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1 In this article, the terms smallholder finance, farmer finance and agri-finance are all used to refer to providing 
credit to small farmers in developing countries. “Small farms” are farms of 5 hectares or less (note that this is not 
following official, country-specific definitions, but uses a global average to simplify our discussions). 
2 The “quotes” presented are not taken literally from any one source, but paraphrased from discussions and texts. 
3 WB, World Development Report 2001 
4 AfDB, 2013. 
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5 IFC surveys in Indonesia confirm this; in Ethiopia, a similar situation was encountered by Kadale Consultants 
(2012). Supply chain finance (by commodity traders) has elements of both informal and formal finance.  
6 IFAD, 2014, writes that “informal markets have been and remain a major source of financing for most 
smallholder farmers.” 
7 JBEP, 2014 
8 Hu & Chao, 2006 
9 AEFR, 2014 
10 Komicha, 2007 
11 Le Thi Minh Chau et al, 2012 
12 IFSD4, 2008 
13 All this is not new or totally ignored – the Initiative for Smallholder Finance (2014) highlighted the role of 
informal lending at the initial stages of rural development, usually overtaken by government and commercial 
lending as economies develop. For a much more elaborate review of informal finance, see Adams, 1992. 
14 Swisscontact, 2015 
15 CGAP & WB, 2010. Note that this data is for the population in general, not specifically rural or farmers. 
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16 MIT (2010) confirms this image, stating that ‘Moneylenders are routinely characterized as exploitative 
monopolists who systematically squeeze the poor. The poor, for their part, are seen as vulnerable, drive to pay 
usurious rates out of desperation.” (p31). The LSE Asia Research Center (2010) goes as far as labelling informal 
money-lending in East Indonesia as a ‘problem’, stating that “rather than keeping the rentenir problem hidden, 
governments must address the money-lending problem head on.” 
17 Confirming that the informal sector adheres to market dynamics too, The Journal of Development Studies 
(1987) found evidence of “… the reduction of moneylender monopoly power as a result of increased competition 
from formal lending agencies. It concludes that informal rural credit markets are sensitive mechanisms which 
respond to environmental as well as borrower characteristics.” 
18 Credit from crop collectors or agro-input shops, for example, serves the underlying sale/purchase, and is 
therefore usually provided at lower rates. 
19 Maitra et al, 2014. 
20 MIT, 2010 (The Economics of Microfinance). 
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21 Note that I am not drawing any conclusions about whether informal finance is a useful replacement for bank-
based loans. Given the higher cost of informal credit, it may be less suitable to help a farmer escape poverty by 
buying additional inputs, as she’ll be facing higher borrowing costs as well. 
22 Only commercial informal lending complies with this logic, loans from family and friends should be excluded.  
23 Kadale Consultants, 2012. Komicha (2007) found that “…The fact that most farm households borrowed from the 
informal sector, although this sector charges more interest rate than other sectors, suggests that factors other 
than the interest rate, e.g. loan-processing time, type of loan, credit information and loan size had more weight in 
determining farm households’ borrowing behavior from a particular sector ... Timeliness of the loans is thus an 
important factor, especially for farm households since they are engaged in farming activities where input uses 
need to match the natural process in agricultural production.” 
24 SCPP, 2015. 
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25 Note how this topic relates to the discussion on interest rates further on – if rates are an expression of the 
riskiness of a loan, higher risk means higher interest rates. 
26 For example, Uboh (2008) found that 59% of farmers in Akwa Ibom, Nigeria defaulted on a government-
initiated agri-finance scheme during 1990-2003. 
27 IFAD (2003) lists various examples of commercial, private sector farmer loan schemes in Africa that have 
achieved (near) 100% repayment rates (Zambia, Mozambique), while it also mentions a government fertilizer 
scheme with a recovery rate of just 6% (Zambia). 
28 Data for 2009-2015 from StatCan (Canada), looking at monthly price indices for crops and manufactured goods. 
Percentage represents annualized standard deviation of index differences month-by-month. The choice of Canada 
is random, but as most prices follow international market movements, this is indicative for a general trend. 
29 Note that to be complete, we would need to look at correlation between price and volume as well. Given that 
this would only worsen the picture for agri commodities — if both are strongly correlated swings are extra 
pronounced, while if they are not correlated they may reinforce or soften each other —I have not done that here. 
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30 Normalized for 1,000 trees per hectare. 
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31 Cocoa farmers used 300 kg/ha fertilizer without project intervention (recommended dose is 500-700 kg/ha). 
32 http://data.worldbank.org/indicator/AG.CON.FERT.ZS. 
33 In Kenya (1998), for example, Hassan et al noted that “Kenyan farmers apply lower rates of inorganic fertilizers 
on their maize crop than is considered economically optimal.” Note that Africa still very much lags behind other 
parts of the world; here, the argument that farmers do not use fertilizer is more difficult to disprove there. 
34 See for example Sheahan et al (2012). Researchers often use a factor 2 for this risk aversion, implying that 
farmers only apply extra fertilizer if the expected returns are at least twice the cost of the additional fertilizer. 
35 Ben-Houassa, 2011. The two most important other determining factors were education and coop membership; 
access to credit (having had a loan in the past 12 months) was not statistically significant. 
36 Mathenge and Smale, 2013. 
37 See Gathiaka, 2011 in ESJ. 
38 SNV, 2012. 
39 FAC, 2012. 
40 SAN, 2013. 
41 SCPP (2015) found that in Indonesia, 75% of cocoa farmers did not think unsubsidized fertilizer was profitable. 
42 See for instance Diamond (2006) – How Societies Collapse. 
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43 A testable hypothesis would be that farmers purchase and apply agro-inputs to a level that they are 
comfortable with – one that does not risk losing the farm if a calamity happens. This may explain under-utilization 
of fertilizer by smallholders; it would also suggest that weather or crop insurance could be a useful instrument. 
44 In a ‘directional’ estimate, Dalberg assumes half of the world’s 450m smallholders are non-subsistence (and 
therefore need credit), and estimate their needs at $1,000 in short-term and $1,000 in longer-term financing. 
45 Examples: myAgro, a Malinese non-profit providing a range of services to farmers, was serving 3,500 farmers in 
2014 with an agri-finance product, and aims to increase this to 75,000 by 2017 (NPM, 2014). In 2012, DfID funded 
Stanbic Bank in Nigeria for an agri-finance project of 5m farmers in 5 years (BIF, 2012). 
46 A good example can be found in Pavliashvili (2009), who writes that “Over half of the respondents said that 
they would very or pretty likely (55%) take up a loan that would be tailored to their needs. These findings show 
that overall credit demand is very high.”  
47 IFC’s farmer lending project in the cocoa sector in Indonesia (2013), for example, saw only 50% of its farmer 
targets reached due to lower-than-expected demand for bank lending. 
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48 To be fair to Dalberg, they did acknowledge that ‘subsistence farmers’ were probably not good loan candidates, 
and excluded 50% of global farmers from their estimate based on that. This still gets us to where all commercial 
farmers, in their view, demand $2,000 in credit each. 
49 The SCPP in Indonesia divides their farmers in 3 groups. On the lower end, their ‘unprofessional’ farmers are 
not considered viable loan candidates (around 55%). At the top, ‘professional’ farmers are good prospects, but do 
not always need loans (9%). The middle category (36%) is the prime target for their banking partners. 
50 IFSD4, 2008. 
51 ISF (2014) argues that governments often become dominant in agri-lending as a ‘second wave’ – after informal 
lending, but before commercial lending. 
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52 LSE Asia (2010), for example, states that “as long as the poor must pay 10% to 50% per month they will remain 
poor,” and calls for the government to address to problem and get rates down to 3-5% monthly. 
53 Put differently, cost of lending is critically determined by loan size, transaction costs and risk profile. Farmers 
are on the expensive end of all three of these parameters. 
54 The question of whether the global agricultural system itself is fair to smallholder farmers is different, and left 
out of scope for this article. 
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55 SCPP, 2015. Note that only 17.3% of ‘unprofessional’ farmers agreed. 
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