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NOTE:	Much	of	the	evidence	in	the	following	comes	from	the	intensive	review	of	the	literature	on	
financial	institutions	by	Desai	and	Mellor	(cited	in	the	references)	and	recent	follow-up	by	Mellor,	Desai	
and	their	collaborators	to	ensure	that	the	findings	are	up	to	date.	The	period	of	rapid	expansion	of	
agricultural	financial	institutions	in	Asia	was	in	the	two	decades	preceding	that	study.	

	

	

PREFACE	–	WHAT	CAN	A	FOREIGNER	ADD	TO	THE	DISCUSSION	IN	ETHIOPIA	OF	SUPPLYNG	CREIDT	TO	
THE	SMALL	COMMERCIAL	FARMER	

A	foreigner	who	knows	the	history	of	credit	to	the	small	commercial	farmer	in	his	own	country	and	has	
done	vast	amounts	of	research	on	such	systems	in	Asian	and	African	countries	can	bring	valuable	central	
tendencies	from	other	countries.	That	information	is	useful	in	drawing	basic	principles	that	hold	up	
across	all	countries.	My	paper	at	the	forum	last	January	tackled	this	relatively	easy	part.		

The	more	difficult	part	is	venturing	into	trying	to	understand	the	existing	institutional	structures	and	
their	historical	evolution	in	Ethiopia	and	how	international	experience	fits	into	that	experience	and	from	
that	diagnosing	what	should	be	done	to	achieve	national	objectives.	I	take	up	this	more	difficult	problem	
in	this	paper.	I	concentrate	on	principles	from	international	experience	but	have	tried	to	learn	a	few	
basics	about	institutional	structures	in	Ethiopia.	I	have	been	guided	by	my	understanding	the	Federal	
Cooperative	Agency	is	considering	a	role	for	the	Multi-Purpose	Cooperatives	in	credit	provision	to	the	
small	commercial	farmer,	who	are	there	core	membership,	and	at	the	same	time	are	cognizant	of	the	
success	of	the	RUSSACO’s	in	lending	to	agriculturalists	and	most	important	have	achieved	very	high	



2	
	

repayment	rates.	I	start	with	a	discussion	of	the	role	that	might	be	played	by	the	RUSACCO’s	basing	that	
on	international	best	practices.	If	I	have	succeeded	in	this	effort	it	can	at	best	takes	us	a	short	distance	
into	the	institutional	structures	and	leaves	the	bulk	of	the	task	to	be	taken	up	by	personnel	of	the	MPC	
and	the	RUSACCO’s.	We	know	from	experience	that	will	a	difficult	task	best	dealt	with	by	in	depth	prior	
thought	and	then	by	experimentation.	

A	PRELIMINARY	NOTE	ON	HOW	THE	RUSSACCO’S	CAN	PLAY	A	ROLE	IN	PROVIDING	CREDIT	TO	THE	
SMALL	COMMERCIAL	FARMER.	

The	objective	of	this	discussion	is	modifying	existing	institutional	structures	to	provide	on	a	national	
scale	sufficient	agricultural	credit	to	the	small	commercial	farmer	for	meeting	national	agricultural	
growth	and	poverty	objectives.	Modifying	existing	institutional	structures	is	seen	as	a	time	saving,	cost	
effective	means	of	reaching	this	objective.	The	main	text	of	this	paper	gives	specific	lessons	drawn	from	
international	experience	and	in	the	appendix	are	sample	budgets	for	the	primary	lending	units	of	the	
multi-purpose	cooperatives	that	can	serve	as	a	template	for	the	RUSSACO’s	if	they	expand	into	lending	
to	the	small	commercial	farmer..	

Favorable	Features	of	RUSSACO’s	and	Multi-Purpose	Cooperatives	

RUSSACO’s	already	have	a	substantial	rural	presence	with	an	effective	local	system	for	making	and	
ensuring	repayment	of	loans	to	rural	people.	These	are	critical	requirements	of	an	effective	agricultural	
credit	system.	They	represent	an	important	base	to	build	upon.	However	repayment	depends	on	small	
group	social	cohesion,	member	savings	being	a	large	part	of	the	loan	pool,	and	small	size	of	loan.		The	
RUSSACO’s	also	have	the	legal	and	institutional	constructs	for	mobilizing	deposits.	This	is	a	critical	means	
of	providing	sufficient	scale	to	cover	the	required	overheads	of	an	agricultural	loan	officer.	However	the	
primary	clientele	are	those	with	land	holdings	much	smaller	than	those	of	the	small	commercial	farmer.		

The	Multi-Purpose	Cooperatives	have	precisely	the	membership	base	that	must	be	reached	by	a	
production	growth	oriented	agricultural	credit	system.	They	also	have	an	institutional	structure	at	the	
Kebela	level,	the	key	administrative	unit	for	convenient	access	by	farmers.	The	management	
committees	that	form	that	structure	provide	the	basis	for	community	pressures	to	ensure	repayment	
and	for	providing	critical	women’s	participation	on	loan	committees.	They	also	have	a	substantial	
fertilizer	distribution	system	that	provides	the	basis	for	scale	economies	for	supporting	the	critical	
agricultural	loan	officer.		

The	critical	issue	is	how	to	join	the	favorable	features	of	the	two	institutional	structures	to	achieve	the	
objective	of	national	coverage	with	essential	scale	economies	and	high	repayment	rates.	

Relevant	International	Experience	

The	body	of	this	paper	is	replete	with	examples	of	international	experience	that	provide	key	guidelines	
for	developing	a	system	that	builds	on	the	Multi-Purpose	Cooperative.	There	are	no	large	scale	
examples	of	successful	institutions	designed	to	reach	the	poor	that	are	also	effective	in	reaching	the	
small	commercial	farmer.	The	main	text	explains	why	this	is	the	case.	Thus,	for	Ethiopia	to	build	from	
the	RUSSACO’S	lending	programs	a	joint	effort	by	the	Multi-Purpose	Cooperatives	and	the	RUSSACO’s	
will	be	a	pioneering	effort.	There	is	however	considerable	evidence	that	can	be	drawn	upon	to	make	this	
a	successful	effort.	That	is	delineated	in	the	following	pages.	The	closest	to	joint	operation	would	be	
Bangladesh	which	operates	parallel	structures	out	of	the	same	apex	body.	
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OVERVIEW	

The	small	commercial	farmer	(SCF)	(mostly	1	to	5	hectares)	provides	the	bulk	of	the	agricultural	growth	
required	to	meet	Ethiopia’s	vision	(middle	income	by	2025)	through	the	Agricultural	Development	Led	
Industrialization	Strategy	(ADLI.)	These	farmers	represent	about	40	percent	of	the	rural	population	and	
produce	about	80	percent	of	the	agricultural	output.	Farmers	under	half	hectare	are	about	equal	in	
number	but	produce	only	10	percent	of	agricultural	output.		

It	is	increasingly	clear	that	while	the	SCFs	are	not	poor	their	rate	of	output	growth	is	markedly	
constrained	by	lack	of	credit	(see	the	Focus	Group	report,	IFPRI	research,	and	experience	of	Asian	
countries,	below).	Credit	becomes	important	to	the	SCF	as	growth	switches	from	the	past	sources	of	
increased	intensity	of	traditional	practices	to	improved	seed	and	consequent	large	increase	in	purchased	
inputs	and	the	many	other	investments	needed	for	modernization.	

In	Ethiopia	the	RUSSACOS	are	a	highly	successful	institution	reaching	the	relatively	lower	income	rural	
people	with	saving	and	lending	operations.	However	no	country	has	succeeded	in	combining	systems	
that	work	for	poor	people	with	the	very	different	systems	required	for	reaching	the	SCF.	The	RUSSACO	
bring	institutional	structures	that	reach	large	number	of	relatively	low	income	rural	people	and	they	
have	a	high	repayment	rate.	The	latter	has	been	difficult	for	other	types	of	lending	institutions	to	
emulate.	The	challenge	for	the	RUSSACOs	will	be	to	extend	that	success	to	the	quite	different	clientele	
of	the	small	commercial	farmer	with	socially	less	cohesive	membership	groups,	much	larger	loans,	
repayment	influenced	substantially	by	whether	the	loans	have	been	for	technically	profitable	
operations.	The	latter	objective	is	normally	reached	by	employing	agricultural	loan	officers	at	the	group	
level.		

Two	of	the	clear	but	conflicting	principles	from	international	experience	are	the	importance	of	finance	
system	branches	being	convenient	to	farmers	and	hence	geographically	close	to	the	farmer	and	the	
need	for	increasing	the	size	of	operations	so	as	to	cover	the	significant	fixed	costs	of	an	effective	credit	
program.	Being	close	to	farmers	means	branches	at	the	Kebela	level,	but	that	restricts	the	number	of	
farmers	served	and	hence	constrains	the	scale	of	operation.	Most	financial	systems	for	the	SCF	have	
large	numbers	of	branches	covering	small	geographic	areas	and	then	combine	a	variety	of	activities	in	an	
attempt	to	achieve	scale	economies.	RUSSACCOS	have	been	successful	at	bridging	that	gap,	partly	by	
including	savings	and	lending	operations	thereby	attaining	substantial	scale	economies.		

Combining	the	marketing	and	finance	functions	in	the	same	institution	is	a	particularly	effective	means	
of	meeting	the	scale	problem	and	is	widely	practiced.	In	Ethiopia,	multi-purpose	cooperatives	have	a	
major	advantage	in	achieving	a	rapid	expansion	of	credit	to	the	SCF	because	they:	(1)	already	have	the	
SCF	clientele	–	the	average	size	of	farm	of	members	is	slightly	less	than	two	hectares,	in	the	middle	of	
the	one	to	five	hectare	range;	(2)	have	institutional	structures	(the	primary	cooperatives)	at	the	Kebela	
level,	the	ideal	geographic	area	for	a	credit	system;	(3)	because	of	the	small	geographic	area	they	often	
fail	to	achieve	adequate	scale	of	operation;	(4)	have	some	experience	already	in	lending	to	the	SCF	and	
can	learn	from	that	experience;	(5)	have	a	tiered	structure	that	can	provide	scale	economies	of	
accounting	and	oversight;	and	(6)	have	an	existing	structure	for	providing	local	farmer	input	and	the	vital	
women’s	participation	in	decision	making	through	farmer	committees	at	the	primary	cooperative	level.		
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Thus	the	multi-purpose	cooperatives	tend	to	deal	with	the	scale	problem	with	quite	different	
approaches	compared	to	the	RUSSACOs.	Ideally	those	approaches	could	be	combined	to	provide	a	
major	scale	advantage.	

The	main	negative	feature	of	the	multi-purpose	cooperatives	is	that	they	have	already	had	substantial	
lending	programs	to	farmers	and	they	have	generally	been	terminated	because	of	very	poor	repayment	
rates.	Later	sections	of	this	paper	deal	with	means	that	other	countries	have	found	for	solving	the	
repayment	problem	in	the	context	of	multi-purpose	cooperatives.	Learning	from	the	RUSSACOs	also	
offers	an	important	potential.	

Several	countries	have	multi-purpose	cooperatives	as	the	core	of	their	financial	system	for	the	SCF,	
including	Thailand,	South	Korea,	and	India.	These	are	described	in	a	later	section	of	this	paper.	

International	experience	tells	us	that	the	critical	issues	if	multi-purpose	cooperatives	are	to	provide	the	
institutional	structure	for	agricultural	finance	systems	are:	(1)	how	to	differentiate	the	finance	functions	
from	the	marketing	functions,	and	particularly	the	quite	different	accounting	functions;	(2)	how	to	
achieve	scale	economies	for	supporting	a	full	time	technically	competent	agricultural	loan	officer	at	the	
Kebela	level;	(3)	how	to	mobilize	the	system	to	ensure	universal	repayment	rates	on	loans;	(4)	how	to	
mobilize	deposits	as	a	further	means	of	spreading	overhead	costs.	

The	critical	issues	for	RUSSACOs	are	how	to	preserve	the	success	with	lending	to	low	income	members	
with	a	quite	different	clientele	of	the	small	commercial	farmer.	The	objective	would	be	to	maintain	the	
outstanding	favorable	features,	incorporate	new	features	suitable	to	the	small	commercial	farmer	
without	losing	the	important	function	of	serving	low	income	rural	people.	That	is	a	difficult	balancing	
act.		

INTERNATIONAL	HISTORICAL	BACKGROUND	

To	understand	international	experience	it	is	necessary	to	understand	how	the	various	systems	evolved.	
In	the	early	development	of	agriculture	in	the	US,	Japan,	and	Europe	in	the	late	19th	and	early	20th	
century.	The	agricultural	focus	was	implicitly	on	the	SCF.	They	were	recognized	as	the	major	
determinants	of	production	growth	and	were	of	course	the	politically	most	influential	rural	people.		

There	were	rural	poor,	but	for	political	as	well	as	economic	reasons	they	were	not	the	focus.	As	a	result	
when	the	new	institutions	for	technological	change	were	introduced	they	focused	without	question	on	
the	SCF.		As	it	became	recognized	that	farmers	(implicitly	the	SCF)	required	credit,	all	countries	
developed	specialized	agricultural	credit	systems,	usually	in	the	cooperative	mode.	Typically,	the	US	
developed	the	Farm	Credit	System	in	the	1920’s	and	1930’s,	starting	with	government	capital	and	
management	but	quickly	becoming	farmer	owned	and	farmer	managed.	It	was	initially	patterned	after	a	
system	in	colonial	India.	

As	attention	turned	after	World	War	II	to	the	ex-colonies	of	Asia	the	focus	was	again	implicitly	on	the	
small	commercial	farmer.		After	the	land	reforms	in	several	Asian	countries,	they	were	all	dominated	in	
terms	of	output	by	the	SCF,	the	area	of	farm	varying	with	irrigation,	land	productivity,	population	
density	and	similar	factors,	but	generally	averaging	in	the	range	of	one	or	two	to	ten	to	twenty	hectares.	
There	was	explicit	concern	for	poverty	reduction,	but	it	was	assumed	that	when	agriculture	prospered	
poverty	would	decline.		
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As	modernization	proceeded	most	Asian	countries	started	specialized	agricultural	finance	systems,	
patterned	significantly	on	those	of	the	high	income	countries,	though	some,	like	India	had	operating	
agricultural	finance	systems	dating	from	the	early	1920’s,	preceding	that	of	the	US.	As	stated	above	
several	countries	built	these	systems	in	the	context	of	multi-purpose	cooperatives.	When	the	“green	
revolution”	of	high	yield,	high	input	agriculture	arrived,	the	institutional	structures	were	largely	in	place,	
including	the	financial	systems.	And	so	the	“green	revolution”	spread	rapidly	and	broadly.		

However,	unlike	in	the	similar	stage	of	development	in	the	then	high	income	countries,	an	explicit	
concern	for	poverty	reduction	documented	that	the	direct	benefits	of	the	green	revolution	were	going	
to	the	SCF’s	who	were	not	poor.	Similarly	it	was	noted	that	the	credit	programs	were	going	to	farmers	
who	were	not	poor	and	roughly	in	proportion	to	their	size	of	holding.	The	rich,	a	common	major	
exaggeration	of	the	incomes	of	the	small	commercial	farmers,	were	the	beneficiaries,	not	the	poor.	

	It	turned	out	that	the	benefits	to	the	poor,	through	employment	and	to	a	lesser	extent	through	lower	
prices,	were	indeed	substantial,	but	because	they	worked	through	expenditure	patterns	they	were	
delayed.	The	poverty	reduction	which	was	immense	(comparable	to	that	of	Ethiopia	in	the	last15	years)	
started	a	few	years	after	the	onset	of	the	green	revolution.	The	data	were	increasingly	clear	that	when	
agricultural	production	grew	rapidly,	driven	by	the	SCF,	poverty	declined,	but	with	a	lag.		

In	the	meantime	focus	turned	heavily	to	criticism	and	to	some	extent	withdrawal	of	foreign	aid	to	the	
credit	systems.	There	was	little	impact	of	the	turn	of	foreign	aid	against	these	institutions	in	Asian	
countries	that	already	had	systems	reaching	the	small	commercial	farmer.	As	will	be	discussed	later	the	
negative	impact	in	Africa,	which	was	generally	lacking	finance	systems	for	the	SCF,	was	substantial.	

In	Asia,	in	response	to	the	poverty	concerns,	two	thrusts	occurred:	(1)	continuation	of	the	finance	
systems	for	the	SCF,	and	(2)	concurrent	development	of	systems	of	finance	designed	specifically	for	the	
poor.	The	Grameen	Bank	in	Bangladesh	soon	served	as	the	model	for	other	countries.	In	Asia,	the	micro-
credit	institutions	were	specialized	to	the	needs	and	conditions	of	the	poor,	especially	poor	women.	
They	were	an	addition	that	complemented	the	systems	for	the	SCF.	Their	membership	functions	and	
their	means	of	ensuring	high	repayment	rates	differed	from	those	of	the	multi-purpose	cooperatives.	

In	Africa,	and	a	few	Asian	countries	that	lagged	in	development,	the	SCF	systems	were	missing,	and	so	
only	the	micro	credit	for	the	poor	developed.	The	SCF	was	left	without	a	financial	system.	As	one	looks	
ahead	it	is	important	to	see	the	complementarity	of	the	two	systems,	one	for	the	SCF	and	the	other	for	
the	poor.	One	important	benefit	of	the	rise	of	micro-credit	was	reducing	the	pressure	on	the	finance	
institutions	for	the	SCF	to	concurrently	cover	the	entirely	different	conditions	of	the	rural	poor.	Of	
course,	the	latter	may	also	have	an	agricultural	impact,	particularly	for	smallholder	livestock	with	the	
heavy	input	of	women	in	that	enterprise.	

The	rapid	spread	with	large	scale	foreign	assistance	of	micro	credit	had	the	following	characteristics:	(1)	
they	were	membership	organizations,	with	substantial	homogeneity	amongst	the	members,	generally	
poor,	generally	of	the	same	social	class,	very	often	poor	women;	(2)	savings	were	the	essential	element	
–	first	save,	then	borrow,	from	the	collective	savings;	(3)	group	guarantees	worked	because	of	the	small	
size	of	loans,	the	social	cohesion,	and	most	important,	borrowings	were	from	the	groups	collective	
savings;	(4)	the	systems	had	high	fixed	costs,	often	subsidized	by	foreign	aid.	
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In	Asian	countries	there	was	no	gap	for	the	SCF,	those	institutions	already	existed.	However,	they	often	
had	lax	administration	associated	with	rapid	expansion,	resulting	in	low	repayment	rates,	and	political	
interference	that	also	resulted	in	low	repayment	rates.	Where	there	was	a	lack	of	political	interference,	
discipline	in	lending,	with	an	agricultural	loan	officer	and	profitable	loans,	repayment	rates	were	high.	

The	result	of	all	this	was	in	African	countries	micro	credit	developed	and	grew	rapidly	with	foreign	
assistance.	Systems	for	the	SCF	tended	to	have	very	limited	coverage,	to	be	short	of	funds,	and	often	
also	with	lax	administration	particularly	with	respect	to	repayment.	

In	general,	those	running	micro	credit	systems	have	been	opposed	to	pushing	loans	up	to	the	SCF	since	
it	has	been	recognized	that	the	loans	would	be	larger,	with	lower	costs,	and	require	entirely	different	
repayment	regimes,	and	that	more	technical	knowledge	would	be	needed	to	make	repayable	loans.	The	
push	towards	the	SCF	was	seen	as	trying	to	fill	two	quite	different	functions	with	the	same	institutional	
structure.		

The	one	case	in	which	the	micro	credit	system,	the	Grameen	Bank	in	Bangladesh,	was	pushed	to	extend	
to	the	SCF,	it	was	decided	to	set	up	a	parallel	organization	for	the	SCF	and	to	run	it	differently	to	micro	
credit.	Operating	the	two	structures	in	parallel	in	Bangladesh	is	the	one	case	that	should	be	looked	at	in	
the	context	of	developing	in	Ethiopia	a	complementary	relation	between	lending	to	the	poor	and	to	the	
SCF	–	the	complementarity	between	the	RUSACCOs	and	the	Multi-purpose	cooperatives.	

II	CHARACTERISTICS	OF	THE	SMALL	COMMERCIAL	FARMER	

The	ADLI	strategy	focuses	on	achieving	a	high	growth	rate	in	agricultural	production	–	the	PIF	
documents	that	at	eight	percent,	well	above	the	CAADP	target	of	six	percent.	To	achieve	that	target	
emphasis	is	given	to	the	assured	rainfall	areas	that	are	most	responsive	to	modern	yield	increasing	
technology	–the	focus	of	AGP.		

The	PIF	documents	that	a	high	growth	rate	was	achieved	for	some	years	after	1995	from	intensification	
in	traditional	techniques	but	that	that	approach	had	about	run	out	and	the	switch	had	to	be	made	to	
yield	increasing,	high	input	technologies	based	on	improved	crop	varieties	and	rapid	growth	in	fertilizer	
use.	The	government’s	strategy	is	consistent	with	that	documentation.	

At	traditional	levels	of	productivity	it	requires	one	hectare	of	land	to	provide	sufficient	income	to	
support	a	family	at	the	poverty	line.	Thus	farms	smaller	than	that	will	in	general	have	to	have	significant	
off-farm	income	to	survive.	The	Small	Commercial	Farmer	(SCF),	in	the	size	range	between	0.9	and	5	
hectares	farms	75	percent	of	the	arable	area	and	with	higher	than	average	yields	produces	on	the	order	
of	80	percent	of	agricultural	output	(Annex	Table	1.)	The	bulk	of	growth	must	come	from	this	group	of	
farmers.		

If	half	the	farms	in	the	range	0.52	–	0.9	hectares,	that	is	roughly	those	over	0.75	hectares	increase	yields	
in	line	with	current	recommendations,	they	become	SCF	farms,	providing	at	least	the	poverty	level	of	
income	and	marketing	on	the	order	of	one-third	of	output	to	cover	the	cost	of	non-food	items	in	their	
poverty	level	of	income.	That	becomes	the	expanded	target	for	financial	services	to	the	SCF,	covers	over	
82	percent	of	the	land,	85	percent	of	output,	and	includes	about	half	the	rural	population.	

The	Multi-Purpose	Cooperative	membership	averages	just	under	two	hectares	in	size.	Thus,	their	
membership	is	largely	comprised	of	the	small	commercial	farmer	(SCF.)	As	commercialization	and	
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intensification	moves	down	in	size	of	farm	cooperative	membership	will	also	move	down	in	size.	These	
farmers	are	not	poor	by	the	standards	of	their	communities,	very	few	would	fall	under	the	poverty	line.	
Their	incomes	probably	average	about	twice	the	community	average.	Of	course,	they	are	not	rich	either.	
They	already	self-finance	purchased	inputs.	It	is	pointed	out	that	fertilizer	is	a	divisible	input	–	finance	a	
small	amount	and	use	the	profits	from	that	to	increase	expenditure	year	after	year.	Unfortunately	
growth	seems	not	to	work	that	way.	

Surveys	(IFPRI)	and	our	Focus	Groups	(see	paper	on	focus	groups	this	conference)	are	clear	that	use	of	
purchased	inputs	by	the	small	commercial	farmer	is	constrained	by	lack	of	credit	–	perhaps	averaging	30	
percent	under	use.	Output	growth	is	constrained	for	these	farmers	by	lack	of	credit.	Survey	data	in	a	
wide	range	of	countries	show	that	where	finance	is	available,	farmers	on	average	finance	on	the	order	
of	one-quarter	of	their	purchased	inputs	from	credit.			

In	Ethiopia,	credit	is	needed	immediately	to	finance	increased	fertilizer	use.	However,	the	need	quickly	
grows	for	other	working	capital	needs,	including	improved	seed,	livestock	feed,	and	labor.	The	demand	
for	medium	term	loans	also	grows	rapidly,	most	importantly	for	irrigation	investment,	but	also	for	
livestock,	planting	of	perennial	crops	such	as	coffee,	and	small	machinery.	Thus,	a	large,	rapidly	growing,	
and	flexible	credit	system	is	needed.	

To	put	it	simply,	reaching	ADLI	targets	requires	rapid	growth	and	commercialization	of	SCF’s.	
Everywhere	in	the	world	that	requires	credit	to	those	farmers.	It	will	be	pointed	out	later	that	these	
farmers	have	high	marginal	savings	rates,	and	so	over	time	their	savings	will	cover	the	loans.	However,	
which	farmers	are	borrowing	and	which	saving	varies	over	time	and	geographically.	Given	that	technical	
change	is	sporadic	and	varies	in	timing	from	place	to	place,	the	need	is	for	a	system	that	mobilizes	not	
only	from	some	farmers	for	others,	but	in	some	geographic	areas	for	others.	The	financial	system	is	
needed	not	to	transfer	funds	into	agriculture	but	to	play	the	normal	role	of	financial	institutions	to	
transfer	funds	from	savers	to	investors.	Also	some	investment	is	lumpy	–	irrigation;	machinery;	livestock;	
high	value	crops;	land	rental	–	requiring	credit	even	for	quite	prosperous	farmers.	The	tendency	for	
savings	to	out	run	loans	opens	the	potential	to	finance	working	capital	of	cooperatives	from	savings	and	
to	lend	to	small	business	for	which	women	are	particularly	important.		

In	recent	decades	attention	has	turned	away	from	the	SCF	because	they	are	seen	as	not	poor	and	the	
focus	for	much	of	foreign	aid	is	on	the	poor.	This	reflects	lack	of	recognition	of	the	powerful	
employment	multipliers	from	the	SCF	to	the	poor	through	high	expenditures	from	incremental	income	
in	the	RNF	sector.	That	is	how	poverty	is	reduced	where	it	declines	markedly	as	has	been	happening	on	
a	large	scale	in	Ethiopia.	Thus,	pushing	growth	for	these	farmer	is	also	the	most	effective	anti-poverty	
program	(Dorosh	and	Mellor	2013,	Mellor	1976,	1993.)	

Most	important,	we	must	be	reminded	that	the	purpose	of	a	credit	program	to	small	commercial	
farmers	is	to	accelerate	the	production	growth	rate	–	to	meet	the	government’s	targets.	It	is	not	enough	
to	lend	to	the	small	commercial	farmer	what	she	demands.	The	loan	officer’s	function	is	to	understand	
the	scope	for	investing	more	and	borrowing	more	than	the	farmer	has	in	mind.	She	is	a	salesman	for	
increased	growth	inducing	investment.	
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III	REVIEW	OF	INTERNATIONAL	EXPERIENCE	OF	MULTI-PURPOSE	COOPERATIVES	IN	PROVIDING	
FINANCIAL	SERVICES	TO	THE	SMALL	COMMERCIAL	FARMER	

This	section	has	three	parts.	First	a	brief	review	of	international	experience	in	providing	financial	
services	to	the	SCF.	Second	a	review	of	three	multi-purpose	Cooperative	systems	with	emphasis	on	
credit	provision	in	Asian	countries.	Third,	an	analysis	in	the	context	of	international	experienced	as	to	
why	Ethiopia	might	find	the	Multi-Purpose	Cooperatives	an	appropriate	institutional	structure	for	
providing	financial	services	to	the	SCF.	

A	Review	of	International	Experience	in	Providing	Financial	Services	to	the	SCF	

All	high	income	countries	have	successful	financial	systems	that	reach	the	small	commercial	farmer	
(called	Family	Farms	in	high-income	countries.)	Most	have	several	competing	institutional	structures.	
Many	of	these	are	specialized	finance	institutions,	but	examples	of	multi-purpose	cooperatives	are	
common.	These	systems	are	all	successful,	operate	in	competition	with	several	other	financial	
institutional	types,	including	commercial	banks,	and	do	not	have	problems	of	large	overdues	as	do	the	
systems	in	low	and	middle	income	countries.	They	do	however	have	periodic	crises	as	a	result	of	
consecutive	years	of	bad	weather	or	more	general	financial	crises.	In	those	bad	periods	the	government	
step	in	to	restore	their	viability.		

The	examples	described	below	are	all	in	Asian	countries.	For	reasons	discussed	above	there	are	few	if	
any	successful	systems	for	reaching	the	SCF	in	Africa	on	a	national	scale.		Inconsequential	in	size	donor	
projects	do	exist.	The	Asian	countries	are	described	because	they	are	contemporary,	have	an	
evolutionary	history,	and	spotlight	contemporary	problems	of	viability.	They	have	both	positive	and	
negative	lessons	to	teach.	

There	are	many	different	systems	specialized	in	providing	financial	services	to	the	SCF.	The	most	
common	is	specialized	agencies	that	are	set	up,	often	in	the	cooperative	mode,	for	offering	credit,	often	
a	wide	range	of	forms	of	credit,	and	often	mobilizing	savings	as	well	in	order	to	achieve	basic	scale	
economies.	Examples	are	the	United	States	(the	Farm	Credit	Administration,	which	does	not	mobilize	
savings),	India,	(Regional	Rural	Credit	Associations),	Bangladesh,	(the	SFC	system	under	the	aegis	of	RAC,	
which	also	contains	Micro	credit.)	Several	countries	operate	credit	out	of	the	Multi-Purpose	
Cooperatives.	All	of	these	systems	have	been	successful	at	providing	large	amounts	of	credit	to	farmers	
and	to	expanding	their	businesses	to	provide	scale	economies.	Many,	but	not	all,	also	mobilize	savings.		

The	Asian	systems	have	all	succeeded	in	moving	large	amount	of	credit	to	the	SCF.	As	a	result	they	have	
played	an	essential	role	in	achieving	high	agricultural	growth	rates.	Most	have	had	difficulty	in	covering	
their	total	costs	with	the	various	sources	of	revenues.	One	reason	for	that	has	been	paying	too	high	
interest	rates	on	deposits	even	though	they	mobilized	large	quantities	of	savings.		

A	general	problem	in	20th	century	Asia	has	been	high	overdues,	typically	40	percent	of	loans	
outstanding.	These	are	not	in	general	bad	debts,	but	they	create	a	major	cash	flow	problem	often	met	
with	large	government	payments.	Afghanistan	in	the	1980’s	was	notable	for	the	very	low	level	of	
overdues.	However,	that	was	probably	due	substantially	to	the	low	rate	of	growth	of	the	system.		

Thus,	Ethiopia	can	learn	an	important	set	of	positive	lessons	from	the	major	successes	of	these	systems	
as	well	as	finding	several	warnings	about	dangers	to	the	system.	Most	of	the	Asian	systems	went	
through	several	reorganizations	in	an	effort	to	find	the	optimal	system.	
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Three	Case	Studies	

South	Korea	

Multi-purpose	cooperatives	in	Korea	have	a	three	tier	structure	–Primary	Cooperatives,	County	Level	
Cooperatives	and	a	National	Apex.	Funds	come	from	borrowing,	deposits	and	to	a	small	extent	equity	
which	is	in	turn	provided	by	the	farmer	members.	Financial	cooperatives	were	first	organized	in	1907.	
Output	marketing	Farmers	Associations	were	formed	in	1920	with	various	changes	in	form	over	the	
years.	In	1956	the	finance	systems	and	the	marketing	systems	were	clearly	separated	and	had	little	
coordination.	In	1961	the	credit	and	marketing	cooperatives	were	merged	into	the	current	three	tier	
system,	as	described	below.	Funds	came	from	foreign	loans	and	transfers,	borrowings	from	other	banks,	
and	deposits.	Unlike	many	system	deposits	were	less	than	loans	–	typically	deposits	equaled	about	75	
percent	of	loans.		

They	combined	banking	and	credit	functions,	agricultural	and	nonagricultural	deposits,	loans	to	
individuals	and	institutions,	credit	supervision	and	farm	management	guidance	and	linkage	with	the	
marketing	operations.	A	full	range	of	farm	supplies	from	fertilizer	to	machinery	is	carried	out,	as	well	as	
the	full	range	of	marketing	of	farm	output.	Despite	these	major	scale	efforts	net	margins	were	rarely	
positive	and	often	moderately	negative.	The	government	financed	the	losses.	The	Primary	and	County	
Cooperatives	had	consistently	positive	net	margins.	A	major	reason	for	poor	margins	was	that	
nonearning	assets	–accounts	receivable,	advance	payments,	and	inventory	were	typically	equal	to	one-
third	of	total	assets.	Clearly	profitability	requires	business	management	attention	to	a	whole	host	of	
complex	matters	from	managing	accounts	receivable	to	inventory	control.	

Primary	Cooperatives	

The	Primary	Cooperatives	were	initially	at	the	village	level,	18,000	in	number	and	serving	an	average	
membership	of	only	125	farmers.	In	1970	merger	had	reduced	the	number	to	5,859	and	an	average	
membership	of	379.	By	the	late	1970’s	further	mergers	had	reduced	the	number	to	1,217.		Such	
consolidation	is	typical	as	transport	infrastructure	and	management	system	evolve.		

The	primary	cooperatives	extended	credit,	mobilized	deposits,	and	provided	a	full	range	of	input	and	
output	marketing	services.	Input	supply	accounted	for	about	49	percent	of	gross	revenues,	output	
marketing	39	percent	and	financial	services	12	percent.	Over	the	longer	haul	very	few	of	the	primary	
cooperatives	reported	losses	and	the	average	net	margin	was	positive	at	about	half	a	percent	(0.05)	of	
assets	plus	liabilities.	

Perhaps	Ethiopia,	starting	at	the	Kebela	level	would	have	a	membership	target	comparable	to	the	first	
consolidation	which	would	appear	to	be	optimal	for	the	current	situation.	As	systems	develop,	merging	
Kebela	level	Cooperatives	around	the	market	town	would	be	a	logical	consolidation	but	that	would	be	
quite	a	number	of	years	down	the	road.		

County	Cooperatives	

Rather	than	standing	as	intermediaries	between	the	Primary	Cooperatives	and	the	Apex,	the	country	
cooperatives	operate	directly	with	farmers,	sometimes	with	one	or	more	branches.	There	are	about	150	
of	them,	they	cover	the	same	set	of	activities	as	the	Primary	Cooperatives	and	have	net	margins	similar	
to	the	primary	cooperatives.	
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The	Apex	–	National	Agricultural	Cooperative	Federation	(NACF)	

NACF	provides	the	basic	funding	for	the	primary	cooperatives	and	obtains	those	funds	from	the	
Government,	including	foreign	aid	and	transfers,	deposits,	and	borrowing	from	other	banks	–	primarily	
the	Bank	of	Korea	(Central	Bank.)	It	manages	the	supply	of	inputs	to	the	primary	cooperatives	as	well	as	
managing	final	marketing	of	output,	and	provides	a	wide	range	of	management	services.	

Thailand	

Thailand	like	most	Asian	countries	had	a	long	history	of	cooperative	development	with	the	Government	
playing	an	important	role.	The	system	has	a	three	tier	structure	–	primary	societies	at	the	village	level,	
secondary	societies	at	the	provincial	level	and	apex	society	at	the	national	level.	Typically	the	several	
hundred	Primary	Cooperatives	had	around	600	members	each,	somewhat	larger	than	what	a	Kebela	
level	cooperative	would	command.	They	mobilized	deposits,	made	loans	and	marketed	inputs	and	
output	–	thus	achieving	substantial	scale	economies.	They	covered	20	percent	of	the	farmers,	but	of	
course	a	much	higher	percentage	of	production.	They	maintain	a	positive	net	margin	and	high	on	time	
repayment.	

Initially	the	government	provided	financing	for	lending	programs.	In	1943	the	Bank	for	Cooperatives	was	
formed	to	replace	direct	lending	by	the	government.	That	was	formalized	with	the	Bank	for	Agriculture	
and	Cooperatives	formed	in	1963.	That	agency	also	does	some	direct	lending	to	farmers	as	well	as	
lending	through	the	Primary	Cooperatives.		

The	Government	plays	a	major	role	supporting	cooperative	with	technical	training	as	well	as	financial	
support.	

India	

India	has	a	large	number	of	institutions	for	reaching	the	small	commercial	farmer.	Legislation	requires	
that	10	percent	of	all	commercial	bank	lending	must	be	to	agriculture.	As	a	result	India	is	one	of	the	few	
low	or	middle	income	countries	in	which	commercial	banks	do	significant	lending	in	agriculture.	The	
largest	elements	in	the	system	are	the	Regional	Rural	Banks.	They	had	large	low	cost	financing	from	the	
Government	but	somewhat	higher	transaction	costs	than	the	Commercial	Banks,	largely	because	of	
rapid	expansion.	Multi-Purpose	Cooperatives	also	lend	and	take	deposits	and	there	are	also	specialized	
Agricultural	Cooperative	Credit	Societies.	Although	this	section	deals	primarily	with	the	finance	
operations	of	the	multi-purpose	cooperatives	it	is	useful	to		have	a	quick	summary	of	the	overall	impact	
of	the	agricultural	finance	system	before	looking	specifically	at	the	multi-purpose	cooperatives.		

The	period	of	rapid	expansion	of	the	agricultural	finance	system	in	the	1960’s	and	1970’s	saw	rapid	
coverage	of	most	of	the	geographic	area	of	the	country	with	usually	more	than	one	finance	institution	
available	to	farmers.	Such	competition	has	proved	important	in	many	countries	to	efficient	operation	of	
all	of	the	institutions	and	is	a	proven	desirable	feature.	That	expansion	played	a	major	role	in	the	very	
rapid	(15	percent	per	year	at	the	peak)	expansion	in	fertilizer	use	and	other	elements	of	agricultural	
modernization.	Thus,	it	was	a	successful	expansion	from	the	point	of	view	of	driving	agricultural	
production	growth.		

The	greatest	success	even	as	lending	expanded	was	rapid	growth	in	deposits	to	stabilize	at	a	sum	equal	
to	28	percent	of	agricultural	output	and	32	percent	of	Net	Domestic	Product	from	agriculture.	Loans	as	a	
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proportion	of	agricultural	output	stabilized	at	about	14	percent.	These	are	lower	than	in	most	low	and	
middle	income	countries,	because	of	the	multiplicity	of	institutions	(these	numbers	are	for	the	multi-
purpose	cooperatives)	where	the	average	of	loans	is	about	25	percent	of	agricultural	output.	

This	period	of	rapid	growth	was	also	one	of	consolidation	of	branches	so	that	at	the	end	of	the	period	of	
rapid	growth	there	was	an	average	of	1000	hectares	per	institution	office	(branch.)	The	consolidation	
was	to	ensure	that	each	branch	could	afford	a	full-time	paid	secretary/loan	officer.	In	Ethiopia	the	
Kebela	is	probably	large	enough	to	have	such	an	officer,	given	the	scale	economies	from	finance	and	
input	and	output	marketing.	There	is	a	view	in	India	that	the	consolidation	went	too	far	and	substituted	
for	efforts	to	increase	scale	within	a	smaller	area	by	broadening	the	set	of	services	offered.	That	is	scale	
is	better	achieved	by	expanding	the	range	of	activities	rather	than	expanding	the	geographic	area.	That	
is	because	farmers	place	such	a	high	priority	on	convenience	of	access.	

The	rate	of	growth	of	deposits	and	loans	fluctuated	considerably	from	one	period	to	another,	but	were	
closely	correlated	with	each	other	and	seem	to	be	correlated	with	the	pace	at	which	improved	
technology	came	in,	reinforcing	the	importance	of	profitable	investments	to	a	healthy	agricultural	
finance	system.	Regression	analysis	shows	a	close	association	between	the	growth	rate	of	inputs	like	
fertilizer	and	growth	rate	of	lending	by	each	of	the	several	financial	institutions.	

As	has	been	common	throughout	modern	Asia	overdue	loans	were	endemic	as	the	Indian	system	grew	
rapidly.	A	careful	study	by	the	Reserve	Bank	of	India	found	multiple	causes:	natural	forces	such	as	
droughts	and	floods	and	poor	capacity	for	rescheduling	loans;	excess	number	of	poorly	defined	loans	
(unprofitable);	mismatches	between	repayment	periods	and	crop	cycles;	underfinancing	of	innovations;	
inattention	to	complementarity	of	short	term	and	intermediate	term	loans;	inputs	not	arriving	on	time;	
and,	inadequate	supervision	of	loans.	These	are	substantially	technical	problems	and	show	the	
importance	of	a	trained	agricultural	loan	officer.	Note	that	during	the	period	of	rapid	expansion	of	
agricultural	finance	institutions	that	those	institutions	were	the	single	largest	employer	of	graduates	of	
the	agricultural	universities.	Given	Ethiopia’s	problem	of	youth	unemployment	this	is	an	important	
observation.	

A	case	study	of	a	successful	multi-purpose	cooperative	providing	credit	in	Gujarat	State	provides	useful	
insights	about	the	characteristics	of	success.	It	had	a	full-time	paid	secretary/loan	officer,	a	full-time	paid	
assistant,	and	an	elected	managing	committee.	The	committee	was	considered	to	be	first	rate	in	interest	
and	capability.	It	reached	63	percent	of	the	farmers	in	the	area	and	lent	to	48	percent.	These	are	high	
numbers.	Deposits	were	13	percent	of	loans	which	is	low.	The	average	loan	was	nearly	three	times	the	
value	of	output	per	hectare.	That	suggests	loans	were	equal	to	about	one-third	of	the	value	of	output.	
Most	important,	loan	overdues	were	five	percent.	Analysis	shows	the	keys	to	success	were:	enlightened	
farmer	leadership;	excellent	access	to	funds	from	the	upper	level	federal	organizations;	large	storage	
facilities	allowing	the	input	sales	and	output	marketing	to	grow	rapidly;	and	a	strongly	committed	
general	membership	as	well	as	the	managing	committee.	

What	can	we	conclude	from	these	international	descriptions	of	multi-purpose	cooperatives	in	
agricultural	finance?	First,	they	all	had	tiered	structures	–primary,	secondary	and	apex.	Second	the	
farmer	elected	managing	committees	were	central	to	success	of	individual	branches.	Third	a	full-time	
paid	secretary/loan	officer	is	essential.	Fourth,	scale	is	important	but	is	better	achieved	by	multiple	
activities	than	expanding	the	geographic	area	covered.	Fifth,	achieving	high	repayment	rates	requires	
making	profitable	loans	to	reliable	farmers	and	regular	contact.	
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Why	for	Ethiopia	Focus	on	the	Multi-Purpose	Cooperatives	to	Provide	Finance	to	the	SCF?	

This	paper	focuses,	for	Ethiopia,	on	the	Multipurpose	Cooperatives	as	the	means	for	reaching	the	SCF	
with	credit	for	three	reasons.		

First,	the	multi-purpose	cooperatives	already	have	organized	a	high	proportion	of	the	SCF’s	in	the	
primary	cooperatives.	The	membership	averages	a	little	less	than	two	hectares	in	size	–that	is	the	size	
range	that	produces	the	bulk	of	output	and	thus	determines	whether	the	targets	for	the	Vision	and	the	
ADLI	will	be	met.	They	have	a	national	coverage,	with	high	density	in	the	high	potential	agricultural	
areas.		

Second,	although	it	was	often	not	a	good	experience,	the	multipurpose	cooperatives	have	experience	in	
lending	to	the	SCF,	their	clientele.	The	record	is	commonly	one	of	poor	repayments,	so	that	problem	
must	be	addressed	directly	if	the	multi-purpose	cooperatives	are	to	reenter	in	a	major	way.	The	primary	
cooperatives	have	in	principle,	elected,	responsible	Boards	which	provide	a	link	with	the	total	clientele	
and	basis	for	appointing	a	lending	committee	responsible	for	the	credit	operations.	Probably	a	third	to	a	
quarter	of	primary	cooperatives	are	located	in	a	Kebela	with	a	market	town,	the	logical	starting	point	
from	which	later	decisions	can	be	made	about	how	to	expand	to	other	Kebelas.		

Third,	the	operating	unit	for	the	Primary	Cooperatives	is	the	Kebela,	which	is	the	optimal	geographic	size	
of	unit	for	providing	the	most	important	requirements	of	farmers	for	credit	–	convenient	location.	
Farmers	normally	make	several	trips	to	the	lending	institutions	office	to	complete	a	loan	and	then	to	
make	payments.	In	addition	it	is	essential	that	the	loan	officer	(see	below)	have	a	close	feel	for	the	
farmers	in	the	lending	pool.		They	have	a	village	level	structure	that	at	its	best	can	provide	broad	social	
pressure	for	repayment	-	fear	that	the	community	will	lose	access	to	credit.	That	also	helps	in	choosing	
the	right	farmers,	rescheduling	when	necessary	and	major	opportunity	to	improve	repayment	by	
women’s	participation	in	management	committees.		

Fourth,	the	Multi-Purpose	Cooperatives	have	a	tiered	structure	with	the	Cooperative	Union	providing	
the	central	agency	for	final	decisions	on	loans	and	on	accounting,	providing	major	scale	economies	in	
these	two	functions,	and	most	important	can	provide	supervision,	oversight	and	training	

Fifth,	the	Primary	Cooperatives	already	have	a	scale	problem	with	concentration	on	fertilizer	marketing	
such	that	they	often	do	not	have	a	full-time	paid	Secretary.	Adding	the	financial	functions	would	solve	
that	problem.	

IV	ISSUE	1	–	REPAYMENT	OF	LOANS	

Two	issues	are	of	overriding	importance	to	success	of	credit	systems	for	the	SCF.	The	first	is	repayment.	
High	repayment	rates	are	essential	to	success	and	overdue	loans	are	an	endemic	problem.		The	second	
is	the	tension	between	the	need	for	widespread	branches	in	order	to	effectively	reach	and	service	
farmers	and	the	need	to	spread	overheads	over	a	large	scale	of	business.	It	is	this	tension	that	keeps	
commercial	banks	out	of	the	SCF	lending	business.	

In	general,	the	agricultural	finance	systems	in	high	income	countries,	even	when	they	started	in	middle	
income	status,	have	not	had	an	endemic	problem	of	overdue	payments	by	farmers.	They	have	had,	most	
notably	in	the	United	States	recurrent	repayment	problems	associated	with	a	series	of	bad	weather	
years	sometimes	in	association	with	low	prices	(e.g.in	the	1930;s)	and	again,	as	part	of	a	financial	crisis	
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(in	the	1970’s.)	But	these	have	been	sporadic	problems	not	continuous	ones.	In	Asian	low	and	middle	
income	countries	in	contrast	there	has	been	a	continuous	problem	of	a	high	level	of	overdues	–	40	
percent	overdues	being	a	common	figure.	

In	the	1993	Reserve	Bank	of	India	Rural	Finance	Commission	(Khusro	Commission,	on	which	I	served)	a	
large	scale	study	was	conducted	that	found	that	farmers	did	believe	they	had	to	repay	loans,	gave	
varied,	generally	not	very	plausible	reasons	for	nonpayment,	but	indicated	they	expected	to	pay.	In	the	
study	of	many	systems	Desai	and	Mellor	found	that	over	dues	were	uncommon	when	a	profitable	loan	
had	been	made	and	tended	to	be	associated	with	lax	management	associated	with	very	high	rates	of	
expansion.	That	shows	a	tradeoff	between	desirable	rapid	coverage	of	farmers	and	desirable	high	
repayment	rates.	Political	interference	was	also	a	factor	but	not	as	dominant	as	lax	management.		

Recent	studies	of	savings	rates	in	low	and	middle	income	countries	with	substantial	proportions	of	
illiterate	farmers	(Dupas	et.al.	2013)	shows	that	regular	reminding	of	savers	of	their	commitments	to	
regular	saving	was	critical	to	maintaining	agreements	to	save	regularly.	Presumably	the	same	is	true	of	
repayment	of	loans.	Again,	the	Loan	officer	has	an	important	role	to	play	in	repayment.		

Of	some	importance	is	a	mechanism	for	rescheduling	of	loans	in	case	of	recurrent	poor	weather	or	
personal	problems	such	as	illness.	The	loan	quality	should	of	course	be	judged	averaged	over	good	years	
and	bad,	so	loans	should	be	sufficiently	profitable	in	good	years	to	cover	the	loss	in	bad	years.	Given	the	
difficulty	of	follow-up	on	savings	it	is	best	handled	after	the	fact	by	rescheduling	rather	than	saving	
before	the	fact,	although	some	farmers	will	do	that.	Again,	note	the	key	role	of	the	loan	officer	and	also	
of	a	village	committee	with	substantial	women’s	representation.	

Insurance	is	rarely	used	as	a	means	of	guaranteeing	loans	and	is	a	complex	mechanism	to	operate	with	a	
tendency	for	it	to	drift	into	large	scale	subsidies	that	become	difficult	to	remove.	The	United	States	is	
rapidly	moving	to	highly	subsidized	crop	insurance	as	the	primary	means	of	subsidizing	agriculture.	
There	is	a	large	literature	(reviewed	in	Smith	et.al.	2012	and	Miranda	et.al.	2012)	on	crop	insurance	and	
its	relation	to	finance.	Crop	insurance	is	rarely	an	important	element	in	agricultural	finance	in	either	high	
or	low	income	countries.	There	is	considerable	moral	hazard,	only	partially	dealt	with	by	area	indexing	
schemes,	farmers	tend	to	move	into	riskier	situations	when	crop	insurance	is	available	and	they	tend	to	
concentrate	in	a	single	crop	or	a	small	number	of	crops	rather	than	diversifying	their	production	system.	
These	two	features	represent	sensible	profit	maximizing	behavior	by	farmers.	

Thus,	two	keys	to	a	high	repayment	rate	are	making	profitable	loans	and	regular	follow-up.	For	that	to	
occur	branches	must	have	a	paid	agricultural	loan	officer	and	a	manageable	geographic	area	such	as	the	
Kebela.	Such	an	officer,	working	with	a	local	committee	can	help	create	and	judge	the	business	plan	for	
a	loan,	judge	the	personal	features	of	the	person,	follow-up	especially	in	the	off	season,	and	can	manage	
rescheduling	in	times	of	stress.	The	cooperative	union	can	provide	scale	economies	on	accounting,	
further	rigor	on	loan	approvals,	and	continuous	oversight	of	the	primary	cooperatives	for	sound	
business	practices.	

Of	course	micro	credit	uses	group	guarantees,	but	as	explained	above	this	is	not	successful	with	small	
commercial	farmers.	However,	in	the	context	of	Primary	Cooperative	organization	it	can	be	made	clear	
to	a	farmer	committee	that	delinquencies	not	covered	by	rescheduling	of	loans	will	result	in	loss	of	the	
facility	for	that	primary	cooperative	and	Kebela.	This	has	been	shown	to	be	effective.	
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V	ISSUE	2	–	PROBLEM	OF	SCALE	ECONOMIES	

One	of	the	standard	findings	from	all	surveys	of	farmer’s	attitudes	is	the	demand	from	farmers	that	the	
credit	office	be	readily	accessible.	That	means	nearby.	Ethiopia	has	made	the	policy	decision	that	the	
Kebela	should	be	the	basic	unit	for	provision	of	agricultural	production	services.	The	extension	system	
has	its	base	at	the	Kebela	level.	So	does	the	multipurpose	cooperative	system.	This	is	a	correct	decision	
from	the	point	of	view	of	reaching	farmers.		

That	it	creates	a	problem	for	adequate	scale	is	illustrated	by	the	problem	on	input	distribution.	Primary	
cooperatives	generally,	as	is	the	case	in	Ethiopia,	are	far	more	likely	to	distribute	fertilizer	than	to	
market	cereals.	Thus,	in	Ethiopia	they	tend	to	be	a	single	product	business.	One	result	is	that	relatively	
few	primary	cooperatives	have	a	paid	manager.	The	result	is	a	paucity	of	paid	managers	at	the	primary	
cooperative	and	the	result	that	farmers	are	not	aware	of	when	fertilizer	delivery	can	be	taken	and	must	
make	multiple	trips	to	receive	fertilizer.	That	is	a	factor	holding	back	growth	in	fertilizer	use.	It	provides	
a	major	argument	for	multi-purpose	cooperatives	getting	into	agricultural	finance.	Multi-purpose	
cooperatives	have	much	larger	volume	of	business	per	branch	because	they	combine	finance	with	
provision	of	inputs	and	marketing	of	output	(Desai	and	Mellor	1993).		

Although	we	will	argue	below	for	the	need	to	keep	accounting	for	finance	separate	from	that	for	inputs	
and	output	marketing,	it	would	be	reasonable	to	hire	an	agricultural	loan	officer	at	the	Kebela	level	
whose	work	would	be	primarily	making	loans	and	ensuring	repayment	but	who	would	ensure	known	
hours	for	operation	for	input	distribution	during	the	appropriate	season	thereby	greatly	increasing	the	
effectiveness	of	the	primary	cooperative	in	fertilizer	distribution.	In	addition,	given	that	to	begin	with	
fertilizer	is	likely	to	be	the	most	important	loan	instrument	tying	finance	for	fertilizer	with	the	physical	
input	would	be	effective.	That	combination	would	probably	prove	the	minimum	scale	for	carrying	a	full-
time	loan	officer	at	the	Kebela	level.	

However,	scale	economies	need	to	go	much	further.	One	of	the	most	important	functions	of	the	loan	
officer	would	be	to	increase	lending	beyond	that	initially	envisaged	by	the	farmer	members.	The	
purpose	of	a	finance	system	is	to	provide	finance	for	major	increases	in	agricultural	output.	Many	
farmers	will	not	see	all	those	opportunities	without	help	from	the	loan	officer.	She	should	of	course	
operate	in	close	cooperation	with	the	extension	service.		

The	financial	system	should	not	operate	in	a	static	situation.	That	is	not	what	the	ADLI	strategy	requires.	
It	must	work	to	provide	a	dynamic	situation	of	growing	output	and	consequent	increasing	credit	
requirements.	The	loan	officer	should	help	farmers	see,	understand	and	make	a	business	plan	for	
enlarged	operation	with	increased	credit	requirements.	That	would	start	with	ascertaining	the	optimal	
level	of	fertilizer	use.	It	should	extend	beyond	that	to	shifting	into	more	intensive	cropping	patterns,	
including	intensive	dairy	and	other	livestock,	and	horticulture	with	immense	additions	to	credit	needs.	
As	above,	the	loan	officer,	working	on	the	business	plan	and	the	forms	for	loans	and	ensuring	
repayment	would	work	closely	with	the	extension	agents.	The	FCA	and	the	Cooperative	Union	would	of	
course	provide	regular	training	programs	for	the	loan	officers	to	ensure	discipline	and	bring	them	up	to	
date	on	latest	practices.	

Deposit	mobilization	is	the	single	most	important	means	of	increasing	scale.	An	interest	margin	
accumulates	with	deposits.	Ideally	the	Cooperative	Union	would	receive	banking	privileges	from	the	
Central	Bank.	Failing	that	they	would	act	as	agents	for	commercial	banks	in	taking	deposits	and	earning	
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a	margin	on	that	business.	Commercial	banks	are	under	great	pressure	to	increase	deposits	but	lack	the	
branch	structure	to	reach	the	SCF.	Keep	in	mind	that	while	credit	needs	of	the	SCF	as	a	group	are	large	
and	growing	rapidly,	so	are	savings	–	but	of	course	with	different	families,	changing	over	time.	Most	
agricultural	finance	systems	that	mobilize	deposits	provide	a	net	outflow	of	funds	from	agriculture-	
usually	to	the	extent	of	20	percent	of	total	loans.	

Cooperative	Unions	have	a	finance	problem	with	respect	to	working	capital.	If	the	Primary	cooperatives	
can	mobilize	savings	they	can	lend	to	the	cooperative	Union	for	working	capital	purposes,	again	
increasing	the	scale	of	business.		

As	agricultural	growth	accelerates	and	the	strong	multipliers	to	the	RNF	sector	grow	the	demand	for	
credit	from	that	sector	will	also	grow.	Women	are	disproportionately	represented	in	those	enterprises	
and	their	credit	needs	may	well	run	ahead	of	the	capacity	of	micro	credit	systems,	particularly	as	the	
scale	increases.	The	Cooperative	finance	system	can	help	finance	them	if	savings	are	mobilized.	

VI	ELEMENTS	OF	AN	EFFICIENT	STRUCTURE	FOR	LENDING	TO	THE	SCF	IN	THE	CONTEXT	OF	MULTI-
PURPOSE	COOPERATIVES	(An	annex	expands	on	this	and	presents	a	table	of	hypothetical	costs	and	
returns)	

The	preceding	provided	a	look	at	international	best	practices	from	the	point	of	view	of	financing	the	
small	commercial	farmer	(SCF)	and	building	on	the	existing	institutional	structure	of	the	multi-purpose	
cooperatives.	This	section	distills	the	forgoing	into	a	set	of	suggestions	as	to	how	to	proceed.	

From	international	experience,	the	primary	problem	of	building	financial	systems	for	the	SCF,	has	been	
excessively	rapid	expansion	and	consequent	management	failures.	That	lessons	is	underlined	by	the	
poor	past	experience	of	Ethiopia’s	multi-purpose	cooperatives	in	obtaining	high	repayment	rates.	

Thus,	the	first	recommendation	is	to	start	small	and	build	on	success.	That	suggests	selecting	a	small	
number	of	the	currently	most	effective	multi-purpose	cooperative	unions.	ATA	has	estimated	that	about	
ten	percent	of	the	Cooperative	Unions	meet	a	stringent	standard	of	successful	business	practices.	That	
would	seem	the	logical	core	for	initiating	an	effort.	They	should	be	in	the	high	potential	geographic	
areas,	and	perhaps	in	the	AGP	Woredas	where	other	elements	of	farmer	profitability	for	new	
technologies	are	likely	to	be	placed.		

By	definition	the	successful	multi-purpose	cooperative	will	be	doing	a	good	job	on	fertilizer	distribution	
since	that	is	the	most	important	business	element.		That	is	a	good	base	since	the	first	round	of	lending	
would	logically	emphasize	increasing	fertilizer	use	by	meeting	farmers	finance	needs.	Securing	on	the	
order	of	15	cooperative	unions	would	be	a	solid	test	rather	than	a	simple	pilot.	The	objective	would	be	
to	strengthen	another	15	cooperative	unions	preparatory	to	taking	on	the	finance	function.	Expansion	
to	all	Cooperative	unions	would	proceed	with	deliberate	speed	from	there.	

Administration	at	the	Union	Level	

The	first	effort	in	the	chosen	cooperative	unions	would	be	to	build	within	them	a	separate	unit	for	
agricultural	finance	with	its	own	accounting	system	and	management	structure	for	managing	the	
lending	operation.	The	accounting	department	would	handle	all	the	accounting	for	the	finance	
operation	including	the	records	for	each	primary	cooperative.	Modern	IT	could	be	used	to	increase	
efficiency	in	reporting	from	the	primary	cooperatives	and	integrating	the	accounts.	That	would	provide	



16	
	

an	effective	scale	economy	and	increase	the	efficiency	of	oversight	of	the	accounting.	It	is	worth	noting	
the	ATA	effort	plans	to	use	modern	IT.	

Then	a	management	committee	would	be	formed,	again	specializing	on	finance.	The	primary	function	of	
the	management	committee,	perhaps	called	the	loan	approval	committee,	would	be	to	review	the	
recommendations	forwarded	from	the	primary	cooperative	level	loan	officers	to	ensure	that	the	basic	
standards	were	met.		The	most	important	element	of	those	standards	would	be	a	farm	business	plan	
that	showed	clearly	the	profitability	of	the	loan	being	made.	Initially	with	emphasis	on	fertilizer	the	plan	
would	be	quite	simple,	showing	the	increment	of	fertilizer	use	to	be	financed	and	the	productivity	of	
that	fertilizer	with	substantiating	evidence.	(See	the	role	below	of	the	loan	officer	and	the	Kebela	level	
loan	committee.)	

An	important	function	at	the	Union	level	is	to	diagnose	and	administer	efforts	to	increase	scale.	
Obviously	the	synergy	between	input	supply	and	finance	would	be	strengthened	with	appropriate	
assistance	to	the	Primary	Cooperative.	Attention	should	soon	be	given	to	the	major	potential	for	
mobilizing	savings	and	adding	that	interest	rate	item	to	gross	revenues.	In	the	short	run	serving	as	a	
branch	for	a	commercial	bank	would	be	viable.	Perhaps	the	RUSSACO’S	could	provide	this	
complementary	function.	Particularly	if	savings	can	be	mobilized	other	lending	can	be	explored	including	
to	the	Cooperative	Union	and	to	small	rural	non-farm	business,	perhaps	in	association	with	RUSACCOS.	
Assistance	should	be	given	to	the	Primary	cooperative	to	assist	in	expanding	the	lending	program	to	
more	and	more	finance	for	successful	SCF’s.	

Finally	a	most	important	function	is	to	monitor	the	Primary	Cooperatives,	some	will	be	less	successful	on	
repayment.	The	Union	should	help	rectify	problems	and	be	ready	as	a	final	position	to	sever	relations	for	
lending	to	a	primary	cooperative	with	a	poor	repayment	record.	But	the	objective	is	not	to	punish	
wayward	primary	cooperatives	but	to	work	with	them	to	make	them	successful.	The	Union	functions	is	
very	important	on	that.	

Administration	at	the	Kebela	Level	

Within	the	Cooperative	Union,	not	all	primary	cooperatives	will	start	at	once.	Just	as	the	most	successful	
Unions	need	to	be	chosen	so	within	them	the	most	effective	primary	cooperatives	need	to	be	chosen.	
Primary	cooperatives	with	a	narrow	leadership	working	largely	for	itself	would	not	be	suitable.	
Geographically	the	start	is	most	likely	to	be	successful	with	primary	Cooperatives	located	in	a	market	
town.	That	is	likely	to	be	only	one-third	to	one-quarter	of	the	primary	cooperatives.	But	they	are	
probably	already	the	more	successful	ones.	Thus,	initially	perhaps	only	a	third	of	the	primary	
cooperatives	in	each	union	would	be	included	in	the	pilot.	Of	course	the	plan	would	include	rapid	
expansion	to	all	the	Primary	Cooperatives	as	they	are	put	into	shape	for	handling	financial	services.	

Two	components	are	critical	at	the	primary	level.	Most	important	is	a	loan	committee	that	works	with	
the	loan	officer	to	be	sure	profitable	loans	are	made	to	assist	in	achieving	repayment.	Second	is	an	
effective	agricultural	loan	officer.	

It	is	most	likely	that	the	existing	cooperative	committee	would	appoint	a	loan	committee,	preferably	of	
four	persons	to	keep	it	as	a	working	body.	In	Ethiopia	and	everywhere	else,	lenders	believe,	from	
experience,	that	women	are	more	reliable	at	loan	repayment	than	men.	Thus,	it	makes	business	sense	
to	require	a	minimum	of	one	quarter	and	better	one	half	of	the	members	of	the	loan	committee	be	
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women.	That	loan	committee	will	work	with	the	loan	officer	in	setting	priorities	for	loans,	providing	local	
knowledge	of	borrowers	and	similarly	play	a	role	in	repayment.	On	the	latter	they	need	to	make	it	clear	
that	loans	will	be	cut	off	if	on	time	repayment	record	is	less	than	say	95	percent.	See	below	on	
rescheduling	in	times	of	stress	either	at	the	family	level	or	more	general	crop	failure	from	weather.	The	
loan	committee	can	also	help	in	publicizing	the	effort	to	farmers.	

There	is	a	substantial	literature	with	data	backing	that	in	savings	in	low	income	countries	(with	
considerable	illiteracy)	regular	reminders	play	an	important	role	in	obtaining	adherence	to	regular	
savings	agreements	(Dupas	and	Robinson	2013.)		Presumably	the	same	is	true	of	repayment	of	loans.	
The	Asian	experience	has	been	that	lax	management	results	in	low	repayment	rates.	Thus	the	loan	
officer	and	the	loan	committee	have	a	central	role	to	play	in	providing	reminders	of	repayment	and	
hence	ensuring	a	high	repayment	rate.	The	Cooperative	Union	has	a	critical	role	in	monitoring	these	
activities	and	ensuring	their	success.	

One	of	the	most	important	arguments	for	using	the	multi-purpose	cooperatives	for	a	quick	start	in	
reaching	the	SCF	is	the	presence	of	the	Kebela	level	committees.	

Insurance	

Currently	considerable	attention	is	being	given	to	crop	insurance.	Some	suggest	this	is	the	best	way	to	
reduce	risk	for	lenders.	Several	points	need	to	be	understood.	Most	important	the	greatest	risk	is	one	of	
making	unprofitable	loans.	That	risk	is	met	by	effective	loan	officers	and	loan	committees	at	the	Kebela	
level.	Second,	the	rapid	growth	of	insurance	has	been	heavily	in	high	income	countries	which	subsidize	it	
very	heavily.	Farmers	rarely	are	willing	to	pay	the	full	cost	of	insurance.	In	the	US	subsidies	to	farmers	
are	now	substantially	through	subsidized	insurance	and	the	cost	is	immense	and	rising	rapidly.	That	is	
the	core	of	the	subsidy	element	in	the	new	US	farm	bill.	Although	new	approaches	to	regional	indexing	
of	insurance	has	removed	much	of	the	moral	hazard,	farmers	still,	sensibly,	take	on	riskier	behavior	and	
specialize	in	a	smaller	number	of	commodities.	Finally	rarely	is	crop	insurance	a	major	element	in	an	
agricultural	finance	system.	They	are	almost	always	treated	separately.	

Rescheduling	of	Loans	in	Periods	of	Stress	

The	greatest	risk	problem	because	it	tends	to	happen	on	a	large	scale	at	once	is	a	succession	of	bad	
weather	years.	However	the	calculation	of	profitability	must	always	be	done	on	the	basis	of	taking	into	
account	good	and	bad	years.	Thus	the	profitability	in	the	good	years	must	more	than	cover	repayment	
requirements	in	bad	weather	years.	However,	it	is	too	much	to	expect	farmers	to	put	by	reserves	for	
future	bad	weather.	As	a	result	when	it	comes	they	are	financially	unprepared.	The	answer	is	for	the	
loan	officer	perhaps	working	with	the	loan	committee	and	subject	to	approval	from	the	Cooperative	
Union	to	work	out	rescheduled	repayment.	Obviously	cutting	off	credit	for	a	hopefully	coming	good	crop	
year	is	not	the	right	response	to	a	crop	failure.	Of	course	Ethiopia	should	start	the	system	in	the	assured	
rainfall	areas	so	this	is	not	likely	to	happen	in	the	initial	years,	but	planning	for	such	eventualities	must	
be	done.	The	role	of	the	Cooperative	Union	in	working	out	rescuing	from	a	widespread	drought	will	also	
be	important.	The	insurmountable	problem	arises	with	three	bad	crop	years	in	a	row	–not	a	likely	event	
–	but	serious	if	it	occurs.	In	virtually	all	countries	the	government	plays	a	role	in	bailing	out	such	events.	
(Note	that	insurance	is	also	likely	to	fail	in	the	case	of	three	bad	years	in	a	row.)	
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The	Apex	above	the	Union	–		

As	stated	previously	essentially	all	finance	systems	for	SCF	have	a	three	tiered	structure.	Ethiopia	
already	has	a	three	tier	structure	in	place.	The	FCA	should	have	an	important	role	in	building	the	overall	
scale	of	the	system	by	monitoring	expansion	to	more	Cooperative	Unions,	working	on	the	problem	of	
scale	by	adding	elements	and	working	out	problems	on	mobilizing	savings,	oversight	of	the	Cooperative	
unions	to	be	sure	they	are	on	target	on	repayment	and	helping	to	solve	any	such	problems,	and	in	
providing	regular	training	programs.	

Annex	2	presents	a	table	with	hypothetical	cost	and	income	calculations	for	a	loan	program	with	a	multi-
purpose	cooperative.	The	numbers	are	purely	hypothetical	intended	to	roughly	indicate	how	adequate	
scale	economies	might	be	realized	for	a	self-supporting	loan	system	for	the	SCF.	If	the	decision	is	made	
to	explore	this	issue	further	a	much	more	precise	set	of	similar	estimates	should	be	made	based	on	the	
real	experience	of	persons	in	the	Cooperative	Unions.	

COMPLEMENTARITY	OF	A	SYSTEM	FOR	THE	SCF	WITH	THE	RUSACCOS	–		

Internationally,	it	is	rare	to	find	any	effort	to	coordinate	and	integrate	credit	systems	for	SCF	with	those	
for	poor	people	(micro	credit.)	The	one	exception	is	Bangladesh	where	both	systems	run	separately	but	
in	parallel	within	the	same	over	all	institution.		Thus,	Ethiopia	moves	into	uncharted	waters	if	it	goes	that	
route.	I	have	a	few	observations	that	may	be	helpful.	They	derive	from	international	experience.	

The	finance	systems	for	poor	people	and	the	SCF	are	not	competitive	systems	–they	serve	very	different	
clientele.	However	they	are	complementary	and	will	overlap	in	clientele.	Therefore	there	are	benefits	
from	learning	from	each	other	and	coordinating	their	efforts.	Ethiopia	has	scope	for	substantial	benefits	
from	the	already	close	relation	between	the	Cooperative	movement	and	the	RUSACOS.	

Micro	credit	institutions	are	generally	cautious	about	lending	heavily	in	agriculture.	The	reason	for	that	
is	the	very	heavy	emphasis	they	place	on	diversifying	their	loan	portfolio	as	a	major	approach	to	risk	
management.	The	specialized	agencies	serving	the	small	SCF	have	no	choice	but	to	specialize	in	
agriculture.	That	is	because	of	the	size	of	the	sector,	the	need	to	have	aggregate	impact	to	reach	
national	goals,	the	highly	technical	nature	of	agricultural	loans,	and	the	range	of	other	means	of	risk	
mitigation.	

Having	said,	that	the	RUSSACOS	have	as	their	clientele	an	important	part	of	the	diary	sector	which	must	
play	an	important	role	in	long	term	agriculture	growth.	Poor	people	with	very	small	land	areas	often	
keep	a	cow	or	two	and	sell	dairy	products.	They	need	credit	for	operating	capital,	particularly	as	they	
shift	to	more	productive	animals	with	higher	feed	requirements,	and	some	will	expand.	That	requires	
credit	and	given	their	income	status	the	RUSACCOS	are	likely	to	be	the	best	source	of	credit.	The	Multi-
Purpose	cooperatives	can	be	helpful	in	providing	technical	assistance,	through	the	Kebela	level	loan	
officer	and	through	other	avenues.	Likewise	some	of	those	with	very	small	holdings	may	be	able	to	shift	
to	high	value	crops,	requiring	credit.	The	same	scope	for	help	from	the	multi-purpose	Cooperatives	is	
there.	Some	of	these	clients	of	the	RUSACCOS	may	graduate	to	the	Cooperatives	financial	system.	
Coordinating	that	shift	is	helpful.	

The	RUSSACCO’s	means	of	achieving	high	repayment	rates	cannot	be	duplicated	by	the	Multi-Purpose	
Cooperative	for	the	SCF.	However,	the	long	experience	of	the	RUSACCOS	in	group	influence	on	
repayment	must	have	important	lessons	to	teach	the	Cooperatives.	If	nothing	else,	being	constantly	
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reminded	that	groups	of	very	poor	people	repay	their	loans	would	be	a	good	influence	on	loan	systems	
to	the	more	prosperous	farmers.	Micro	credit	generally	has	a	strong	record	on	women’s	participation.		
Such	input,	as	stated	previously,	is	essential	to	the	success	of	finance	systems	for	the	SCF	and	the	
RUSACCOS	presumably	have	much	to	teach	and	demonstrate	on	this	count.	

Surely,	as	the	systems	develop	close	coordination	between	the	Multi-Purpose	Cooperatives	and	the	
RUSACCOS	will	turn	up	many	points	of	complementarity	and	possibilities	of	mutual	learning.	Such	close	
working	relationship	are	an	excellent	idea	and	Ethiopia	can	make	a	strong	contribution	to	international	
knowledge	by	developing	that	relationship,	

CONCLUSION	

All	high	income	countries	have	largely	self-	supporting,	specialized	agricultural	finance	systems	that	
serve	the	SCF.	Most	high	income	and	middle	income	countries	and	most	Asian	countries	have	built	large	
micro	credit	systems	to	serve	the	poor.	They	universally	have	quite	different	systems	for	making	loans	
and	ensuring	repayment.	Nearly	all	Asian	countries	have	developed	specialized	systems	for	the	SCF.	
They	have	been	successful	in	reaching	the	bulk	of	the	SCFs.	Most	have	multiple	agencies	for	reaching	the	
SCF.	Many	use	the	multi-purpose	cooperatives	as	the	primary	vehicle	for	their	SCF	finance	systems.	They	
have	been	successful	at	moving	large	sums	of	money	to	farmers	and	thereby	accelerating	the	agriculture	
growth	rate.	They	have	many	branches,	with	the	central	tendency	around	the	equivalent	of	the	Kebela	
level,	although	with	development	consolidation	is	going	on.	They	are	successfully	providing	adequate	
scale	through	a	range	of	activities.		Their	great	short-coming,	in	contrast	to	the	institutions	of	the	high	
income	countries,	is	a	very	high	rate	of	overdues	–	not	paying	loans	on	time.		

If	Ethiopia	goes	that	route,	the	international	experience	has	the	following	lessons.	The	Kebela	is	the	
logical	level	to	operate	the	system.	The	Kebela	level	elected	committee	and	its	leaders	will	be	important	
in	determining	success.	For	business	reasons	it	is	important	to	have	large	representation	of	women	on	
loan	committees.	A	full-time	paid	agricultural	loan	officer	is	essential	to	making	profitable	loans	and	
ensuring	repayment.	The	three	tier	system	already	operating	in	Ethiopia	is	the	correct	structure.	The	
cooperative	union	has	a	key	role	to	play	improving	scale	economics	in	accounting,	final	decisions	on	
loans,	supervision	of	the	Primary	Cooperatives,	and	training.	The	apex	body	has	a	critical	role	in	setting	
and	maintaining	standards	and	in	training	

Finally,	while	it	is	essential	that	a	system	for	the	SCF	be	established	soon	and	expand	rapidly,	the	Asian	
experience	is	clear	that	expansion	must	be	closely	monitored	and	intensive	training	programs	are	
needed	as	it	expands.	
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ANNEXES		

1. SIZE	OF	FARM	DISTRIBUTION	
2. COST	AND	INCOME	CALCULATIONS	FOR	A	HYPOTHETICAL	MULTI-PURPOSE	COOPERATIVE	

OPERATED	AGRICULTURAL	FINANCE	SYSTEM	-	BASED	ON	PRINCIPLES	FROM	INTERNATIONAL	
EXPERIENCE	

ANNEX	1	

Table	1:	Ethiopia:	Total	area	cultivated	by	farm	size	and	agro-ecology	

Farm	Size	
(hectares)	

Moisture	

Reliable	

Cereal	

Moisture	

Reliable	

Enset	

Humid	

Lowland	

Drought	

Prone	

Pastoralist	 Total	

	 	 (thousand	
hectares)	

	 	

0.0	-		0.25	 111.7		 133.2		 6.5		 											76.9		 6.8		 335.0		

0.25	-	0.52	 364.3		 298.7		 17.1		 									271.2		 22.1		 973.4		

0.52	-	0.90	 884.0		 355.7		 31.0		 									474.3		 39.4		 1,784.4		

0.90	-	1.52	 1,739.5		 330.0		 47.0		 									824.8		 70.5		 3,012.0		

1.52	-	25.20	 4,153.2		 272.4		 94.4		 					1,617.8		 140.3		 6,278.0		

Total	 7,252.7		 1,390.0		 196.0		 					3,265.0		 279.1		 12,382.8		

	 (percentage	of	national	total)	 	

0.0	-		0.25	 0.9%	 1.1%	 0.1%	 0.6%	 0.1%	 2.7%	

0.25	-	0.52	 2.9%	 2.4%	 0.1%	 2.2%	 0.2%	 7.9%	

0.52	-	0.90	 7.1%	 2.9%	 0.3%	 3.8%	 0.3%	 14.4%	

0.90	-	1.52	 14.0%	 2.7%	 0.4%	 6.7%	 0.6%	 24.3%	

1.52	-	25.20	 33.5%	 2.2%	 0.8%	 13.1%	 1.1%	 50.7%	

Total	 58.6%	 11.2%	 1.6%	 26.4%	 2.3%	 100.0%	

a	Each	farm	size	interval	(quintile)	contains	20	percent	of	Ethiopia’s	small	farms,	approximately	2.57	

million	farms.	

Source:	Dorosh	and	Mellor	2013	-	Calculations	from	the	Agriculture	Sample	Survey	of	2007/08,	Central	

Statistical	Agency	(CSA)	

Note:	the	area	in	farms	over	5	hectares	in	the	category	1.52-25.2	is	negligibl	
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ANNEX	2	

	

COST	AND	INCOME	CALCULATIONS	FOR	

A	HYPOTHETICAL	MULTI-PURPOSE	COOPERATIVE	OPERATED	AGRICULTURAL	FINANCE	SYSTEM	

BASED	ON	PRINCIPLES	FROM	INTERNATIONAL	EXPERIENCE	

John	W.	MELLOR	

EXECUTIVE	SUMMARY	

This	note	presents	the	costs	and	returns	for	a	national	agricultural	finance	system	based	in	the	multi-
purpose	cooperatives.	It	shows	the	requirements	for	such	a	system	to	become	self-supporting	in	the	
second	year	of	operation.	

1. The	multi-purpose	cooperatives	have	the	right	clientele	(the	small	commercial	farmer	–	1-5	
hectares,	averaging	a	little	less	than	2	hectares.)	They	produce	75	percent	of	agricultural	output	
and	underutilize	inputs	due	to	financial	constraints.	

2. These	cooperatives	also	have	a	farmer	representational	structure	that	brings	local	expertise,	
especially	including	that	of	women,	into	the	decision-making	process.	

3. The	cooperatives	have	had	substantial	loan	programs,	but	in	general	have	had	a	poor	record	on	
repayment.	

4. Therefore	the	first	emphasis	has	to	be	on	an	institutional	structure	to	ensure	repayment.	That	
has	two	requirements	

a. A	professional	loan	officer	at	the	Kebela	level	to	ensure	that	loans	will	be	profitable	and	
to	encourage	borrowing	for	profitable	purposes	(increasing	volume	and	spreading	of	
overhead.)	

b. A	Kebela	level	loan	committee	with	strong	women’s	(they	have	a	better	reputation	for	
loan	repayment)	representation	to	bring	local	knowledge	of	borrowers	and	pressure	for	
repayment.	

c. A	back-up	of	accounting	and	oversight	at	the	Cooperative	Union	level	

WHY	COOPERATIVES	IN	AGRICULTURL	FINANCE?	

While	at	present	the	Government	may	for	reasons	of	urgency	and	other	considerations	choose	a	system	
based	on	other	than	the	cooperatives,	the	latter	do	have	important	advantages	over	the	longer	run.	
Most	important	their	clientele	is	the	small	commercial	farmer	who	is	most	in	need	of	agricultural	
finance	(Principle	2.-	principles	are	those	stated	in	Mellor,	January	Finance	Conference)	The	
cooperatives	also	have	an	existing	institutional	structure	at	the	Kebela	level	that	is	well	suited	to	
operating	a	high	repayment	loan	program.		Given	that	women	are	judged	by	financial	systems	to	have	
far	greater	repayment	on	loans	(Kumar-range	paper),	the	cooperatives	also	offer	a	structure	within	
which	women	can	be	highly	represented	at	the	management	level	of	a	loan	system.	Finally,	international	
experience	shows	clearly	that	no	matter	what	system	is	chosen	for	the	core	of	agricultural	finance	
competition	among	systems	is	desirable.	The	past	record	of	the	cooperatives	in	obtaining	repayment	of	
loans	is	very	poor,	so	a	new	system	must	address	that	problem.	
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INTRODUCTION	TO	COST	CALCULATIONS	

Presented	here	are	cost	and	income	calculations	at	the	primary	end	of	the	agricultural	finance	system.	
These	numbers	are	hypothetical	but	do	focus	on	the	need	to	hold	down	costs,	to	have	agents	that	are	
highly	 knowledgeable	 about	 agriculture,	 and	 the	 benefits	 of	 a	 community	 input	 with	 strong	
representation	of	women	to	ensure	repayment.		

The	presentation	is	in	two	parts.	Costs	and	income	must	be	based	on	assumptions	about	the	nature	of	
the	operation.	Therefore	 the	 first	 section	 lays	out	a	hypothetical	 system,	built	within	 the	Cooperative	
Unions,	based	on	the	principles	in	the	paper	at	the	Finance	Forum	(shown	in	parentheses.)	The	second	
section	 presents	 the	 cost	 and	 income	 calculations.	 Throughout	 an	 attempt	 is	 made	 to	 draw	 on	
international	experience	for	both	describing	the	system	and	for	costing.	

A	SYSTEM	BASED	ON	MULTI-PURPOSE	COOPERATIVE	UNIONS	(Principle	10)	

1. Source	of	Funds	
It	is	assumed	that	the	funds	to	the	Cooperative	Union	for	lending	come	from	Commercial	Banks	
that	 assume	 low	 risk	 either	 because	 of	 confidence	 in	 the	 Cooperative	 Unions	 lending	 and	
repayment	systems,	or	because	of	external	guarantees.	The	former	 is	of	course	preferred	as	 it	
places	 incentives	 in	 the	 right	 place	 for	 repayment.	 There	 are	 of	 course	 other	 alternatives	 for	
sourcing	 loanable	 funds.	 The	 Cooperative	 Union	 will	 initially	 require	 subsidization	 of	 the	
institutional	structure,	as	is	clear	in	the	costing.		
	

2. Structure	at	the	Cooperative	Union	(there	might	 in	addition	be	a	national	apex	for	the	finance	
operations	of	the	cooperatives)	
	
It	is	assumed	that	the	Cooperative	Union	would	set	up	at	Union	headquarters	a	small	freestanding	
unit	to	manage	the	agricultural	finance	operation	(Principle	5).	That	unit	would:		

a. review	loan	recommendations	from	the	Primary	Branches,		
b. monitor	 lending	 levels	 and	 repayment	 levels	 with	 respect	 to	 procedures	 and	

experience,		
c. Provide	 training	 to	 the	 Agricultural	 Loan	 officers	 and	 farmer	 Loan	 Committee	

members	at	the	Kebela	level.		
d. Costs	for	the	Union	level	unit	are	assumed	to	be	constrained	at	1½	percent	of	loans	

(and	of	savings	where	applicable.)	
e. Accounting	for	the	agricultural	finance	operations	would	be	kept	separate	from	the	

rest	of	the	Union	accounting	so	that	it	could	be	separately	monitored.	
	

3. Structure	at	the	Kebela	level	

On	average	a	cooperative	union	covers	about	50	Kebela’s.	To	commence	it	might	initiate	an	agricultural	
finance	system	in	twelve	of	those	Kebelas	and	locate	them	in	the	Kebela’s	that	have	a	market	center	
(Principle	5.)	Typically	one	market	center	serves	on	the	order	of	four	Kebelas.	Thus,	the	system	would	
start	by	covering	all	that	Union’s	Kebelas	with	a	market	center.	Then	expansion	could	occur	by	making	
the	market	center	the	base	for	covering	the	other	Kebelas,	or	additional	branches	would	be	developed	
in	each	of	the	Kebelas.	This	analysis	proceeds	only	through	the	first	installment	of	Kebelas.	
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The	basic	clientele	is	the	small	commercial	farmer	(SCF)	ranging	from	0.9	to	5	hectares	of	arable	land.	
(Although	a	size	limit	on	farms	would	not	be	placed	and	actual	practice	would	move	outside	these	
limits.)	The	average	size	of	farm	of	cooperative	members	is	a	little	less	than	2	hectares.	Thus,	the	small	
commercial	farmer	is	the	dominant	group	in	the	cooperatives.	It	is	assumed	that	in	general	the	micro	
credit	and	RUSSACO	systems	will	provide	for	the	needs	of	the	less	than	half	hectare	farms,		and	those	of	
half	a	hectare	to	0.9	hectares	would	split,	some	falling	on	the	cooperative	system	and	some	the	micro	
finance	system.	

a. The	first	Kebelas	chosen	would	be	those	containing	a	market	center	 (normally	one	for	
three	or	four	Kebelas.)	They	provide	the	most	convenient	access	and	services.	It	would	
later	be	decided	whether	to	open	in	the	other	Kebelas	or	to	service	them	from	the	market	
center.	But	they	would	all	have	the	same	structure	as	below.	

b. The	Primary	Cooperative	Committee	would	appoint	a	small	(perhaps	four	member)	sub-
committee	to	oversee	the	finance	operation.	

i. A	minimum	of	one-quarter	of	these	members	would	be	women	–	the	reason	for	
that	derives	from	the	widespread	evidence	(see	the	Ethiopian	data	in	the	paper	
for	the	Finance	Forum,	by	Shush	Kumar-range.)	 that	women	are	deemed,	by	a	
large	majority,	 to	 be	more	 responsible	 about	 loan	 repayment	 than	men.	 Thus	
involving	women	in	management	is	critical	to	the	financial	success	of	the	system.	
There	 is	 widespread	 evidence	 (e.g.	 Esther	 Duflo	 in	 the	 Journal	 of	 Economic	
Literature)	 that	 for	 some	 time	quotas	 and	 targets	 are	necessary	 to	obtain	 the	
most	economic	level	of	women’s	participation	in	decision	making.	

ii. The	 Agricultural	 Loan	 officer	 (see	 below)	 would	 discuss	 her	 loan	
recommendations	 to	 the	 Cooperative	 Union	 with	 this	 committee.	 This	 serves	
three	purposes	

1. Provide	an	entry	point	for	the	Loan	officer	to	the	Kebela	
2. Provide	access	to	Kebela	expertise	of	its	members	
3. The	Committee	would	understand,	and	convey,	 that	 if	payments	were	

not	 virtually	 universally	 on	 time	 that	 the	 loan	 program	 would	 be	
withdrawn	from	that	Kebela.	There	is	little	positive	experience	of	small	
group	guarantees	from	small	commercial	farmers,	in	contrast	to	the	wide	
success	of	this	model	for	micro-credit	lending	to	very	low	income	people.	
The	role	stated	here	fits	known	international	practice.		

c. The	Agricultural	Loan	Officer	
i. Appointed	by	the	Cooperative	Union	
ii. A	 person	 able	 to	 make	 judgments	 about	 the	 profitability	 of	 investments	 on	

individual	farms	and	to	ensure	repayment	(Principle	4.)	
iii. Will	take	 loan	applications	during	the	high	season	for	 lending,	discuss	with	the	

Committee,	send	to	the	Union	with	her	recommendations,	inform	applicant	and	
the	 committee	 of	 decisions,	 and	 most	 important	 follow-up	 to	 be	 sure	 the	
profitable	 practices	 are	 followed	 and	 preparation	 is	 being	 made	 for	 timely	
repayment.	During	the	off	season	she	will	travel	widely	in	the	Kebela	to	know	the	
Kebela	and	its	residents	well	(Principle	3.)	
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iv. Most	likely	selected	from	the	best	of	the	extension	agents,	or	recent	graduates	
from	the	Agricultural	Universities.	

v. Special	 training	 (continuous	 basis)	 in	 improved	 agricultural	 practices	 requiring	
investment	and	in	lending	procedures.	

vi. Reports	to	the	Cooperative	Union,	as	above,	but	advised	by	the	Loan	Committee	
(above.)	

vii. Electronic	procedures	will	allow	the	accounting	to	be	done	at	the	Union	level	so	
only	one	employee	is	needed	at	the	Kebela	level.	If	the	electronic	system	is	not	
universally	feasible	other	methods	can	be	used	to	get	recommendations	to	the	
Union	committee.	Since	close	to	half	of	the	Kebela	level	Market	Centers	may	lack	
electricity,	there	may	be	some	problems	implementing	an	electronic	system.	

viii. Although	a	size	of	farm	for	borrowers	would	not	be	specified	it	is	likely	that	the	
0.9	to	5	hectares	farms	would	most	easily	prove	to	be	creditworthy	in	this	system.	
The	Loan	officer	would	interview	each	applicant	for	a	loan,	fill	out	the	forms,	and	
send	 them	electronically	 to	 the	head	office	with	 a	 recommendation.	 The	 loan	
officer	would	meet	with	the	borrowers	several	times	during	the	year	and	check	
farming	practices	as	well	as	 laying	the	base	for	payment	on	time.	Loans	would	
normally	be	made	prior	to	planting	and	collected	shortly	after	harvest.	In	the	first	
years	a	voucher	system	could	be	used,	redeemable	at	the	cooperative	union	or	
at	 private	 traders,	 but	would	 soon	move	 to	 a	 cash	 basis	 as	 the	 loan	 portfolio	
expanded	and	diversified.	
	

4. 	COSTING	

WHAT	DO	WE	LEARN	FROM		THE	FOLLOWING	TABLE		

Remember	that	farmers	invest	more	with	low	interest	rates	and	that	holding	losses	to	less	than	3	
percent	(which	requires	hard	working	skilled	loan	officers),	administrative	costs	to	3	percent	(as	
above)	and	3	percent	“pure”	interest	still	provides	a	real	interest	rate	on	loans	that	takes	half	the	
farmers	profit	from	the	investment	(Principle	6.)	
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Table	1	Costs	of	and	Income	from	Lending,	Kebela	Level,	with	Cooperative	Union	Support		

Item	 Birr	 $	
COST	 	 	
Salary	–	Kebela	Loan	Officer	@	1000	per	month	–	top	of	extension	range	 	12,000	 660	
Overhead		-	Union	Office	–	Salaries,	equipment,	etc.@	50%	loan	officer	salary	 				6,000	 330	
Overhead	–	Kebela	Office	–	office,	equipment,	travel	(minimal)	@	50%	 				6,000	 330	
TOTAL	 		24,000	 1320	
TOTAL	FOR	UNION	–	12	Kebelas	–eventual		target	50	Kebelas	 288,000	 16,000	
INCOME	 	 	
First		year	 	 	
1/3	of	fertilizer	purchased	(400	farmers,	average	2	hectares,	300Kg		per	
farmer,	$500/ton	=	$120,000	divided	by	three	=	$40,000	

720,000	 40,000	

Income	3%	of	loans		 	21,600	 		1200	
Second	Year	 	 	
20%	increase	fertilizer,	other	farm		loans	½	of	fertilizer	=		 1,296,000	 72,000	
Income	3%	of	loans	–	profitable	–	start	loan	loss	reserve	 	38,880	 2160	
Third	year	 	 	
30%	increase	in	loans	to	farmers,		 1,684,800	 93,600	
Income	3%	of	loans	 		50,544	 	2808	
Highly	profitable	third	year	–	increase	loan	loss	reserve	 	 	
	
	

	 	

Fourth	year	alternative	1	 	 	
Same	to	farmers	–	take	deposits	equal	to	half	of	loans	 2,527,200	 140,400	
Income	3	%	of		loans	and	3%	of	deposits	(3%	of	assets	and	liabilities)	 		75,816	 4212	
EASILY	PROFITABLE	 	 	
Fourth	year	alternative	2	 	 	
Same	to	farmers,	loans	to	small	businesses		equal	to	half	of	farmer	loans	 2,527,200	 140,400	
Income	3%	of	loans	 				75,816	 	4212	
EASILY	PROFITABLE	 	 	
Fourth	year	alternative	3	 			 	
Same	to	farmers,	lend	to	Cooperative	Union	equal	to	half	of	farmer	loans	 2,527,200	 140,400	
Income	3%	of	loans		-	EASILY	PROFITABLE	 			75,816	 		4212	

	

Note	that	the	pace	of	expansion	assumes	an	agricultural	loan	officer	who	is	aggressively	helping	
farmers	find	highly	profitable	on	farm	investments.	That	will	be	increasingly	important	into	the	
future.	The	objective	is	to	use	the	finance	system	to	aggressively	increase	production	in	a	profitable	
manner	to	meet	the	Governments	vision	and	intermediate	targets	for	reaching	that	vision.	

With	very	rapid	expansion	from	a	high	base	of	lending	the	branch	can	show	a	profit	in	the	second	year	
and	be	highly	profitable	the	third	year.	Three	alternatives	for	further	expansion	are	shown.	They	show	
substantial	profits.	

The	most	important	alternative	is	taking	deposits,	which	should	soon	get	to	more	than	twice	the	level	
assumed	–	so	this	is	a	particularly	attractive	option.	Taking	deposits	also	helps	the	system	to	be	non	–
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inflationary	(Principle	8.)	For	taking	deposits,	the	Cooperative	Union	might	obtain	the	same	permissions	
that	RUSSACCOS	have,	or	alternatively	they	could	act	as	an	agent	for	deposits	for	a	commercial	bank.		

A	second	alternative	(and	ideally	they	would	all	be	pursued)	is	lending	to	small	business	in	the	Kebela	–	
desirable	in	itself	-	and	lending	to	the	Cooperative	Union	(Principle	7	and	9.)	This	option	is	particularly	
attractive	for	women,	who	disproportionately	mange	small	businesses	to	the	market	center	and	lower	
level.	

Another	alternative	is	to	expand	into	neighboring	Kebelas.	The	problem	here	is	that	travel	costs	will	
escalate	and	it	may	be	more	cost	effective	and	a	larger	impact	on	growth	to	open	additional	branches	in	
those	Kebelas.	This	is	an	issue	that	requires	analysis	based	on	the	initial	experience.		

The	basic	point	is	that	rapid	expansion	of	lending	will	require	intensive	effort	by	the	loan	officer	to	help	
farmers	understand	the	potentials	for	profitable	loans.	The	first	loans	sell	themselves,	and	then	the	loan	
officer	has	to	work	with	farmers.	And	we	know	that	intensive	effort	will	be	required	to	keep	the	
repayment	on	time	record	at	close	to	100	percent	which	is	essential	to	viability	(Principle	3.)	

End	
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