees into groups and distribute copies of the case

study. If trainees are unfamliar with sources of funds for on-

| ending to society nenbers it may be appropriate to ask themthe



foll owi ng questions before they start their group di scussions;
alternatively, the followi ng i ssues may be elicited fromthem as
t he basic ones involved, after they have anal ysed the case study in

the group.
- \What are 'the best interests of the society'?
- Mist the society remain wholly independent?

- Should the society be expected to grow and to expand its activi-

ties or to remain at its present size and nenbership?

- Should a society be expected to provide for all its nenbers

credit needs?

How i nportant is the rate of interest at which the society is able
to lend noney to its menbers? Are other factors nore inportant and

what rate of interest should the society aimto charge?

How nmuch rmoney should the society attenpt to borrow in order to
fund its | ending schemes? Stress that it would not be appropriate
to use the whol e reserve fund of a society to fund the | oan schene
and it is unlikely that nmore than $20,000, or half the reserves,

woul d be avail able for this purpose.

Al |l ow groups up to one hour to decide on an appropriate m x of
funds. Reconvene the group. If the issues in 5) above have not yet
been di scussed elicit these fromthe group and then ask themto

present their 'm x' of sources of funds.

G oups' solutions will depend on the inportance they attach to the
i ssues discussed in 5) above. A total of $60,000 (20,000 fromre-
serves) is required to |l aunch and support the schene for the first
year. Trai nees should realise that any source of funds will expect
to exercise sone control over how the funds are used, and a society
wi Il always need to consider carefully the conditions attached to
any fundi ng before accepting it. Mst solutions will involve ac-
cepting the conditions inposed by the foreign aid progranme or the
governnent progranme since one or the other of these is nost |ikely

to be used.

Possi bl e m xes include the foll ow ng:
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If a society believes that it should retain freedom of action
at all costs, the whole sum nust be borrowed fromthe Conmmer-

cial Bank on the security of committee nenbers' property.

- Interest charges would have to be 13%to 14% whi ch nay be

consi dered high

Hi gher than normal rate if interest mght be offered for
nmenbers' deposits which mght reduce the need for borrow ng

fromthe Comercial Bank.

Compl et e i ndependence can be bought only at the cost of high
interest rates which may or may not be considered critica

to the success of a | oan schene.

The society may be concerned only to provide its nenbers with
credit. It may not be interested in growh or extending its ac-
tivities. The co-operative novenent nmay already be tightly con-

troll ed by governnent.

In these circunstances the sinplest solution is to allow the
whol e credit schene to be financed and nanaged by the depart-

nment of co-operatives.

The above solutions represent two extrenes. A conpronise is
more likely to be acceptable, in order to reduce the interest
rate as much as possible and to take advantage of the services
and low interest rates fromthe foreign aid schene and from

government. Various alternatives are possible:

$30, 000 can be borrowed fromthe aid programme and fromthe

gover nnment schene.

i) This solution inplies that low interest rates are all-

inmportant. |Is this the case?

i) 1s there any loss of flexibility involved in obtaining
the maxi mum possi ble | oan from each of these two

sour ces?

° It is perhaps nore flexible to borrow $20,000 from each of
the three sources, or $25,000 fromthe foreign aid programe

and the governnent and $10, 000 from the bank



The average interest rate paid by the soci ety can be cal cul ated as

the foll owi ng exanpl e:

$20, 000 fromreserves at 7% $ 1,400
$20,000 fromthe foreign aid scheme at 6% = 1, 200
$20, 000 fromthe governnent at 6% 1, 200
$20,000 fromthe comercial bank ac 10% = 2,000
Total Cost of Funds = $ 5,800
Average rate "f interest therefore = 7.25%

Total Costs:

I nterest charge payable by the society = $ 5,800
Runni ng char ges = $6, 000
Tot al - $11.800

Interest rate to be charged by the society = 15% on

$80, 000 = § 12,000

Net Surplus = $ 200

Trai nees may suggest that this is an insufficient surplus, or that
the runni ng charges including all owance for bad debts are under-
stated. They shoul d be encouraged to exam ne the inplications of
the need for a higher surplus, or for covering higher running
costs, on the race of interest to be charged to nenbers. How do the
econom cs of this hypothetical schene conpare with the genuine
costs and inconme of their own societies' credit schenes, particu-
larly if sunms in arrears are not carried forward fromone year to

the next but are witten off when they are genuinely believed to he
uncol | ect abl e?


ana
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The 'Mx' of Funds for On-1ending

A co-operative society wishes to set up a credit scheme to enable mem
bers to finance the change-over fromtraditional to hybrid naize. The
soci ety reckons that under this scheme about 200 farnmers, who anobng
t hem own 600 hectares, will participate in the schenme. Funds required
for on-lending to all these farners will anmount to about $80, 000 and
the full schene will cost $6,000 per annumto run, including staffing,
supervi si on, all omance for bad debts and all other costs except
interest payable by the society. It is hoped that the schene will be-

cone self-sustaining in the second year

The society's avail abl e reserves, including nenbers' savi ngs, anount

to $40,000. It pays interest on shares and savings at 7% per annum

Funds coul d be raised fromthe foll owi ng sources:

a) A foreign aid-based devel opnent programre which will advance suns
equal to the society's total reserves at the rate of 6% per annum
Under this programme the anpbunt of each | oan nust be strictly
geared to the size of the borrower's hol ding. Techni cal back-up
woul d be avail able, and the society woul d be expected to co-operate

in close supervision of |oan projects.*

b) A commercial bank, which would lend up to three times the val ue of
the society's reserves at an interest rate of 10% taking comrmittee
menbers' property as security on the |oan. The total val ue of al

conmm ttee nmenbers' property is about $120, 000.

c) A governnent programe under which the whol e schene woul d be
financed and run by officials fromthe departnent of co-operati-
ves. This programe would al so natch dollar for dollar any funds
granted under the foreign aid programme at the sane 6% annual
interest rate. In this case the running of the credit schene would
remain in the hands of the co-operative, though copies of all
scheme records must be | odged with the departnment and all | oan ap-
proval s under the scheme nust be endorsed by the Mnistry's | oca

senior official.~*



Note

If any funding is drawn fromeither of these sources the whol e schene
will be subject to the conditions inposed by each source of funds so
that if any noney is borrowed fromthe foreign aid programe, the whole
schene nmust follow the programme's rules and if any noney is borrowed
fromthe government, the whole schene is subject to official super-

Vi si on.

Assi gnnent

1) Gven that the society would succeed in obtaining any funds it ap-
plied for, what applications for funding should it make, in the

best interests of the menmbers of the society itself?

2) Wiat will be the average rate of interest paid by the society for

the '"m x' of funds you suggest?

3) What interest rate will the society have to charge its nmenbers in

order to cover all costs associated with the scheme?
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SESSION 12. 2
SO 1A TING FUNDS
hjective: To enabl e trai nees successfully to solicit funds for on-
| endi ng.
Jine: One and a half hours.
Materjal Handout - Word Associ ati ons.

Session @Qiide:

1)

G ve trainees a copy of the handout each and all ow them a maxi num

of five minutes to conplete this brief exercise.

Ask trainees briefly to read out their conclusions. It is likely

that nost will have allocated the words nore or |ess as follows:
Lender Borrower

Rul er Sl ave

Superi or I nferior

Lord Petitioner

Mast er Ser vant

Boss Enpl oyee

| nposi ng Hunbl e

Arrogant Requesti ng

Power f ul Weak

Ri ch Poor

Hi gh Lower

Dom nant Suppl i ant

Adul t Child

Ask trainees whether their own relationships with borrowers or pro-
spective borrowers in their societies reflect the sane differences
of power and status which are inplied in their allocation of the

words to the two rol es.

If trainees are frank they will probably admt that sonething of



this nature pervades nost relationships between borrowers and

| enders.

Ask trai nees whether they woul d have allocated the words in the
same way if they had been asked to divide them between the rol e of
a co-operative society attenpting to borrow noney, and the bank or

ot her agency which nmight lend it nmoney for on-lending to nenbers.

Trai nees may admit that sonething of the sane nature pervades this
rel ati onshi p al so, although perhaps not in so extrene a way. If
they find this distasteful, point out that the position of their
menber borrowers is actually nore anomal ous, in that nenbers shoul d

actually control the society which they nomnally own.

Ask trai nees whether the rel ati onship between a borrower and a
| ender should be unequal in this way. Should it not be a nutually
satisfactory transaction which is equally profitable to both par-

ties?

Stress that it is inevitable that small-scale farmers who may stil

be at a subsistence | evel should view thensel ves, and be viewed as,
inferior' even to junior officials of a co-operative society.

Their poverty, |ack of education and traditional acceptance of

their position nmeans that this is difficult to avoid.

The objective of co-operative lending is to inprove the status of
borrowers so that the relationship becones nore equitable. Stress
that the rel ati onship between a co-operative and its sources of
funds need not be so inequitable and can forma nodel for that be-

tween the co-operative and its menber borrowers.

Divide the trainees into two |large groups. Refer themto the case
study fromthe previous session. They are to i nagi ne that the so-
ciety is to solicit funds fromthe foreign aid-based devel opnent
programre nentioned in that case study. The society is to have the
opportunity of neeting for thirty mnutes with the directors of
this progranme who deci de which societies will be able to borrow

money fromit.

One sub-group is to inagine itself to be the coomittee of the so-
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ciety. They should wite down the basic headings and i nformation
which they will include in their presentation. The other sub-group
shoul d i magi ne thenselves to be the directors of the programe.
They should wite down the informati on which they feel they wll

need in order to make a deci sion

Allow up to thirty minutes for this exercise. Cearly neither group

shoul d be able to hear or see what the other is doing.

Ask a spokesnman from each group to read out their |list of con-
clusions. Wite them up on chal kboard/ OHP under the two headi ngs,
in order to bring out the points at which they converge and the
itenms of information which may have been included by the co-operat-
ive, but are not wanted by the programme directors, or questions
put by the directors which are not answered by the co-operative

comm ttee.

Attenpt to produce a consensus of infornation which is reasonable
for the lender to want and for the borrower to provide. This should

i nclude the follow ng itens:

a) The background history of the society, including its present

activities and other successful programres.

b)  Figures as to the membership, its growh, and the proportion of

qualified farmers who are nenbers

c) Evidence as to the nmanagenent skill of the co-operative staff.
This can best be put over not by reference to paper qualifi-
cations but to successful programes and by the skill with

whi ch they nake the presentation

d The society's accounts for the last three or four years, show

ing that these are produced correctly and are up to date.

e) Evidence that detailed credit or other records are properly

kept and are up to date.

f) A statement of previous borrowi ngs by the society, from where

they have been borrowed and a sunmary of the repaynent record.

9) The purpose to which the proposed loan is to be put, including

its economc and its social effects.



h) The actual amount required and the timng of its disbursenent.

] Any other sources from which conplenentary funds are being
sought .

j)  The schedul e of proposed repayment.

k) The economics of the proposed schene including interest charged
to and by the society, operating expenses and a reasonable al -
| owance for bad debts.

) Details of any security that may be demanded or of fered

nt Reference,, LOthe society's bankers and to one or nore dis-

interested authorities to whomthe prospective |enders can ap-ply in confidence

5) Ask trainees to suggest bow the actual presentation should he con-d

ucted. Elicit the follow ng general guidelines:

a) The. presentation should not be too |ong and should allow the
maxi mum amount of time for the prospective |lenders to ask ques-
tions.

b}  Any sources of influence or pressure should be referred to ob-
l'iquely and subtly and shoul d not be crudely displayed to the
prospective | ender.

¢) The main factor determining success is the quality of society
managenent. The way the presentation is organised and the per-
sonal performance of the nanagers conducting Uw Il he the
nost i nportant evidence for the prospective |enders.
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Bel ow you will find a randomlist of words. Go rapidly through the I|i st
witing by each word a B or a L dependi ng on whether you think it m ght
refer nore appropriately to a farmer borrowi ng noney froma society or
to an officer of the society who is dealing with the application and

the | oan. You have five mnutes in which to conplete the exercise.

B = Borrower (farmer)

L = Lender (society officer)

Sl ave Boss Hi gh
Requesti ng Mast er Ser vant
Power f ul Ri ch Enpl oyee
Lord Ar r ogant Hunbl e
Superi or Poor | nposi ng
Lower Domi nant Weak

I nferior Suppl i ant Child
Petitioner Rul er Adul t



Session 13 1

Sheet 1
SESSION 131
CO ORDI NAT] ON BFTWFFN | NSTI TUTI ONS
hjective: To enable trainees to co-ordinate credit activities with
ot her organi sations involved in assisting agriculture.
Tine Approxi mately two hours.
Materjal Handouts 1 to 6.
Cessi i d
1)  Ask trainees for exanples of how credit or other co-operative ini-

tiatives to help their menbers have been frustrated by the failure
of other organisations to performtheir tasks properly. Stress that
co-ordination is a vital part of the nmanagenent of agricultura
credit. The co-operative society, as the central organisation in
direct touch with borrowers, is responsible for organising and pro-
noti ng co-ordination between institutions. If a schene fails be-
cause of poor co-ordination or apparent failure on the part of
another institution, it is basically the fault of the co-operative
society for failure to co-ordinate or for pronoting a schene where
it might have been foreseen that other organi sations would not play

their roles correctly.

Nonmi nate three trainees to play the role of the Managenment Conmit-
tee of the Loan Scheme and four further trainees to play the roles
of the Co-operative Marketing Departnment Manager, the Depot Manager
fromthe Mnistry of Agriculture, the Agricultural Extension O -
ficer and the Loan Supervisor fromthe bank. G ve each of these
trai nees a copy of Handout 1 which covers the background to the
forthcom ng sinulated neeting and gi ves the agenda. G ve each of
t he Managenment Comrittee a copy of Handout 2 and give each of the

other individuals their copies of Handouts 3, 4, or 5.

Allow the role players ten mnutes to '"think thenselves into' their
roles and in particular for the Managenent Committee to deci de how

they are to conduct the neeting. This should be done outside the


ana


mai n cl assroom and apart fromthe Managenent Committee. The ot her
role players should not be able to see each other's briefs or to
overhear their conversations.

Distribute a copy of Handout 1 to each of the renmining trainees
and tell themthat they are to act as observers of the forthcom ng
si nul at ed neeti ng.

VWiile the role players are 'thinking thenselves into' their roles,
the remaining trai nees should study Handout 1 and note down some of
the potential conflicts that they notice as being inherent in the

si tuati on.

Warn the observers that during the sinulated neeting they should
observe the proceedings carefully and in particular be prepared to

comrent on the foll ow ng points:

- Was the meeting successful, in that it achieved the objective as
stated at the end of Handout 1?

- Did the nenbers of the Managenent Conmittee appear to have con-
si dered what m ght be the objectives of the individuals and or-
gani sati ons whose co-operative they needed? Did they appear to
have consi dered these possibly conflicting objectives when com

menting on the representative's views or asking for their hel p?

- Were the representatives of organisations other than the co-op-
erative apparently concerned for their personal interests, the
narrower interests of their own organisation or for the welfare

of the farmers whomthe proposed schene is designed to hel p?

- Was the neeting effectively chaired, in that an appropriate
anount of tine was devoted to each individual's responsibilities
and problens and time was not wasted on unnecessary debate or
argunent ?

Arrange a table and seven chairs as for a neeting. Ask the role
pl ayers to conme back and to sinmulate the nmeeting. The Managenent
Committee of the society should have nom nated a chairman from
their nunmber. Allow up to thirty mnutes for the neeting and warn

the role players that they only have this much tinme and nust
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attenpt to achieve the stated objective of the neeting in this

tinme

VWhen the nmeeting is concluded ask sel ected observers to conmment on
it along the lines suggested in the questions posed to them before
it took place. The role players should al so be asked to respond to
t he observers' comrents and to comrent on the way in which they
felt they had achi eved their objectives or not, and the way in
which their views were received by the others participating in the

neet i ng.

Ask trainees generally to summari se gui delines for co-ordination

whether it is being promoted through a formal neeting such as they
have just w tnessed or through informal contacts between staff of
various institutions on the job. They should cover the follow ng

poi nt s:

- Individuals and institutions have di fferent personal and insti-
tutional objectives. Woever is attenpting to get their co-op-
eration nmust ensure that whatever they are asked to do satisfies
both their personal or institutional objectives as well as those

of the co-operative or other body.

People will generally work harder if they feel they are going to
get credit for what they have done. A co-operative society mnust
ensure that due credit is given, or will be given, to other in-

di vidual s and institutions who co-operate in their progranmes.

Requests for co-operation can be facilitated by sone form of
horse trading'. A co-operative nanager nay want the |ocal bank
manager to do something for his co-operative, but there is prob

ably sonmething that the co-operative can do for the bank nanager
as well. A mutually satisfactory relationship, with no inbal ance

of obligation, is nore likely to be one that survives.

It is unwise to rely on formal channels and witten documents.
Conmuni cati on shoul d take place informally between individuals,
and at the field |l evel as nuch as or nore than at the head
quarters |evel where the progranme nmay initially be put

t oget her.
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The Background to the Meeting

The Co-operative Society of Villega is about to launch its first credit
schene, to enable its nenbers to finance the change fromtraditional to

hybrid nai ze.

The society has financed this schene with two | oans fromthe Nationa

Devel opnent Bank and fromthe Mnistry of Agriculture.

Under the |l oan conditions the bank and the mnistry are entitled to
send representatives to i nspect the society's books and attend its
neeti ngs. The bank has designated one of its officials to supervise the
project and he will initially guide the schene's manager, cashi er and
book- keeper in the adm nistrative procedures, as an additional support
to their initial training. The mnistry has nade avail abl e the services
of the local agricultural extension office and an officer has been ap-

poi nted to supervi se technical aspects of the schene.

The society has also arranged with the mnistry that i nput supplies
will be nade available in kind to farners at the mnistry's depot in
the centre of Villega. Input supplies will be nade avail able as farners
need them over a period of three nonths fromearly Decenber unti

February, when planting is conpleted. Farners will repay their loans in
kind to the society's marketing departnent, which will deduct |oan re-
paynments fromthe proceeds of farners' sales to the society and forward
themto the | oan departnent. Loans are scheduled to be repaid in ful

in alunmp sumin | ate Septenber, ten nonths after the begi nning of the

project, when the crop is harvested.

The society has asked all individuals who are involved in co-ordinating
the schene to attend a neeting to finalise arrangenents and co-ordi nate
the project's tinetable. The purpose of the neeting is to establish
what each institution is commtted to, and when the various stages in

the project will be reached. The agenda i.s as foll ows:



El ect a chai r nan.

Determ ne the duties of all institutions involved in the schene.

Each menber of the neeting will make a short statenent describing

his role as he sees it.

Set an overall tinetable for the schenme, giving the sequence of
events and relating outside institutions' activities to them and

reach agreement on the nature and extent of these activities.
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Managenent Comnmittee of the |loan Schenme
You are aware of the need for co-operation and assi stance from out si de
institutions to ensure the success of the | oan scheme. You are anxi ous
to do all you can to further co-operation. At the sane tinme you are
fairly confident that the schene is well-organised and the staff know
their jobs, and you do not want to see too nuch interference from out-

side in the day-to-day running of the operation

You realise that the supply of inputs is crucial to the success of the
schene and are anxious to discover if there is anything you can do to
ensure pronpt and adequate supplies for borrowers, especially as Mnis-

try depot supplies in the past have been irregular and i nsufficient.

Your second nayor concern is that borrowers nay try to evade repaynent
by selling through other outlets than the society. You wish to try to
persuade the narketing departnent to gi ve advance warni ng by keeping

track of borrowers' sales |evels.
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You have agreed to support the society's | oan schene by maki ng direct
paynents into it fromthe proceeds of farners' sal es through your de-
partnent. As a co-operative official, you have an interest in the suc-
cess of the | oan schene, and you have gone through a lot of trouble to
set up administrative arrangenents to identify, and nake paynents on
behal f of, farmer borrowers. Harvest is your busiest tine so it has

i nvol ved speci al staffing arrangenents.
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You have been instructed to co-operate with the schenme to supply inputs

- seed, fertilizer and pesticide - to borrowers under the new schene.

You have had trouble getting regular deliveries of these supplies in
the past. Your attitude is rather sceptical. You doubt whether supplies
will be any easier to obtain fromthe mnistry's head depot (sinply be-
cause the mnistry is supporting the schene), but you think it nay
possi bly be a useful weapon in your own continual battle to ensure reg-

ul ar supplies.

You need to give the head depot at | east six weeks' notice of your re-
qui rements. This means that in order to supply the society's borrowers
you will need to know their requirenents six weeks in advance, other-

wi se there is no chance of supplies being avail able by a specific tine.

You have agreed to a voucher schene for the supply of inputs to indi-
vidual farners, whereby you will accept vouchers issued by the | oan
schene from farners and redeemthem fromthe society. You wish it to be
clearly understood that while you will support this systemand will not
give farners cash for these vouchers, equally you are not going to be
responsi bl e for any checking on the identity of farmers presenting
vouchers. You are also not entirely confident of the society's |ong-
termsecurity, since so many co-operative societies have had financia

difficulties. You want to make it quite clear that if the society has
difficulty in redeening the vouchers you and your depot will in no way
be hel d responsi bl e. You have quite enough custonmers who pay cash for
their supplies, and you really prefer sinple cash transactions to al

the adnministrative conplications of a voucher scherme.
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Handout 5

Mnistry of Agriculture Agricultural Extension ffjcer

You have been appointed to supervise the technical aspects of the
schene. You are concerned about the | evel of expertise anong potenti al
borrowers because you know that simlar schenes have run into diffi-
culties in the past through borrowers' failure to understand the tech-
nical requirenments for successful cultivation of hybrid maize. You w sh
the society to arrange neetings and visits so that you can di scuss
these matters with borrowers and ensure that they are carrying out cor-

rect practices.

You are also effectively the ministry's representative for its
financial interest in the schene, as your supervisor, who is technical-
ly in charge, has asked you to keep an eye on the books on a day-to-day
basis. He will hinself carry out formal inspections so your job in this
respect is informally to help the society set up and follow correct
procedures. This is not really your subject and you are rather relying

on the | oan supervisor fromthe Nati onal Devel opnent Bank to hel p.

You are al so concerned to ensure that correct input supplies are avail -
able fromthe mnistry's depot when needed. You feel that you may need
to assist the society as far as you can by putting what pressure you
can on the official in charge of the depot, whose performance in the

past has not invariably been good.
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Handout €
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As the society has no experience of | oan business you are anxious to
see it start as it ought to go on. The society's secretary and the | oan
schene nanager and his assistants have received basic training in | oan
adm ni strati on and record-keepi ng but you are concerned that they have
no real life experience of these activities and you wi sh to be as hel p-
ful as possible wthout appearing to be taking over fromthem You feel
l'ike this partly because you want your institution to get its noney
back, and partly out of general goodwi |ll to the project, which you

think is a sensible and npdest one.

You wi sh to nake yourself available to advise on | oan applications, as
well as to carry out your duty of attendi ng neetings and inspecting the
books, and you are also willing to help the society in its general task
of educating borrowers in their part in |oan procedures and sinple re-

cor d- keepi ng.

You are a busy man and you need to know when all these activities

shoul d be tined so that you can nmke yoursel f avail abl e when necessary.
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SESSION 14 1
PROMOTI NG SAVI NGS AND CRFDI T SCHEMES
hjective To enable trainees to identify the various ways in which
savi ngs and credit schemes can be brought to the atten-
tion of those whomthey are intended to benefit and
ot hers whose opi nions may be val uabl e.
Tine One and a hal f hours.
Session Quide
1) Ask trainees what else is needed in order to ensure that the

pl anned nunbers of menbers take up opportunities for saving or bor-
rowi ng through a newy introduced schene, other than that the

schene should be well planned and organi sed.

It is vital that the schene should be avail able to nenmbers in

pl aces where they can easily have access to it.

It is vital that they should have information about it.

It is wvital that they should be persuaded to save or borrow

nmoney t hrough the schene.

Stress that although nany co-operative savings and credit schenes
m ght appear to their sponsors to be clearly beneficial to bor-
rowers or savers, and therefore not to be in need of pronption

even a gift needs to be brought to the attention of those for whom
it is intended and they need to be persuaded to take advantage of

it

Refer trainees to Session 2.1 and 3.1. Point out that the conpeti -
tive advantages of co-operative savings and credit schenes nay not
be as apparent to nenbers as they are to their sponsors. Low
interest rates and nodest security requirenents do not necessarily
conpensate for slow decision-meking, tied use of funds through in

ki nd di sbursenment or collection or the unfanmliarity of dealing

with formal procedures.



Ask individual trainees to recall their nost recent purchase of
anyt hi ng. They shoul d anal yse the reasons why they purchased this
particul ar product or service. Lead discussion to identify the fo

| owi ng four conponents of any decision to purchase or nake use of a

particul ar service:

- Price: The product or service was available for a price which
appeared reasonable in relation to conpetitive products or ser-
vices and to the benefit which the purchaser was to obtain from
it.

- Place  The product or service was available in a place which was
convenient to the purchaser; the tinme and effort involved in
reaching it appeared reasonable in relation to the benefits to
be obtained. Trainees should, for instance, conpare their wl -
lingness to travel in order to buy a car or a newspaper. Cearly
the nore inportant the purchase the farther they are willing to

travel .

- Product © The thing they were buying had to be of a quality and
reputati on which appeared likely to satisfy the particul ar need

whi ch was being satisfied by the purchase.

- Pronntion: The purchaser had in some way to be nade aware of the
exi stence of the product or service, and of its whereabouts, and
to be persuaded that it was worth buying. This pronotion could
be the result of seeing sonething which was already famliar, an
attractive package or advertisenments, word of nouth information

or other sources of data which led ultimately to a purchase.

Poi nt out that although co-operative nanagenent nmay feel that a
credit schenme is in sone sense a '"gift' to its nenbers, the nmenber
must neverthel ess decide to 'buy' the schene in that he 'buys' a
parti cul ar package of security, access and interest rate when he
deposits his nmoney, or a particular package of finance, inputs and

servi ces when he applies for a |oan.

Savings and credit nust be narketed |ike any other product or ser-

Vi ce.

Ask trainees to suggest how t he nmanagers of a co-operative savings
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and credit schene can 'nmarket' the schene, in the sane way as a

product is successfully nmarketed, as discussed in 3) above.

Ask themto identify each of the 'four Ps' which were identified in
3).

Price: The price of a credit or savings schene is the interest

rate that is given to savers or charged to borrowers.

- Place: The place of a credit or savings schene is the way in
which it is "delivered to savers or borrowers; that is, the |o-
cation of the branches or the availability of on-the-farmservi

ces for consultation, assistance with applications, hel pful su-
pervi sion and di sbursenment or collection

- Product © The product is the |Iending scheme itself, including the

techni cal services, the ways in which funds are di sbursed and
collected, and all the operating details of the schene.

- Pronotion: Pronobtion is the way in which the schenme is brought
to the attention of potential savers or borrowers. It is also
the way in which they are persuaded to find out the details of

the service in order to decide whether to save or borrow through
t he schene.

Ask trai nees to suggest one or two pronotion nedia through which
commercial firms bring their products to the attention of consuners
and persuade themto buy them Elicit itens such as newspapers,
radi o adverti senents or posters.

Allow trainees on their own up to fifteen mnutes to wite down as
long a list as they can of pronotional nedia which may be used to
pronote a co-operative savings and credit schenme. They should in-
clude nmedi a which mght be applicable for a schene offered at a na-
tional, a regional or a local |evel.

When trai nees have conpleted their list or fifteen m nutes have
el apsed, ask individual trainees to nmake one suggestion and go
round the group until their ideas have been exhausted. The fol -
lowing itens at | east should have been included, given that they
are available in trainees' countries:



Medium

Advantages

Disadvantages

Television
Announcements

Graphic and immediate

Expensive and seen only
by rich urban minority

Radio
Announcements

Immediate and broad
coverage

Non-local and of little
lasting impact

Newspaper
Advertisements

Detailed, likely to be
kept and can be provided
on a given day

Reaches only the liter-—
ate minority, not avail-
able on a local basis

Specialised

Influential, likely to

Available only to the

Journals be kept, reaches a spe- literate minority, gen-
cific interest group erally expensive and

with a small circulation

Posters Can be put 1in an exact Superficial, can have a

location, can have
strong 1mmediate impact

bad 'image', give little
detailed information

Free Editorial
Publicity

No cost, influential and
high credibility

Cannot be relied on,
reaches only a literate
minority, may be dis-
torted by editors

Mobile Cinema

High impact, locality

specific

Expensive, and slow to
cover a large area

Traditional
Drama

High impact, cheap and
local

Limited coverage, may
fail to achieve the ob-
jective or be misunder-
stood

Co~operative

Inexpensive, addressed

'Preaching to the con-

Society to those who are directly|verted', slow to cover a
Meetings interested, full details |wide area

can be given
Other Organisa- Wide outreach, local, May be irrelevant and

tions' meetings

cheap

ignored or misunderstood

Open
Assemblies

Immediate i1mpact, can be
followed up personally,
attracts those who are
marginally interested

May be misinterpreted,
open to political 1in-
fluence, audience can-
not be specified

Word-0f-Mouth

Personal, can lead to
actual negotiations and
two-way communication

Slow, limited coverage
and expensive per con-
tract
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Ask trainees to suggest the advantages and di sadvant ages of each
medi um and sunmmari se themin two colums agai nst the particul ar
medi um as above. The above suggestions are only one set of possible
conments but trainees should come to appreciate the 'trade-off' be-
tween the highly individual personal contact of word-of-muth in-

formati on and the mass-nedi a, one-way, sinple nessage content of
newspapers or radio.

Ask trainees to suggest who el se, apart from prospective borrowers
they might wish to informabout a co-operative savings and credit

schene. Elicit suggestions as foll ows:

Staff of other organisations with which the co-operative schenes

nust be co-ordi nat ed.

Staff of the departnment of co-operatives whose approval is es-

sential for government support.

Government staff in general who nmay be influential in supporting
or failing to support the co-operative sector or a particul ar

soci ety.

Bankers at all levels, who nay have sone influence over the pro-

vision of funds to a co-operative society.

For ei gners who may have sone influence over the allocation of
foreign assistance funds of technical advisory services to co-

operative societies.

- Staff of other co-operative societies in order to share usefu

ideas and initiatives and possibly to encourage their staff to

consi der noving to your society.

- The general public whose approval of the co-operative sector is

vital to the long-termsuccess of its activities.

Show that while sonme of the nedia nentioned above may not be appro-
priate for nenber/borrowers, they may be worth consi deri ng because
of their inmpact on other indirectly connected but nonetheless im
portant groups. Free editorial publicity in particular can be easy
to obtain and very useful to a society which wishes to keep its

nane and innovative activities in the public eye.



Ask trainees to describe ways in which their own societies pronote
their savings and credit schenmes, or any other of their activities
and services to nmenbers. Encourage di scussion by posing the foll ow

i ng questions:

Are all nenbers and potential nenbers aware of the advant ages
they might gain from belonging to the society and/or nmaking ful

use of its services? How mght they be nade so aware?

Are there ways in which organisations or individuals outside the
society and its nenbership could be nore positive in their as-
si stance and encouragenent of its activities, and could their
goodwi I | be nore actively solicited through one or nore of the

pronotional nedia di scussed?

Do societies, when introduci ng new savings and credit schenes or
ot her services, generally rely on routine society neetings and
wor d- of -mout h contact to bring the schenes to the attention of

menbers, or do they allocate tinme and resources to pronotion?

Trai nees may feel that advertising and pronotion are in some way
the tools of private profit-making conpani es, and that a co-opera-
tive society which is acting in the interests of its nenbers should

not have to nmake use of them

Stress that information is an essential conponent of any pro-
gramme. Co-operative staff are doing thenselves and their nenbers a
disservice if they fail to consider, and where appropriate to nake
use of, suitable pronotional nedia in order to i nform and persuade

menbers about services which are in their interest.
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SESSION 15,1
ACTI ON COVM TIVENT

(hiective: To enabl e trainees to apply what they have | ear ned
about rural savings and credit to their own situation,
and, if they are already involved in any formof co
operative savings and credit schenme, to develop a so-
lution to a specific problemwhich is facing them at
the moment in this area

Tine: Dependi ng on the nunber of trainees, but at least fif-
teen mnutes per trainee.

: . i de

1)  Trainees shoul d throughout the course have been remi nded that the

purpose of this or any other co-operative training course is not to
enable themto recite rules, carry out calcul ations or pass exam n-

ations, but to manage co-operative enterprise nore effectively.

In order to ensure that the link fromthe classroomto reality is
never forgotten, trainees should have been asked throughout to ap-
ply what they are learning to their own situations, or to sone as-
pect of the situation they believe they will have to face when they

have conpl eted their training.

They shoul d have been asked to identify a particular problemto
whi ch sonme aspect of the course appears to be especially rel evant
and to determ ne specifically how they will deal with this problem

on their return to their jobs.

Probl ens sel ected by trainees will obviously differ according to
their responsibilities and the nature of the difficulties facing
their societies, but they should be asked to note down their action

commitnent in the follow ng way:

a) A statenent of the problem

b) A statement of its sol ution.



c) A statement of a specific and neasurable stage in that sol ution
which will have been reached by a stated date not nore than

twel ve nonths after the end of the training progranme.

d) ldentification of any problens they may have in 'selling the
solution to nmenbership, to society managenent staff and to
authorities outside the society, together with suggestions as
to how they will overcone any objections which appear to stand

in the way of putting their solution into practice.

A typical action conmitment might be noted as foll ows:

Problem Menbers' |oan applications are taking so long to process
that when | oans are eventually approved the planting tinme has
passed. Menbers have therefore lost faith in the co-operative's
credit schene and have returned to traditional noney-Ilenders for

their seasonal credit needs.

Solution:' | shall design a package | oan schenme based on a one- hec-
tare planting of hybrid naize, which is the nbst common crop in our
society. | shall carry out research into present and recomended
cul tivation practices and nenbers' resources and constraints, and

base the package on the nost acceptabl e conprom se.

Iine: Having carried out the necessary research, | shall present
the new schene to the credit and savi ngs sub-conmittee at the nee-
ting on Cctober 1; the schenme will be introduced in January on a

01 b Lt e s T e e ey ok 31t

Selling: A nunber of nenbers of the society, who are well represen-
ted on the conmittee, are the larger-scale farnmers in the area and
their specialised credit requirenents have been satisfactorily net.
They are likely to resist any attenpt to divert funds to the ngjo-

rity of the nore needy nenbership

| shall encourage the nore influential snall-scale menbers to | obby
the nore synpathetic nenbers of the conmittee on behal f of ny sug-
gestions. | shall obtain support fromthe co-operative bank for ny
suggestions so that they will advance us further funds for on-1len-

ding in such a way that the larger-scale nenbers will still receive
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what they need and extra funds will be avail able for the new

package schene.

If time allows divide the trainees into groups of three. Each
trai nee should be given a mininmumof thirty mnutes for himto de-
scribe his problem and suggest his solution to the other two mem

bers and for themto conment on and suggest inprovenents to it.

Regar dl ess of whet her the group discussions have been possible or
not, each trainee should be given a minimumof fifteen nmnutes in
which to present his problemand solutions to all the other
trai nees under the four headings outlined in 2). Wthin these fif-
teen mnutes sone tine should be allowed for comments and di s-

cussi on.

Trai nees who are nanagers of a society nay feel it is unnecessary
for themto "sell' their ideas within their own society but they
shoul d be warned that it is as necessary to persuade subordi nates
to do sonething new as it is to persuade superiors to allow it.
Peopl e who do things they do not believe in because they have been

ordered to do so are not likely to do themeffectively.

Trai nees shoul d be encouraged to neet one another at work after the

course, and the instructor should also attenpt to visit or other-

vise contact each trainee around the time he or she has specified as that by which a certain measurable stage in the action commit-

ment will have been achieved. |f possible a reunion of all trainees
may be arranged at which trai nees can descri be how far they have
succeeded in inplenenting their plans, and may share probl ens they

may have experienced.





