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ABSTRACT
AN ECONOMIC AND INSTITUTIONAL ANALYSIS OF FORMAL AND
INFORMAL CREDIT IN EASTERN UPPER VOLTA: EMPIRICAL
EVIDENCE AND POLICY IMPLICATIONS
By

Edouard Kouka Tapsoba

The purpose of this study was to analyze the economic and
institutional constraints on the performance of the government agri-
cultural credit program and the informal credit system in the
Eastern Region of Upper Volta. The purpose of the government
(formal) credit program was to encourage farmers to shift from hand
hoe cultivation to animal traction (donkeys and oxen) cultivation in
order to increase food production and the welfare of small farmers.

The study was undertaken in the Eastern Region of Upper Volta
as part of a broader micro economic survey of 480 small farmers which
was carried out by a multidisciplinary team over a 12-month period
(April 30, 1978-May 1, 1979). Repeated interviews were used to col-
Tect input-output data on a weekly and monthly basis from the 480
farmers over 52 weeks. In addition five sets of monthly and one-shot
credit questionnaires were administered to the same 480 farm house-
holds. Both traditional farmers (TRAD) and farmers receiving loans
for animal traction equipment (ANTRAC farmers) were included in the

survey.



The 1978-1979 survey revealed that organization and operational
deficiencies of the EORD credit program resulted in untimely delivery
of credit in kind to ANTRAC farmers. While the nominal interest rate
on government loans was 5.5 percent, the real cost of borrowing for
short term borrowers was estimated to be 12.31 percent. Only 2.3
percent of farmers perceived the low nominal interest to be an
important advantage of the EORD's credit program. The average annual
real cost of lending of the EORD was estimated to be 25 percent of
the total loan portfolio outstanding over the 1977-1980 period.

The impact of medium term credit as measured by the technical
and economic effects of animal traction at the farm level was modest.
The survey results revealed that acreage effects were only higher for
donkey farmers and the yield effects were insignificant between
ANTRAC and TRAD farmers except for minor crops. Animal traction
farmers experienced severe cash flow problems because of the slow
learning curve associated with using animal traction equipment and
high cash expenses associated with animal traction. But the results
were affected by a drought suffered by donkey farmers during the year
of the survey.

The repayment of loans from the EORD credit program has been
poor. The overall collection ratio declined from 42.7 percent in
1976-1977 to 25 percent in 1979-1980. The poor loan repayment was
due to late delivery of credit items by the EORD, unwillingness and
indi fference of some farmers who did not feel obligated to repay
ORD's loans, death or sickness of farmers and draft animals and poor

yields.



The survey revealed that the major function of the informal
credit system was to provide short term (i.e., four months on the
average) cash and in-kind loans to farmers to fulfill social obliga-
tions, to meet household expenses, including the purchase of food
and for trading. It was found that the informal credit system had
two types of loans: non-commercial and commercial. While commercial
loans involved interest charges, non-commercial loans played a role
of mutual assistance among farmers and did not bear interest.

The survey revealed that the average interest rate in the com-
mercial segment of the informal credit system was 21 percent per
month but village money lenders also provide some non-commercial
loans with no interest or with negative interest rates. The repay-
ment rate for all cash borrowings in the informal system was 72.2
percent. The survey revealed that there was no widespread hoarding
of cash and that farmers were saving or investing their excess cash
mostly in cattle.

Specific recommendations for lowering the cost of ANTRAC to
farmers were: (1) cost sharing among several users, (2) extending
the period of repayment from five to seven years for oxen traction
and from four to five years for donkey traction with two years and
one year grace respectively. In terms of improving repayment of
loans, repayment in kind should be considered, and cash crops such
as cotton should be promoted. To improve the EORD credit delivery
system, there is a need for better coordination of various credit
operations, and improvement of procedures and bookkeeping. A more
effective training program for farmers should be established

including functional literacy to help farmers understand the credit



policy. Finally the EORD should readjust the interest rate upward
to 12-13 percent to keep pace with inflation.
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CHAPTER I

INTRODUCTION

1. Background
Upper Volta, with a population of over 5.6 million and an area
a s large as that of the state of Colorado (274,000 square kilometers),
4 s a land-locked country in West Africa which is among the 25 poorest
na T ions in the world. The economy is based almost entirely on agri-
cwu F ture where 85 to 90 percent of the population live and produce
owv e » 80 percent of the Gross Domestic Product.

Historically, Upper Volta has been self-sufficient in staple
foo <& production. But the drought of 1968-74 and lagging food pro-
duc € fon during the 1970's have focused policy attention on the need
to  § ncrease food production. Sorghum production averaged 714
tho wsand tons! a year over the 1964-67 period but declined 28 percent
to 515 thousand tons during the 1969-72 period [FAO, 1977]. The FAO
©S Tt ¥mates that sorghum production was 738 thousand tons in 1975 but
it Fell to 650 and 600 thousand tons in 1976 and 1977, respectively.
The FAO estimates that millet production was 383 thousand tons in
1975, 350 thousand tons in 1976 and 330 thousand tons in 1977.
‘\<:‘=<>rd1ng to the FAO, per capita food production index (relative to

1 969,71 = 100) declined 15 percent in 1977.
_

‘AH quantities in metric tons.
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As a result of declining and unstable food production, food
imports have increased both in quantity and in value. For example,
the value of food imports rose from 3 billion CFA1 in 1972 to over
8 billion CFA in 1974 following the drought of 1973. With the return
o f normal rainfall in 1975 and 1976 food imports fell to around 4
bi1lion and 4.5 billion CFA, respectively [BCEAO, 1977]. Commercial
4mports of cereal totaled 25 thousand tons in 1972 and increased to
4 O thousand tons in 1973, and 94 thousand tons in 1974. Imports fell
€ o 24 thousand tons in 1975 and 28 thousand tons in 1976 [BCEAO,
T ©977]. Had the international community not provided massive food aid
O v er the 1972-74 period, actual food imports would have been even
T a wrger.
Faced with this food crisis, the Voltaic government's prime
o b F ective has been to increase food production both to keep pace
w¥ & h rapid population growth as well as to ensure a relfable food
Swury-plus. But in order to increase agricultural production in Upper
VO T ta where most of the rural population is still at the subsistence
Tewvel, a whole range of interlocking constraints must be addressed.
These constraints can be overcome through (1) improvement of infra-
ST vucture, (2) technological change, (3) institutional innovation
& nd (4) economic incentives.
The majority of farms are small family holdings ranging from
3 o 5 hectares. The main agricultural activities consist of the
Production of staple food crops (sorghum, millet, corn and rice),

Cash crops (cotton, peanuts and sesame) and livestock (cattle, goats,
—_—

‘The exchange rate was about 220 CFA/$1 U.S. in 1977,
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sheep, chickens, etc.). In addition, apart from the densely

populated central Mossi Plateau, agricultural land generally 1s not

a constraint and there is no host of landless laborers. But the

shortage of family labor constitutes a serious bottleneck especially
during the weeding period [Zalla, 1976].

In order to attain its national goals, the Voltaic government,

s dnce 1965, has pursued a regional approach to rural economic and
s ocial development. Thus, the country has been divided into eleven

O ganismes Regionaux de Développement (ORDs). The Eastern ORD

¢ E ORD), which is the focus of the analysis in this study, was among
€ b»e last to be officially established in 1974. The ORDs have been
e r» Erusted with a wide range of responsibilities, including agricul-
€t s e extension, veterinary care, community development activities
( ¥ wa nctional 1iteracy, women's projects, etc.), irrigation projects,
1 r» Frastructure (feeder roads), marketing, and the provision of
¥ P uts and small agricultural implements such as animal drawn plows,
Caa v ts and other accessories.
To achieve production goals, most ORDs have developed agri-
C w1 tural credit programs which provide both short term credit for
Seasonal inputs (fertilizers, pesticides, insecticides, fmproved
Se@eds, etc.) and medium term credit for animal traction equipment.
Bo th short and medium term credit are highly subsidized.
There has been considerable experience with rural credit
p"‘ograms in the last fifty years in Upper Volta. But credit pro-

Oramg during the colonial period were generally unsuccessful .1
\

< 1See Chapter IV for a historical overview of agricultural
redit in Upper Volta.
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After independence in 1960 and with the establishment of the ORDs,

credit has been promoted by the government as a means to accelerate

agricultural production. The various credit programs carried out by

the ORDs have produced mixed results depending on the economic
environment, and the type of crop(s) grown. Although credit programs
have been successful in some predominantly cash crop areas (such as

¥ n Western Upper Volta with cotton schemes financed by the World

Bank) the results for food crop production have generally been less
< waccessful. Cash crop prices have been relatively more attractive

¢ e ven guaranteed for cotton) than food crops, and farmers were

& < sured of selling their products in a well organized marketing
s ystem.

From the mid 1960's to the mid 1970's, the different ORDs had

t hye ir own credit programs which they operated independently from one
a o ther. But since 1975 the Ministry of Rural Development has set
ge m eral guidelines and uniform terms of credit for the ORDs to
FOo T Tow: 5.5 percent interest and, for medium term credit, a four or
% wve year term with one year of grace.] Today, the government is in
the process of establishing a specialized national lending institu-

Tion, the Caisse Nationale de Crédit Agricole (CNCA) devoted to
Aagricultural credit.

Over the years, agricultural planners have encouraged the

Qdoption of animal powered mechanization as a means of increasing

| gricultural productivity. This strategy has been based on a number
OF premises. First, in breaking an observed labor bottleneck, this
\

]A four year term for donkey traction and a five year term for
OXxen traction.
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time saving technology would permit an expansion in acreage [Jones,

1970; Peacock et al., 1966; Garin, 1966]. Second, in allowing better

and more timely preparation of seed beds and weeding operations, it

would have significant impact on yields [Vidal et al., 1962;

Dennison, 1961; Charreau et al., 1971; Kline et al., 1969; Ramond et

al., 1973]. The combined effects of both acreage expansion and

yield increases were assumed to increase production. In addition,

€ he use of seasonal inputs, especially fertilizers and the overall
< mtegration of animal and crop production, have been seen as addi-
2 % onal factors which would contribute to increasing agricultural
P —oduction.
The rate of adoption of animal traction and the use of
4 s poroved seasonal inputs, however, have been rather modest. Given

tihsaa t the potential effects, both in technical and economic terms,

a v« promising, the assumed explanation is that low adoption rates

& v« due to capital shortage at the farm level. A complete donkey

tvra ction package, for example, requires an initial investment of
6 O _, 000 CFA, whereas a complete oxen package requires as much as
1 20,000 CFA or more [ORD de 1'Est, 1979].- Hence, agricultural

C vye@dit has been introduced to alleviate this assumed financial
Constraint.

Numerous credit specialists point out that although credit
Can pe a very powerful tool for agricultural development, it should
MOt pe considered in isolation but rather viewed in relationship to
Other institutions and to the overall policy environment [Jones,

L 97’!; Oweis, 1973]. Moreover, a credit program may collapse as

beautiful'ly as it was designed if the local socifo-cultural and
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economic environment is not taken into account. Social scientists
contend that socio-cultural institutions should be understood prior
to the launching of credit programs [Jones, 1971; Gillette et al.,
1973; Donald, 1976] because a Gourmanche farmer is not the same as
a Bobo farmer, nor is a Mossi farmer exactly the same as a Lobi

L Farmers from different ethnic groups have different cus-

farmer.
toms and they are guided by different social structures and economic
o pportunities. These differences must be taken into account and
< v-edit programs should be tailored to fit the local environment.
The numerous failures of small farmer credit programs in the
o & veloping world are hard to explain in the midst of widespread use
©o £ subsidized interest rates for production credit. As mentioned
ea wlier, the cause of this "high mortality rate" among small farmer
cy—e&dit programs may stem from the fact that these programs have been
c o rxceived, designed and implemented based on a dubious theoretical
Fo wandation. For example, as one reviews credit programs in the
Th ¥ »d World one notes that most development specialists design cred-
Tt programs based on economic theories and models which rely heavily
©Om  the direct transfer of the so-called "modern" institutions to a
S ubsistence or near subsistence setting. This practice has recently
COme under heavy fire by many economists. For example, Adams [1978,
P . 547-560] observes that:
Economists are . . . handicapped in the analysis of rural
savings behavior by the incomplete, and to some extent inappro-

priate theoretical tools at their disposal. There are serious
shortcomings in consumption theory when it is applied to rural

Te—

u 1(:‘»our-manche, Bobo, Mossi and Lobi are all ethnic groups in
_‘pber Volta. The Gourmanche constitute the predominant ethnic group
N the Eastern ORD.
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behavior in LDC's. . . . Most consumer analyses to date, for
example, have assumed that consumption and investment decisions
were made by separate decision-making units . . . however, rural
consumption behavior can only be explained by analyzing the firm-

household as it simultaneously makes consumption, investment and
savings decisions.

2. Problem Setting and Need for Research

There has been 1ittle research on the use of agricultural
credit at the farm level in Upper Volta except for ad hoc reports
prepared to support requests for foreign assistance. In some ORDs,

< wsch as the Eastern ORD, large credit programs were instated in the
rre ¥ d-1970's in the absence of research results pinpointing the lack
o F credit as a major constraint on agricultural and rural develop-
me nt.

But the Eastern ORD is not unique in launching a major credit

Py gram without a firm knowledge base. Underlining the lack of such
re < earch, Lele [1975, p. 85] says:
Few baseline surveys have been conducted in designing rural
development programs prior to the establishment of a credit
service. Consequently, 1ittle hard information is available
to program planners on the target population's saving pro-
pensities or the sources from which it obtains credit.
Due to the urgency to launch crash food production programs
Fo T Towing the 1968-74 drought, coupled with the fact that research
¥s often regarded as a luxury in Upper Volta, and in many other
Third World countries, it is understandable why research on credit
FO 1 1owed rather than preceded the launching of these crash programs.
For example, although the EORD credit program had been functioning
for four years, no study had been carried out to evaluate the tech-

““Ca'l, financial and economic impact of this program at the farm

Vevel until the MSU study was undertaken in 1978.



8
Until recently, repayment, delinquency and default rates have

been the only criteria used by the ORDs in evaluating the performance

of their credit programs. How efficiently the ORDs are carrying out

their credit operations, in terms of procurement of inputs and pro-
cedures involving both the provision of credit and collection of
r-epayments, has never received the attention it deserves.

Another extremely important issue which has not been fully

a ddressed, is the extent to which farmers understand the credit

pvograms of their ORDs. Credit has been extended to farmers on the

& s sumption that they understood not only the objectives and func-
€ ¥ oning of the program, but also the cost and terms of the loans as

we11. To what degree is this assumption valid? In a preliminary

s € wdy, Zalla [1976] reported that some extension/credit agents in
€t e Eastern ORD believed that a major cause of farmer non-repayment
waa s due to the lack of basic knowledge of the operating details of
Tth e credit program.
Other important points which need to be explored involve the
Y€ a sons for non-participation of some farmers in the ORD credit pro-

gv-am. Are there other costs associated with that participation that

A ke farmers reluctant to join the formal credit program? Is the

S ubsidized interest rate a crucial variable in the farmers' percep-
T ¥ on of the advantages of the ORD credit program? Answers to the
A bove questions would certainly help improve the design of ORD credit
Programs.

There is an informal credit system in the Eastern Region in

Which farmers borrow from various sources for various purposes

"'\C'Iuding consumption, social events and non-farm activities. Based
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on informal interviews with EORD's field agents, Stickley [1977], for

example, reported interest rates varying from 67 percent to 140 per-

cent per year in the informal credit sector.

Numerous writers have underscored the importance of collecting

empirical data on informal financial markets in rural areas. Donald

[1976, p. 77], for example, notes that "rather little is known with
any precision about informal credit, either in its aggregate values
o v in its distribution among types of lenders."

Along the same lines

G ¥ 1lette and Uphoff [1973, p. 141] claim that " . . . it is worth the

4 7 me and energy required to gain detailed information concerning

7 © <al conditions, especially the informal economic system, and to

a € Tempt to adapt government programs to these conditions." It seems

o I wious that research on informal credit can provide valuable infor-

maa & ion which will help improve formal agricultural credit programs.

A cax ms and Kato [1978, p. 8] contend that: "More research should be

ca v wied out on informal credit systems in rural areas. In some

Ca s es, 1t may be possible for formal lenders to adapt techniques used

bys dnformal lenders." In addition, the results of such studies may

be useful in the design and implementation of alternative lending
PO T jcies to respond to farmers' needs. It is for these reasons that
the present study includes both formal and informal credit systems.
Another important area of interest is the issue of rural
Sa Vvings. An important hypothesis which has been recently put for-
ward by rural development specialists is that, contrary to the
CIeVe'lopmeni: literature of the 1950's and the 1960's, there is a sub-
Stantial saving potential in the countryside. An increasing number

OF researchers have provided evidence that such potential does exist
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in rural areas of developing countries in general, and in black

Africa in particular [Bouman, 1977; Delancey, 1978; Haggblade, 1978;

Miracle et al., 1980, and others]. The problem, these writers con-

tend, is how to build appropriate institutions to mobilize these

hidden resources to finance development programs. But the extent to
which this hypothesis is borne out by the facts, at least in the
Eastern Region of Upper Volta is still an empirical question that
meeds to be addressed. What are the forms under which savings are
k< ept? Apart from borrowing, are there other sources of liquidity

ww b ich farmers can access when need arises?

3. The Objectives of the Study

The general purpose of this study is to generate basic informa-
€ % on on agricultural credit in the Eastern ORD, including an analysis
o ¥  the economic and institutional constraints on the performance of
o v-mal (ORD) and informal credit, and the profitability of credit at
the farm level.

The specific objectives of this study are to:

1. describe Upper Volta experience in agricultural credit in

& historical perspective with emphasis on the causes of success

and/or failure;
2. describe the functioning of the Eastern ORD's credit pro-

Svam, including the understanding and attitudes of farmers toward
the (rD's credit program;
3. analyze the performance of the Eastern ORD's formal

Credit program;

4. describe the traditional informal credit system;
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5. analyze the performance of the informal credit system and
the attitudes of farmers toward credit and savings; and

6. derive policy implications for improving existing credit
programs and designing alternative lending programs to improve the
income and welfare of rural people.

It is hoped that the results of this study could be useful not
only to EORD decisfion-makers but also to other Upper Volta policy-
makers and international agencies interested in contributing to the

development efforts in countries with similar conditions.

4. Organization of the Study

The remainder of the study is organized into seven chapters.
Chapter II provides a brief survey of major issues in agricultural
credit in developing countries. Chapter III presents a detailed
description of the research site and the research methodology used
to design the basic farm survey and the supplementary questionnaires
on  farm credit. Chapter IV will provide an overview of Upper Volta's
h 1 s torical experience with agricultural credit and describe the
1’u"lction'lng of the EORD's current credit program.

The performance of the EORD credit system is analyzed in
chapter V using both secondary information and farm survey data.
ReDayment performance will be analyzed using appropriate indicators.
The degree of farmers' understanding of the credit program and their
pe"ceptions of its advantages and disadvantages will be addressed.
The impact of medium term credit on production, and income will be
el"&Tyzed using technical efficiency measures and costs/returns

de\"ived from farm budgets. This chapter will also address the
QQLI'H:,V issue.
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Chapter VI will provide a detailed description of the informal

credit system. Cash and in-kind credit transactions will be
described in terms of number, value, sources, terms and purposes.
An in-depth analysis of the structure and performance of this
informal system as well as farmers' attitudes toward credit and
savings is presented in Chapter VII. Finally, Chapter VIII will
present a summary of the major findings of the study and their

policy implications.



CHAPTER II
LITERATURE REVIEW

1. Introduction
Over the last ten or fifteen years both multilateral and

bilateral lending institutions have drastically reoriented their

policies to focus their attention on the rural poor. As a conse-

quence small farmers credit programs (SFCPs) have been increased in

almost all Third World nations. This injection of financial

resources has been assumed to be a critical factor in increasing

agricultural production. For example, Whitaker [1973] reports that

dur-ing the 1960-69 decade, almost one billion U.S. dollars' was spent
on  various credit programs in the Third World by international lend-

ing institutions. Ladman and Adams [1978] report that the total

AMOo unt of agricultural loans disbursed in eighteen Latin American

COountries was $3.282 billion in 1960, $6.316 billion in 1968 and

$8 . 789 bi1l4on in 1973.
T.W. Shultz's Transforming Traditional Agriculture [1964] pro-

V¥ ded evidence from village studies in India, Guatemala and other
c‘:’ul'ttr-ies that traditional farmers were "efficient but poor."
s'hll’ltz hypothesized that the introduction of new technology and

1 Nvestment in human capital would provide profitable income streams

\

29 TThis amount was provided by the Inter-American Development
|,nk (1DB), the World Bank and USAID.

13
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which would increase output and earnings of farmers in the Third
World. The Shultzian hypothesis provided a solid foundation for the
provision of credit to small farmers because it was assumed that the
availability of credit would enable farmers to finance the acquisition
of new technology. The rationale behind the provision of credit to
farmers was based on the assumption that there was a lack of such
resources for acquiring both durable assets (machinery, various
fmplements, draft animals, etc.) and working capital for seasonal
inputs (fertilizers, improved seeds, pesticides, insecticides, etc.).
Shultz's emphasis on investments in human capital was advocated to

ensure that the farmer was properly using the new inputs.

2. Major Issues in Formal Credit

Scholars have advanced numerous ideas about the function and
role of agricultural credit in the development process. According to
Lele [1974], an agricultural credit system "must" facilitate the free
transfer of resources among sectors, among regions and across income
1 asses in order to bring about an efficient allocation of scarce
re@sources. In addition, it was assumed that a credit system was
Needed to finance technological change and mobilize savings from the
¥ ncreased incomes generated by the expansion of agricultural produc-
Tion. Jones [1971] contends that agricultural credlit can (1) mobi-
LB 2e loanable resources from the economy; (2) supply these loan funds
For the purchase of productive assets; and (3) provide technical
Q'S sistance, 1f needed, at the farm level (including financial and
"‘Qnagerial assistance). Galbraith [1952, p. 32] argues that ". . .

QA Gricultural credit clearly does become a strong force for further
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improvement when a man with energy and initiative who lacks only the
resources for more and more efficient production is enabled by the
use of credit to eliminate the one block on his path to fmprovement."

In a survey of agricultural credit in Africa, Miller [1977,

p. 5] contends that provided that the proper conditions exist or can
be created, ". . . well-managed production credit can give agricul-
tural development a strong boost by accelerating the rate of adoption
of improved technology by farmers who would otherwise be prevented
from using it."

In an insightful article, I.J. Singh [1973] observes that the
role of credit changes over time depending on the technological
phases in agricultural development with three different roles for
agricultural credit. In the first phase of pre-availability of new
technologies the role of credit is to (1) drive interest rates down;
(2) reduce small farmers dependence on moneylenders; and (3) reduce

the monopoly profits of moneylenders. In the first phase, Singh
COntends that these activities can be carried out without resorting
TO subsidized credit. The second technological phase is the transi-
Ttion period to the adoption of new technologies. The role of credit
In this stage is to (1) provide large amounts of loanable funds to
Meet a substantially rising demand; which would (2) prevent interest
a tes from soaring, and hence hampering the adoption of new technol-
O gies; (3) tie credit to a new technological package;and (4) estab-
LR S h Tocal rural credit institutions that would bring about compet-
Tey ve conditions in rural capital markets. In the third phase

& Tter new technologies have been adopted the role of the credit
t:"‘Ogram is to (1) strengthen credit institutions; (2) mobilize
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savings from the expanded farm earnings; and (3) make rural loan
associations self-supporting by a slow phasing out of the initial
special program and thus letting the newly developed rural financial
markets take over.

Although Singh's three-step credit story is theoretically very
appealing it nevertheless raises some practical questions about the
kind of credit to be extended and the form in which loanable resources
are to be provided to farmers in each phase. In the first phase, for
example, it is not at all clear what kind of credit should be extended

to farmers in the absence of new technologies. If credit is not made
available for consumption purposes, it is difficult to envision how
rural interest rates can be reduced.

In reviewing the literature, one is surprised to find how little
research has been done on the measurement of the extent of achievement
Of +the goals assigned to credit institutions. Although an increase in
fa rmers' income is an important objective, not much has been done to
generate "before" and "after" facts that would give an 1‘dea of how
Muc h progress has been made toward reaching this goal. Another
ObJjective is to get small farmers out of the "clutches" of the
€Xploitative practices of money lenders; yet little, if any, has been
done to document how various programs have helped reach this objective.]

Turning to some organizational and operational problems of

fo"‘ma'l credit institutions, Brake [1973] has pinpointed a number of
\

Ro ]The few studies of money lenders are as follows: Africa:

B berts [1973], Matlon [1977]." Asia: Long [1973], Barton [1977],

o w - Croff [1973], Kyu [1973], Sacay [1972], Harriss [1980], and

a1 hers. Latin America: Nisbet [1967], Norwell and Wehrly [1973],
Qdhart [1973], etc.
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serious difficulties, including the lack of adequately trained
personnel well fitted to the program under consideration and exces-
sive levels of decision-making. These shortcomings have often
resulted in high administrative costs, untimely provision of credit
and lack of clientele participation in the decision-making process,
especially at the local level.

French [1973], 1ike others, has pointed out that better per-
formance could be achieved by formal credit organizations through
simplified procedures; better communications and coordination within
the institution; better working relationships and closer linkages

wi th other organizations engaged in complementary activities (exten-
sion and marketing) as well as with farmers themselves; and finally,
by making program objectives and strategies more coherent.

There have been numerous studies of the causes of low repayment
rates of formal lending institutions. Major causes of delinquency
and/or default have been reported to be related to both borrowers'

A ttitude toward repayment' and ineffective collection procedures of
1 ©nding institutions. On the borrower's side, research does not seem
to support the hypothesis that non-repayment is strictly related to
Y ncome. For example, Gordon [1976], Miller [1977] and Vogel [1977,
1 978) report on many cases where borrowers had sufficient income to
"ebay their loans but they chose not to do so. They also report high
de Fault rates among rich farmers. Hence, a number of reasons have
beg, advanced [Boakye-Dankwa, 1979] to explain non-repayment, includ-
i"g farmers according low priority to repaying public credit institu-
t"ons compared to private lenders; farmers impressions that public

1 Oans are gifts by government in exchange for political support;



18
farmers initially intending to repay but ending up defaulting because
they witness others getting away with it, etc.

Turning to the lender's side, Von Pischke [1976] and others
note a number of factors related to the credit institution which
affect delinquency and default, including untimely provision of
credit and collection of repayment; poor recording of repayment and
bookkeeping; lack of sanctions against delinquent borrowers; corrup-
tion within the credit institution itself; political pressure which
diverts loans from target groups; lack of farmer education as to the

consequences of default; and measurement difficulties that make
repayment problems hard to manage.

Although delinquency (or repayment) may be an important indica-
tor of the financial viability of a credit institution, delinquency
is by no means the only criterion of the performance of a credit
Program. Tinnermeier and Dowswell [1973] and others, have argued
that a credit institution may still be very ineffective even though
the delinquency rate is zero. Alternatively, a program with high
de Fnquency may still have some beneficial results, including farm-
€rs participation, knowledge and use of new inputs, formation of new
Fa rmer organizations, a larger marketable surplus, and higher insti-
Tutional effectiveness.

Equity questions involving who benefits from the infusion of
Credit and the accompanying technology and change effects have
r‘eQem:Ly emerged as important issues in credit research. In a study
OF  the credit program of the Chilalo Agricultural Development Unit
(CADU) in Ethiopia, Holmberg [1972] and Cohen [1972] report that the

\'Q\“y success of the program in increasing production and income
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resulted in large scale mechanization which led to the displacement
of tenants. More recently, Ladman and Tinnermeier [1981] in their
study of the political economy of agricultural credit in Bolivia,
reported that credit was used as a political tool with the result
that the elite have greater access to credit and a disproportionate
share of the increase in income streams. In the Philippines, Sacay
[1973] reported that although small farmers (under 3 hectares) con-
stituted 73 percent of the farmer population, they received only 1.6
percent of total production credit.

In setting up agricultural credit programs, Third World coun-
tries have used highly subsidized interest rates as a means to
encourage the adoption of credit. But numerous scholars have criti-
c i zed these policies on several grounds. For example, Adams [1980],
Gonzalez Vega [1976, 1977], McKinnon [1973], Shaw [1973],and others,
ha ve argued that subsidized interest rates are counterproductive
because concessional and/or fixed interest rates discourage savings
and capital accumulation, bring about the fragmentation of financial
Ma rkets and introduce efficiencies in the allocation of resources.
The.y also assert that these policies often exacerbate distortions in
T ncone distribution and asset ownership. Hence, they advocate
T exible and positive real rates of interest in order to mobilize
sﬂvings and provide adequate returns for lending institutions.
Ac‘ams [1977] has, more recently, argued that negative real rates of
1 N terest have increased the dependence of rural financial markets of

Th‘ird World countries on funds from central banks, governments and

Trom forei gn donors.
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3. Major Issues in Informal Credit

In the first chapter we pointed out that many development
specialists believe that understanding local institutions is a pre-
requisite for the design of sound formal credit programs. For
example, Tinnermefer and Dowswell [1973] think that social change
requires ". . . an insightful understanding of the environment in
which the individual and also the credit institution operate."
Gotsch [1972] suggests that the characteristics of new technologies,
local institutions and existing social structures be taken into con-
sideration in designing credit programs. Brake [1973, p. 216]
recommends that "the credit institution should fit the purpose, situ-
ation and culture." Brake also contends that a credit program is not
likely to perform well in a society where there is no penalty for
delinquency or default.

The main reason why studying informal credit institutions is
important 1s to gain hard facts about the attitude and behavior of
small farmers in their traditional ways of doing things which in
turn may help design more effective formal credit programs. For
example, there is a wide range of conflicting views and opinions
among development experts on the key issue of savings potential in
rural areas. While some economists, such as Adams [1973], belfeve
that there 1s a large potential, others, such as Davis [1973],
think that there is a 1imited scope for rural savings mobilization.
There is also a widespread belief that informal moneylenders charge
exploitative or usurious rates of interest due to their monopolistic

position in the rural financial market [Nisbet, 1967]. Yet farmers
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still borrow extensively from moneylenders and traders despite the
availability of subsidized government credit.

Research on informal credit is growing in popularity. For
example, Nisbet [1967] interviewed two hundred farmers in Chile and
found that 45 percent of them borrowed from the formal credit market
whereas 44 percent were doing business within the informal credit
market and 25 percent were using both systems. The percentages add
to more than 100 percent because some farmers were participating in
both markets. Nisbet also found that 74 percent of informal borrow-
ers were landless or owned less than 12.5 acres. Nisbet also reports
that the interest rate was related to farm size, with smaller loans
carrying a higher rate while the highest interest rates were paid by
non-land owners.

A major conclusion of Nisbet's study was that usurious interest
rates were charged in the commercial segment of the informal credit
system (i.e., moneylenders, shopkeepers, merchants, etc.). The high
interest rates were attributed mostly to market imperfections. The
lender was either an oligopolist, a duopolist or simply an outright
monopolist within the area he was operating. Efforts by state
lending institutions to break these monopoly forces were not success-
ful. Also, farmers used the informal credit system because they were
reluctant to submit themselves to the paperwork required by formal
lending procedures; they were distrustful of the personnel employed
by government institutions and skeptical of the new inputs offered
them through the formal credit program. Nisbet's study has shown how

an informal credit market can be dominated by a handful of lenders

exercising monopoly powers. Nisbet has also documented the failure
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of state lending agencies to introduce competition in the financial
market of rural Chile due to the bureaucratic nature of their opera-
ting procedures.

Roberts [1973] carried out a one-shot credit survey in Zambia
in November 1969. Since most loans were used for mechanization
purposes (especially plowing which took place in November and
December) it was assumed that such expenditures would have been
incurred by the end of November. Roberts assumed that information
collected on private lending and borrowing in November would give an
indication as to the extent to which these loans were going to be
used over the entire year. The major findings of Roberts' investiga-
tion were that some farmers borrowed from informal lenders to meet
unanticipated emergency needs (machinery repairs, legal fees, 111-
nesses, etc.). Also private lending and borrowing was not a major
factor in productive investment within the sample. Although Roberts
made an effort to trace the origin of borrowed funds and uses of
these funds, there are some shortcomings in his study. For example,
farm expenditures in November accounted for only 16 percent of total
farm expenditure in 1968 and 1969. Further, the amounts borrowed
and lent for family purposes in November of 1969 were only 4.7 per-
cent and 8.9 percent, respectively, of the overall cash expenses of
the sample farmers on farming goods and services during the preceding
year.

Roberts' research also included a savings component; he pre-
sented evidence to support the hypothesis of high saving potential

in rural areas of Zambia. In his three-year study involving a

sample of 239 rural families, he showed that, on the average,
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sampled farmers saved 30 percent of their income over that period.1

Peter Matlon's study [1977] of small farmers in a Moslem area
in Northern Nigeria revealed that most borrowing occurred from mid-
May to early August which also corresponded to the period of acute
cash shortages, especially among lower income households. The study
showed that repayments were made for the most part, during the major
harvest period. For example, 66 percent of all loan repayments
occurred between early August and early February. Matlon found that,
on a value basis, 61.6 percent of all cash loans were utilized in
production activities and 38.3 percent were used for consumption pur-
poses. A total of 19.9 percent of the consumption loans were used
for food purchases and the rest for non-food consumption, holidays
and ceremonies.

Matlon reported that the mean annual interest was only 11.4
percent for loans repaid in cash and as much as 142.2 percent for
cash loans repaid in kind. No interest was charged the poorest 40
percent of households mainly because the Moslem religion in this
region had a built-in system to help shelter the poor. This finding
does not support the hypothesis that low income farmers are always
charged high interest rates in informal credit systems due to higher
service costs and higher risks.

This review has pointed out major lines of research on both
formal and informal credit and stresses the need for comparative

studies of both types of credit systems. To the author's knowledge,

]These findings were reported by Dale Adams [1973], The Case
for Voluntary Savings Mobilization: Why Rural Capital Markets
Flounder, p. 320.
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a comparative study of both the formal and informal credit has not
been conducted in Francophone West Africa. The only published report
on informal credit in rural Upper Volta is a preliminary survey con-
ducted by SAE& [1975] about the conditions for diffusion of formal
credit in the EORD. The only analytical paper on formal credit to
date in Upper Volta is Eddy and Baker [1980] study of Matourkou's
credit program. This review has pointed out the obvious need for
both descriptive and analytical studies of the formal and informal

credit systems in Upper Volta.

]SAED: Societe Africaine d'Etudes et de Développement .



CHAPTER III
RESEARCH METHODOLOGY

The objective of this chapter is to describe (1) the study site,
and (2) the methods used to design, organize and carry out the farm-

level survey and the special study of credit.

1. Study Site

This study was undertaken in the Eastern Region of the country.

The Eastern Region is an administrative unit officially known as the

Département de 1'Est (Eastern Department). The Eastern Department,
one of the eleven in the country, is administered by a Préfet who is
the government's highest ranking official in the region. He is tech-
nically responsible to the Ministry of Interior. Each region has a
rural development institution, the ORD, which is under the control of
the Ministry of Rural Deve1opment.1

The ORD is managed by a Director appointed by the government.
The EORD 1s divised into eight sectors2 which are subdivided into
sub-sectors. The region is divided into extension zones. Each zone
is made up of several villages. Although, theoretically, the ORD

provides extension service coverage for the entire region, large

1A complete description of the ORD system will be provided in
Chapter IV.

27he eight sectors are: Bogandé, Diabo, Comin-Yanga,
Matiakoali, Diapaga, Pama, Kantchari and Fada N'Gourma.

25
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areas of the ORD are not covered by extension agents because of high
supervision costs and poor transportation and rudimentary communica-

tion systems.

1.1 Population and Settlement Patterns

The Eastern Region covers a large area and represents about 20
percent of Upper Volta's total size. The EORD is the largest ORD in
the country and it is about as large as the entire neighboring coun-

1

try of Togo.' With 400 thousand inhabitants (i.e., less than 10

percent of the country's total population) this region has a low

2 Some areas of the ORD

population density relative to other ORDs.
have less than one inhabitant per square kilometer [Savonnet, 1968].
A number of reasons have been advanced to explain this low population
density. The most common reason is the lack of water during the dry
season. Other reasons are the floods in the rainy seasons due to
flat land and poor drainage and also disease infestation, especially
"river blindness" (Onchocerchiasis), which is severe in some southern
parts of the region.

The population is unevenly distributed throughout the region
(see Figure 3-1). Major population clusters are found in the north-
ern part around the Bogandé area, in the east around Diabo, in the
south of Comin-Yanga along the Togo border, around the west of

Kantchari to the Niger border and to the south of Diapaga around the

Gobnangou plateau. The population is clustered along the ORD

1T'ogo has 56 thousand square kilometers.

2The center of the country has 25 or more inhabitants per
square kilometer.
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boundaries whereas the center is sparsely inhabited. In 1968 it was
estimated that a large proportion of the people were 1iving in widely
scattered villages. Fifty-seven percent of the population lived in
small villages of 250 inhabitants or less [Eicher et al., 1976]. The
uneven distribution of population has some important implications.
First, the dispersed population makes it difficult and costly to pro-
vide agricultural inputs and marketing services. Moreover, the poor
road infrastructure is a serious problem during the rainy season when
many zones are isolated from the ORD's headquarters in Fada N'Gourma.

The clustering of population along the ORD's borders is a
second major problem. Over the years, strong economic ties have
developed between these population clusters and the neighboring
regions and/or countries leaving the center more or less isolated
economically. The cluster/border effect is illustrated by the large
volume of marketing transactions taking place between the Bogandé
area and the Koupéla and Kaya ORDs to the west, and between the
southern and eastern areas with Togo, Benin and Niger. Though it
makes economic sense to develop infrastructure that would foster

these ties, it may not be politically acceptable.

1.2 Natural Environment and Farming Characteristics

The natural environment is very heterogeneous. Annual rainfall
vanges from slightly over 500 mm. in the north of the Bogandé area,
to 1200 mm. in the southern part. Arable land also varies from the
Tight sandy soils in the north to the potentially more fertile heavy-

deep-clay-1ike soils in the south. This diversity has implications

for the design of animal traction packages.



29

Cropping patterns in the Eastern ORD follow soil and rainfall
variations. But the most predominantly grown crops are the basic
staple food grains--sorghum and millet--which are grown everywhere in
the region. Differences in cropping patterns are a function of the
combination of these two crops and other minor crops which are grown
together as crop mixtures or intercropping. Major cash crops grown
in the north (Bogandé zone) are peanuts! (or groundnuts) and sesame,
though the latter is relatively less important. Although peanuts are
also grown elsewhere, rice, cowpeas and cotton constitute the major
cash crops in the south, especially around the Diapaga and Comin-Yanga
zones. Other minor food crops include corn, ground peas, okra, red
pepper, manioc, etc. Yams are grown exclusively in the south (Pama,
south of Diapaga to the Benin border) as food/cash crops.

There is a large variation in the size of farms according to
different surveys. For example, the ORD estimates show that the
average farm size in 1975 was around 15 ha [ORD de 1'Est, 1975]. But
in 1974, SAED estimated the average size to be 7.0 ha. A year later,
in 1975, SAED reported that average farm size was 4.2 ha [SAED, 1975].
In 1978, SAED conducted a more indepth study, including the measure-
ment of fields, and arrived at a figure of 2.44 ha for the average
farm size [SAED, 1978]. The discrepancy of these figures illustrates

the unreljable data base for the region.

11t is estimated that the Bogandé-Piéla area accounts for as
much as 75 percent of the entire region's peanut production.
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2. Methods of Primary Data Collection

2.1 The 1978 Farm Survey

This credit study was part of a broader and more comprehensive
multidisciplinary technical assistance and research program under-
taken over the 1977-81 period in the Eastern ORD by a team of the
Department of Agricultural Economics of Michigan State University
(MSU) under a USAID financed contract. The MSU contract team was
charged with (1) providing technical assistance to the EORD in the
areas of supervised credit, marketing, animal traction and range
management, audio-visual; and (2) setting up a minimum information
system that would provide the ORD with badly needed basic data for
policy decisions. The MSU multidisciplinary team was composed of
(1) a marketing economist, (2) a production economist, (3) an animal
traction specialist, (4) an audio-visual specialist, and (5) a credit
specialist. The author was brought in as a short-term researcher on
credit.

At the outset, it is worth mentioning that the overall research
effort was the first of its kind ever conducted in the region (even
in the country), at least in terms of scope and depth. Hence, the
research team and the Director of the ORD believed that the research
program should be as comprehensive as possible in order to provide a
wide range of information on farmers' activities, attitudes, and
behavior and understanding of the ORD's various programs. The credit
study was an integral part of a broader farm management1 survey2

which covered a 12-month period beginning on May 1, 1978,

]For detailed presentation of different methods of farm level
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2.2 Administration and Supervision of the Study

The administration, supervision and actual data collection
required the combined effort of twenty-eight persons, including the
four MSU team members and the author. The field staff was composed
of (1) fourteen enumerators who had at least six years of formal
education; (2) five supervisors recruited with most of them having
ten years of formal schooling; and (3) nine sector-level statistical
agents who had at least ten years of formal education and three to
six months training in agricultural statistics. All of the statisti-
cal agents had been working for the ORD for three to seven years.

The office staff was made up of a typist and two statistical clerks.
The clerks tabulated data and assisted in measuring fields. The
training of enumerators, design and testing of questionnaires,
listing of household heads, selection of sample farmers and transport
of enumerators to assigned villages took three months (from February
to April 1978).

The nine statistical agents and five supervisors made up the
field supervisory team. The members of the field team were distrib-
uted in the eight sectors of the ORD along with the enumerators they
were overseeing (see Table 3-1). Although at first glance the number

of supervisors may appear unusually high, the work load and the

data collection, see Dunstan S.C. Spencer, "Micro-Level Farm Manage-
ment and Production Economics Research Among Traditional African
Farmers: Lessons from Sierra Leone." African Rural Employment Paper
No. 3, Department of Agricultural Economics, Michigan State Univer-
sity, September 1972.

2More extensive description of the survey can be found in:
Michigan State University Contract Team, USAID Integrated Rural
Development Project, ORD de 1'Est, Fada N'Gourma, Upper Volta, Six
Month Report, December 1977-May 1978, August 1978.
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TABLE 3-1

Distribution of the Fourteen Field Supervisors
for the 1978-1979 Farm Survey by Sector

Number of Enumerators

ORD Sectors Number of Supervisors Supervised
Bogande 2 3
Diabo 2 2
Diapaga 2 3
Comin-Yanga 1 1
Fada N'Gourma 1 2
Kantchari 1 1
Matiakoali 1 1
Pama 1 1
Headquarters in Fada 3 -

Total 14 14
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enormous responsibilities they were expected to assume justified this
number.

The responsibilities of supervisors were as follows:

1. assisted interviewers in arranging an interview schedule
in sample villages in order to minimize travel distances and time;

2. checked data recorded for mistakes, completion and con-
sistency;

3. attended interviews to make sure questions were well under-
stood in local languages;

4. carried out preliminary tabulations;

5. disseminated new questionnaires and information from the
research team;

6. measured fields, laid out yield plots and helped inter-
viewers weigh yield samples; and

7. visited interviewers at least three times a week and
resolved problems with reluctant farmers.

The overall survey supervision was the responsibility of the
MSU team members, including the writer. Al1 team members traveled
extensively, visiting each enumerator and each supervisor at least
once every two or three weeks. On the average, two of the five team
members were on the road on a given work day. Given the large size
of the ORD it was estimated that about 40 percent of their work time

was devoted to riding.
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2.3 Sampling Procedures

2.3.1 Definition of a Farm Household

Since the farm household was the primary unit of analysis there
was a problem of defining what a farm (or agricultural) household
meant. Generally in Upper Volta villages are made up of clusters of
compounds. Each compound is composed of several housing units pro-
viding shelter to one or more nuclear families of the same extended

1

family. These nuclear families may perform farming activities

either together or separately.

The farm household was defined as the family production unit
which farmed at least one major field and controlled the grain output

of that unit. Moreover, all farm management decisions of the household

were assumed to be made independently of other households. With such
a definition a farm household may consist of one or more nuclear
families (but rarely unmarried individuals) depending on whether or

not the above criteria were met.

2.3.2 Village Sampling

As was seen earlier, the Eastern Region2 is heterogeneous both
in terms of rainfall and in terms of cropping patterns. The objec-
tive of the village sampling procedure was to attempt to include the
most important farming systems in each major ecological zone. At the

same time there was the concern of choosing villages in clusters to

]An extended family may be made up of brothers, uncles, sons
along with their wives and children. The older brother, in addition
to being the head of his own household, is also the head of the com-
pound. The French word concession is translated into compound.

2Eastern Region and Eastern ORD are used interchangeably.
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minimize the travel time of enumerators (about 25 km radius).]
Delimiting such clusters was difficult due to the general lack of
secondary data and the inconsistency of the data. For example, the
village lists of the 1975 National Census were not identical to the
villages of the administrative units of the ORD, nor did they coin-
cide with villages on the most detailed maps available (1:200,000).
To get around these obstacles, villages were selected by using the
following method. First twelve "zones of interest" were chosen
according to the following criteria:

1. distribution of population in the region;

2. ecological zones defined by the ORD's Bureau of Agricul-
tural Production according to rainfall, cropping patterns and soil
differences;2

3. zones where animal traction was used intensively (Piela,
Diapangou, Diabo, Ougarou/Matiakoali and Diapaga;

4. size of the sector; and

5. accessibility by supervisors on motor bike.

The second step consisted of 1isting all the villages contained
in each "zone of interest" using the 1975 census village lists. The
last step consisted of randomly selecting two villages from each non-
animal traction zone. Only one village was randomly selected in the
other four animal traction zones, except in the Logobou zone where

two random villages were chosen. In addition to these random sample

]Enumerators traveled by motor bikes. Some of them had to
cover as many as 30-35 km from one village to the next.

2The different ecological zones were previously established by
an FAQ agronomist. J. Denis, Détermination de Zones homogénes en vue
de 1'installation d'un réseau d'Essais Multilocaux.
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villages, one village was purposively selected in each of the four
animal traction zones and three villages were selected purposively in
the fifth zone (i.e., Diabo zone). In total, there were twenty
randomly selected villages on a subjective stratification basis.
Seven animal traction villages were purposively selected according
to the number of animal traction farmers.

Although villages were chosen from each "zone of interest" on
an equi-probability basis, there was no attempt to use probabilities
proportional to their size. The subjective stratification factors
were described earlier without taking size into consideration. The
reason why it did not appear necessary to use size either as a
stratifying factor or as a variable upon which to compute propor-
tional probabilities for village selection was based on the assump-
tion that village size, within the same zone of interest, did not
have a significant bearing on farming systems (or cropping patterns)
given the sparse population settlement patterns described before.
This hypothesis could be tested using production data.

Table 3-2 presents the list of the twenty randomly selected
villages and the seven purposive villages. Villages where enumera-
tors were residing are also indicated in this table. Because animal
traction farmers in the sample more often come from a region rather
than from specific villages, purposive villages are listed as regions
on Table 3-2. Hence, this table shows the population figures for the
random villages but not for animal traction regions. A map showing
random villages as well as purposive villages (or animal traction

regions) 1s presented in Figure 3-2.
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TABLE 3-2

Location of Sample Villages and Regions of Surveyed
Anima‘l'Traction Farmers, 1978-1979 Farm Survey

*Zone of
Interest”

Region of Surveyed
Animal Traction

Population of

‘Sector (Sub-Sector) Village Farmers 1975 Census
Bogandé Gbanlamba 1160
Komboassi* 1Mm9
“gandé Man i Lanyab‘ld1 161
Bonbonyenga* 604
Piela Dabesma* 234
Piéla Region -cC
Diabo Monkontorée* 377
Diabo Lantaogo Region -
Diabo I Region* -
Diabo II Region -
Logobou Namponkoré* 2138
Kindikombou* 2032
Logobou Region -
Diapaga " Partiaga Bomondi* 1063
Foanboanli/ n.a.
Dubcaali
Yonde Ouobgo* 627
Comin-Yanga Kondogo 302
Diapangou Tilonti* 402
Diapangou Region -
.
Fada N'Gourma Botou Botou‘*b 600
Ougarou 547
Kantchari Mantchangou* 525
Kantchari Moada gou 285
Ougarou Ponfokonli* 315
Ougarou/ -
Matiakoal Matiakoali Region
Pama Pama Tindangou* 462
Pama Kpajali n.a.
SOURCE: 1975 National Census

*Denotes residences of fourteen interviewers.
‘Nofth of Fada
brorth of Fada

SNot applicable; 1975 census data missing because of confusion over names of

villages.
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2.3.3 Farm Household Sampling

Households in the twenty random villages were selected on an
equi-probability random sampling basis. The sample frame used in
this exercise was provided by the 1975 census household 1ist. How-
ever, these 1ists had to be updated and checked for missing or new
households.

To update the household 1ists in the twenty random villages,
four teams conducted meetings in the proposed villages to be included
in the survey. Compound heads attended these meetings and assisted
in drawing up final agricultural household head 1ists. Since the 1975
census used the narrow nuclear household, an adjustment was made to
get the kind of households that would conform to our operational
definition. The resulting 1ist contained either independent nuclear
households or farming households consisting of several nuclear house-
holds.

The survey team incorporated new households that had settled in
the village since the 1975 census in the 1ists before the sampling
took place. Although the 1975 census turned out to be fairly accu-
rate, there were inconsistencies in the spelling of names. Migra-
tion, death and fragmentation of compounds affected about 5 percent
of the households listed in the 1975 census. The redefinition of
households according to our criteria reduced the number of house-
holds in the 1975 census by 10 to 15 percent. The updating exercise
was not a time consuming process because it took place during the
slack (dry) season when farmers were more or less idle, and only the
names of heads of households were updated. Thus, the procedure of

using village meetings turned out to be an extremely efficient
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method of both updating the 1ist of household heads and drawing the
sample on the spot.

! farm household heads were selected in each of the

Eighteen
twenty random villages from April 23 to May 5, 1978, during a meeting
of the village. From an urn containing numbered tickets correspond-
ing to the village household heads' numbers, a village representat‘ive2
randomly drew the sample farmers.

In the five animal traction regions, household heads were
selected on a purposive basis. Sector chiefs in collaboration with
their sub-sector chiefs and extension agents, on our request, pro-
vided the 1ist of the "best" animal traction farmers. The reason why
a random sampling procedure was not used was simply due to the fact
that animal traction technology was relatively new. An evaluation of
the animal traction based on the average adopter, with one or two years
of experience, would not reflect its potential. Eighteen animal trac-
tion farmers were chosen from fhe lists in each of our animal traction
regions. Due to a long history of intensive animal traction in the
Diabo region, eighteen traction farmers were chosen from each of
three animal traction sub-regions (Diabo I, Diabo II and Lantaogo).

In summary the 1978 MSU farm level survey included 486 agri-
cultural households selected from 27 villages and regions in the

Eastern ORD. Of these 486, 360 farmers were selected on a random

sampling basis to cover the principal agricultural systems of the

lExcept in the village of Botou where 19 farmers were selected.
In the village of Kpajali all the 17 households that made up the
village were selected.

2T avoid any problem with local protocol the village chief
usually drew the sample.
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entire region and 126 animal traction farmers were purposively chosen
to evaluate the ORD's animal traction and credit program. In
addition, 120 randomly selected households and 42 "best" animal trac-
tion users were chosen to obtain seasonal labor profiles. Of the 486
farmers, only 6 dropped out of the study during the 12-month survey
period. Of the six, three had passed away, one had moved out of his
village and two had quit farming. Hence, the final sample of 480
farmers was made up of 355 randomly selected farmers and 125 animal
traction farmers. The distribution of sample villages and farmers is

recorded on Table 3-3.

2.4 Survey Instruments, Sample Distribution and Interviews

2.4.1 Survey Instruments

The basic survey instrument used in this study of credit con-
sisted of 5 special questionnaires which were designed to collect
supplementary information from the same sample of 480 farmers includ-
ed in the farm management survey. The first credit questionnaire was
administered to all 480 farmers on a monthly basis for the entire
12-month period because it was assumed that farmers do not borrow or
lend every day or every week and that a monthly interview was ade-
quate to capture credit transactions. This monthly questionnaire was
designed to collect data on:

1. 1lending in cash and in kind;

2. borrowing in cash and in kind;

3. repayment of borrowed cash and borrowings in kind; and

4. repayment received for both loans given in cash and in kind.

Information was also collected on the amount of the loan, terms,
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TABLE 3-3

Distribution of the 480 Sample Agricultural Households
by Agroclimatic Zone, Village and Sub-Sample

Number of Households in
Each Village or Region
ZONE VILLAGE
Animal
Traditional Traction
. gbanlamba 18 -
Bogande Komboass i » 18 -
Lanyabidi 182
Mani Bonbonyenga 18
. Dabesma 18 -
Piela Piela - 18
Monkontoré 18 -
Lantaogo - 18
Diabo Diabo 1 - 17
Diabo II - 18
Namponkoré 183 -
Logobou Kindikombou 182 -
Logobou - 18
Bomondi 18
Partiaga Dubcaali 18
- Ouobgo 17
Yonde Kondogo 182
Tilonti 18 -
Diapangou Diapangou - 18
Botou? 182
Botou® Ougaroub 192
Mantchangou 17
Kantchari Moadagou 18
Poniokonli 18 -
Ougarou Ougarou - 18
Tindangou 16
Pama Kpajali 16
Total 355 125

'Vil!age chief included as a non-randomly selected household head.

- Drorth of Fada
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interest charges, distance where transaction took place, gifts to
lender or from borrower and category of lender.

The second credit questionnaire was a one-shot questionnaire
administered to all 480 farmers at the end of the 12-month farm
management survey in order to obtain information about loans out-
standing at the end of the 12-month period. The third one-shot ques-
tionnaire was designed to obtain information needed to cross-check
the accuracy of the data obtained on the monthly credit questionnaire
and to gain an understanding of farmers' attitudes toward modern
banking practices, savings in formal savings institutions, and penal-
ties imposed on people who do not repay their debts to informal
lenders. This questionnaire was also designed to collect data on
sources of cash (other than credit) to meet emergency needs, and
forms in which liquidities are invested (or saved).

The fourth questionnaire was a one-shot questionnaire and was
administered to the sub-sample of 125 animal traction farmers. It
was designed to obtain information on farmers'understanding of the
medium term credit terms, costs and purpose. This questionnaire was
also designed to collect data on hidden costs such as gifts to
extension/credit agents, distance traveled for loan application and
the number of visits to extension/credit agents.

The fifth questionnaire was a one-shot questionnaire adminis-
tered to all 480 farmers to obtain information on reasons for not
adopting the animal traction technology, farmers'perceptions of the
advantages and disadvantages of the EORD credit program and alter-
native informal sources of credit for agricultural production

purposes.
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2.4.2 Sample Distribution and Interviews

Each of the fourteen enumerators was assigned two villages or
regions (i.e., 36 households in total) except in the Logobou zone
where three villages were a joint responsibility of two enumerators.
A11 households (both randomly and purposively selected) were inter-
viewed once a month for most of the input-output and credit data
(borrowing and lending). In each village six out of the eighteen
households were interviewed weekly to get household member and field
specific labor time data. Thus, each enumerator interviewed twelve
farmers on a weekly basis1 and twenty-four on a monthly basis. On
the average, then, each enumerator was handling eighteen interviews

weekly.

2.5 Data Coding, Verification and Processing

The data on the monthly credit questionnaire were precoded and

directly typed onto the computer at the Centre National du Traitement

de 1'Information (CENATRIN), a computer center located in the capital

city, Ouagadougou. The four one-shot questionnaires were coded at
the EORD headquarters in Fada. Initial verification for errors were
done both in the field and in Fada. Final clean up, validation and
creation of files were carried out at CENATRIN. Preliminary data
analysis started at CENATRIN, but more indepth analysis was subse-
quently carried out at Michigan State University using mostly spss.2

1The six households which constituted the weekly sample were
randomly selected in the random villages. The first six of the list
were selected in each village. The six best animal traction farmers
were selected for the intensive weekly interviews.

25pss: Statistical Package for the Social Sciences.
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The farm management and credit surveys were carried out
without any major obstacles. Inasmuch as farmers are suspicious of
surveys because of the fear of getting tricked up for tax purposes,
the data collected were acceptable given the sensitive and private
nature of the questions asked. Inaccuracies that may have occurred
were more often due to weaknesses of enumerators than the reluctance
of farmers to answer questions.

The only major problem encountered was at the beginning of the
survey when two villages categorically refused to participate.
These two villages were immediately replaced in order that the survey
could start on schedu]e.] Village chiefs were all included because
they could exercise pressure on those farmers who may have been

tempted to drop out.2

3. Summary

This credit study was the first of its kind ever conducted in
Eastern Upper Volta and it was a part of a farm management survey of
480 farmers which was carried out by an MSU multidisciplinary team
over a 12-month period in 1978/79. The purpose of this credit study
was to provide a sound information base about the EORD formal agri-
cultural credit program including:

1. farmers' real costs of participation in the credit

program,

1The two villages that refused were Ougarou and Foanboanli.
This Ougarou is not to be confused with the Ougarou listed on the
twenty random villages.

2See.Tab1e 3-3 for villages where village chiefs were included
as non-randomly selected household heads.
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2. farmers' understanding of the objectives and conditions of
the formal credit program,

3. the impact of credit on production and income of farmers,
and

4. the distributional effects of the formal credit program.
The second purpose was to gain an indepth understanding of the opera-
tion of the informal credit system, including: its function, role
and purpose, structure, operating procedures, and performance.

This study seeks to generate a broad knowledge base that will
be useful in improving the performance of the EORD's formal credit
program and useful in the design and implementation of alternative
lending programs in the ORD.

Five special credit questionnaires were administered to the
sample of 480 farmers and sub-samples in order to supplement the
farm management data collected over a 12-month period, April 1978-
May 1979. The first credit questionnaire was a monthly questionnaire
which was administered to all 480 farmers over the same 12-month
period to record lending and borrowing transactions in the informal
credit system as well as repayment and other related information.

The second informal credit questionnaire was a one-shot
questionnaire administered to all 480 farmers at the end of the
survey in order to obtain information on loans outstanding at the
end of the 12-month period. The third informal credit questionnaire
was also a one-shot questionnaire administered to all 480 farmers.
This questionnaire was designed to provide useful information on
farmers' attitudes regarding various aspects of banking, credit,

investment and savings.
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The fourth credit questionnaire was a one-shot formal credit
questionnaire administered to the sub-sample of 125 animal traction
farmers. This questionnaire was designed to obtain information on
farmers' understanding of the medium term credit program and to
collect data on hidden costs such as distance traveled for loan
applications and number of visits to credit agents.

The fifth credit questionnaire was a one-shot formal credit
questionnaire administered to all 480 farmers. This questionnaire
was designed to obtain information on reasons for not adopting the
animal traction technology, farmers' perceptions of the advantages
and disadvantages of the EORD credit program and their perceptions
of availability of alternative informal sources of credit for agri-
cultural production purposes.

Fourteen enumerators were hired and trained for the survey.
They were supervised by five supervisors and nine statistical agents
who were responsible for checking data for errors, consistency,
measuring fields, placing yield plots, and carrying out preliminary
data tabulation.

Data coding and verification were performed at the EORD
headquarters in Fada. Data validation, processing and initial
preliminary analysis were carried out at the computer center
(CENATRIN) in the capital city, Ouagadougou. Final indepth analysis

was carried out at the MSU Computer Center.



CHAPTER IV

AGRICULTURAL CREDIT IN UPPER VOLTA: HISTORICAL
PERSPECTIVE AND CURRENT PROGRAMS
The purpose of this chapter is to provide a historical
perspective on past and present agricultural credit in Upper Volta
with emphasis on the Eastern ORD in order to see what lessons can be
learned from past successes and failures. This chapter will review
the early colonial experience and then the various credit programs

that have been established during the post-independence period.

1. The Colonial Era

Upper Volta has a relatively long history in agricultural
credit. Early experiences go as far back as the late 1920's under
French colonial rule when French credit institutions were transferred
to Upper Volta, and in other French colonies. The credit system
introduced by the French colonial rule! was a three-level private
organization with the following structure:

1. mutual organizations were set up at the village level;

2. mutual organizations were organized into local credit
unfons; and

3. central credit unions were organized by bringing the

local credit unions together.

Vfor more information see: Guy Belloncle, Le Crédit Agricole
Dans Les Pays d'Afrique d'Expression Francaise au Sud du Sahara,
Rome: FAO, 1968.
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But, for various operational and managerial reasons, this three-
tiered system was dropped after a few years.
The second colonial attempt took place in the early 1930's
when colonial authorities resorted to a public credit system known

as the Caisse Centrale de Crédit Agricole (CCCA). The CCCA relied

on the Societés de Prévoxance] (SDP) to provide credit at the vil-

lage level. The prospect of success seemed a 1ittle better than the
previous system but the CCCA was soon overcome with problems. For
example, the colonial rulers did not fully understand the under-
pinnings of local institutions. The CCCA stated that only farmers
with a state title (proof of 1egal ownership of land) to serve as
collateral would be eligible for a loan. Obviously this requirement
disqualified virtually every farmer because agricultural land was
(and still is) under the collective ownership of the community as a
whole and the individual farmer only had a right to use it.

The third colonial experiment was an attempt by the SDP to
extend credit for agricultural production although this was not their
main purpose. The SDP was the first credit institution in Upper
Volta to provide peasants with improved seeds, pesticides, small
implements and equipment. Credit was provided through the Fond
Commun, the resources of which were made up of contributions from
individual members. In addition, and more importantly, loanable
funds were obtained through public subsidies and by loans from the

CCCA.

1Societe"s de Prévoyance: the main purpose of this institution
was to purchase, store and resell grain to people both in rural areas
and in the cities.
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Although the SDPs were very close to farmers, they ended up
experiencing extremely high default rates. The unfavorable default
rate depleted their common fund and they had to request more sub-
sidies to survive. But, the SDP credit program collapsed after a
few years.

The SDP credit experience was an important phase in the credit
history not only of Upper Volta but also of most Francophone African
countries. It left deep marks in these countries, especially in the
peasants' minds. First, the SDP provided loans to peasants to help
them get through the "hungry season."] Second, peasants perceived
credit to be an avenue for "free" equipment loans because they were
not forced, in any way, to repay their loans.

After these first three failures, it was felt that there was
a need for a fresh approach. The fourth experiment then, was an

attempt by the French Caisse Centrale de la France d'Outre Mer to

establish a second generation of credit unions called Mutuelles de

Crédit (MC). These MCs were created in the late 1940's and early
1950's based on assumed cooperation of Africans especially at the
village level. Village credit cooperatives were established based
on three principles: first, the principle of unlimited joint lia-
bility among individual members; second, the principle of limiting
the cooperative to a restricted well-defined geographical area; and
the third principle was that credit would only be extended for pro-
duction purposes. A program for the utilization of credit funds

was part of the credit system. A structure was set up to make sure

]The‘"hungry season" is that preharvest period when food stocks
are at their lowest point.
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that the money was used for the intended purpose. Thus, supervised
credit was born. Unfortunately, after a few years, the MC experi-
enced heavy losses due to loan repayment delinquencies and default.
The joint liability and collective responsibility, which was sup-

posed to exercise peer pressure on delinquent members, did not work.

2. The Post-Independence Period

After independence in 1960, three major French agencies were
involved in agricultural development in general and in agricultural

credit in particular: Sociéte d'Aide Technique Et de Coopération

(SATEC), Compagnie Frangcaise Des Fibres Textiles (CFDT), and Bureau

Pour le Développement de 1a Production Agricole (BDPA). Although

these three agencies were engaged in providing agricultural credit,
SATEC and BDPA were the only ones which were concerned with improving
food crop production. SATEC's credit experience has been well docu-

mented.

2.1 SATEC's Credit Experience

SATEC started an agricultural credit program in Upper Volta in
1961 with activities concentrated in the central and northern parts
of the country. The objectives of SATEC were to increase food crop

1 A typical SATEC pack-

production and the cash income of peasants.
age included the following: a donkey, a harness, and a plow, for a
total value of 12,500 CFA. The loan was to be repaid over a four-
year period with a 5 percent interest rate. According to SATEC, the

introduction of animal traction was assumed to have an acreage effect

]These are the same objectives pursued by the present Eastern
ORD credit program.
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of 60 percent and a yield effect of 20 percent. SATEC estimated
that the expected increase in gross revenue would be just about 100
percent (from 14,960 CFA to 29,680 CFA) [SATEC, 1964]. Such a per-
formance would be very attractive to farmers as annual loan repayment
was only 3,670 CFA. Credit was extended to farmers through village
cooperatives serving as intermediaries between the lending institu-
tion and the individual farmer. These cooperatives were more or less
organized along the same lines as the MC described earlier. A total
of 545 village cooperatives were set up and 8,700 loans distributed
between 1962 and 1965 totalling 103,303,000 CFA.

Repayment performance for SATEC's program was rather good in
the first two years but in the third year (1964-65) the default rate
jumped to 46 percent. Several explanations seemed to be important in
explaining the increased default rate. The first and perhaps the
most important reason was the poor organization and the lack of
educational and training components in the village cooperatives. If
a peasant obtained a loan then he was arbitrarily assigned to a
cooperative in a village sometimes located far away from his home.
The lack of a cash crop was a second reason. This is understandable
because it is well known that farmers are extremely reluctant to sell
their grain food crops to repay loans because food production is kept
to meet family consumption needs for the current year and to augment
stocks for bad years. The third reason was linked to the date of
annual repayment of loans. The June 30 date coincides with the
beginning of the hungry season when food stocks are at a low point
and cash on hand is scarce. As repayment continued to worsen, SATEC

resorted to lTocal government authorities to help collect delinquent
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loans. These authorities used threats and other means of pressure
to secure repayments. It is reported that a number of farmers sold
goats, sheep and chickens to repay their loans. Those who could not
repay their loans migrated to other regions or fled to neighboring
countries. In summary, village credit cooperatives did not live up
to expectations.

2.2 The National Development Bank-
ORD's Joint Venture

The National Development Bank (NDB) was created in the mid-
1960's by the government of Upper Volta. Although the NDB focused
on non-agricultural activities, it was nevertheless entrusted with
agricultural credit responsibilities in collaboration with the ORDs.
The ORDs were to serve as intermediaries between the bank and the
village group organizations (or village pre-cooperatives).

The ORDs were entrusted with the responsibility of selecting
farmers for loans. The ORDs required a potential borrower to devote
a certain portion of total cultivated acreage to cash crops because
it was assumed that it would increase the income flow and repayment
prospects. In addition, the ORDs were supposed to process loans,
provide inputs such as traction equipment, provide technical assist-
ance and collect the payments for the NDB.

Although it was assumed that the NDB would experience a number
of organizational and operational problems in the beginning of {ts
credit operations with the ORDs it turned out that those problems
were extremely hard to overcome. Credit was subsidized with the
interest rate set at 5 percent. As the default rate increased, the

NDB found itself in an uncomfortable financial posture. To make bad
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things worse, the relations between the NDB and the varfous ORDs
participating in the credit program were strained. Furthermore,
even though the NDB was not the only one to be blamed in its failure
to develop a viable agricultural credit program, there were serious
reservations about its genuine commitment to the agriculture sector.
The NDB made its most important loans to urban businesses, including
industrial schemes, private businesses and government civil servants
because it was easier and less risky.

The NDB perceived its agricultural credit program as a burden
imposed upon it by the government and did everything to prove or to
substantiate its allegations that agricultural credit was not working.
In any event, the NDB gradually phased out its direct agricultural
credit activities but it still provides loans directly to the ORDs.
The lesson to be learned from the National Development Bank's credit
experience is that a credit institution with multiple responsibili-
ties should not be entrusted with the responsibility for extending
credit to the agricultural sector because there will be an unavoid-
able tendency to channel a disproportionate amount of loans to the

less risky industrial/urban sector.

2.3 The Matourkou1 Credit Experience

The Matourkou credit program was set up as a joint project
financed by the United Nations Development Program (UNDP) and by the
government of Upper Volta with technical assistance from the Food

and Agricultural Organization (FAO). The Matourkou credit program

]Matourkou is the name of the village in Western Upper Volta
where the headquarters of the credit program is located.
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is probably one of the few, if not the only credit program for food
crop production that was relatively successful. But, one cannot
jump to the conclusion that it could be duplicated elsewhere in the
country for a number of reasons that will be examined below.
The Matourkou credit program covered six villages in the west-

ern region of the country.l

The project was not only concerned with
credit activities, but also with land settliement and the training of
extension agents. Farmers participating in the program were given
eight hectares of land; six of the eight hectares were to be gradu-
ally brought under cultivation over a four- to five-year period.

The remaining two hectares remained in fallow in any given year on

a rotation system. The credit program extended medium term loans
over a seven-year period with a two-year grace period and a 5 per-
cent interest rate. In addition to the medium term credit program,
short term credit is provided for fertilizer, seeds and so forth.
The short term loan was due at the end of each growing season. The
medium term loan repayment started in the third year. But, interest
was charged from the first year the loan was made. Farmers were
required to pay 1,000 CFA for credit application fee and 1,500 CFA
insurance for a pair of oxen. This fee is part of the short term
1iability. Although the Matourkou credit system was designed as
part of the extension component of the project's overall concern with
the development of the villages, each borrower was individually
1iable for his loan. A binding contract was signed between the

farmer and the project.

lFbr information about the Matourkou credit program see W.H.A,
Peeters, Le Systeme de Crédit Matourkou, Ministére du Plan, du
Developpement Rural, de L'Environnement et du Tourisme, August 1974,
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Major characteristics of the Matourkou credit program include
the following: first, there was no collateral required to be eligi-
ble in the program; second, the traction equipment and draft animals
could be repossessed in case of default; and third, the project
relied heavily on the will of the farmer to achieve a better stan-
dard of 1iving. The credit was designed to help anyone firmly
committed to improving his well being.

Two criteria were used to evaluate the performance of the
credit program: (1) the demand for credit, and (2) repayment rate.
According to the project director, the availability of loanable
funds could hardly keep pace with growing demand. The repayment
rate, at times, was higher than 90 percent for farmers with three
to five years experience. The repayment rate was 57 percent in 1971;
48 percent in 1972; and 109 percent in 1973 and 87 percent in 1974.
The repayment rate of 109 percent is due to the dubious practice of
transferring unpaid short term loans to the medium term loans out-
standing. It would have been more accurate to use collection ratios
which excluded repayments for arrears.

The project director contends that the Matourkou credit program
has increased farm income. For example, he reports that net revenue
per hectare has increased from as low as 2,800 CFA the first year to
as high as 33,000 CFA [Peeters, 1974] in some villages over a three-
year period. Net income per farmer increased from 19,600 CFA the
first year to as high as 109,500 CFA the third year. But one does
not know whether the increase in net revenue per hectare was due to

an increase in yields or prices or both.
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The Matourkou credit experience is regarded as one of the rare
successful credit programs in Upper Volta which lends for both cash
and food crops. But, a word of caution is in order as Matourkou's
case is rather unique in many respects. For example, through a
functional literacy program, illiterate farmers are helped to under-
stand the credit program, including the terms, interest rates and
how to compute the amounts of installments. Today, farmers manage
their credit accounts by themselves. Moreover, the Matourkou credit
experience is also unique with respect to its intensive extension
services. Matourkou has one trained, competent and highly motivated
agent per village. The extension service is one of the most impor-
tant strengths of the Matourkou credit program. Another unique
feature of the Matourkou credit program is the favorable market out-
lets which are available in the nearby industrial city of Bobo.
For example, cotton is bought by CFDT, corn by the brewery, peanuts
by the oil company, etc. Finally, in contrast to the Eastern ORD,
all six villages are accessible by a year-round road network.

Despite the apparent success of the Matourkou credit program
the program has not been sufficiently documented. Technical data of
the impact of credit at the farm level are not available and no
effort has been made to evaluate the performance of the program in
terms of lending cost. In conclusion, the Matourkou credit experi-
ence should be carefully studied and components of the program such
as the farmers training component should be considered by credit

agencies in other parts of the country.
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2.4 Other Current Credit Programs

Other examples of successful credit programs in Upper Volta
are all geared to the promotion of cash crops, especially cotton.

The state cotton corporation Société des Fibres Textiles (SOFITEX)1

is a vertically integrated operation which provides short and medium
term credit to farmers to grow cotton. SOFITEX operates through the
ORD's structure. Repayment is almost automatic because the credit
payment of a farmer growing cotton is deducted from the sale of
cotton purchased by SOFITEX.

The Volta Valleys Authority's (AVV)2 credit program was based
on the Matourkou credit experience. The only difference is that the
AVV credit program involves a 7 percent interest rate (instead of 5
percent) and no grace period for medium term credit repayment. Cot-
ton has been introduced as the major cash crop and accounts for about
40 percent of the five to six hectares allocated to each family

[Murphy and Sprey, 1980]. Major food crop (sorghum) yields have

]SOFITEX replaced CFDT in 1979. Although SOFITEX operates
across the entire country, its activities are concentrated in the
Hauts Bassins ORD (Bobo) and the Volta Noire ORD (Dédougou) which
produce 90 percent of the national cotton output. Since the mid-
}970'5 the World Bank has been financing a cotton production project

n both ORDs.

2The AVV was created by the government in 1974 and was
entrusted with the responsibility of resettling 120,000 families on
400,000 hectares over a fifteen year period. The project is an out-
growth of the "river blindness" eradication program jointly financed
by the World Bank, UNDP/FAO, the World Health Organization and the
government of Upper Volta. Up to 1979, 1,826 families were reset-
tled, which is far below the predicted number of 9,700 to 13,700
families. Funding for the AVV project is provided by various inter-
national donors and the government of Upper Volta. It is estimated
th?% the average cost of resettling one family is about 12,500
dollars U.S.
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been irregular and at times lower than those of traditional farmers.
Farm income has been stable in general but has not improved signifi-
cantly over the years as expected. Repayment of loans has been
fairly high due to the sale of cotton. In 1976, overall repayment
was 82 percent [AVV, 1977].

3. The Eastern ORD's Current Credit Program

The creation of the ORD's system in the mid-1960's was based
on an economic philosophy of decentralization of decisions at the
regional level to foster local participation in the definition and
implementation of those objectives compatible with the characteris-
tics and natural endowment of the region. When the ORDs were first
established they provided extension services and 1imited agricultural
inputs to farmers. But, over the years, the responsibilities of the
ORD have expanded to encompass such activities as marketing, veter-
inary services, animal traction, irrigation schemes, feeder road
infrastructure, credit and functional literacy.

In 1974, in a major reorganization, the Ministry of Rural
Development increased the ORD's control over previously autonomous
services such as 1ivestock, water and forests. In addition, a new
rural development strategy was put forward--Community Development--
which was designed to help enhance local participation in the iden-
tification of and solution to local problems. In this strategy the
village was singled out as the basic "cell" of development programs.

Created by Presidential decree in 1968, the Eastern ORD did
not become a fully established institution until 1974-75. 1In 1980

the ORD had five bureaus and twenty sections and sub-sections at

the héadquarters level as shown in Figure 4-1.
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As a result of assistance from FAO, USAID and several other
donors, the number of personnel has increased dramatically over the
1974-80 period. For example, the total number of EORD employees
increased from 125 in 1974 to 165 in 1976 and to 410 in 1980,
including 16 expatriates. The number of extension agents increased
from 24 in 1974 to 149 in 1980.' The credit sub-section, as shown
in Figure 4-1, is in the Rural Institution Section which is part of
the Community Development Bureau. The Credit Office had four full-
time employees, including an expatriate advisor in 1980.

3.1 The Eastern ORD's Credit Program:
Sources of Funding

The financial resources of the Eastern ORD's credit operations
are derived from internal and external sources, with the latter
being by far the most important. The internal portion of credit
funds comes from the ORD's own generated funds (marketing and other
commercial activities) but mostly from the National Development Bank.
The external source of the credit is provided by bilateral and multi-
lateral donors as well as by a non-profit organization. USAID is the

2

most important bilateral contributor™ followed by the French Caisse

Centrale de Coopération Economique (CCCE) and the Coopération Tech-

nique Suisse (CTS). Multilateral institutions included the FAOQ, the

UNDP Fond d'Equipement des Nations Unies (FENU), the Entente Fund and

Vror more detail see Eicher et al. [1976] and ORD de 1'Est
[1980].

2The Ministry of Rural Development's Sécrétariat Permanent du
Comité de Coordination du Développement Rural (CCDR), since 1975, has
been channeling USAID's money to various ORDs for credit purposes.
The CCDR was replaced in 1980 by the General Secretariat.
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the Fonds de Développement Rural (FDR) of the World Bank. The only

private non-profit organization involved in credit activities is the

Association Francaise Pour le Développement International (AFDI).

Each of the various donors is interested in certain types of
credit. For example, USAID and AFDI provide loanable funds for
animal traction and village cereal banks. ! FAO, FENU and Entente
Fund provide credit for cereal banks; CCCE was providing both medium
term credit (animal traction) and short term credit (fertilizers,
pesticides, etc.); FDR engaged in short term credit provisions to
village groups for more specific agricultural activities such as
rice and vegetable production in irrigated schemes and Towlands.
CCDR funds were used primarily for animal traction equipment.

A number of the external donors are contributing to the ORD's
overall operating budget. USAID, FAO and CCCE, in particular, pro-
vide large sums of money for vehicle purchases, maintenance and
operating costs as well as for salaries of local extension agents.
The ORD recefves financial support from the national government but
about three-fourths of the ORD's personnel were hired by the ORD on
foreign aid financed projects. In times of financial duress the
number of temporary personnel (including extension agents, drivers,
clerks, etc.) can be reduced.

The total amount of loans by source of financing for the last
five years is shown in Table 4-1. USAID has contributed 40.2 percent

of the overall credit disbursement followed by the Entente Fund with

Tcereal banks were set up whereby credit is provided to village
groups to buy cereals at harvest at a price above the market price
and to resell the stocks below market price to group members later in
the season.
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13.4 percent; UNDP/FENU for 12.5 percent and the ORD 9.5 percent;

and the balance coming from six other agencies.

3.2 The Eastern ORD's Credit Program
Administration

There are basically two kinds of loans in effect in the East-
ern ORD: the short term loan and the medium term loan. Short term
loans are provided on a yearly basis and with a 12-month repayment
period. The medium term loan has a repayment period of four or five
years. The typical medium term loan for a more or less complete
animal traction package has a maximum term of four years for donkey
equipment and five years for oxen drawn equipment. In both cases
there is a one-year grace period but the peasants may start repay-
ment the first year if they choose to do so. A1l ORD credit is pro-
vided in kind except, until recently, the purchase of draft animals.
Credit provided for short term and medium term loans is shown in
Table 4-2 for the 1975-80 period. The short term loans for 1976-77
and 1978-79 include loans for cereal banks, the amount of which
were 1,905,886 and 4,852,100 CFA for the two years, respectively.
The number and amount of medium term loans for both donkey and oxen
traction are shown in Table 4-3.

The administration of credit activities is complex because
various bureaus and/or sections and sub-sections, sector chiefs,
sub-sector chiefs and extension/credit agents are directly or
indirectly involved in the provision and collection of loans. For
example, the role of the Bureau of Agricultural Production (BAP) is
responsible for collecting orders for traction equipment and draft

animals as requested by sector chiefs. The BAP is also responsible
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for distributing inputs and other equipment, the training of draft
animals as well as providing technical assistance on animal feeding
and care. The Bureau of Livestock and Veterinary Services (BLV)
provides animal health care services. The Credit and Cooperatives
Sub-Section (CCS-S) in the Bureau of Community Development (BCD) is
responsible for the approval, disbursement and collection of loans.
Extension agents, with the support of BAP, provide technical train-
ing to farmers so that they can properly use the new technology. It
is easy to see how these various groups can influence the efficiency

of the credit system.

3.3 Criteria for Selection of Borrowers

Credit 1s distributed to farmers according to the following
guidelines: first, credit is distributed only through farmers'
organizations such as village groups and/or village cooperatives.
The village organization screens and endorses the application of
individual farmers seeking credit. Individual farmers are required
to pay a group membership fee. The membership fee payments are kept
by the ORD in a separate account to repay arrears. The annual
membership fee costs 200 CFA for a short term loan. The medium term
fee costs 500 CFA and is valid for five years.

The second condition is that no member of any farmers' organi-
zation is eligible for a loan if the arrears of his village group or
cooperative exceed 10 percent for the preceding year. This restric-
tion may be waived by the lending institution in cases of unusual
circumstances such as a natural disaster (e.g. drought), death or if

the ORD fa31ed to deliver the inputs or equipment on time.
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The third condition requires the loan applicant to make a
down payment of at least 10 percent of the total medium term loan.
The fourth condition requires that each potential borrower commit
himself to plant at least one-third of his acreage to cash crops.
In addition, those farmers who benefit from the animal credit program
are required to subscribe to an animal insurance policy which is pre-
paid as part of the total credit package. The fifth criterion for
eligibility for a medium term credit is an assessment of the profit-
ability of the farm business and how much credit the farm is able to
bear.

There is no collateral required in the ORD credit program.
Since land is collectively owned and access to land is governed by
traditional rules, it cannot be used as an effective collateral.
There is virtually no market for agricultural land in rural Upper
Volta. As a substitute for the lack of collateral, the ORD has
devised material and non-material ways to cover cases of defhuIt.‘
The material means comprise the following: (1) village membership
fees; (2) insurance premiums; (3) subscriptions of cooperative
members; (4) repossession of equipment and draft animals; and (5)
the profitability of the farmer's operation which is viewed as a
supplementary guarantee. The non-material means are: (1) number of
years of experience of the farmer; and (2) peer group and social

pressure on delinquent farmers.

Tunlike plows and carts which depreciate over time, oxen gain
in weight and increase in value.
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3.4 Procedures of Credit Provision

The procedures involved in extending both short and medium
term credit to farmers involves a bottom-up and top-down process.
The bottom-up process starts when potential short term credit candi-
dates get their inputs. Extension agents have two sets of forms to
fi11 out. First, each applicant fills out the individual short term
credit form (ISTCF) in four copies and supplies the following infor-
matfon:

1. number of the borrower which is the number on the village
group membership card;

2. unit credit price of the various inputs;

3. down payment;

4. balance due; and

5. the date of input delivery.

The four copies are sent to different destinations. The white, pink,
and yellow copies are sent to the sub-sector chief. The fourth copy
remains with the borrower. The second form which the credit agent
fills out consists of a summary statement of all credit transactions
by borrower number and by village. This statement is sent to the
sub-sector chief along with the three copies of individual short-
term credit forms.

At the sub-sector level the same kind of paper work is per-
formed. The sub-sector chief fills out a summary statement form by
extension unit and keeps the yellow copies of the individual short-
term credit forms. At the sector level, the sector chief basically
goes through the same process. At the end of this procedure, the

credit office at headquarters holds three separate sets of summary
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statements (by village, by extension unit and by sub-sector) and a
number of pink ISTCFs corresponding to the number of borrowers. One
can visualize the large amount of paper work involved in these pro-
cedures.

The paper work for repayment involves: (1) a top-down move-
ment of the white copies of ISTCFs; and (2) a bottom-up movement of
both the green copies of ISTCFs and the loan repayment money. The
first movement involves sending the white ISTCFs to the extension/
credit agents. When a farmer repays his loan, the extension/credit
agent returns the white copy of the ISTCF and a receipt to the
farmer. The extension/credit agent transmits the green ISTCFs and
repayment funds to the sector chief through the sub-sector chief.
Summary statements of repayments are prepared following the same
procedural steps as was explained earlier. The sector chiefs pre-
pare several loan repayment statements which are handed over to the
ORD cashier along with repayment funds. One summary statement of
repayment is sent to the Credit Office for control. The Credit
Office prepares a monthly short term credit situation for both loans
and repayment received.

The paper work involved in providing medium term loans is
about the same as that of the short term credit. Each year at the
end of November sector chiefs are required to present to the
Director a global order of all traction material and equipment needed
to meet the demand of their farmers for the coming growing season.
For each farmer who is eligible for medium term credit the credit
agent prepares an "individual medium term credit card" (IMTCC). The

information on this card includes:
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1. the source of the loan;
the date of delivery of the credit items;
the number of the farmer and the number of his village;
description of the items being purchased;
amount of the instaliments and their due dates;
the total amount of the loan, including interest payments;

the down payment, if any; and

00 N o o s w N

the signatures of both the President of the village group
or the village chief‘I and the credit agent.

The oxen loan package is repaid in a five-year period with one
year grace, three equal installments of 20 percent and a final pay-
ment of 40 percent of the total loan. The loan for the donkey pack-
age is for four years with a one-year grace period and equal repay-
ments over years two, three and four. Both oxen and donkey loans
charge 5.5 percent interest. All repayment figures are given in
a credit manual2 issued by the Ministry of Rural Development and
used by credit agents to fill out the various documents described
above.

As part of the medium term credit package, beneficiary farmers
who plan to buy animals with their loan are required to subscribe to
an animal insurance policy. The insurance premium payment amounts

to 750 CFA a year for one donkey and 3,000 CFA a year for a pair of

oxen. The animal insurance coverage is available for farmers who

lFbr illiterate presidents of village groups or village chiefs
fingerprints are used as substitute for signatures.

2This document is: ORD de 1'Est, Fiche Technique sur le Credit

Rural, March 1979.
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already possess animals but a veterinarian has to examine the animals
before insurance is effective.

A repayment of an installment may be postponed under a number
of unusual circumstances:

1. lack of extension services;
bad harvest due to drought and floods;
inputs not delivered or not delivered on time;

animals not trained; and

N A~ w N

severe sickness of borrower.

Foreclosures of both equipment and/or draft animals may occur if it
is verified that a borrower has no valid reason to evade his credit
obligations. Repossession of items purchased on credit does not
happen very often in spite of high delinquency rates. The reason is
probably due to fear, on the part of the ORD, to jeopardize the
credit program as foreclosure is perceived to be counterproductive.
The extent to which such a cautious policy of non-enforcement of
foreclosures is warranted remains an empirical question. It is
important to get some information about how traditional credit sys-
tems deal with default and delinquency. If foreclosures are found
to be socially acceptable practices in informal credit systems,
perhaps the ORD could move more aggressively in enforcing fore-

closures.

4. Summary

This chapter has provided an overview of Upper Volta's experi-
ence with agricultural credit over the last fifty years. Early

attempts to establish credit programs in the colonial era failed for
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several reasons, including, operational and managerial problems,
misunderstanding of local socio-economic arrangements (e.g., collec-
tive ownership of land) and high delinquency and default rates.

Numerous credit programs were set up after Upper Volta achieved
its independence in 1960, the most important of which was SATEC's
credit program. Although SATEC's credit for increasing food crop
production appeared promising in the early years, its financial
viability rapidly eroded in subsequent years and the program col-
lapsed. Causes of the failure of SATEC's credit program included
the lack of educational and training components in the village credit
cooperatives, the lack of cash crops and i11-timed dates for collec-
tion of repayment, etc.

From the mid-1960's to the early 1970's, the National Develop-
ment Bank, was entrusted with agricultural credit responsibilities
in collaboration with the ORDs. But, relationships between the
Bank and the ORDs became strained and it appeared that the Bank per-
ceived its agricultural credit operations to be a burden imposed
upon it by the government. In any event, the NDB phased out its
agricultural lending activities, although it continued to provide
loans directly to the ORDs for this purpose.

One of a few apparently successful agricultural credit stories
in the mid-1970's was the Matourkou credit program for six villages
in Western Upper Volta. This credit program was a part of the
built-in extension component of the Matourkou training center for
extension agents which was jointly funded by UNDP and the government
of Upper Volta. The credit program involved a land settlement scheme,

provided both short term loans for seasonal inputs and medium term
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loans for animal traction and was geared at promoting both cash and
food crops. Although reports of the project director claim that the
project has been successful, a word of caution is in order because of
several features which are unique to the Matourkou credit program.
These unique features include a strict supervision by highly motiva-
ted extension/credit agents, a reliable year-round feeder road infra-
structure, availability of local market outlets, and an effective
farmer training component. The performance of the Matourkou credit
program should be carefully studied, including its technical,
financial and economic impact at the farm level and the overall costs
of the project. The Matourkou experiment may be useful to other
lending institutions in other regions of the country.

The EORD's current credit program provides both short and
medium term loans in kind to farmers to acquire seasonal inputs,
draft animals and equipment for donkey and oxen traction. The credit
program focuses on food crop production. Funds for the credit pro-
gram are partly provided by internal sources but the most substantial
part (about 90 percent) comes from various external donors of which
USAID is the most important contributor (about 42 percent).

The administration of the credit program is supported by
various bureaus, divisions and subdivisions at headquarters in col-
laboration with field extension/credit agents scattered around the
region in a highly hierarchical network. Credit is provided to
individual farmers through village organizations (village groups or
cooperatives). Potentfal borrowers have to meet a number of criteria
in order to obtain loans, including the payment of a village organi-

zation membership fee, draft animal insurance and devoting at least
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one-third of total acreage to cash crops. In addition, the ORD is
supposed to carry out an economic evaluation of farmers' crop and
1ivestock enterprises to appraise their debt carrying capacity.

Both provision of credit and collection of repayment involve
fairly complex procedures, including a top-down bottom-up movement
of orders and delivery of various credit items, papers and funds.
These complicated procedures and paper work coupled with unclear
delineation of responsibilities among different bureaus at head-
quarters and in the field have often given rise to a number of dif-
ficulties in implementing the EORD credit delivery system. These

problems will be identified and analyzed in the next chapter.



CHAPTER V

ANALYSIS OF THE PERFORMANCE OF THE
EASTERN ORD CREDIT SYSTEM
The purpose of this chapter is to analyze the overall
performance of the Eastern ORD credit system in terms of the effec-
tiveness in providing both short and medium term credit and in the
achievement of the ultimate objectives of increasing crop production

and incomes.

1. Defining Performance Criteria

The literature review has pointed out that the overriding role
of a credit system is the mobilization and the transfer of resources
across economic sectors, regions and income classes of a given coun-
try in order to bring about an efficient allocation of those scarce
resources. This role assumes that there is a lack of financial
resources at the farm level that makes it difficult for many farmers
to take advantage of new technologies. The performance of a credit
institution can be evaluated by appraising (1) the effectiveness in
mobilizing loanable funds, (2) the efficiency of disbursing these
funds to farmers at a minimum cost and on a timely basis, and (3)
the efficiency in collecting repayments.

A second level of performance evaluation is the degree of
achievement of the credit objectives such as increase farm income,

expand food production and improve equity. The production/fncome
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objective is achieved if it can be empirically proven that farmers
who participated in the credit program are better off than before
and/or better off than non-borrowers. The equity objective takes
up the issue of "who is benefiting from the credit program." Is it
the rich/large farmer or the poor/small farmer?

Before we define the criteria for measuring the performance of
the EORD's credit system we should keep in mind that the ORD is dif-
ferent from the usual agricultural credit organization. First, 90
percent of the credit funds of the Eastern ORD are financed by
external sources. Hence, the ORD does not assume the important func-
tion of mobilizing resources from other sectors of the economy of
Upper Volta. Second, the credit program is only a small part of the
activities of the ORD. As a result it is extremely difficult to
estimate how much of the total administrative cost of the ORD should
be attributed to the credit section. Third, credit is not provided
in cash but in kind. Loans are tied to production inputs and animal
traction implements. Finally, the ORD is virtually the only supplier
of these production inputs.

Because the features of the ORD as a credit institution are
rather unique, the analysis of the performance of the Eastern ORD
will be based on the following criteria: First, an attempt will be
made to assess the organizational and operational efficiency of the
ORD in processing loan applications and in distributing inputs to
farmers on a timely basis. This would be achieved by examining (1)
the degree of coordination of various ORD services involved in the
processing of loan applications and delivery of productive inputs to

farmers; (2) the ORD real cost of lending, i.e., the cost per loan
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outstanding and the cost per 100 CFA of loan outstanding; (3) the
real cost of credit to farmers participating in the credit program,
j.e., the nominal interest rate, various fees, gifts and bribes to
credit agents, if any, cost of traveling and number of visits
required to get a loan; and (4) the performance of extension/credit:
agents.

A second criterion of performance that will be addressed is
repayment rates. A number of indicators will be used to appraise
the repayment performance of the lending institution, including:

1. the collection ratio, that is, comparing the volume of
loan collections with the volume of amounts due (computed on a
yearly basis for the last four years);

2. the percentage of the portfolio in arrears. This ratio
compares the size of the total portfolio with that portion of the
portfolio which is in arrears at a given time; and

3. the proportion of borrowers meeting repayment obligations
--a comparison between the number of borrowers who have loans falling
due and the number of borrowers who actually repay their loans.

A third criterion of ORD credit performance is the degree of
farmers' understanding of the credit program. Given the fact that
the majority of borrowers are illiterate, it is crucial to evaluate
the level of their understanding of the objectives of the credit
program as well as the various conditions such as credit costs and
terms of repayment.

A fourth criterion is the degree of farmers' perceptions of

the advantages and disadvantages of the ORD credit program in order
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to determine the kind of variables which affect the participation or
non-participation of farmers in the program.

A fifth criterion is the impact of credit on production and
income of farmers. We shall determine whether output per hectare
and/or output per "actif" is higher for credit users than for non-
credit users. We shall also examine whether income per hectare
and/or income per "actif" is higher for borrowers than for non-
borrowers.

Finally, the equity issue will be addressed. Income/wealth
proxies will be used to compare users and non-users of animal trac-
tion. These income/wealth proxies include (1) average revenue
generated from non-farm activities--especially the trading of
animals, (2) trading of agricultural and non-agricultural products
that are not produced by the households, and (3) number of durable
consumer goods.

2. Organizational and Operational Efficiency
in the Eastern ORD Credit System

2.1 Efficiency in Coordinating
Various ORD Services

As was described earlier in Chapter IV, a number of bureaus,
sections and sub-sections at the headquarters level are involved in
the ORD's credit program. To investigate the efficiency of the ORD
medium term credit delivery system, a one-shot questionnaire was

administered to 128] animal traction farmers (ANTRAC) in 1978-79.

]Of these 125 ANTRAC farmers two did not participate in this
particular. survey which brings the total of ANTRAC farmers to 123.
Furthermore, as this sub-sample was purposively selected to include
the best ANTRAC farmers regardless of whether or not they obtained
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Farmers were asked whether they used their traction package
the first year. Table 5-1 shows that, of the 94 who receive credit
from the ORD, 57 used their equipment the first year, 33 did not
and four did not answer the question.

The reasons why the 33 farmers did not use their equipment the
first year include:

1. material was not delivered on time (34.4%);

2. animals not trained (28.1%);

3. animals were too young (12.5%);

4. equipment was incomplete (6.3%); and

5. animals were not delivered on time (3.1%).

In summary, a relatively large number of farmers with medium
term credit did not use the ANTRAC package the first year due to the
inefficiency and lack of coordination leading to untimely delivery
of both traction equipment and draft animals. The poor performance
of the extension service is apparent when we note that a large number
of farmers were not able to use their equipment because the animals
were either too young or not trained. Compounding the problem of
coordination among the various bureaus working directly or indirectly
with the ORD credit office, is the lack of a detailed program of work
at all levels. There is no precise schedule of the various tasks

which have to be performed by various services at the headquarters

their equipment on credit, it turned out that 31 farmers did purchase
their material with cash while 92 obtained theirs through the ORD
credit program. .

Also, in the Piela region, five ANTRAC farmers from the village
of Dabesma were selected in the random sample. Of these five, three
bought their equipment with cash, and two used medium term credit.
Hence, the final number of ANTRAC users who participated in this
special survey was 128, of which 94 received credit and 34 did not.
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TABLE 5-1

Eastern ORD: Reasons Why 32 Farmers Did Not Use
Animal Traction Equipment During
the First Year

Reasons Numbers of Farmers Percentage

Equipment not delivered on time 11 34.4
Animals not trained 9 28.1
Animals too young 4 12.5
Incomplete equipment 2 6.3
Animals not delivered on time 1 3.1
Other reasons 5 15.6

Total 32 100.0

SOURCE: Farm Survey Data, 1978-79.
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and by extension workers at the sector level. There were at best,
vague guidelines indicating that lending activities would take place
from January to September with no clear deadline set for orders of
needed equipment.

The training of both draft animals and farmers has always
been a serious problem in the ORD animal traction program. Exten-
sfon/credit agents are often tied up with paper work and there is
often not enough time to teach farmers how to use their equipment.
To solve this problem the ORD has been compelled to hire a number of
very knowledgeable farmers known as Bouviers to provide training to
other farmers. Since the Bouviers need to be transported from one
village to the next, the Bureau of Agricultural Production (BAP) is
supposed to establish a training schedule in collaboration with the
sectors. But, the organization and the coordination of these
training sessions have left a lot to be desired. For example, the
Bouvier may arrive in the village and find that the farmers did not
have any advance notice, or, alternatively, the Bouvier does not
show up. The latter case is commonplace because there is not a
clear understanding as to who (the BAP or the sector) should provide
transportation. Obviously, farmers who cannot use their young
animals, the first year, incur a number of costs such as feeding,
veterinary care and insurance costs, while no benefit is derived.

Another problem that adds to the organizational and operational
deficiencies of the credit system is the place of the credit office
in the ORD organizational structure. So long as credit activities

were limited in scope (number of farmers reached) and in resources,
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there was no need to set up a separate credit bureau. But, with the
expansion of loan operations over the last four years, maintaining
this office as a sub-section within the Bureau of Community Develop-
ment is questionable because this further complicates procedures as

two steps separate the current credit office from the director.

2.2 The ORD Real Cost of Lending

Although most of the ORD's credit funds are derived from
external aid, it is still theoretically desirable to examine the
ORD's real cost of lending. The real cost of lending of a credit
institution may be broadly defined as the sum of all costs which
are to be incurred in order to loan funds to borrowers. In the
special case of the ORD, where inputs, instead of actual cash loans,
are provided to borrowers, this definition encompasses other costs
such as transportation of productive factors from the ORD to the
farmers.

Theoretically, the real cost of lending can be assessed by
two indicators: (1) the cost per 100 CFA of loan outstanding; and
(2) the cost per unit of loan. The total real cost of lending
(TRCL), on a yearly basis, would include the following:

1. salaries of all personnel (PS) involved in the credit
provision activities (including overheads and bonuses);

2. depreciation of buildings, vehicles and other equipment
(DP);

3. annual operating costs (0C) such as office supplies,
maintenance and repairs of various machinery, vehicles and equip-

ment, and dtility charges;
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4. interest costs (IR) of credit funds; and

5. Tlosses due to write offs of bad debts (LWO).

Thus, the total real cost of lending may be expressed as
follows:

TRCL = PS + DP + OC + IR + LWO (1)
In equation (1), DP (depreciation allowance) may be replaced by the
rental value (RV) of all durable assets cited above. Hence, the
above relation becomes:

TRCL = PS + RV + OC + IR + LWO (2)
The first indicator of the real cost of lending may be expressed,
for a given period, as already stated, as a percentage of the total
loans outstanding (TL). That is,

TRCL PSj + RV:j + 0Cj + IRj + LWO;

x 100 =
TLj TLj

RCRj = x 100 (3)

where: RCR is the real cost rate and j stands for period j.
Equation (3) above shows that RCR varies directly with TRCL
and inversely with TL. For a given TRCL, as the TL grows, RCR would
be Tower. This situation may be encountered in a newly established
credit institution where all the structures are established and loan
operations are growing. On the other hand, the RCR would increase
if the TRCL grows for a given level of TL. Such a situation occurs
in cases where the total loan value is small or does not substantial-
ly grow, while the institution is expanding. The rate of growth of
RCR would be positive if the TRCL grows at a faster rate than that
of TL. In the first years of operation, the total real cost of
lending of a credit institution relative to total value of loans

outstanding would be expected to be high because the value of loans
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is small in earlier years while the institution has to incur a
number of fixed costs such as rental value of fixed assets (buildings
and various machinery, equipment, etc.).

Operating costs, however, (i.e., processing loan applications,
salaries, office supplies, transportation costs of getting inputs to
farmers, especially in the case of the Eastern ORD) depend more on
the number of loans than their value, because processing a small
loan requires, basically, the same amount of paper work and other
variable costs as a large one. This is one of the major reasons
why the administration costs of a credit program may increase with
a large number of small loans. Furthermore, this also explains to
some extent, why credit institutions may not be enthusiastic in
lending small amounts to a large number of small borrowers.

The second indicator in assessing the real cost of the lending
institution, as mentioned earlier, is the cost per unit of loan. In
a given period of time (generally a year), the per unit loan cost
would be equal to the total real cost of lending (TRCL) divided by
the number of loans processed. That is, if N is the number of loans,
the per unit cost (C,7) would be:

Cur = L @)
where j stands for period j. Substituting TRCL for its components
would yield the following:

PSj + RVj + OCj + LNOJ + IRj
= m (5)
J

Cu'lj
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Equation (5) shows that Cu1j is 1ikely to be higher in the
early years of operation because of the smaller number of loans.

In subsequent years, as the number of loans grow, the Cu1j would be

reduced.
PS; + RV, + OC; + LWO + IR,
Wit oW oW W W (6)
J j j j j j
As Nj increases E%i will decrease; E;1 will also decrease especially
J J
if most of the personnel were already in place. However, Efi and
N:
J

5521 may move either way depending on how large and how fast OC

N
and LWO grow relative to the increase in N. It should be recalled
that OC is directly a function of N. There is also a relation
between LWO and N as losses due to default are likely to increase
with the increase in the number of loans.

In both ways of looking at the real cost of lending, two
other factors should be taken into consideration. These are the
opportunity cost of loanable funds and inflation. The opportunity
cost to the lending institution is the highest return foregone in
the best available alternative investment. Inflation which erodes
the value of loan repayment money is a variable that can hardly be
overlooked.

A credit institution would be more efficient than another, if
its lending cost per 100 CFA of loan outstanding is lower and/or
its lending cost per loan is lower. For a given credit institution,

a time trend of these two indicators may provide an indication of

the efficiency of its lending operation. Obviously such an
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evaluation may not do justice to other considerations deemed
desirable by policy-makers. For example, a deliberate attempt to
reach small and/or poor farmers is 1ikely to be more costly (i.e.,
less efficiency). Efficiency is but one objective and may run
counter to other objectives.

Turning to the Eastern ORD credit system, the two lending cost
indicators may help explain the real cost of its lending activities.
However, in the context of the EORD, where a whole range of activi-
ties is carried out by the institution drawing on the same resource
base, it is very difficult to allocate costs among various operations.
Given the fact that the ORD has a global bookkeeping system, there
is no way of isolating the administrative costs of its credit program.
To obtain cost figures for the credit program alone, one has to sub-
Jjectively allocate a portion of the ORD total operating costs to this
program.

Data on depreciation of buildings, vehicles and equipment are
not available. Even if such data were available it would be diffi-
cult to estimate how much should be attributed to the credit program.
Moreover, the EORD does not pay interests on credit funds since most
of credit financial sources consist of grants from various external
donors.

Losses associated with write offs of bad debt and default are
not explicitly documented in the EORD credit accounts. Loans long
overdue which should have been written off are still classified as
arrears even though the probability for collection is extremely low.

This is standard practice in all ORD's credit bookkeeping because



88
only the government can write off farmers' debts with public lending
institutions.

Thus, only operating costs associated with the credit compo-
nent are considered in estimating the cost of the EORD's lending
activities. Although such estimate will be conservative, it will
nonetheless provide an indication as to the magnitude of the EORD's
real cost of lending. The EORD director and the MSU credit special-
jst estimate that the credit program accounts for about 10 percent
of the ORD annual operating expenses. They also estimate that field
extension/credit agents devote 10 percent of their time to credit
activities. In addition, there are three full-time credit agents
working at headquarters.

The only data available on the ORD budget pertain to the 1977-
80 period. Table 5-2 shows that external funds constitute the most
important part of the EORD's budget. External funds accounted for
70.2 percent in 1977-78; 56.8 percent in 1978-79 and 85.1 percent in
1979-80. Table 5-3 shows the distribution of the ORD's budget by
expenditure category. Personnel expenses constitute the major single
item in the operating expenses. Annual salaries of extension/credit
agents are given on Table 5-3 for the three years involved in this
exercise. The eight sector chiefs received a monthly salary of no
less than 40,000 CFA each; and the 24 sub-sector chiefs and the three
credit employees at headquarters received about 30,000 CFA monthly.

Annual total cost of the EORD's credit program will be esti-
mated to be equal to 10 percent of EORD's total annual vehicle
operating expenses and general operating expenses as shown in Table

5-3. - In addition, 10 percent of field agents' salaries (extension/
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credit agents, sector and sub-sector chiefs), and the total salaries
of the three full-time credit employees at headquarters are attrib-
uted to the credit program.

To appraise the cost of lending over time, the total cost of
lending will be expressed as a percentage of total loan portfolio
outstanding. That is, the total cost of operating the credit pro-
gram relative to the overall total credit money which is in the hands
of farmers at the end of a given year. Total loan portfolio out-
standing include not only loans extended during that particular year
but also arrears and loans of previous years which are not matured
yet. This approach is more realistic than just considering loans
distributed during the year because current costs are also related
to previous loans. Current costs of collecting repayments, updating
records and books, foreclosure procedures and credit agents' visits
to farmers for credit-related matters, are directly related to
lending transactions that took place in both the current year and in
preceding years. Theoretical considerations developed earlier
regarding the variations of lending cost with respect to total loan
value apply. But, total loan value (TL) instead of representing
only total loans for the year under consideration would represent the
total loans outstanding.

Table 5-4 shows the lending cost per 100 CFA of total loan
portfolio outstanding for the three-year period of 1977-80. The
estimated lending cost rates are 27.5 percent for 1977-78, 30.0
percent for 1978-79 and 19.2 percent for 1979-80. The average annual

lending cost rate is about 25 percent over the three-year period.
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If the 1ending cost were estimated at 10 percent of field agent
salaries only, plus the full salaries of headquarters credit staff,
Table 5-4 shows that the annual lending cost rate would be 15.5
percent for 1977-78, 16.5 percent for 1978-79 and 12.7 percent for
1979-80.

As was mentioned earlier, another criterion for assessing the
EORD cost of lending is the cost per unit of loans outstanding.
Table 5-5 shows that cost per loan outstanding is estimated at about
7,000 CFA for 1977-78. The cost per loan more than doubled in
1978-79 and dropped to around 8,000 CFA in 1979-80.

In conclusion, it appears that, even by using the conservative
estimate of 10 percent of the EORD's operating costs for the credit
program, the real lending cost is high. The average lending cost
rate is estimated at 25 percent a year over the 1977-80 period.
Since the nominal interest rate charged by the EORD is 5.5 percent,
the level of subsidy is about 20 percent. The major cause for the
high real cost of lending is associated with high transportation
costs of delivering the animal traction equipment and other inputs
to farmers in remote areas.

The rationale for maintaining the 5.5 percent nominal interest
when inflation is 12-13 percent per year is the belief that farmers
are so poor that concessionary loans are necessary to induce them to
participate in the credit program. The extent to which this hypoth-
esis is borne out by empirical evidence will be examined later in
this chapter. Clearly, there is a need for taking appropriate steps
to bring the cost of 1ending more in 1ine with the ORD resource base

and to increase nominal interest rates. The long range objective of
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developing a self-sustaining credit institution will remain an
elusive goal unless these steps are taken. The National Credit
Institution is considering setting interest rates at 11 percent.

This is a first step in the right direction.

2.3 The Farmers' Real Cost of Borrowing

A farmer's decision to participate in a credit program par-
tially depends on the perceived costs associated with such a parti-
cipation. To think that the nominal interest rate charged on loans
as being the only determinant in farmers' decisions would overlook
a number of other important influencing variables. A number of
studies has shown that small farmers have not always been as respon-
sive to concessional credit as expected. For example, in certain
instances where formal credit institutions have charged low interest
rates, the response of farmers has been fairly low. Further, it has
been substantiated that some farmers borrow from informal lenders at
higher rates.

The foregoing facts have led Adams [1977a] and a number of
other researchers to hypothesize that the nominal interest rate is
not the overriding factor in farmers' decisions to borrow, but
rather the real cost of borrowing, including a number of hidden
costs. The real cost of borrowing (RCB) may be defined as all costs,
both explicit and implicit, which the borrower incurs before actually
obtaining a Toan. The RCB would include, in addition to the nominal
interest rate (NIR), what Adams [1977a] has termed "Transaction Costs"
(TC). The transaction costs would include all non-interest payments

such as service fees, closing costs, payments of interest in advance,



96

purchase of other lender services, compensatory balances, transpor-
tation costs to visit the lending institution, time lost in travel-
ing, red tape, frustration, etc. The costs of red tape and frus-
tration, although not directly translatable into a dollar figure,
may actually turn out to be key factors in the behavior of farmers,
especially when they are illiterate, hence, suspicious of compli-
cated paper work procedures which they barely understand, if at all.

Some researchers have also argued, that transaction costs and
the opportunity cost associated with the time consuming process of
obtaining a loan constitute the most important portion of the total
real cost of borrowing. Adams asserts that the trips back and forth
to get a loan approved, or for repayments, may be very costly,
especially for small seasonal and/or new borrowers,

Expressed mathematically the real cost of borrowing would be:

RCB = TC + NIR (1)
where:

RCB

real cost of borrowing

TC transaction costs
NIR = nominal interest rate
If L is the value of the seasonal loan taken, the real cost rate of

borrowing on an annual basis would be:

. RCB 12 .
RCRB = L X Period of Toan in months * 100; or (2)
. JC + NIR 12
RCRB L X Period of loan in months x 100 (3)
where:
RCRB = real cost rate of borrowing

L value of loan taken
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In the Eastern ORD the opportunity cost of time spent for a
loan applications, travel cash expenses and gifts given to credit
agents are a real cost to farmers. Of the 480 households, only 51
obtained short term credit. Of these 51, 43 also obtained medium
term credit. Thus, it seems that there is a strong correlation
between taking medium term credit and taking short term credit.

Table 5-6 shows that some farmers who obtained medium term
credit had to travel up to 40 kilometers to get their loan processed.
The same table shows that short term credit borrowers traveled up to
25 kilometers to apply for a loan.

The number of visits made by farmers to credit agents is shown
in Table 5-7 for both medium term and short term credit borrowers.
Whereas, nearly 48 percent of short term borrowers got their loan
after one visit, only about 10 percent of medium term borrowers
obtained theirs on their first visit, Further, the percentage of
medium 1oan borrowers who obtained their loan after two to five
visits is more than double (66.3 percent) that of short term bor-
rowers (31.2 percent) after the same number of visits.

A conclusion that can be drawn at this point is that medium
term borrowers spend relatively more time to get their loan pro-
cessed as compared with short term borrowers. One would expect such
a finding as more important sums of money are at stake in the medium
term loans and they will be outstanding longer. Thus, 75 percent of
all farmers getting medium term credit have visited the credit agent
at least twice as compared with 40 percent for farmers getting short

term credit. For those 43 borrowers who obtained both short and
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medium term credit, time spent to negotiate loans is 1ikely to be
higher if they applied for both types of credit separately.

Cash expenses during trips to credit agent's residence are not
very substantial. About 6 to 8 percent of both medium and short
term borrowers have spent between 200 and 1,600 CFA during such
trips. Bribes and gifts to credit agents do not seem to be wide-
spread practices. The survey shows that only two short term credit
farmers have given one chicken and two chickens, respectively, to
the credit agent and one medium term credit borrower has given a
chicken to the credit agent.] In addition to the foregoing costs,
other real costs include village group membership fee which amounts
to 200 CFA a year for a short term loan and 500 CFA for a medium
term loan (for five years). Moreover, medium term borrowers who
take draft animals on credit are required to pay insurance premiums:
750 CFA a year for a donkey and 3,000 CFA a year for a pair of oxen.

In addition to the costs already mentioned, the farmer who
does not get his inputs, equipment or draft animals on time, bears
an extra burden. When animals are too young, or not trained, or
when inputs are delivered late or the equipment package is incomplete,
the farmer is stuck with animals he has to feed and no extra revenue
is generated from the use of the credit package.

In actual ORD lending practices farmers are provided short

term credit for seasonal inputs with a nominal interest of 5.5

1Depend1ng on the region, a chicken costs from 300 to 450 CFA.
In Fada prices are even higher, around 500 CFA and more.
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percent per year.] Cash and credit prices for various inputs differ
theoretically by the interest charged on items taken on credit. But, -
because credit prices are rounded upward, the actual interest rate
is higher than the official nominal interest rate of 5.5 percent.
For example, Table 5-8 shows that a farmer who obtains a short term
loan for various inputs with a total cash value of 26,000 CFA and a
total credit value of 28,000 CFA is actually charged a simple
interest rate of 7.69 percent per year,

Another important point is that a number of farmers do repay
their loans before twelve months. Farmers get their inputs in April
or May. Although theoretically they have twelve months to pay back,
a number of farmers actually do so at harvest, that is in October,
November or December.2 It turns out that the actual simple interest
rate is higher than the nominal.

To assess the real cost of borrowing for a short term loan, the
opportunity cost of time spent for acquiring the loan can be com-
puted. The opportunity cost of travel time for a farmer who makes
five round trips by bicycle at a distance of 25 kilometers can be
figured out using net return to family labor in cropping enterprise.
Net margin per worker equivalent hour has been estimated at 39.4 CFA
for sorghum/millet [Lassiter, 1981]. Moreover, on the average, a 25

kilometer one-way trip by bicycle on a rural trail takes two hours.

TSince farmers are required to repay both principal and
interest in a single payment at the end of the year, 1t may be appro-
priate here to refer to the 5.5 percent interest as simple interest
rate [Brake, 1966].

21n those ORDs where cotton is a major cash crop most farmers
have to repay their loans after six, seven or eight months during
the cotton marketing campaign which takes place between November and
February.
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Another hour minimum is required to process a loan application.
Hence, the opportunity cost of time spent on five trips would be
about 1,000 CFA..l Another cost which should be taken into account
in calculating the real cost of borrowing is the village organiza-
tion membership fee, which amounts to 200 CFA for short term credit.
Hence, total transaction costs (TC) would be 1,200 CFA for the time
spent and the membership fee. Using equatfon (1) above and taking
into account actual interest charges (not nominal interest charges)
on the farmer's short term loan (2,000 CFA), the real cost of bor-
rowing would be 3,200 CFA. Using equation (3) and substituting
nominal interest charges (NIC) by actual interest charges (AIC), the
real cost rate of borrowing (RCRB) would be 12.31 percent a year.
Moreover, if the farmer repaid after six months, the real cost rate
of borrowing would be 24.62 percent a year.

To sum up, farmers taking short term loans from the ORD, are in
effect charged higher interest rates than the official nominal inter-
est rate of 5.50 percent, because input credit prices are set at a
level higher than that implied by the nominal interest rate. When
actual interest charges are taken into account, Table 5-8 shows that
the actual interest rate is 7.69 percent a year. In addition, if
farmers repay before the 12-month period, as often occurs, actual
interest rate is higher. In the above example, the farmer would

actually pay 15.38 percent a year.

1The opportunity cost of time spent for loan application is
important during the growing season, especially in weeding period
when labor requirement is at its peak.
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Considering the opportunity cost of time spent to apply for
loans and village membership fees results in a real cost rate of
borrowing which may be as high as 12.31 percent a year. The real
cost rate of borrowing is even higher in those cases where farmers
repay before the end of the 12-month period. A repayment after six
months, for example, would result in a real cost rate of borrowing
as high as 24.62 percent, which is far higher than the nominal inter-
est rate of 5.50 percent.

The same calculation may be performed for the real cost of
borrowing of medium term credit borrowers who pay 500 CFA for vil-
lage group membership fee. In addition, medium term credit farmers
are required to pay insurance for draft animals (i.e., 750 CFA a
year for a donkey and 3,000 CFA a year for a pair of oxen). Since
animal traction loans involve substa<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>