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Abstract
Credit is important because it enables farmers to increase agricultural production. Access to credit
from commercial banks for smallholder farmers enhances productivity and promotes farmer
development. It plays an important role in alleviating poverty and creating an economically stable life.

However, access to credit for rural smallholder sugarcane farmers in Eswatini is limited.

The purpose of this study was to assess the impact of a European Union (EU) grant on access to credit
from commercial banks and farming activities for smallholder sugarcane farmers in Eswatini. The
study determined whether smallholder sugarcane farmers had access to credit from commercial banks
and other formal financial institutions. It also determined whether being a participant in an EU grant
funding led to increased access to credit and to higher production for smallholder sugarcane farmers.
The study determined the extent to which an EU grant funding contributed to eliminating constraints

faced by smallholder sugarcane farmers.

Data was analysed using Statistical Package for the Social Sciences (SPSS) software. Descriptive and
econometric analyses were performed to identify the factors that influence access to credit and
farming activities for smallholder sugarcane farmers. The Propensity Score Matching (PSM) was
applied to identify the impact of the EU grant funding on access to credit from commercial banks and
farm activities. The matching compared beneficiaries to non-beneficiaries of the EU grant funding in
terms of the independent variables hypothesised to have an effect on access to credit. After the
application of PSM, the average treatment effect on the treated was used to measure the
appropriateness of the intervention of the EU grant funding on smallholder sugarcane farmers in

Eswatini.

Descriptive statistics show that 55% of the smallholder sugarcane farmers are male and their average
age is 58 years. It also shows that about 37% of the smallholder farmers are illiterate, with only 32%
attending primary school and only 31% attending high school. Lastly, it shows that, the major source
of income for smallholder farmers is the sugarcane farming enterprise and that about 37.5 % of

smallholder sugarcane farmers in Siphofaneni have been beneficiaries of EU grant funding.

vi



For the logistic regression for access to credit, five of the variables used in the study were statistically
significant. These variables included education, land size; grant funding, off-farm income and
extension services. The variables had an effect on farmers’ access to credit from commercial banks.
The other variables were not significant at any level; consequently, they did not have an effect on

farmers’ access to credit.

The logistic regression for farming activities shows that only four variables had an effect on farmers’
production. These variables included farmers’ experience, grant funding, off-farm income of the
farmer and extension services. The results suggest that EU grant funding increases the chances that
smallholder farmers can access credit from commercial banks. Therefore, farmers that are
beneficiaries of EU grant funding are presumed to have more access to credit than their counterparts

who are not beneficiaries.

The average treatment effect on the treated also showed that beneficiaries of EU grant funding had a
higher chance of access to credit than non-beneficiaries of EU grant funding. Overall, the EU grant
has contributed to eliminating credit constraints faced by smallholder farmers. However, it has not
affected full elimination of production constraints faced by smallholder sugarcane farmers in
Eswatini. About 90% of the farmers pointed out that electricity and water were the major constraints
they faced. The power rates are high because farmers use more electricity for water pumping directed
at their fields. Further, water is another constraint because drought has hit Eswatini and therefore
water from the dam in the study area has been rationed to ensure availability in the future. This has a
negative effect on farmers’ production, as lack of water for sugarcane production reduces the sucrose

level, resulting in lower returns for the farmers.

The study makes recommendations that access to credit from formal financial institutions needs to be
enhanced by encouraging smallholder farmers to work with extension officers that might help share
knowledge on production, bank operations and procedures. There is also need to start up socio-
economic initiatives, government policies and institutional support programmes that would support

farmers by reducing obstacles hindering more effective access to credit. The involvement of
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stakeholders, the MoA, through SSA and SWADE, could deal with each category of farmers
separately and lobby finance institutions to reconsider their position on financing small-scale farmers

in the sugarcane sector.

Key words: access to credit, EU grant funding, propensity score matching, smallholder sugarcane

farmers.
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CHAPTER 1
INTRODUCTION

1.1 Background

Agriculture is central to ensuring economic growth, reduction of poverty and providing for
sustainable development in sub-Saharan Africa (Nxumalo, 2015). On average, agriculture contributes
to 15% of the total Gross Domestic Product (GDP) in Africa and it is the major employer and main
source of livelihood in rural areas (Taylor, 2017). The importance of agriculture is summarised in
three key functions through which it plays a vital role: a trigger of overall economic growth, a source

of livelihood, and a way of managing natural resources and the environment better (World Bank,

2008: 3-4).

Poverty in Sub-Saharan Africa dominates the rural areas and is widespread. Cross-country estimates
revealed that GDP growth originating from the agricultural sector is twice more effective in poverty
reduction than that which comes from outside the sector, confirming agriculture as the lead sector for
overall growth (World Bank 2008: 6). Agriculture is this effective in poverty reduction largely
because it employs most of the poor who live in the rural areas where land and labour (the key factors

of production), are available (FAO, 2006: 2).

However, the growth rates in agriculture are still considerably low. There has been marginal
improvement in agricultural GDP growth since the 1980s when it stood at 2.3% to an increase of
about 3.2% from 2000 to 2005. There is, therefore, a need for sub-Saharan Africa to improve its
productivity, which would in turn, translates to higher growth rates (Fact Sheet: Word Bank and
Agriculture in Africa, 2013). To facilitate the needed growth in agriculture, it is necessary to
overcome the financial constraints faced by smallholder farmers, which inhibit their ability to
compete and respond to the global demand for increased investment in agriculture (World Bank,

2008: 13).

Like many places in sub-Saharan Africa, in Eswatini, agriculture is the second main employer after

the government of Eswatini (MEPD, 2013). Agriculture contributes to about 13% of the GDP of the



country. However, not much has been done to enhance agriculture, food security and poverty
alleviation. For example, there are only two types of tenure systems namely, Title Deed Land (TDL)
and Swazi Nation Land (SNL). These are the modern and traditional sectors. About 54% of the land is
TDL and 46% is SNL (Dlamini, 2011). There is no legislation on SNL and the land is held in trust by
the King and allocated to tribal chiefs according to the Swazi tradition. The difference between SNL
and TDL is the size of land; SNL is occupied mostly by smallholder farmers while TDL is occupied
by large commercial holdings. About 61% of SNL farm holdings are less than one hectare in size
(Dlamini, 2011), meaning that the majority of smallholder farmers have limited access to even just

one of factors of production: land.

In Eswatini, sugar, wood and pulp are the leading contributors to export earnings. According to the
Eswatini Sugar Association (SSA) (2011), the sugar industry plays a vital role in the economy of
Eswatini as it is the main contributor to agricultural output, GDP and employment (MEPD, 2014).
The sugar sector contributes to 18% to the country’s GDP, 35% to employment and 59% to
agricultural output. Eswatini enjoys preferential market access at higher prices for its sugar, especially
in the European Union (EU), which makes sugar a feasible enterprise. The EU is active in the sugar
sub-sector, where the focus is on increasing the productivity of small-scale sugarcane farmers by

developing irrigation infrastructure.

Eswatini was identified as one of the country’s most at risk from changes to the Sugar Protocol
(Garside et al., 2005). A project to provide grant funding to smallholder sugarcane farmers in
Eswatini was therefore established as a joint effort between the EU and Eswatini government. The
grant funding covers land development costs, amounting to around 70% of the total costs. With
sugarcane in the ground for collateral, farming associations were able to borrow the balance of the

funding required, primarily for crop husbandry costs in the first year to harvesting.

The success of the project is measured by the ability of some associations to settle their loans within

the first two years of operation, distribute profits among their members and invest in other income



generating projects. The project is a sustainable development initiative which goes well beyond

poverty alleviation, contributing handsomely to the socio-economic profile of Eswatini.

Over the past years, smallholder farmers could only access credit from informal financial institutions
as they did not have collateral and could not meet the requirements of formal financial institutions
(Mamba, 2016). Most African economies are characterised by a financial system that has both formal
and informal segments (Mamba, 2016). Formal financial institutions are mostly commercial banks
and microfinance institutions, while informal financial institutions are savings cooperatives and

mostly friends, relatives and moneylenders.

Informal financial institutions connect with the clients on a personal level and thus allow easy access
to information about the borrower, as well as the institution’s lending ability. Informal financial
institutions are flexible in such a way that they satisfy the financial needs of smallholder farmers that
cannot be met by formal financial institutions. These institutions require no collateral from borrowers;
hence it is easier for the rural poor to borrow from informal institutions than from formal commercial
banks. According to Masuku (2010), in informal financial institutions, the credit is disbursed without
thoroughly assessing the socio-economic conditions of the community and this leads to high default
rates. Formal financial institutions tend to control and monitor even micro-lending as a way of

hedging against certain risks.

1.2 Statement of the problem

According to Machethe (2004), in order to achieve the objectives of agricultural development, it is
important to include government intervention, as most services that are used are public goods.
According to the World Bank (2008), to facilitate the much-needed growth in agriculture, there is a

need to overcome financial production challenges.

Despite many attempts to improve access to credit for smallholder farmers, limited success has been
achieved in improving access to credit in many developing countries (Manganhele, 2010). These
countries are still on the lookout for suitable strategies to enhance access to credit for smallholder
farmers. Access to credit would help in alleviating poverty among smallholder farmers in many

3



developing countries that would in turn promote rural economic development (Stiglitz, 2002; Meyer,

2002; Meyer et al., 2004, Sacerdoti, 2005; Bruck & Van dan Brueck, 2006).

The sustainability of smallholder sugarcane farming in Eswatini is under threat because of lack of
access to credit (Hlophe, 2014). Limited access to credit is constraining the growth of smallholder
farmers’ ability to increase production by investing in innovative high-return projects and technology.
Such investment can drive employment and growth in a number of industries in many developing

countries, including Eswatini (Manganhele, 2010).

Eswatini is still on the lookout for strategies that may be implemented to enhance and influence
production of smallholder farmers through improved access to credit (Hlophe, 2014). According to
Ton et al. (2013), considerable attention has been paid to smallholder grants and experimentation, but

there is little information on the impact and effectiveness of these grants.

Issues that relate to grant funding have been discussed in previous studies (Ton et al., 2013). Some
studies look at the institutional arrangements that enable the end user and grants to be reached; others
look at how research can be changed to stimulate innovation in favour of smallholder farmers (Ton et
al., 2013). Still more, some studies relate to funding methods such as competitive funds (Heemskerk
& Wennink, 2005; Hartwich & Tola, 2007; Klerkx & Leeuwis 2008; Vera-Cruz et al., 2008). Others
look at the conditions and institutional changes necessary to support demand-driven agricultural

research and development (Dorward et al., 2004; Hall et al., 2006).

However, the essence of the problem lies in the fact that few studies have been carried out to analyse
the effectiveness of different grants. Generally, the researchers present grants as an illustration of the
favoured approach to stimulate research on smallholder impact, rather than as the object of empirical
analysis. This study, therefore, sought to bridge this knowledge gap by assessing the impact of EU

grant funding on access to credit and farming activities for smallholder sugarcane farmers in Eswatini.



1.3 Objectives of the study
The overall objective of the study was to assess the impact of an EU grant on access to credit and

farm activities for smallholder farmers in Eswatini.

The specific objectives are to:

e Determine if smallholder sugarcane farmers have access to credit from commercial banks and
other formal financial institutions;

e Determine whether being a participant in EU grant funding leads to increased access to credit
and production for smallholder sugarcane farmers; and

e Determine the credit and production constraints faced by smallholder sugarcane farmers.

1.4 Hypotheses

The hypotheses to be tested are as follows:

e Smallholder sugarcane farmers do not have access to credit from formal commercial banks;
e The EU grant funding does not affect access to credit and production for smallholder
sugarcane farmers in Eswatini; and

e Smallholder sugarcane farmers face credit and production constraints.

1.5 Organisation of the Thesis

This thesis consists of eight chapters. The first chapter outlines an introduction that comprises of the
background information, the problem statement, the objectives and specific questions of the study and
research hypothesis. The rest the dissertation is organised as follows: Chapter 2 outlines the
agricultural sector and sugar industry in Eswatini; Chapter 3 explains the role of credit, access and its
determinants; Chapter 4 outlines the creation and role of the EU grant funding; Chapter 5 covers the
impact assessment and concept of PMS; Chapter 6 outlines the methods and procedures used to
undertake the study; description of the study area, sampling design, survey instrument and

development, description of variables used in the study and data analysis; Chapter 7 presents the



econometric results and statistics as well as the discussion thereof and finally, Chapter 8 presents the

summary, conclusions and recommendations of the study.



CHAPTER 2
AGRICULTURAL SECTOR AND SUGAR INDUSTRY IN ESWATINI
2.1 Introduction
This chapter presents an overview of the agricultural sector in Eswatini. The chapter also reviews the
literature on sugarcane production, its contribution to the economy and sugar sector reforms. General

views on the challenges faced by smallholder sugarcane farmers are also presented in this chapter.

2.2 The Agricultural sector

2.2.1 Contribution of agriculture to the economy

The economy of Eswatini relies heavily on agriculture. Agriculture in Eswatini encompasses two
main crops namely, sugarcane and maize. These are grown commercially and on a large scale. It is

estimated that agriculture accounts for three quarters of the country’s total agricultural output.

Agriculture is the second largest contributor to the economy of Eswatini after the manufacturing
sector. The agricultural sector is strongly connected to the manufacturing sector and employs about
70% of the population through agricultural activities. The agricultural sector contributes a total of
7.8% of the GDP (MoA, 2013). The percentage used to account for more, in earlier years. However,
there has been a drastic decline in the GDP contribution to the economy; the share fell from 13.9% in

2003 to 7.8% in 2012 (CBS, 2013) mainly because of climatic shocks and severe drought.

2.2.2 Agricultural production

Agricultural production in Eswatini is characterised by arable crop farming and livestock production.
It has an average elevation of between 910 and 1830 metres above sea level and is characterised by a
humid to near temperate climate (Levine, 2001). This type of climate is conducive for the growing of
a variety of crops and higher yields are usually obtained due to the high rainfall and moderate
temperatures. Maize grown as a monocrop (cropping system) is the dominant crop (Terry,
1997). Other crops that can be grown include sweet potato and variety of legumes. The major
constraint to increased productivity however, is excessive leaching of nutrients, high soil acidity and

low soil fertility.



There are two types of farming in Eswatini. These are commercial and subsistence agriculture.
Commercial farming is the growing of crops on a large scale and involves modern farming and
efficient use of advanced technology, while subsistence farming is the growing of crops and rearing of
animals for consumption (Swain, 2017). Commercial agriculture mainly operates on TDL and is
characterised by high capital intensity, cash cropping and large farms. On the other hand, subsistence

agriculture is mainly practised by smallholder farmers on SNL.

In Eswatini, the sugar industry dominates the commercial agricultural sector. It is followed by canned
fruits and beef production for exports. Maize cultivation is a major cultivated crop by smallholder
farmers who practise mainly subsistence farming. The country is historically a net importer of maize,
which is the staple food in Eswatini, and the quantity demanded depends significantly on unreliable

rainfall.

Achieving sustainable agricultural development remains the major challenge facing Eswatini. The
growth and development of the country lies in growth and development of the agricultural sector
(Masuku, 2010). Although there has been a significant increase in agricultural development, recent
years have witnessed concern on constraints and challenges that limit development (Mamba, 2016).
According to Mamba (2016), on the one hand, the sugar and citrus industries have proven to be large
and efficient agricultural production systems. On the other hand, the low outputs and land degradation

in the country are evidence that the country is not devoted to sustainable production systems.

Consequently, an overarching policy framework involving the Comprehensive Agricultural Sector
Policy and National Fund Security Policy has been developed by the Eswatini government through
the Ministry of Agriculture (MoA). To guide implementation of the policies, the National Programme
for Food Security was established to create new exciting opportunities in the agricultural sector

(Government of Eswatini, 2008).

2.2.3 Agricultural exports and imports
The World Trade Organization (WTO), Southern African Development Community and Southern
African Customs Union are the major Organisations that enhance trade in Eswatini (CBS, 2012).
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Eswatini has experienced both a balance of trade surplus and a balance of payment surplus in recent
years (CBS, 2012). Food, fuel, energy, motor vehicles and capital goods are the major commaodities
imported into Eswatini. Eswatini’s import partners are South Africa, Mozambique, Botswana, Japan,
Namibia and Singapore (CBS, 2013). According to Figure 1, in the third quarter of 2017, imports
increased from E45 884.000 to E48 543.000. From 2005 until 2017, the average of imports was E34
708.100. They reached an all-time high of E49 684. 000 in the third quarter of 2016. After that,
exports increased from E50 762.000 to E63 218. 0.00 in the third quarter of 2017. The export average
was E38 183.800, reaching an all-time high of E73 518.000 in the fourth quarter of 2016 (Trading

Economics, 2018).
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Figure 1: Imports and Exports in Eswatini

Source: Trading Economics (2018)

Sugar, cotton and wood pulp are the major commodities that are exported from Eswatini to the United
States (USA), the EU and South Africa (CBS, 2016). According to Mamba (2016), Eswatini receives
about 80% of its imports and sends 70% of its exports to South Africa, making the economies closely

related.



2.3 The Sugar industry in Eswatini

2.3.1 Contribution to the economy

Eswatini is one of the major producers of sugar in the region, second only to South Africa (USAID
Gain Report, 2017). The sugar industry in Eswatini has expanded drastically since the mid-1950s.
Sugar production has become an important activity, contributing to 60% of agricultural output (Terry
& Ogg, 2017). About 18% of Eswatini’s GDP is contributed by the sugar sector, which itself has been

dominated by sugar processing, that accounts for over 42% of the GDP (Terry & Ogg, 2017).

The expansion of the sugarcane growing area in Siphofaneni under the Lower Usuthu Smallholder
Irrigation Project (LUSIP) was solely to ensure increased sugarcane production in Eswatini (Terry &
Ogg, 2017). It was expected that the area would increase by about 607 hectares and hence increase

sugarcane production by about 4% (CBS 2013/2014 report).

Figure 2 shows that miller-owned estates (MCP) contribute the largest share of production at 49%,
followed by large-scale growers (18%), medium-size growers (12%) and small growers (21%).
Although medium and small growers account for a smaller volume of total production, the largest

number of growers falls under these two categories.

EMCP ®mLARGESCALE = MEDIUMSCALE =mSMALLHOLDER

Figure 2: Contribution to Sugarcane and Production by Grower Category
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Source: Eswatini Cane Growers Association (2016)

2.3.2 Sugarcane Production

Interestingly, sugarcane growing in Eswatini may only be undertaken by growers who are registered
and allocated a grower quota number by the Sugar Industry Quota Board. A new entrant in the
sugarcane farming industry requires a quota or license. The license ensures that the millers can
manage cane crushing. In other words, it ensures that the millers are not overloaded or underfed with
cane (SSA, 2016). The licence also ensures that the grower has adequate water for irrigation, has land
or the right to use land, and finally, that the grower is well acquainted with the rules of cane growing
and the relevant legal requirements. The quota is therefore not a restriction on production; but
essentially an agreement between the miller and the grower that the grower will produce a particular
quantity of cane for the miller, and the miller will buy the specific quantity of cane at a specific

harvesting time from the grower (SSA, 2016).

This is done to optimise the capacity of the millers and to prevent loss of value of the grower’s cane
due to delays in processing of the cane. Millers also require a license to manufacture sugar. The
license is issued by the Minister of Enterprise and Employment after a recommendation by the SSA.
The sugar industry is well organised and has no spot-market; contracts are signed between growers
and millers through the quota system, implying that the volumes of cane produced are known
beforehand (Masuku et al., 2007:74). The SSA buys the sugar from all the millers and sells it locally
and internationally. The price of sugar paid to millers and the price farmers get for their cane

(sucrose) is determined by the SSA through a formula that considers international market prices.

2.3.3 Sugarcane Production in Eswatini

While sugarcane is produced on a large scale, smallholder farmers have been involved in the industry.
Irrigation of sugarcane has been dependent upon two dams. These dams have enabled thousands of
farmers who relied on rain as their major irrigation method to consolidate their individual farms into
commercial, irrigated sugarcane cooperatives. The areas under sugarcane have grown by 28%, mostly

as a result of smallholder farmers’ expansion (Terry & Ogg, 2017). Figure 3 shows the total revenue
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(in Emalangeni) that has been generated through sugarcane production in Eswatini from 2011 to 2016.
It shows that there was a drastic improvement in revenue from 2011/12 to 2013 and a slight decrease

in 2014/15; however, the revenue picked up again in 2015/16.
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Figure 3: Total Revenue for Sugar (Emalangeni (E))

Source: SSA (2014)

According to SSA (2014), forecasts showed that sugarcane production will increase by 5%, from
4973 571 MT (metric tonne) in the 2016/17 MY (Milling Year) to 5 200 000 MT in the 2017/18 MY,
based on normal weather conditions and good rainfall received at the beginning of the year. The
beginning of the year is a crucial time for sugarcane growth, as well as improvements in yields

following recovery from the drought conditions of the previous season (USDA Gain Report, 2017).

The increase in sugarcane production is anticipated to be partially offset by some growers failing to
re-plant their normal hectarage based on the financial impact of the drought in 2016 and some
sugarcane crop that was too distressed to recover from the previous drought conditions (USDA Gain
Report, 2017). The 2016/17 MY production estimate was revised upwards to 4 973 571 MT based on
better than expected production and updated industry data but remains the lowest cane production in
the last decade. The 2015/16 MY sugarcane production remains unchanged at 5 836 553 MT based on

final industry data (USDA Gain Report, 2017). Table 2.1 shows the production of sugarcane and
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sugar in Eswatini from the 2013/14 MY to the 2017/18 MY forecast. Sugar sector reforms were

introduced by the EU protocol for preferential price.

Table 2:1 Sugarcane Production in Eswatini - 2013/14

Season Area Area Yield Cane Sugar Cane/Sugar
Planted Harvested Crushed Produced Ratio
(MT/HA) | (MT) (MT)
2013/14 58,979 55,478 100.8 5,591,830 653,337 8.6
2014/15 59,586 56,438 99.9 5,639,193 686,778 8.2
2015/16 59,924 57,685 101.2 5,836,553 695,408 8.4
2016/17** | 61,073 56,420 88.2 4,973,571 587,004 8.5
2017/18*** | 62,000 57,000 91.2 5,200,00 606,000 8.6

Source: SSA (2017) **Forecast, ***Estimate MT (Metric Tonne) MY (Milling Year)

2.3.4 Sugar sector reforms

Sugar production is of great importance in the development of Eswatini, and it plays a multifaceted

role in the overall economy (Government of Eswatini, 2006). Besides significantly contributing to

GDP, it contributes directly to poverty reduction, because poor subsistence rural farmers are

converted to commercial smallholder sugarcane farmers and earn some income (SSA, 2016). Like

most developing countries, Eswatini typically exports semi-finished agricultural commodities to the

developed world through trade agreements that offer preferential treatment to its exports. For

example, the African Caribbean and Pacific-EU (ACP-EU) Protocol on Sugar (SP) and the

Complementary Quantity, offers Eswatini preferential market access for its sugar to Europe

(Government of Eswatini, 2006).
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However, there has been a trend of trade liberalisation in the world, meaning that trade preferences
will soon be a thing of the past. Markets are being liberalised and soon developed and developing
economies will compete for the same markets. Krabbe and Vink (2000) agree that multilateral
negotiations supported by the WTO and the rising number of regional trade blocks bring about a

greater trend towards liberalisation in the world market for agricultural products.

According to Dorward et al (2004:612), agricultural trade liberalisation policies came about as a result
of the failure of government interventions in the sector, which resulted in expensive, poor and late
services to farmers, and grave costs to the economy. New policies consequently called for the control,
motivation, and resources of private market systems and players to take on these functions more
successfully and proficiently, and to take action to demand services from smallholder farmers
(Ministry of Economic Planning and Development Report, 2014). The general long-term outcomes

for commercial farmers involve increased exposure to a freer world market.

In November 2005, the EU sugar trade policy experienced reform for the first time in 40 years (SSA,
2014). One of the reasons for transformation was the WTO dispute on funding, when it was found that
the EU sugar policy was contravening its WTO obligations. According to the South Centre (2007:1),
Brazil, Thailand, and Australia, the most efficient sugar producers of the world lodged a complaint
with the WTO against the EU in 2003, criticising the EU for subsidising sugar exports beyond the
levels agreed on in the Uruguay Round World Trade organization negotiations. These nations were

also restricted by high tariff barriers in the EU market.

They disputed measures included in the subsidisation of the export of 1.6 million tons of sugar from
African, Caribbean and Pacific and Indian origin, which the EU used to export at subsidised rates
because of the oversupply of its domestic market (South Centre, 2007:1). A WTO board and the
Appellate Body ruled in favour of the complainants, compelling the EU to bring its domestic market
policy into compliance with its WTO commitments. The transformation included a reduction in the

EU sugar price by 36% over a four-year period beginning in 2005, along with a voluntary
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transformation system that provided motivation for the EU’s least efficient sugar manufacturers and

sugar beet farmers to exit the industry (South Centre, 2007:1).

The ACP-EU Technical Centre for Agricultural and Rural Cooperation (2010) points out that the
reform has resulted in a steady reduction in EU self-sufficiency in terms of sugar, and that the EU has
consequently become a growing net sugar importer. This has had benefits for developing countries
that sell their sugar on the open market. However, ACP countries under the SP experienced drops in
their guaranteed export prices of 36%. ACP countries that signed Economic Partnership Agreements
(EPAs) with the EU benefit from duty-free, quota-free access for their sugar (subject to a special
safeguard mechanism setting a ceiling on total ACP exports of 3.5 million tons of white sugar

equivalent, up to and including the 2015/16 season).

Developments with respect to international agricultural policies, which have resulted in the ongoing
restructuring of the EU sugar market, will undoubtedly reshape the environment in which the Eswatini
sugar industry operates. The European Commission (2012) reported that by 30 September 2015 there
would be free market access for least developed countries under the Everything but Arms (EBA)
initiative, subject only to an automatic EPA safeguard clause for ACPs that are not least developed
countries. It was said that by 1 October 2015, there would be free market access for all ACP countries
under EPAs, subject only to the general EPA safeguard clause. The objective of the EU sugar sector
reforms was to facilitate added and enhanced market access for developing countries in the EU sugar
market, and more market access for the least developed countries under EPA (European Commission,

2012).

The EU also wanted free market access for all ACPs (including SP countries) proposed in the EPA
negotiations (ACP-EU, 2010). Sugar has played an important economic, environmental and social
role in a number of SP countries (including Eswatini) and the new EU rules present a major challenge
in that the ACPs that have been benefiting from higher prices will now have to accept even lower
prices, hence reduced revenue (ACP-EU, 2010). Because of the sector reforms, smallholder farmers

started experiencing major challenges in the sugar industry.
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2.3.5 Challenges faced by smallholder sugarcane farmers

Sugarcane is a crucial commodity in the economy of many developing countries. It makes an
important contribution to the livelihoods of many rural households. At Siphofaneni, in the Lowveld of
Eswatini, sugarcane is the primary source of livelihood for many smallholder farmers. This is in line
with a study by Sibiya and Hurly (2011) in KwaZulu-Natal, who observed that sugarcane production
was a multi-livelihood strategy, especially in the rural areas. The importance of sugarcane for rural

households is also recognised by Amritage et al. (2009).

A number of factors affect smallholder sugarcane farmers. According to a study conducted by
UNCTAD (2009) in Eswatini, farmers have very little education, hence they are unable to use all the
technology around them. Another issue affecting smallholder sugarcane farmers is lack of farming

experience and business skills (Masuku, 2011).

Although sugarcane contributes largely to the economy, there has been a decline in production in
most producing countries. In Eswatini, the industry is dominated by smallholder farmers; therefore,
there is poor performance by farmers resulting in low revenue to mills and thus even lower returns to
the farmer. In addition, according to a study by Dlamini and Dlamini (2012) in Eswatini, sugarcane
yields are affected primarily by the distance to the mill, fertilizer application and the amount of labour
employed. On the other hand, in Zimbabwe, low productivity levels were attributed to failure of the
farmer to remove old cane from the field, inadequate farming experience and training in good

management practices (Chidoko & Chimwai, 2011).

2.4 Summary

According to this chapter, the agricultural sector in Eswatini has a significant effect on the economy,
as it is the major contributor to GDP and the main source of livelihood for many rural households. It
is also evident that sugarcane farming in Eswatini is the leading net exporter and thus generates
revenue for the country. The chapter also highlighted sugar sector reforms and the challenges
smallholder sugarcane farmers face in the sugar industry. Lack of skills, education and experience are

some of the major challenges that farmers face.
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CHAPTER 3
CREDIT ACCESS AND ITS DETERMINANTS
3.1 Introduction
This chapter presents a brief overview of the financial sector in Eswatini. It also presents detailed
literature on the role of financial services, the factors affecting access to credit and strategies to

improve access to credit by smallholder farmers.

3.2 The Role of credit in agricultural development

Previous studies have revealed that credit access has a positive impact on growth at both household
and national level (Beegle et al., 2003; Burgesss & Pande, 2004; Deheja & Gatti, 2002; Jacoby, 1994;
Klapper et al., 2004). On the other hand, studies by Kumar and Francisco (2006), Levine (2004) and
Pandula (2011) have pointed out that smallholder farmer face constraints when accessing credit which
lead to a negative impact on farming activities and incoming generating enterprises. It is impossible
for smallholder farmers to grow and expand without access to credit. Provision of credit to
smallholder farmers enhances their efficiency to increase production (Mushunje & Belete, 2001).
According to SASIX (2007), support services are also recommended in achieving desired results in

the growth and development of smallholder agriculture.

Zeller and Sharma (1998) have stated that to ensure an improved economic climate for poverty
alleviation and growth, it is important to provide adequate rural credit. In most developing countries,
credit is an important instrument in enhancing the standard of living for poor households through

consumption smoothing and improved production capacity (Binswager & Khandker, 1995).

Rural poor households are the group with the highest demand for credit to ensure productive
investment. These households are risk-averse, and credit therefore enables them to overcome liqui