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Abstract

This paper concentrates on the eredit element of Farmer Suppart Programmes (FSF) and the financial environment in which
FSP credit is applied with a view to assess the importance of the credit component in the FSP. First, the theory on rural
financial markets and intermediation is bricfly reviewed. This is followed by an application to the FSP. The paper coneludes
with some policy implications of the findings, The main points that FSP financial palicy should ineorporate are: avoid Joan
subsidies and wrgeting; mobilise deposits; charge positive real rates of interest: svoid coneessionary discount lines; reduce
Iransaction costs; and emulate informial fnance.

Uittreksel
Die rol van krediet in die Boerdery-ondersteuningsprogram: Is dit die sleutel tot sukses?

Hierdie referant bespreek die krediet element van boerd ery-cndersteuningsprogramme (FSP) asook dic finansicle omgewing
waarbinne krediet aan kleinboere verfeen word. Sodoende word gepoog om die belangrikheid van die kredictkomponent
van die FSP tc bepaal. In die eerste deel van die referast word die tearie oor landelike finansiéle markte kortliks bespresk.
Dit ward gevalp deur 'n tocpassing van dié teorie op dic FSP on die bespreking van die belangrikste resultate verkry uit
opnames onder kleinboere. Beleidsimplikasies van hierdie resultate word aok kortliks tocgelig. Die belangrikste aspekic wat
in dic FSP se kredietheleid geinkorporeer moct word is: vermy gesubsidieerde lenings en tecikengrocpe: mobiliseer
deposito’s; hef pasiticwe reéle rentekoerse; vermy konsessionére lenings; verminder transaksickoste: en lnastens moet dit
dic informele finansicringsmark nastreel.

1. Introduction due to the vagaries of weather and price, by increasing
debt during bed crop years and reducing it during good
Financial markels are institutions central 1o the lives of crop years; loans facilitate the purchase of large invest-
all rural peaple (Coetres, 1993). However, compared o ments; and lpans improve life eycle problems, in which
cammercial farmers, small farmers in South Africa Had the young need to get farm and houschold assets ofien by
lile and inadequate financial and other suppart (especial- borrowing from persons who have aceumulated savings,
Iy the farmers in the homelands), This was partly the In the light of these statements, one would have expected
motivation for the Farmer Support Programme (FSF) and that FSP credit policy would have mentioned st least one
the eredit component of the programme (Van Roayen er of the ubove reasons for the provision of eredit {Coetzee,
al., 1987), as launched in 1987 by the Development 1993).  However, FSP credit policy is hard to track
Bank of Southern Africa (DBESA). down, The poliey documents on FSP (DBSA, 1986) do
not mention credil policy per se. Credit is mentioned as
This paper concentrates on the eredit element of FSP and un important clement that need (o be present to support
the finuncisl environment in which FSP credit is applied farmers, Withoul policy gusdelines the implementors of
with & view to assess the importance of eredit component the FSP in the dlfﬁ:m areas followed a diversified ap-
in the FSP, First, the theory on rural financial markets proach with regard to the credit component of FSP
and imermediation is briclly reviewed, This is followed (DBSA, 1989), This varied from an initial poliey of "no
by an application to the FSP. The paper concludes with credit” in o specific grea to an over-emphasis on lending
some palicy implications of the Andings. in oither arces (see Van Zyl ef al,, 1992; Lyne and Ort-
mann, 1932, Fischer et af; 1993; Cross and Evans,
2, Theory on rural financial markets 1991a; 1991h).
According o Stevens and Jabara (1988), improvements In the conventional approach to rural credit the assump-
in rural financial markets facilitate economic growth in tion was that rural development problems in low income
il least five waye: services provided by financial institu- countrics could be treated with large injections of funds
tions transcend spatin] constraints in the transfer of through chesp eredit programmes (Adams, 1992), They
funds; loans improve resource allocations based on the were bused on two assumptions, i.e., farmers need cheap
iea of a farmer with a high return investment opporiun- eredit to induce them to produce and rural dwellers are
ity who could borrow from a local financisl institution oo peor o save, Credit programmes were seen Lo be
where people with surplus cash depasited savings; loans, the solution for produetion problems, for poverty in rural
by providing mare flexible command over resources, nreas and as & way (o correct the urban bins, Credit pro-
enable borrowers to manage better the risks of farming, grammes were slso applied to encourage rural people to
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ignore the “exploitive” informal sources by taking part in
the formal targeted cheap eredit programmes with the in-
tension that it should encourage small farmers to take up
new lechnology. These programmes were seen as the
“ideal” measure to advantage the small farmer and the
rural poor (see Coctzee, 1988, for refercnces). Shornt
term results from these progremmes were promising
(Adams, 1992), New lending institutions were build,
existing institutions were expanded and large numbers of
loans were made. A feeling of accomplishment bazed an
the number of farmers intially resched was evident,
However, problems were encountered with loan recove-
ry; default rates ranging from 40 to 90 per cent were
recorded in some programmes (Coctzes, [988), Another
problem was the high transaction costs and it was clear
that the institutions could only continue operations with
continued injections of funds from govermment and
donors.  Ewven after the initial negative assessment of
these programmes they were continued (Adams, 1992,
Also, many of the larget group of the programmes - the
rural poor - did not benefit from these programmes. The
targeted funds almost invariably landed in the pockets of
the rural elite and large farmers. These negative results
of most of the conventional eredit programmes prompted
researchers and officials to rase gquestions and challenge
assumptions (Adams, 1992; Coelzes, 1988; 1993).

Because of the negative results from the traditional
programmes a growing number of individuals have
argued thet other evalustion critera should be applied
and thal altemmative spproaches should be followed in
ruril financial markets (Rhyne and Otern, 1992, Adams,
1992; Bravermun und Guasch, 1986}, The contention is
that more stlention should be given to the suppliers of
financial intermediation, to long run issucs such as viahi-
lity of institutions, to deposit mobilisation, to the lower-
ing of transaction costs, to cost redueing finaneial inno-
walions, to building sustainable financial scrvices, and to
how policies affect the functianing of rural financial mar-
kels, Adams (1992} argue for using loan recovery, tran-
saction costs, numbers of people wilh sustnined aceess to
formul financial services and the proportion of lending
that comes from deposits as measures of success. The
new approach eoncentrales on deposits,  The emphasis
on viahility of financial institutions and sustainability of
the rural financial market is a more holistic approach.
It is also an approach that acknowledges the existence of
informal financial markets in the rural areas, Rhyne and
Otero (19923) argue that sound financial principles should
be the basis of a successful technology of credit delivery,
i.e., understanding the needs of the client, increasing of-
ficiency by cufting administration costs, structunng the
service to motivate repayment, and emphasising the pro-
vision of fmancisl services rather then eredil provision
(Mon Pischke, 1991}, The main points emphasised by
these new views thus ere: aveid loan subsidics and targe-
ting; mohilise deposits; charge positive real rates of inle-
rest; avoid cnnucssiunary discount lines; reduce transac-
tion costs; and emulate informal finance,

3 The eredit component of FSP

The original development objective of the FSP was to
promote structural change away from subsislence ngreul-
tural production o commercial production (DBSA,
1986}, The programme is based on the premise that this
change can be achicved by supplying comprehensive
agricultural support services 1o emerging farmers - pri-
manly in selected "target™ arcas where the potentisl for
egricultural development is conducive to the implementa-
tion of the programme. In an interim evaluation of FSP
conducted by DBSA (1989) the development ohjective
wias changed (o emphasise the broad based secess to
eomprehensive farmer support services,
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As mentioned earlier, no specific DBSA policy document
exist on the provision of financial services to farmers,
The approach followed by the implementors of FSP
seems o lean towards the conventional style programmes
discussed earlier. Bven in the policy document of DBSA
on FSP (DBSA, 1986), credil is specifically grouped
with inputs in the same element category. This analysis
of eredit is brsed on the recent and ungui.nﬁ evaluation of
DBESA's F5Ps, Table 1 presents some background infor-
mation on the FSP to put the following discussions on
credit use in perspective, while credit use by respondents
in &ll the areas is shown in Tahle 2. 1t provides some in-
dications on the use and gources of credit.  Clearly most
farmers {farming houscholds) finenee their activities out
of savings. Further the information also supports the
findings in developing arcas that informal sources alse
play en important role where credit finance is used,
However, certain discrepeancies also are obvious in Table
2, when certain areas are compared and when the results
are compared with surveys in other countries.

Table 3 provides additional information on the sources of
finance used by those houscholds that did purchase agr-
cultural inputs. It is interesting to noie that the majority
of the households surveyed made vsed of institulional or
formal eredit provided vis primary co-operatives. In Ka-
Mpwane the trend was somewhat different with the majo-
rity of the households paying cash for inputs. Between 36
and 40 per cent of the households made use of Agriwane
credit, provided via farmers’ associations, to finance
their agricubtural inputs. An estimation of the transaction
cost {in terms of days waiting for approval; distanee to
travel and deposit required) related to the wvanous
financial institutions are provided in Table 4. The
impression gained from this information is that the
transtction eosts of the more formal institutions seems Lo
be higher that informal credit sources, as expectled,

Average loans and repayments for the past four seasons
in the three regions surveyd are summansed in Table 5,
The inerease in numbers of households gaining access to
credit fueilities is particularly notable in the case of
Lebowa and Venda. The information in the table also
gives & clear indication of the impact of the drought on
the repayment shility of households in Lebowa and
Venda where the recent droughtl was particulary severe,
The average foan provided to KaNpwane [ammers is
much higher than that of the other two regions. This
could be related 1o the fact that KaNpgwane farmers do
have aceess to much bigger land and the higher fertility
of the soil in the region and resulting more intensive
production, somelimes under irmgation,

An important questions in this regard goes right to the
heart of FSP - the target population.  According to the
FSP poliey document (DBSA, 1986) the largel is the
emerging farmer growp'.  Based on the definition of
emerging farmers (DBSA, 1986) not all the respondents
participating in FSP can be calegorised as emerging
farmers. DBSA (1986) states thot the FSP should be
seen as inclusive and accommodating and that the
services of FSP will be available to all farmers, although
the bencfils are specifically aimed al emerping farmers.
Based on the agrcultural 1I:Iru:udl.h:l.il:un perfiormance of
furmers, the proportion of farming income in tolal
household income and the marketble sales of farmers,
it seems as if only the Lebows farmers (and specifically
the Phokoene group - and some individusl respondents in
KaNpwane] could be ealled emerging farmers.  The
question ean then be raised — if this is the case and FSP
should serve all farmers - is the credit componem
adequately structured and does it answer the need for
financial services for all the farming familics in the
target arcas?
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Table 1: General information on the respondents to the surveys

Coetree, Kirsten and Van £yl

Item Unit KwaZulu Lebowa Vende KM pwane
Year of survey 1990/9] 1991 1991 1991 /92
N BS 125 21 i16
Household size 7.12 7.80 6.20 B.45
Monthly wage earnings R 516 280! 852 ®

|| Monthly wapge remittances R 260 95! 183 7
Monthly welfare pavments R 146 100 146 7

| Agric. income/Talal income % 5 68! 20 50
‘Arable’ farm size ha 1.27 1.80 1.10 4.35
Education level of largest proporion Std 1-4 7 7 T "
Cattle owrned L5U 3.97 5.60 3.31 7.92
Heuscholds growing maize e 99 T3 a3 77
Households that knew the agricullural ko 25 94 a1 &7
officer
Members of a co-ap. % 10 74 BE 86
Clients of FSP implementors * 10 a7 76 45
Members of stokvel T 7 2 - 15
Members of savings club % 3 l & 9
Members of sponts club % 7 20 26 42
Members of garden club % 7 44 I 29
Members of bunal society % 7 95 35 47
Members of church group % T a7 2k - . B4

1; These figures are for only one arcs in Lebows (Kadishi), T
Z. The ? denotes that this figure was unavailable duc to the way this information was presented,

The behaviour of the agrculiural development corpar-
ations (specifically in KweZulu and KaMgwane) follows
a predictable course according 1o the conventional
approsch 1o credit programmes,  Experiences of non-
recavery exclude defauliers from the following years
production Joans, Over time the less risky borrowers are
sclected.  Less nsky borrowers usually arc those with
larger tracts of lands, higher off-farm and farming
ineomes. In this way & certain group of houscholds gets
less eredit every year from the development corporations
and a more affluenl group receives more access over
time. In terms of the targeting of FSP to cmerging
farmers it could be argued that this selection process is
now reaching the emerging rather than the subsistence
farmers - however the broad inclusion of all farmers in
the FSP programme shows that the current FSP credit
policy is diverting credit from some FSP clients,

In KwaZulu the development corporation also followed
the practise of providing - production loans for different
elements of the production process of the same produc-
tivn cyele (Cross and Evans, 19%1a). This increases the
transaction costs of lending, increases the difficulty of
eontrol and makes it impossible to enforce the principle
followed by the specific development corparation of not
granting loans until outstanding loans are repaid, Any
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indieations of relaxing the rules of lending may resull in
the bormower relaxing the rules of repayment, which can
imply that the priority attached to repaying development
corporation loans may be far lower than other claims on
the household budget (Cross and Evans, 1991a). This
emphasises the importance of clear and understandable
riles of eredit provision.

In KaMpwane, Kirsten ef al (1993a) descobe the

ractise of the development corporation in changing
individusl loan practices to & group basis. Although this
18 & way o decrease transaction costs deseribed earlier,
success with group approaches depends on how the group
concept is implemented.  In this instance the farmer
assaciation is chosen by the development corporation to
be the proup and joint liability is one rule. Unilateral
decisions where the individual members of the group are
already in near defaull position is not & measure that will
ensure repayment. The group con should be handled
with care as mixed success with this concepl has been
reporied, especially where proups have been formed
cxogenously and with the sole purpose 1o be used as a
credit conduit (Slover, 1991; Bratton, 1986). The
behaviour of some  group members in KwaZulu is also
tn indication of the extreme caution thal should be
exercised when using groups as a conduit.
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Cross and Evans (1991a} observed that meetings of
groups for repayment purposes are oflen badly attended
and that the credit officers often nesd Lo visit an individ-
ual member repeatedly to obtain payments, resulting in
home visits to become the norm rather than the exception
for collecting debts of individual group members. These
problems are seen as systemic problems (based on the
operational pelicy of the lender), rather than as con-
straints on the cash flows that inhibit repayment of loans
(Cross and Evans, 1991a), implying thet by following a
mare rigorous and well planned policy aecording to the
local situation, mey result in more sueeessful credit
pravision experiences for the development corporation.

Informal finance plays u major role in the supply of
financial services to rural people. In Table 2 it was
indicated that many farming households make use of
mnformal eredit, However, in order to finence purchases
of spniculturse] inputs, househalds tend not to use infor-
mal sources, but rather o wse ecredit supplicd through
institutional  channels, ie. co-operatives, farmers’
association and sometimes even using cash and savings.
Informal sources include family and friends, money-
lenders, stokvels, traders, and input suppliers. Coetzee
(19E8:102) showed that family and friends are the largest
source of informal eredit and that moneylenders play &
small role.  Another popular institution in South Africa
is the stokvels (rotating savings and credit associations),
however, the survey resulls showed only in two sreas are
respondents members of stokvels, e, KaNgwane (Van
Zxl er al., 1992) and in KwaZulu {Cross, 1986), This
is conlrasting o the impartant role that slekvels play in
the urban environment { Lukhele, 1990; Markinor, 1992)
This phenomena s similar o other countrics in Alriea
and may be due 1o the dispersed nature of settlement in
the rursel areas, irregular incomes and lower savinps
propensities in rural areas (Coetzes, 1993). The differ-
ence in utilisation of credit instilutions in the different
greas i diffieult to explain based on the information
presented in the consultants’ reports,  The different
credit use profiles of FSP and non-F5SP clients (see Table
2} could be based on the aceess to allernative sources by
FSP clients. Although it is not the intention of this paper
to discuss the theorctical basis of finencizl markets
dealing with rsk, transaction costs, information and
related concepty, one theory could assist in the explana-
tion of the selection of financial sources by respondents,
Cuevas (1992) bases this selection precedure on i theory
of "pecking order.” This implics thal the farmer or
entreprencur will follow the "salety first" principle and
access financial sources so that the sources with the least
influence on decision making and ownershap of his firm
will be selected first, e¢.g., own savings. This also
implics in arcas where FSP credit is &n important source
that the farmer may regard this as an “casy or cheap”
saurce in terms of influence on the control of his fimm
{farm) and as & source where the perceived retnibulion
';;15.; defauliing may nol earry 4 high rsk (Coetzee,
b

Interest rates for formal FSP eredit are subsidised in all
regions.  Although informal rates are not available,
Coetzee (1988) reponed informal eredit rates to be as
high as 40 per cent per annum in KaNgwane (from
money lenders) and on average 16.3 per cenl (formal
loans carried rates of on avernpe 12,1 per cent for the
same area and perod).  The nepotive effects of
subsidised rates on the viabality of lending operstions and
the lack of deposit mobilisahion contributes o the reli-
anee of these institulions on public scctor injections of
capital, This i5s onc area in the FSP that needs much
gttention n future,

Coetzee, Kirsten and Van Zyl

Mechanisation services under the FSP are supplied by
farmers themselves, by contractors nnd 1n some instance,
by the development corporations {(implementors).
Farmers puy for ploughing services in cash bul mainky
by using credil obtained via co-operatives and farming
associntions (Sec Tahle 3). Most contractors have access
o loan packages from the development cnrporal:'mna. In
some areas the provision of ploughing services was seen
85 an importanl element nlplh.: FSP (Van Zyl &t al,
1992, Lyneand Ortmann (1992) found that 8 out of 17
contractors used eredit o finance their equipment. Some
of these contractors indicated that they are not sure of
the level of interest rate that they are paying, It scems
a8 if credit supply, or sccess to eredit, for contractors
arc quite efficient, However, the fact that some bor-
rowers were uninformed about rates they are paying may
imply that lenders should provide more information to
borrawers,

The FSP evaluation conveyed the perception that FSP is
associated with specific elements in specific areas (Coct-
wee, 1993), In KaMgwane, farmers associate FSP wath
credit and the shed {(service centre). In KwaZulu, due to
the view of the implementors of FSP that eredit wis the
only element of FSP support services they did not pro-
vide before the advent nf?‘SP, the people see FSP as a
credit programme.  In Lebown, due ta the emphasis of
the implementing spencies on trmining, FSP 15 seen as 4
training or extension programme, Owverall, it seems es
if farmers associate FSP mostly with the access to credit,
However, farmers, when asked what were the real con-
straints to their farming enterprises, most often cited
other constraints than credil s primary constraints,
Teble 6 & an indication of this for the different areas,

4. Tmpact of FSP and the credit compaonent of FSP

The impact of FSP differs considerable between the
different areas surveyed, In the Lebowa case, and
specifically st Phokoane (Wan Zyl er al, 1992), the
results of o diseriminant analysis suggested that surplus
producers were houscholds who used insecticides, inter-
cropped lurger areas, ploughed smuller arcas, and have
more adult females in the household. These factors were
also related to the purchasing of wpuls on eredit, partict-
pation in the FSP end receiving higher wapge remiltances.

In KwaZulu, and specifically in the Khanyile ward
{Cross end Bvans, 1991b:25), it appears that formal cre-
dit users carn higher incomes and have o higher level of
informal sector activity, and have & grester overall ne-
cess o arable [and.  Maote that the different contributions
of agriculture in these two arcaz are 5 per cent for Kwa-
Zulu und 68 per cent in Lebows. In KaNpwane, Van
Zyl er al (1991} abserved a marked difference between
houscholds supported by FSP and those who are not.
When compared with the rest of the respondents, surplus
producers (mostly FSP clients) have larger savings ac-
counts, preater aceess o credit and extension and
markels.

A few variables seem consistently present in those cases
where FSP appears to have s positive impact, i.¢., access
to more land, other sources of income in the houschold
(note Nieuwoudt and Vink's {1989) enrlicr findings in an
arca af KwaZulu on the liguidity constraint on food
production where farmers with access 0 pon-farm
mcome are befter able to invest in agriculture), and
necess to credit,  Kirsten of al., (19930) concluded that
based on their Ondings in Lebows, KaNpgwane and
VYenda, that Anance is imponant in promoting surplus
producers, e emerging commercisl farmers,
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Table 6: Farmers' perce Lions on constraints 1o farming:

The view an credit as o constraintl

Coetzee, Kirsten and Van Zyl

=== —

Main constraint Credil a5 a constrain

Venda a1 Lack of fencing B2 4 13
" Lebowa: Kadishi Poor tractor service from 100.0 M7
125 Government
H Lebowa: Phokoane Drought 90.6 11/17
KaMpwane 176 Inadequate credit B2.4 -
Kwadulu

217 Lack of flm-:l:ing ig.n 4/9

Lyne and Ormann (1992

showed that two variables P

ating - between elients: who

loans and those who ap
default, i.e., the level of o

} constructed & model that

lay & mujor role in differenti-

will potentially defaull on
T to have a low chance of
~farm ineome and sccess to

more land (here rental of more land). This cmphasises

the constraints that need to

be atiended to before access

to credit can pluy & positive role, and these findings are
mostly consistent throughout the evaluation,

8 Conclusions

In genern| FSP policy jtse]
ever, problems anse in the

[ scems to be sound. How-
implementation of FSP. The

lack of appropriate policy puidelines o the implementors
of F&P, specifically with respect o financial policies, is
highlighted as 8 major contributing factor in this respeet.
The following suggestions should form part of & sound

FSP financing policy.

Designing of evaluations could benefit by reviewing the
measures of success for eredit/finaneia) programme as
propagated by the supporters of the institutional view on
financial programmes, These measures should coneen-
trate on the viability of institutions that supply credit
services, ways in which o extend these services Lo
include deposit mobilisation and other services, levels of
transaction eosts of these institutions and their clients
(rnd opportunitics to decresse these transaction costs)
Evaluations thus far have concentrated on the number of
farmers that used formal credit and the estimation of

impact of credit supply.

enough. Fermers need the
continued sccess to financia
the current publie sector

This is necessary, but oot
assurance thal they will have

1 services. The way in which

financed suppliers of eredit

operate, does not include the ingredients of long term
viability. The intention of FSP policy (DBSA, 1986)

always was to phase out

public financed supplicrs of

support in favour of privae suppliers. The information

collected thus far by public

suppliers of credit may prove

to be an invaluable source of information to polential
Eriva.tr.: sector suppliers. The role played by commercial

anks in this regard seems

o have incressed from 1987

te 1992 This may provide an apportunity to involve the
private scetor in this regard. The way in which the
nformal and formal suppliers of financial services can be
linked also should be investigated, bused an the import-
ant role informal finance plays. In addition the indica-
tion of the imporiance of sclf-financing also should allow
for a central role that depasit mobilisation can pley in the
fingncial services provided 1o farming houschalds und the
concomitant positive effects for the functioning of rural
financial markets in these arcas.
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FSP has the potential to contribute pasitively in allevial-
ing the constraints to farming activities of cmerging
commercitl farmers.  Severa] constraints, however, are
not adequately addressed by FSP.  This may be due 1o
different implementation ufyFSP in the different areas,
but also to optimistic production targets on which input
requirements, eredit requirements and production activ-
ities of [armers are based, and the secmingly unimportant
role risk play in the planning stages of FSP. Further,
some eonfusion is evident due to the jmﬁ[imj largeting of
cmerging commercial farmers and the all inclusive nature
of FSP. The structuring of and policy an provision of
elements of FSP, especially for credit, should incorporate
this dual objective. Rigid application of credit pro-
cedures and financial services should make way for ires
specific adaptation of the eredit supply element. This is
not only true for the provision of credit support between
different areas, but also to different types of clients
within specific areas.

Access to eredit for agricultural production from formal
sources secms Lo have the highest impact where furming
households have aecess to larger tracty of land and where
these houscholds have higher levels of off-farm ncome.
It has been argued that for the emerging farmer comple-
ment agricultural credit may be mare important than for
subsistence and sub-subsistence furmers, Access Lo
credit for other purposes may play & mare imponant role
for the latter group of firmers. Ay ergued ahove the
expansion of financial services rather than coneentraling
only an farmer credit may have a positive impact, Al
clients do not have the same necds. resources and
sources of income and the lenders should incorporate this
in their policy. It seems that informal sources of credit
have & better handle on this, most probably because of
better infarmation on clients and their activilies,

Subsidisation of eredit will anly be to the long term
detriment of the target group. Subsidisation of interest
rates rules out the provision of savings facilitics by
financial institutions. Due to low, if any, cosl recovery
on loans it is impassible to offer altractive interest rates
on savings, The important role of depasit mobilisation
has been nrgued.

Trensaction costs for both horrowers and lenders are
imporant companents affecting the viahility of finuncial
institutions.  More information in this regard is needed.
Steps that eould be eonsidered has heen discussed and
include the following possibilitics (Meyer and Cuevas,
1990): improving the economie environment - although
F5P is intended to contribute in its totafity to this it also
includes efforts outside FSP such as impraved
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communieation, transportation and information systems,
improved marketing information services to farmers;
improved regulatory  structure; reduction of  risks:
diversification of services provided by financial institu-
ions, expanding the service network; group hased
schemes; improved internal operations; and linking
informal finance with formel finance.

Good intentions in development often result in failures
and pain for those st the receiving end.  For
credit/financial programmes this is mostly due to inad-
equate information on the clients and the finencial market
in which they operate. It is also due to an ignomnpce of
the risk factors inherent in financizl transactions and the
conerele fact that the lender can never have the same
information on the potential and circumstances of the
horrower, than the borrower self. This is called the
problem of asymmetrie information, and may lead 1o
adverse selection (more rsky bormowers) orfand bor-
rowers that have a high chance of wilful default {problem
of moral hazard)’, Adams and Meyer (1989) concluded
that by employing rural financial markets to transfer
subsidics results n inequitable distribution of incomes
and assets, also that targeted loans had little effect on
borrower behaviour and ihat loan targeting and subsidies
seriously damage the ability of finencial markets to carry
out their real role, be., thal of improving the efficiency
of resource allocation.

MNotes

1. Endless discussions an the definition of differ-
ent 1ypes of farmers and the grouping farmers
necessitate the use of the definition of the
financiers of this evalustion, DBSA. Accord-
ing to DBSA (1986) "emerging farmers erc
defined as thosze who bave the motivation and
potential to ferm s fully fledged commercial
farmers, but lack resources and access o the
necessary support services to expand and be
classified as commercial farmers, 1t is import-
ant o note that any farmer who produces a
marketable surplus can be considered o com-
mereisl farmer, bul is emergent until he/she is
able to utilise herthis sgrncultural resources
without substantin]l external suppor®.  The
other two categories as defined by DBSA
(1986) arc commercial farmers, " fully com-
mercial farmers who farm independently for
their own account on a4 commercial brsis and
compele with eommercial furmers throughout
Southern Africa” and subsistence farmers "
sub-subsistence and subsistence furmers who
primarily produce for own use, but may pro-
duce intermittent surpluses”.  According to
DBESA (1986) FSP i3 awimed al emerging
farmers, but all farmers can use the services,
with the essence of the programme being that
it should allow economie forces to operate,
thus serving as a spontaneaus means of seleet-
ing the commereial farmers.

(]

These concepts are discussed in detail by
Coelzee (1993). These are elements cantribut-
ing to the principle-agent problem.  This
alludes to the problem of the relationship
{contract) belween the principles {e.g. share-
hoelders of a bank) and their agent {menager or
management of the bank). In this relationship
the agent is acting on behalf of the principle.
This highlight the problem of whether the
agent will fulfil the wishes of the principle or
nol, which inflluences the retum on the invest-
menl of the panciple,
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