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ABSTRACT 

South Africa has a large proportion of its population residing in rural areas and are, in one way 

or the other, involved in some agriculture-related activity. However, majority of the 

disadvantaged farmers are not part of the mainstream agriculture and practice subsistence 

agriculture in overcrowded, semi-arid areas in the former homelands. Farmers' limited access to 

agricultural credit facilities is one of the major factors responsible for the declining agricultural 

productivity for smallholder farming. The study therefore, aims to identify determinants of 

access to agricultural credit among smallholder farmers in the Nkonkobe Local Municipality of 

the Eastern Cape Province of South Africa. Data were obtained from 214 farmers using 

administered structured questionnaire in the 2015 production seasori. Regarding selection of 

respondents, a simple random sampling technique was employed. Descriptive statistics, 

correlation analysis, as well as binary logistic regression model were analytical techniques used 

in analyzing the data. Results from the analysis showed that credit use is very minimal. 

Furthermore, the study observed that, household size, age of household head and the farm 

income were significant factors affectin 

area. More so, the results show that otna :--va:n 

and farming experience were negative a 

variables would be associated with a de 

Therefore, government policy involving tn • 

ility to agricultural credit in the study 

s household head, level of education 

tion that an increase in any of these 

e of participation in the credit market. 

t of farmers' accessibility to agricultural 

credit facilities should create_..efl:abling envirfonmeqt east t~ejr access to education and credit 
C. •1. . u n1vers1 y or .r orI ttare . 
1ac1 1tles. 'T' h . E ll . 1oget erzn xce ence 
Keywords: Agricultural credit, smallholders, farmers, accessibility, logistic regression, South 

Africa 
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CHAPTERl 

INTRODUCTION 

1.1 Background 

Ut~IV~Rsrr-v a~; ~(:'RT tiARE 
HOWAJUJ fJlM LIBRARY 

PRIVATE BAG Xi 322 
AUCE5700 

Despite rapid urbanization in recent decades, sub-Saharan Africa's (SSA) population and 

economy are still predominantly rural and poverty is still primarily a rural phenomenon (De 

Klerk et al., 2013). The United Nations' International Fund for Agricultural Development 

(IFAD, 2011) reports that more than 70% of the continent's poor live in rural areas and depend 

mainly on agriculture for their livel • griculture provides about 70% of 

employment and about 30% of the com stic Product (GDP) (De Klerk et al., 

.2013). The South Africa's racial past in ,;,.+"'~•:l~•~t:~tji (2008) continue~ to be reflected in 

its present agrarian structure. This is mQ~~ ~~~~plri· ng the apartheid era white farmers 

enjoyed preferential access to agricultural er • rk et al., 2013). This can be attributed to 

the fact that white farmers • • ation schemes, and also 
.l 

benefited from price controls, prote~00}:$1JA11~LQ e 

Regarding this context, Spio (2006) reported that the past policies of apartheid created structural 
I 

imbalances in the whole socio-economic fabric of the society, causing different racial groups to 

have different social contexts and access to wealth. The policies_ resulted in the disempowerment 

of rural communities, where about 40% of the population lives - blacks constitute about 91 % of 

the rural communities (Spio, 2006). These policies, according to Spio (2006) resulted in 

intermediaries directing their attention to commercial farmers at the expense and neglect of the 

small and emerging farmers and microenterprises. Apart from these policies, other scholars 

(notably, Kuhn et al., 2000; Yegoh and Kimeli, 2013; Spio, 2006; Manganhele, 2010) noted that 

the financial intermediaries have not been able to serve rural clientele easily because it is a 

costly, risky and difficult task. Kuhn et al. (2000) further stated that local lenders are faced with 

covariant risks and high transaction costs and therefore are reluctant to lend to the poor. In the 

opinion-of Spio (2006), lack of information prevented large formal lenders who had the capacity 

to serve the small farmers and poor from doing so. Additionally, lack of information made 

formal lenders prone to problems of adverse selection, moral hazard, and high enforcement costs 
r 

(Spio, 2006). Sebopetji (2008) reported that small-scale farmers in communal areas of South 
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Africa have limited access to factors of production including credit and information. This is 

mainly because markets are often constrained by inadequate property rights and high transaction 

costs. Despite these problems, some small-scale farmers have managed to produce food for own 

consumption and for the market (Ortmann and King, 2006). Credit is an important instrument for 

improving the welfare of the poor. Sebopetji (2008) suggested that this can be achieved directly 

through consumption smoothening that reduces their vulnerability to short-term income. It also 

enhances productive capacity of the poor through financing investn}ent in their human and 

physical capital (Okurut et al., 2004). 

In an earlier study, Spio (1995) noted are heterogeneous, geographically 

dispersed; deal in small transactions a d 't.lll~~-e~~nes are highly dependent on exogenous 

forces. Hence the methods and practices ~--~-- :0 ot meet the needs and characteristics 

of their clients (Spio, 2006). Apart fro vernment to ensure that smallholder 
farmers have access to financial services, financial services to the small-scale 

farming sector has generally been static and h?:t'e..__..,,"'1 clined in some parts of the developing 

countries because of the risk • • ..,.,.L.L·..::. . ..t"..-,. :;n._..f"'..,r_~, 6h~ incompetence of some 

service providers in dealing withs~ fi&rfj}J~/£.'kf'al., 2000). As the drive to boost 

agricultural production becomes desperate in the face of rising population, the small-scale 

farming sector continues to live in a dilemma of fmancial problems it continues to be excluded 

from enjoying the benefits of using fmancial services (Spio, 2006). These problems contribute to 

low per capita food supplies, low production, poor access to better markets (Kuhn et al., 2000), 

hence most of the small-scale farmers survive on family remittance or move out of agriculture. 

However, the poor but efficient hypothesis of Schultz should convince policy makers of the need 

to design and implement policies and programmes directly aimed at improving access to 

financial services (Spio, 2006). According to Batterham and Majid (1987) the provision of 

fmancial services helps farmers and microenterprises to avoid being caught in a traditional 

Schultzian low return to investment trap. Manhanhele (20 I 0) advises that the provision of 

financial services helps smallholder farmers to offset the risk associated with adopting new 

technology and to enable them buy improved inputs, thereby increasing their productivity and 

generating their own capital for investment. Spio (2006) suggested other advantages of providing 

efficient services to smallholder farmers, namely: 
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It increases the flow of savings and investment, thus contributing to faster economic 

growth. 

It increases the productfvity of available resources, that is, it improves efficiency in 

resource allocation. 

It favours stability, through greater market integration and opportunities for risk 

management. 

It improves income distribution by making available to those with few resources of their 

own, purchasing power with which to take advantage of their productive opportunities, 

which otherwise would have to be forgone. 

The demand for credit for productive inv s~effls'"ttmti1tt'liV c mes from the poor who are less risk-

averse and enables them to overcome 11 :;;,,-.r .... ,,,,-.....:: , • ts, making it possible to undertake 

investment that can boost production, e L~:::::iiii~~~· come (Sebopetji, 2008). Spio (2006) 
argues that the supply of and the deman ces to farmers hold the potential of 

substantially increasing the overall pace of in .. rb-(,'N'l'l/75 ment. It is undisputable that 

small-scale farmers have alw~ • • CJ!.)'i:IC<J.es~111.J'Cr .... ""·""' ... .,.....,,opetji, 2008). To improve 

accessibility to fmancial services,TfiJgf"tiflilsfilfifPf/Jta~ the efficiency with which the 

provision of fmancial services is made. Kgowedi et al. (2002) pointed out that in order to 

improve delivery of financial services lenders need to consider the preferences and socio-

economic circumstances of clients. This contributes to both regulatory process as well as product 

development. 

South Africa clearly differs fundamentally from most other countries in the region, because of 

the extent of its large scale commercial agriculture, which is responsible for about 95% of its 

farm output (De Klerk et al., 2013), and because of the highly developed services that cater for 

the fmancial needs of this sector (~gowedi et al., 2002). De Klerk et al. (2013) state that in 

South Africa, large scale commercial agriculture is dominated by white-owned enterprises, 

which have not only been well-supported by private fmancial and other services, but which 

received multiple forms of state support prior to democracy in 1994. Since 1994, it has been a 

state priority to develop smaller and larger black-owned agricultural enterprises, in part through 

increasing such farms' access to financial services and through articulating these services to their 

needs and resources (Manganhele, 2010). De Klerk et al. (2013) noted that only limited success 
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has been achieved, either in respect of establishing viable black-owned commercial or 

commercially-orientated fanning enterprises, or in respect of providing effective financial 

services support for such enterprises. Thus, an understanding of characteristics influencing 

farmers' decision to use agricultural credit could assist policy formulation that could enhance 

welfare of the poor or those excluded from access to credit. 

1.2 Problem Statement 

South Africa has a large proportion of its population residing in rural areas and are, one way or 

the other, involved in some agriculture-related activity. Majority of the disadvantaged farmers 

are not part of the mainstream agricultu e a s - sistence agriculture in overcrowded, 

semi-arid areas in the former homeland & . This kind of subsistence farming is 

characterized by low production, poor .~;s---ittYnni~ -0d r access to inputs etc. The former 

homelands of Transkei and Ciskei make he Eastern Cape, and the high levels 

of poverty and unemployment found in ----~ can be traced back to the economic 

marginalization of these areas duriQ.g the ap.artheid ; ra (D'Haese and Van Huylenbroeck, 2005). 

It is one of the few provinces YDJXfKi~~l~11&lltifn.CJ~te s Mt~an population and one of 
Toaetner zn Excellence 

the poorest. Due to the lack of agricuffural extension services, low employment and inadequate 

education which is considered to be an important input in agricultural development, there are few 

employment opportunities. Therefore, the agricultural sector needs to dramatically improve 

productivity levels and market access to reduce poverty to small-scale farmers in the Eastern 

Cape Province through government support. This requires farmer support schemes and strong 

extension systems which is essential in achieving agricultural productivity. 

To support farmers government has made some advances in broadening access to credit. At the 

beginning 2005, the South African government started to promote cooperatives, among other 

initiatives, which could access government finance, usually provided through parastatal agencies, 

e.g., Ithala Bank. The government set up Micro-Agricultural Financial Institutions of South 

Africa (MAFISA) to target the micro and small agricultural and related business and to provide 

capital to increase agricultural and other related activities. However, recent literature suggest that 

not much has changed as most farmers still do not have access to affordable credit for investment 

hi the technology imperative for expanding and intensifying agricultural production into high 

value crops Vink, (2003). Therefore, understanding technical efficiency and having information 
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on issues that relate to agricultural credit would help in finding appropriate and effective ways to 

reduce the prevalence of poverty and low production amongst other things. 

In order for smallholder farmers to develop, there is a need for relevant farming information to 

be available to farmers. Even with the availability of extension officers, whose responsibilities 

include information dissemination, majority of smallholder farmers are still characterized by low 

production. Some of the main reasons for the declining performance in production are associated 

with the following challenges: inadequate use of recommended technologies, high costs of 

inputs, lack of agricultural extension services, limitations in the development of infrastructure, a 

general decline in performance of the ec 

Manganhele (2010) states that, access t 

affecting production and therefore inco e 

services are attributed to socio-economic 

constraints encountered by these farmers 

. portantly lack of access to credit. 

is one of the most important factors 

h poor access to agrarian and support 

c rcumstances of the farmers as well as 

(Sebopetji, 2008). Access to financiai' 

services, is critical to provid(¾--:J;Jrnds for faf!ll inves ts ill ductivity, improve post-harvest un1vers1L o orL are 
practices, smooth household cashf8get'1f1~rlfnb~cJlfm~~Jo markets and promote better 
management of risks. Access to a comprehensive range of financial services is a significant 

challenge for smallholders, who constitute the vast majority of farmers in the Eastern Cape. 

• Smallholder farmers are quite a heterogeneous group, differing in their resource base and choice 

of crops and livestock, links to markets, the relative importance of agricultural income, and other 

dimensions. As such, solutions regarding access to finance need to better understand the various 

profiles of smallholder families and the conditions and market context where they operate. 

The majority of studies so far have focused on commercial smallholder farmers in value chains 

served primarily by banks ( e.g. Land Bank) or through value chain firms. Also, research to date 

has said little about how smallholder farmers outside value chains and less commercially-

oriented farmers access financial services, or the kinds of products and services they demand. 

This study, therefore, attempts to try helping understand and provide better information on the 

factors that affect/limit access to agricultural credit amongst small holder farmers in the 

communities of the Nkonkobe local Municipality. 
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1.3. Objectives of the study 

The main objective of this study is to determine the factors that affect access to agricultural 

credit amongst small holder farmers. 

Specifically the study will: 

I. Analyze the socio-economic characteristics of the farming households. 

II. To assess the association between households characteristics and credit use. 

III. Determine factors that affect farmers' decision in deciding whether or not to take credit. 

1.4 Research questions 

The following are the research question 

I. What are the socio-economic cha 

II. What is the association between h 

III. What are the major factors that 

ral farmers in the study area? 

raphic characteristics and credit use? 

at in deciding whether or not to take 

credit? 

1.5 Hypothesis 

University of Fort Hare 
Together in Excellence 

The hypotheses used in this study are as follows: 

I. Farmers' socio-economic characteristics, human capital, and institutional variables do not 

influence access of households to agricultural credit. 

1.6 Significance of the study 

The lack of capital and the absence of attractive investment opportunities are considered by 
\ 

many scholars (Mudhara, 2010; Olalede and Olagunju, 2013) to be important reasons behind 

inadequate economic development in many developing countries. This is why an attempt is made 

in most developing countries to encourage, through development policy measures, capital 

formation as well as the supply of financial means in the form of credit through official financial 

institutions (Manig, 1996). Because of the lack of access to credit in the formal sector, 

productive assets of the poor are depleted; assets used as collateral are transferred from the poor 

to wealthier informal lenders, and households may become impoverished. Most research studies 

on agricultural credit in South Africa are related to: accessibility to and impact of agricultural 

credit; credit saving patterns of resource-poor farmers and functioning of the rural financial 
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markets (Sebobetji, 2008). There are actually few studies in literature on the subject of small-

scale farm credit and how their socioeconomic characteristics influence their decision about 

whether or not to take credit especially in the Eastern Cape Province. Therefore, this study aims 

to add to the available literature by providing better insight by drawing out and analyzing 

smallholder farmers' socio-economic characteristics that affect their decision about credit. Thus, 

the outcome of the study would be useful to identify options and institutional arrangements that 

would serve as an input for policy makers .. in formulating rural credit policy. 

1. 7 Limitations 

This study limits itself only to small h . e 

Nkonkobe local municipality. 

1.8 Definition of terms 

Access to credit can be defined in ma 

access to credit occurs when there is no non-pn . 
nd Khitarishvili (1997) states that, 

• • . Manganhele (20,0) defines 

credit rationing as a restrictio 1n1~ • • ,. ..... ""·"' 1 bi • -t..tl~~!str1'CIL()!l1l.OP refusal of the availability 

of credit even when the applicant i'[~ fd;./lfJ" iMt-fubftf M~i¥~fi.sting comparable borrowers, or, 

when he/she cannot obtain the credit required. Kimemia (2004) argues that it provides the basis 

for increased production efficiency through a specialization function. Agricultural credit has 

been defined by Kuwomu et al., (2013) as the present and protem transfers of purchasing 

power from a person who owns it to a person who wants it, allowing the latter the opportunity to 

command another person's capital for agricultural purposes but with confidence in his 

willingness and ability to repay at a specified future date. Out of many definitions of agricultural 

credit, this study adopts the definition of agricultural credit as defined by Ozowa (2007) who 

states that: 

"agricultural credit encompasses all loans and advances granted to borrowers to 

finance and service production activities relating to agriculture, fisheries and 

forestry and also for processing, marketing, storage and distribution of products resulting from 

these activities". 
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Definitions of smallholders differ across authors. Some have tended to emphasize their lack of 

land tenure, others have pointed to land size, others have pointed to the productivity levels, yet 

others have pointed out to the limited resource levels of the sector. This study adopts the 

definition of a small-scale farmer as defined by Kirsten and Van Zyl (1998): "a small-scale 

farmer is one whose scale of operation is too small to attract the provision of the services he/she 
\ 

needs to be able to significantly increase his/her productivity". 

1.9 Outline of the study 

The study is divided into seven chapters. The -first chapter gave a background to the arising 

problem. The second chapter reviews lit ra ee discusses credit and rural financial 

systems. The fourth chapter discuss s r...e . The fifth chapter discusses the 

methodology, including methods of data cQ;.~~>l'l'.1ffiSrla-tJtalytical techniques used to analyze the 

data. Chapters six offers empirical anal n presents summary, conclusion and 

recommendations of the study. 

University of Fort Hare 
Together in Excellence 
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CHAPTER2 

LITERATURE REVIEW 

2.1 Introduction 

This chapter presents literature review on issues concerning agricultural credit. Areas covered in 

this chapter include role of agriculture and credit in development, the demand for agricultural 

credit and rural financial service. This chapter also presents a conceptual framework of 

interaction between factors influencing farm household ' s decision. Determinants of access to 
I 

credit, credit rationing, rationing constr • a cess to credit and credit constraints 

discussed in this chapter. 

2.2 Role of agriculture and credi 

Since agriculture constitutes a large share 

force in most developing countries, 

t and employs a majority of the labor 

integral to any thinking about 
, 1,.,-iJ~, 1i~Y...J.~ TI'4:>,'l"\ncftro . u""~ ft'l,"tf" .a., L"''f..~. :r.-;i....,..,,~ ... •11 1ed role of agriculture in development. However, Dia 

growth and development has cha ~rJ::e:ruts.lr:t:'eJlal>~.lWeilthnqiast half-century. Early classical 

theory viewed economic development as a growth process requiring the systematic reallocation 

of factors of production from a primary sector characterized by low productivity, traditional . 

technology, and decreasing returns to a modem industrial sector with higher productivity and 

increasing returns (Adelman, 2001)~ Agriculture was seen as a low-productivity, traditional 

sector that only passively contributed to development by providing food and employment. 

Furthermore, the importance of agriculture was expected to decline as development advanced. 

Nevertheless, agricultural growth was still considered necessary for development and for a 

country's transformation from a traditional to a modem economy. Diao et al. (2007) noted that 

two key characteristics of agriculture during the early stages of development justified its place in 

early development thinking. First, agriculture produces goods that directly satisfy basic human 

needs. Second, agricultural production combines human effort with natural resources, such as 

land and agro ecological assets. 

Early development theorists believed that, since natural resources were assumed to be freely 

available, agriculture could grow independently of other economic activities. However, in 
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reality, the dependence of agriculture on•. a fixed supply of land meant that its expansion was 

constrained, implying that agricultural output cannot proportionally increase with increased labor 

supply under a given technology (Diao et al., 2007). On the demand side, the need to satisfy 
) 

basic needs implied that, at the very least, agricultural growth must match population growth to 

avoid the "Malthusian trap" and stagnant development. 

On the other side, classical theorists observed that most developing countries comprise "dual' 

economies. In this view, labor productivity is lower in agriculture than in industry, and hence 

development requires the movement of agricultural labour into non-agricultural sectors. Beyond 

the role of agriculture in providing a "r ..._...~_,_~.&.1.4.1/or and capital to industries, classical 

economists also emphasized the impo \ ~lti-e0...a~....sup lies in sustaining economic growth. 

Although early development economists ~ --..~.....__ rowth as an essential component and 

even a precondition for growth in the r .. e process by which this growth was 
generated remained beyond the concern ment economists (Ruttan, 2002). For 

this reason, Lewis's theory was em 1 ~ ,,nn,"'-Tf the industrialization strategies adopted by 

many developing countries be ,,,. .... ""' . ...,... Hare 
Together in Excellence 

According to Diao et al. (2007), the view that agriculture plays only a passive role in 

development was swept aside by the dynamism of the green revolution in Asia during the late 

1960's and early 1970's. The transformation of traditional agriculture · into a modem sector 

revealed the potential of agriculture as a growth sector. Simultaneously, it highlighted that 

science based technology adapted to a country's ecological conditions is fundamental for 

agricultural growth. Indeed, advances in mechanical and biologi_cal technology helped overcome 

endowment constraints, particularly in regard to land and labor. Based on this idea, Hayami and 

Ruttan (1985) adopted an "induced innovation model" that not only emphasized the importance 

of technical change for agricultural growth but also stressed that technical change is often 

endogenous to a country's economic system. 

The role of agriculture in rural, as opposed to national, development was the focus for many 

agricultural economists during the 1990s (Hazell and Haggblade, 1991; Haggblade, Hammer, 

-and Hazell, 1991 ). This shift in emphasis according to Diao et al. (2007) was motivated by 

imperfect or missing commodity and factor markets; rigidities in rural-urban factor mobility; 
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high transport costs; the existence of rural non tradable sectors; and rural unemployment and 

underemployment. 

Agricultural production generates forward production linkages when agricultural outputs are 

supplied as inputs to non-agricultural production. Agricultural growth can therefore contribute to 

expanding agro processing and processed food marketing, which provide new engines of growth 

and opportunities to substitute for imports (Diao et al., 2007). Agriculture also creates bJckward 

production linkages through its demand for intermediate inputs such as fertilizers and marketing 
-, 

services. Credit is one of factors of production. When farmers have access to financial services, it 

may offer low returns to investment for 

low productivity (Manganhele, 2010). 

. wn tiny plots of un-irrigated land of 

According to De Klerk et al. (2013), the cultural productivity are multiple and 

well recognized. Many are exogenous, H olicies and practices entirely beyond 

the control of farmers, including low p ______ enditure on agriculture and inadequate 

infrastructure, producer incentrnive¥~1 yO Orte ·oarervices, water management, 
research and development support, ~gl!ffl~F~¥f~8~ 'e~~rk et al., 2013). However, some 
other constraints are endogenous. Various scholars ( notably, Spio, 2002; De Klerk et al., 2013; 

Manganhele, 1999) are of the view that, while most households that engage in small-scale 

farming are adequately supplied with labour, many will lack the technical or managerial skills to 

undertake anything but subsistence farming. Furthermore, few households will have the internal 

capital resources to produce more than occasional surpluses for the market. Access to financial 

services is an important contributor to enterprise productivity in most developing countries. 

Literature suggests that agriculture plays a major part in many countries' total gross domestic 

product. Manganhele (2010) states that there is no general consensus on the extent to which 

financial service provision, especially credit, can help to reduce poverty in the developing world. 

This may be because of lack of measured data on the impact of credit on poverty reduction. It is 

generally accepted that rural financial services may benefit poorer people either directly or 

indirectly and it is one of the most successful ways to reduce poverty in developing countries 

(Manganhele, 2010). Access to credit has the potential to help smallholder farmers to tap 

fmancial resources beyond their own, as well as enabling farmers in general to not only take 

advantage of potential profitable investment opportunities, but also to fulfill the social function 
I 
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of enhancing their lives and welfare (Manganhele, 1999). Improved access to agricultural credit 

and savings, according to Spio,; (2006), may help those with limited assets to invest in agricultural 

technology or land improvements, such as high-yielding seeds and chemical inputs that increase 

incomes thereby increasing their levels of production. This is also in line with the statement 

made in Mozambique by the Mozambique Rural Finance Support Programme MRFSP (2003) 

which reported that well-timed credit may help a poor household to make additional investment. 

Some positive impact deprived from access to agricultural credit have also been reported by 

Zeller and Sharma (1998) who noted that in Bangladesh, access to credit by smallholder farmers 

has a positive impact on food con~ 

accessibility to and impact of credit on 

the difference in productivity between 

credit and to the preexisting inherent ch 

the difference measured up to 40%, of w 

output of a randomly selecte e 

in order to reduce poverty m 

smallholder farmers, effectively e~ 

1 enrolment. In the study on the 

in Limpopo, Spio (2002) found that 

0 -borrowers is due to both the use of 

ers. Spio (2002) further reported that 

to credit; thus, credit can increase the 

den Broeck (2006) suggested that, 

Iiahffilttt:lhe agricultural sector and 

q at would promote productivity, 

marketing, international trading possibilities and therefore contributing to development of that 

particular country. 

2.3 The demand for agricultural and rural financial services 

According to Okurut et al. (2004), the demand for credit for productive investments usually 

comes from those poor who are less risk-averse and enables them to overcome liquidity 

constraints, making it possible to undertake investment that can boost production, employment 

and income. The supply of and demand for financial services in South Africa's low-income rural 

areas, whether for productive or consumptive activities, in the opinion of De Klerk et al. (2013) 

needs to be located in the context of centuries of formal and informal racial division, the imprint 

of which .is still all too evident on agriculture, after nearly 20 years of democracy. Most obvious 

is the continuing division of agriculture into large-scale, exclusively commercial farming -

currently about 40 000 farming units (Department of Agriculture, Forestry and Fisheries 

(DAFF), 2010) - and small-scale, predominantly non-commercial farming, entrenched under 

apartheid. Since the early years of the twentieth century until the 1990s, agricultural land in 
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South Africa was effectively demarcated into areas in which only whites could farm ( about 86%) 

and those in which blacks - including coloureds and Asians - could farm (about 14%) (DAFF, 

2010). It was until the institution of ~e first non-racial, democratic government in 1994 that 

much emphasis has been given by the . state to creating a more representative agricultural sector, 

led primarily by reforms to increase the occupancy of land by black South Africans. This policy 

has had three major thrusts: , 

'land restitution' which entails to transfer land acquired by whites after 1913 through the 

displacement of black occupants back to these occupants and/or their descendants, 

'land redistribution' to purchase 

settling new black commercial fa1111,e.,>r1,._...c,~i1n,j,.f.J/ 

'land tenure reform' to reshape ~--;r.,-""-' • operation in the 14% of agricultural 

land previously reserved for ~!!~~;;:::ID ne of which provided for freehold 
ownership partly to a~apt them f commercial farming. 

The joint goal of the first tw f these thrus s has to @ • tha1 at least 30% of farm land n1vers1 y o or L are · 
previously demarcated for whites • o?}WlWeP)i,£11ffcJH'etPdl (DAFF, 2010). What is mo_st 
relevant here is that between them, 'land restitution' and 'land redistribution' have established 

classes of land reform beneficiaries who are in most cases attempting to engage in large scale 

commercial farming (De Klerk et al., 2013). As the general intention has been for them, with 

some adaptations, to continue operating the commercial enterprises acquired for them by the 

state, this group cannot be classified as 'small farmers', although in some instances it is possible 

that the farms acquired have · been sub-divided informally into individual smallholdings. Rural 

smallholder farmers, have financial services needs similar to those of any other large scale 

commercial enterprise. It is in respect of credit that large part of these farmers needs need to be 

met by state grants for land, fixed improvements and machinery. However, literature suggest 

that their capacity to raise the working capital needed for the medium and long term assets to 

generate recurrent income has been seriously hamstrung by tenure restrictions which do not 

allow the new owners to use such assets as collateral for loans. Understandably, government 

does not wish either to see land purchased with public funds for restitution or redistribution 

passed back into white hands through forced sales on the open market or to be obliged to 
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purchase it a second time from a bank or other financier in the event of default (De Klerk et al., 

2013). 

These two thrusts of the overall land reform agenda according to De Klerk et al., (2013) have 

received the lion's share of the state's attention and financial resources, but the exact number of 

such new fanning entities that have been created is seldom disclosed. The number of households 

engaged in some form of agriculture in the 'traditional' black farming areas:_ mostly on plots of 

about one hectare - is estimated at up to 4 million (DAFF, ibid, 2012). The number may not be 

as great as this, as the findings of FinScope's Consumer Survey, 2010 indicate that the total 

number of households in these areas, in lud· ose-no.Lengaged in fanning activities of some 

kind, is probably closer to 3 million,,alt o~l1~~im/4tt.Sln percentage of South Africa's ~mall-

scale farmers are to be found in urban r as. With very few exceptions, these 

farmers are also unable to use the land t ollateral, as the state owns almost all 

land in the 'traditional' black rural areas 013). This not only makes borrowing 

more difficult, but it also obs la • he development of economies 

of scale for those who would ce of freehold ownership 

unlikely in the foreseeable future - 'l--R h&l agreements might make banks 

less reluctant to advance working capital loans to smallholders in these areas. 

2.4 Conceptual Framework 

Access to agricultural support services remains the major factor constraining the growth of 

small-scale agriculture in South Africa, most especially the former homelands. Experience from 

other countries indicates that a comprehensive approach to the provision of support services is 

required to achieve growth in the small-scale agriculture sector (SASIX, 2007). In South Africa, 

comprehensive support programmes are available. However, the lion's share of the budget is 

channeled to beneficiaries of Land Redistribution beneficiaries. This leaves farmers in the former 

homeland and those farming in communal with little or no support except approaching fmancial 

institution for credit. The problems associated with small-scale farmers accessing credit are not 

exhaustive. 

Sebopetji (2008) is of the view that perhaps it is important to focus on some of the factors that 

affect farmers' decision in deciding whether or not to take credit. Bagi (1983) referred the 

14 



 

 

farming experience, education and frequency of contact with extension service as the indicators 

of managerial ability of a farmer. Farmers with better contacts, better education, hence better 

information, are likely to participate in the markets (Sebopetji, 2008). In support of this, 

literature suggests that all these managerial traits are likely to be positively related to the 

farmers' decision to use credit. Furthermore, Bagi (1983) found out that the probability of using 

short-term credit as well as long term credit is directly related to the length of farming 

experience, level of formal education, frequency of contact with the extension agent, and size of 

the farm. This implies that increasing all of the above factors would increase the probability the 

farmers take credit and vice versa, when all other things are held constant. The interaction 

between factors influencing farm househ ~CJ1s10101i ' mmarized in below. Of interest is the 

inclusion of credit among the factors. 

rnves.tmenl and 
Marketing decisions 

I 

Figure 2.1: Conceptual frame work 
Source: French (2007) 

y 
Together i 

Farm 
househol 

d 

Production and 
conservation decisions 

According to French (2007) farm household is the level at which most resources allocation 

decisions are made, a central factor affecting investment, production and conservation decisions 

js the farmers' level of control over his land. This means that a farmer with secure tenure is more 

likely to think of long-term production and conservation activities. However, the decision is not 

linear as farmers consider the factor listed simultaneously. 

15 



 

 

2.5 Determinants of Access to Credit 

The factors affecting access to credit vary, below is the description of some factors which are 

thought to be affecting access to credit. 

2.5.1. Institutional Constraints 

These institutional constramts can be broadened in to two categories. 

2.5.1.1 Individual Finance Institutional Constraint 

According to Manganhele (2010), individual finance institutional constraints occur when 

appropriate types of financial service 

Mozambique, (MRFSP, 2003) points 

providing credit mainly for trading pu 

credit for investment purposes such a 

consumption purposes. This proposes tha 

rovided. In a study conducted in 

Os operating in rural areas of. are 

rity of smallholder farmers demand 

ipment, tractors or trucks, and for 

farmers' credit needs are possibly not 

being adequately addressed h.1/Tthose financial insj tions .( .essens, 2005). High transaction un1vers1Ly or arr are 
costs are tssociated with the fact thf'ag1~Plt~1Pri~~~z small amounts. Together with 
high fixed costs of applying, collateral requirements and other no pecuniary barriers, such as 

requiring literacy, often lead to high rejection rates (Claessens, 2005; FAO, 1993). Other barriers 

to access to credit for smallholder farmers according to (Atieno, 2005; Besley, 1994 and 

Claessens, 2005) explain why many financial institutions have been failing to provide 

appropriate financial products and services to smallholder farmers and other segments in rural 

areas. They include; 

I. low population density (making it difficult to provide physical infrastructure in rural 

areas); 

II. lack of security in cash transfers and branches (which implies that financial services 

cannot be operated commercially and in a profitable fashion); 

III. high transaction costs for small volumes (smallholder borrowers frequently borrow and 

repay in small installments); 

IV. Smallholder farmers and firms in developing countries may seek financing or insurance 

for specific purposes (major life events such as marriage, health and specific crop 

insurance), for which contracts are difficult to design. 
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2.5.1.2 Institu(ional environment constraints 

In the opinion of Manganhele (2010) designing viable rural finance institution policies, financial 

technologies are crucial but, in order for them to be appropriately adopted and implemented, 

organizational design also matters. This implies that access to technology can impact positively 

on demystifying some unknown dimensions of access to credit for smallholder farmers, but 

many rural financial institutions lack access to technology (Gonzalez-Vega, 1994). As a result, 

the product design in many developing countries reflects poor organizational design. For this 

reason, Gonzalez-Vega (1994) concludes that institutional environment constraints have been 

hindering access to credit for smallhold 

many ways. These may include, fman i 

absence of credit information, can fmd • 

recovered, if necessary (Manganhele, 20 0 

Manganhele (2010) further argues that, di 

• stitutional design can be revealed in 

erating in an environment with an 

collateral that can be registered and 

forcement and general contract design, 

or an uncertain repayment c ity arising .from vQl$Je !!1f and expenditure, can seriously n1ver~1tv or .r orL are 
curb the efforts of fmancial institutions iu:z..afd:mDts.--to unwroye access to credit for smallholder 

1 ogenLer in l!.txceuence 
farmers. Manganhele (2010) noted ,~at in the past, the development and spread of financial 

institutions were suppressed by excessive state interference, such as rigid exchange rate 

regulations and caps on interest rates. But today, it is widely recognized that the role of 

establishing macroeconomic stability and of maintenance and enforcing a legal framework that 

ensures contract compliance, has to be played by the government. According to Gonzalez-Vega 

(1994) this is important to ensure that fmancial markets are free to respond to economic 

incentives, while following prudential banking practices. Therefore, while a liberalized financial 

market is a necessary condition for improving the supply of financial services to the poor, it is 

not sufficient. Institutional innovation is also necessary (Zeller and Sharma, 1998). 

2.5.2 The costs involved in lending to rural areas 

Formal financial services are expensive because they are almost a luxury good and require a 

lot of valuable human and material resources with high opportunity costs (Manganhele, 2010). 

For this reason, Manganhele (2010) assumes that formal fmance usually implies high fixed costs. 

Moreover, an efficient evaluation of creditworthiness is essential to make services less costly, for 

both the fmancial intermediary and the society. In serving smallholder farmers, these fixed costs 
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become much higher, particularly because these clients often apply for small loans, they are 

heterogeneous and are scattered in sparsely populated areas (Gonzalez-Vega, 1994). Borrowing 

costs include nominal interest payments made to lenders, additional loan transaction costs and 

changes in the purchasing power of money. In tum, borrowers' transaction costs are affected by 

time and 

travelling costs to and from the office to negotiate the loan, application fees, bribes, forced 

purchases of other services provided by lenders, service fees, compensatory balances and 

loan-closing costs (Njie, 1983). According to Klein et al., (1999), there are many factors 

contributing to raising the costs of lending to smallholder farmers, as highlighted below. 

2.5.3. Dispersed clients 

Dispersed locations and the low 

developing countries make the provisio 

clients in many 

cial services costly for both lenders 
I 

and borrowers. Given the spatial dispersio -------- and the comparatively high incidence 

of location specific factors and expgenous. shoe s on yieldsyj"onitoring of borrowers is very 

costly. The covariance of faJJ\1tYJtJ%-"b"tY a9!lJ?Jitc~~~~akes it difficult for banks 
Toa_ether in Excellence 

to diversify their portfolios (Gonzalez-Vega and Graham, 1995). From the rural borrower's side, 

financial transaction costs of institutional credit can also be high as a result of high opportunity 

costs: a borrower may need to travel several times to the bank branch which requires not only a 

long time for processing, but also money to cover travelling costs. Since loans demanded are 

often very small, these costs could significantly increase the effective lending interest rate (Klein 

et al., 1999). 

In undermining the structure of operating costs, many Agricultural Development Bank's (ADBs) 

lacked institutional and financial viability (Manganhele, 2010). Consequently, their design 

placed more emphasis on specialization, public ownership and the lack of a profit motive. Only 

an appropriate organizational design and incentive structure would lead to more effective 

management strategies that would lower the costs of lending to smallholder framers and cause it 

to be in the interest of decision-makers to secure the viability of their institutions (Gonzalez-

Vega and Graham, 1995). Transaction costs of lending to agriculture could be lowered if 

innovative ways of providing financial services, such as mobile loan officers and/or branch 

officers, were adopted. However, although branch networks reduce risks, they are costly to 
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maintain and support; nevertheless the establishment of a rural branch may be preferable, 

because mobile facilities may be subject to security risks if bank staff are required to transport 

money (Klein et al., 1999). 

2.5.4. Seasonality and loan term structure 

The seasonal nature of agricultural production and the relatively long gestation periods before 

crops can be harvested and sold, have a direct influence on the financial transaction costs of 

the lenders. Often, agricultural loans are larger and required for longer periods. As a result, 

matching assets and liabilities (source of loanable funds) makes lending more difficult than 

providing loans for non-fanning activ· • .L./._..,,.""...._.L,,,.LF,. the agricultural sector also requires 

one or two larger loan repayments, r:.~~~::,_· ... ""~'.,·~---- __ ,.,L.,."'"7~,rlar weekly or monthly instalments 

common in micro lending (Klein et al , ~P.r:~J~~rn al., 2004). Furthermore, lending to 

smallholder farmers implies that monit ~~lf./il~t~hJrJD!!.m.:.::.~l~I pacity and willingness to repay the 
loan is much more difficult, and, an unev --~ agricultural lending operations over 

the year increases the fixed costs of personnel. 
University of Fort Hare 

Hence, earnings from lending activt1~0Btr,~t0Ptz~ • ~over these costs. The paradox is 

that, during times of high seasonal loan demand, liquidity requirements raise the price of 

loanable funds while, during periods of low demand, excess liquidity needs to be invested in low 

or non-earning assets. This increases the opportunity costs of these funds which causes lenders to 

face high costs (Klein et al., 1999). As noted, local intermediation is also made difficult by the 

seasonality of sowing and harvesting cycles which contributes to the covariance of cash flow 

(Gonzalez-Vega and Graham, 1995). 

4.3.1 Heterogeneity of farming 

Loan officers in rural areas often lack adequate information about the financial household 

situation of smallholder farmers. Consequently, the diversity of farming and non-farm 

income-generation activities is more difficult to deal with in rural areas than in urban areas. 

This may extend the bank staffs time and • expenses needed to carry out the appraisal. It is 

also likely to increase the costs to train agricultural loan officers (Klein et al., 1999; Meyer et 

al., 2004). Consequently, the nature of the costs involved in lending to smallholder farmers 

is complex and they tend to be high. 
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By implication, smallholder farmers' decision-making when requesting loans from formal banks, 

Meyer et al., (2004) states that, it will depend more on the proportion of the borrowing costs to 

the household's income, while financial institutions' willingness to lend to smallholder farmers 

will depend more on the magnitude of the costs on the institutional side. The making of decisfons 

by these two role players will be reflected in their unwillingness to learn and unwillingness to 

borrow, rather than by the real demand for agricultural credit. In addition, lending to smallholder 

farmers is not only costly but also risky. This may also lead to additional factors to be weighted, 

as far as lending to agriculture is concerned. The following section concerns the specific risks in 
I 

this respect. 

4.3.2 Credit rationing problem 

Bester (1985) viewed credit rationing, as l},-S:-oR~llQ'J::'.rffWers receive a loan and others do not, 

although the latter would be willing t ~::::::!~!;l!~~~~,-)e,t interest or to offer an increase in 
collateral. Spio (2006) viewed credit rati • tion whereby demand for commercial 

loans exceeds the supply of these l9ans at r~tes quoted by the banks. In economics and banking, 

the concept of credit rationinMPJ.o~§J\t seQ{)~gJ;tfl~fu~tion when bank limits the 
Toaether in Excellence 

supply of loans, even though it has en<rugh funds to loan out, and the supply of loans has not yet 

equalled the demand of prospective borrowers. According to Jaffee and Russell (1976), credit 

rationing occurs when lenders quote an interest rate on loans and then proceed to supply a 

smaller loan size than demanded by the borrowers. Recent literature suggest that there is a great 

debate about the rationale, mechanism and effects of credit rationing on both borrowers and 

lenders, because of the interest of various governments and donor agencies to advancing credit to 

smallholder farmers, micro-enterprises and the rural poor and the asymmetric information 

characterising most rural credit markets. Information and incentive problems may lead to market 

imperfections ( asymmetric information, moral hazard, and adverse selection) that induce credit 

rationing (Gonzalez Vega and Graham, 1995). The theory of asymmetric information comes 

from the discipline that is known as "economics of information". The basic teaching of this 

discipline as addressed by Akerlof (1970) is that many markets such as labour, fmance and 

insurance, information is asymmetrically distributed and is costly to acquire. Brown, et al. 

(2004) synthesizes that information asymmetry models assume that at least one party to a 

transaction has more, better or relevant information than others. For example, the problem of 
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high collateral requirements is one form of pure credit rationing which restricts market access to 
( 

otherwise creditworthy clients, including smallholder farmers (Pederson and Khitarishvili, 1997). 

This builds an imbalance of power in transactions, which can sometimes cause the transaction to 

go awry. 

According to Stiglitz (1989), financial contracts include elements that lead to the basic problems 

of adverse selection and moral hazard. In adverse selection, the ignorant party lacks information 

while negotiating an agreed understanding of or contract to the transaction, whereas in moral 

hazard the ~gnorant party lacks information about the performance of the agreed-upon transaction 

or lacks the ability to retaliate for a brea h. 

al., 2004). On the other hand Manganh I 
the costs of screening and monitoring b 

which may lead to credit rationing. The 

interest, do not allocate resources efficient 

boody and Baruch, 2000; Brown, et 

s that market imperfections increase 

osts of enforcing financial contracts, 

te market participants, acting in self-

ega and Graham, 1995). According to 

Zeller and Sharma (1998), o • g_t im.,J2~rfe~ info ion r emshcommercial banks usually 
IllVerSl O O arc; 

shy away from rural clients' altoro~w ,r irw~~~~lZSlh~~es to the urban or peri-urban 
economy. 

In these urban areas Manganhele (2010) proposes that, information on prospective borrowers is 6 

less costly . to obtain and transaction volumes are larger. In addition, there is little evidence to 

date that financial institutions in the private sector are willing to invest resources to devise 

profitable savings and loan services for smallholder farmers in rural areas. Therefore, imperfect 

and costly information, risks ( arising from uncertainties about their income that create 

borrowers' potential to default), lack of effective contract enforcement and market segmentation 

in rural credit markets, may also emerge as important explanations for credit rationing 

(Manganhele, 2010). In tum, these issues worsen the problem of lack of access to credit for 

smallholder farmers. Report from the study of Schmidt and Kropp (1987) revealed that, the type 

of financial institution and its policy will often determine access. Where credit duration, terms of 

payment, required security and the provisions of supplementary services do not fit the needs of 

the target group, potential borrowers will not apply for credit even where it exi~ts and when they 

do, they will be denied access. 
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4.3.3 Risk 

Spio (2006) describes risk as a blessing as well as a curse of rural finance. Von Pischke (1994) 

states that it is risk that motivates lenders' efforts to remain liquid so that payments are honoured 

on demand and to remain solvent by using profits to build capital. Risk is the important element 

of finance. Baiyegunhi (2_908) suggest that this is illogical because it is risk that unseats systems, 

institutions and projects that issue excessive credit, risk translates otherwise rational behaviour 

into forces that depreciate credit contracts and destroys credit institutions. Debtors are unable to 

pay, creditors are unable to collect or both (Spio, 2006). From (Herath 1996; Barry and Lee, 

1983), six sources of risk for an intermediary can be identified, which include: 

I. Credit risk from potential delinq 

II. Investment risk from capital gain . 

III. liquidity risk from possible losse 

IV. Cost of funds risk from unanticip 

V. Financial risk from intermediaries' ff 

VI. Regulatory risk from ~ij IM-',l<'"\~ ~"-1:ld..ll~vironment. 

Together in Excellence 
One source of credit risk that is more prominent in rural credit markets is information 

asymmetry. Some scholars in literature ( notably, Blinder and Stiglit_z, 1983; Hera th, 1996) 

argues that imperfect information about the likelihood of default has several fundamental 

implications for the nature of credit markets as it gives rise to institutions that specialize in 

acquiring information about default risk, hence influencing the behaviour of the lender towards 

its clients. Theref()re, it is easy for a lender with superior information to distinguish between 

good and bad risks. With such superior information, a lender's ability to identify the borrowers 

with the best investment opportunities improves greatly. Hence lenders can discriminate between 

~orrowers only in very broad terms, and will indiscriminately adopt rational and/or irrational 

methods to reduce risk when information is poor (Baiyegunhi, 2008). Lenders may raise interest 

rates charged on loans to cover risk; this approach may lead to adverse selection. It is assumed 

by Baiyegunhi (2008) that both borrowers and lenders are risk-neutral, and there are two groups 

of borrowers, safe and risky ones, and the value of output if successful, while the bank is 

assumed ignorant of the probability of success of the individual borrower projects. Even though 

it is assumed that the bank is ignorant about the characteristics of each individual project, it does 
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know the value of the common expected gross returns of the two projects. In the model 

developed by Stiglitz and Weiss (1981 ), it is indicated that lender does not use the interest rate as 

a screening device because changes in interest rate may affect the riskiness of the pool of 

borrowers. The implicit assumption in literature as also assumed by Baiyegunhi (2008) is that 

riskier borrowers have access to risky projects with lower probability of success but higher return 

if they succeed, while safe borrowers have projects with higher probability of success but a lower 

return. This means that for any class of projects with the same mean gross return but differing 

risk, the interest rate can be used to determine the riskiness of a project. 

4.3.4 Transaction Costs 

It has been argued by Baiyegunhi (2 nsaction costs are the major factor 

discouraging many of the rural poor ountries from using formal loans. 

Transaction costs have clearly influencen, .,,~if--i:;fn~~~~'d of rural finand.al markets (Gonzalez-

Vega, 1993 and Olomola, 1999) and the be of participants. Spio (2006) suggest that, 

transaction costs are an appro ~-=gLhL~J~g!(t::t_1r-Rriction" in the functioning 

of markets. Transaction cost is ~a-0-fJroj~ ftkhlOOket efficiency. The higher the 

transaction costs of financial intermediation, the less efficient is the performance of the financial 

markets, and the more constrained is their contribution to development (Baiyegunhi, 2008). 

Higher transaction costs limit the services that the financial institutions are willing to provide to 

the rural poor and their new clients. High transaction costs encountered by clients of financial 

institutions have been a major obstacle discouraging them from seeking loans and making 

deposits. 

According to Olomola (1999), if rural financial intermediation is to be sustained and expanded, it 

will largely be dependent on a decrease in transaction costs for both the institutions and their 

clients. Understandings of how efficiently and equitably rural financial markets are functioning 

is provided by information on transaction costs. If the clients of rural credit markets are incurring 

high transaction costs, there is a likelihood that relatively few people are being served by these 

markets and that the qualities _of services provided to clients are poor (Baiyegunhi, 2008). It also 

an indication that intermediaries are inflicting extensive transaction costs on non-preferred 

clients, which shows that interest rates are not doing an efficient job of rationing credit. 
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According to Meyer et al. (2004 ), a decline in total transaction costs is a sign that intermediaries 

are successfully innovating, that more people have access to fmancial services and that the 

quality of services is increasing. According to Adams (1978), the intermediaries can transfer, 

absorb, or in some cases, increase transaction costs incurred by various classes of individuals 

through a rationing device, depending on whether they are preferred or non-preferred clients. 

2.5 Credit Rationing and Credit Constraint 

In spite of the frequent use of the term "credit constraint" in economics literature, Baiyegunhi 

(2008) states that it is not clear that the term is always employed to refer to t~e phenomena. 

Furthermore, Baiyegunhi (2008) adds t and participation in a credit program 

are two distinct concepts, which are oft.., .. .._..""'--_, ..... e n the same thing and are often used 

interchangeably in many studies. N \li~H;C'.L~~ rder to satisfactorily analyze the 

socioeconomic determinants of both ace sl!:::~1t1!!r~:t!U!tfY1~1ai=====~dl lB rticipation in credit programmes and 

to assess their respective impacts on hous ------ utcomes, a clear distinction between 

access to credit, participation in cn;dit progiamme
11 

and bein,:_jredit constrained must be made. 

Access to credit does not im!t~)-!\Yftt.f~lthYn.Ptor~!Jrltw-'m t~tisfied. In the opinions of 
Togetlier zn Exce ence 

Okurut et al. (2004), lenders determine how much ·credit is allocated based on the probability of 
,,---

loan default, often resulting in credit rationing. The likelihood of default may be influenced by a 

number of factors that include the expected returns of the project, the terms of the loan, market 

imperfections and borrower characteristics. 

A distinction between access to credit and participation in credit markets has been made by 

credit market literature, Diagne and Zeller (2001) believes that a household has access to credit 

from a particular source if it is able to borrow from that source, although it may choose not to 

borrow for a variety of reasons. This maximum amount a household can borrow is a measure of 

the extent . of access to credit it has and this is its credit limit. A household as it is said by 

Baiyegunhi (2008) is said to have access if this amount is positive, whereas it participates in the 

credit market if it actually borrows from that source of credit. From various studies in literature 

this implies that access to _credit can be a constraint externally imposed on the households, while 

participation in a credit market is a choice made by a farm household. Therefore, in the summary 
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of Baiyegunhi (2008), a household can have access but may choose not to participate in the 

credit market for such reasons as expected rate ofreturn of the loan and/or risk consideration. 

It is in this regard that Eswaran and Kotwal (1990) argue that a non-participating household that 

has access to credit will still benefit if the knowledge of access increases its ability to bear risk, 

as it can be encouraged to experiment with riskier, but potentially high-yielding technology. 

Deaton (1991) further supports by saying that the ability to borrow will also alleviate the need 

for accumulation of assets that mainly serve as precautionary savings, yielding poor or negative 

returns. In Baiyegunhi's (2008) view, when a household lacks access to credit or cannot borrow 

. as much as it wants, it said to be credit c • (1987) points out that consumers are 

said to be credit constrained if they f: n,;:,,.,7 n 11antity constraint on the amount of 

borrowing or the loan rate available to the rate at which they could borrow. 

However, Duca and Rosenthal (1993) that a farm household is credit 

constrained only when it would like to borr lenders allow or if its preferred demand 

for credit exceeds the amount A1versi~ a 8tt Hare 

Together in Excellence 
On the other hand Stiglitz and Weiss (1992) describe credit constraints in two terms namely: 

redlining and credit rationing. Redlining, according to Baiyegunhi (2008) refers to excluding 

certain observationally distinct groups from credit markets, rather than offering them a contract 

that require higher interest payments and collateral guarantee. Credit rationing on the other hand 

is said in literature to refer to a situation in which, among observationally identical borrowers, 

some get loans and others are denied. In relation to credit constraints Zeller et al. (1997) 

distinguish four groups of farm households. The first, being referred to as voluntary non-

borrowers, are those who decline to borrow at will either because they have strong risk aversion 

and fear of getting into debt or because they are prudent and only would like to consume up to 

what they earn. Zeller et al. (1997) describe the other as being those who want to borrow less 

than their combined available credit lines from all lenders referred to as non-rationed borrowers. 

The third one are those rationed borrowers are those who want to borrow more than their 

available credit limit at a particular point in time. The last type of farm households, Zeller et al. 

(1997) referred to them involuntary non-borrowers, are non-borrowers with no access to credit, 
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or those who perceive that they are highly unlikely to get credit, so that the perceived borrowing 

costs outweigh the expected benefits of the loan. 

On the supply side Foltz (2004) identified quantity, transaction costs and risks as relevant factors 

in the existing credit market literature. First, farm households are credit-constrained if they face a 

binding supply constraint as limited by lenders' considerations (Baiyegunhi, 2008). Second, as 

lenders may pass on transaction costs associated with screening, monitoring, and enforcing loan 

contracts to borrowers, as in the case of group lending scheme (Besley and Coate, 1995), farmers 

with investments profitable when evaluated at the contractual interest rate may not be profitable 

constrained. Finally, Baiyegunhi (2008) 

may reduce loan demand and hence prod c 

Lenders evaluate creditworthiness of their 

e ide not to borrow but remain credit..; 

ouseholds with access to credit, risk 

on observable characteristics Bigsten et 

al. (2003), and extend loan iff{}ifr-~ ysbri t . oP ~t~hat borrowers are credit-

constrained if, at specific interest r $fth~P1lW d. ftc<e borrow larger amount than the 
lender supplied. In this case, the borrower exhausts this supply and then looks for another lender. 

However, Baiyegunhi (2008) cautions that the fact that this borrower exhausts its supply from 

one source, at specific interest rate, makes it a risky borrower for another lender. According to 

Bell et al. (1997) credit markets in developing countries are inefficient due to market 

imperfections such as interest rate ceilings imposed by governments, monopoly power often 

exercised by informal lenders large transaction costs incurred by borrowers in loan acquisition, 

and moral hazard problems. Stiglitz and Weiss (1981) understand that the problem where the 

lender bears risk of the transaction and the borrower obtains project benefits can be seen as an 

information problem. _The asymmetries of information in credit market in Baiyegunhi's (2008) 

view imply that first-best credit allocation is not possible, and this leads to the need for partial or 

full collateral. What rises from this is that, inadequate collateral or lack of it implies that some 

individuals are denied credit, being otherwise identical to those who have the collateral and 

obtain the credits. In this context, Banerjee (2001) argues that high-income individuals can 

borrow large amounts at low costs whereas low-income ones are able to borrow a small amount 

at high cost. In the opinion of Baiyegunhi (2008) this suggests that income or wealth level of 
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borrowers has a direct relationship with the amount of available credit and an inverse . 

relationship with cost of credit. 

In a study conducted in Ethiopia, Emana et al. (2005) noted that lenders may not be allowed 

legally to charge above certain limits on loans, although informal lenders in practice may do so. 

Therefore, if the lender is not allowed to charge an interest rate at which the expected return is 

positive, then there will be credit rationing. Even if allowed to do so, Baiyegunhi (2008) suggests 

that lenders may be affected by adverse selection and/or incentive problems so that the expected 

return on a· loan may not monotonically increase with interest rate. This may lead to lenders 

trying to avoid selection and incenti 

generalizes that lenders are generally un 

of transactions costs and asymmetric in£ 

According to Baiyegunhi (2008) 

rationing credit. Baiegunhi (2008), • 

e credit based on price alone because 

bject to credit rationing when lenders 

provide less than they could fii\iVerMifyinl> e11"&1rt ~Fe credit based on non-price 
considerations. Some scholars in lit rc,IY'ei lePi<c!~tial borrower may be unable to 
borrow a desired amount, under credit rationing, even if the client is willing to pay the prevailing 

interest rate. Household is said to be credit constrained when he/she lacks the finance from any 

source to undertake an investment that is profitable at the prevailing input, factor, and output 

prices. In the opinion of Baiyegunhi (2008), it is possible for a credit-constrained agent to have 

access to some credit, but not be able to borrow as much as would be optimal under the given 

terms and prices or may face terms that are inconsistent in timing and investment. A household 

with no access to credit and who also has no investment needing finance is not credit 

constrained, but one with an investment opportunity and lack access to finance may be 

constrained. 

Baiyegunhi (2008) gave two distinct stages that are involved in the credit process. The first 

constitutes the demand side of the bargain, the household who wants credit decides on the sum to 

apply for from a particular source at the prev~iling market price. On the other side in second 

stage, the lender makes a financing decision on the loan application; this constitutes the supply 

side of the bargain. This means that the lender undertakes the screening of the potential client 
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based on observable characteristics in order to minimize default risk; the results of this screening 

influences the lender's response to the client's credit demand. Three outcomes can be expected 

here; firstly, the loan amount demanded by the client may be fully granted by the lender; 

secondly, the loan amount demanded by the client may be partially granted by the lender and 

thirdly, the loan application may be completely rejected by the lender. The two last scenarios 

according to (Zeller, 1994) represent credit constraint; the state in which the borrower is 

constrained in his/her access to credit markets or is credit rationed by the lender. 

What we learn from this is that access to credit does not imply that the demand for credit will be 

satisfied. It is the lenders who determine .A.¾"1-¥¥-cJl±Hal-~ 

loan default, often resulting in credi 

Baiyegunhi (2008) may be influenced b 

the project, the terms of the loan, mar e 

(1997) explains that the expected return 

allocated based on the probability of 

robability of • default according to 

t rs that include the expected returns of 

nd borrower characteristics. Kochar 

s proposed investment project plays a 

key role in influencing the lender's credit ratio • e avior. The interest rate plays the role of a . . 
screening device in this case .. UJJ:.une\e~3l)Uetl~ e st t.LlaJ.i.'-1:.l,"-'~·rincipal loan amount plus 

interest, then the probability of d;Ji,gg~ {;/JJf'iJbTL.littP lfil6fr.la scenario, the optimal lender's 

decision will be either to ration the borrower by granting a smaller amount than originally 
' 

applied for or to reject completely the loan application. 

Baiyegunhi (2008) reports that the specific borrower characteristics that influence the informal 

lenders' credit rationing behaviour include strength of previous business relationships, reputation 

in the market, and acceptance of interlinked credit contracts, debt-service capacity and wealth 

status. Aleem (1990) declares that informal lenders mainly use the established relationship with 

borrowers as a screening and credit rationing mechanism. The longer the previous business 

relationship, the lower will be the probability of the borrower being credit rationed mainly 

because, it takes so long to build a relationship with formal lenders, borrowers tend to stick to 

particular informal lenders so as to avoid the long screening process and high probability of loan 

applications being rejected by new lenders (Bell, 1990). 

The theoretical background above shows that credit market failures give rise to heterogeneous 

resource allocation and different outcomes among farm households with varying characteristics. 

28 



 

 

That is to say, a farm household that faces a binding credit constraint, when all other factors are 

held constant, will misallocate its resources and under-invest compared to its unconstrained peer. 

Availability of finance and its accessibility crucially affect production start-up and subsequent 

performances of the households. Barriers to access adequate loans will have adverse effect on 

household welfare (Aleem, 1990). Increased welfare output following improved access to credit 

is therefore evidence of binding credit constraint. 

2.6 Measuring Access to Credit and Credit Constraints 

In credit literature there are two methodologies for measuring household access to credit and 

credit constraints. The first one as noted 

detects the presence of credit constraint 

permanenf income hypothesis, while th s 

from household surveys on whether hous 

4.3.5 Detection of Credit Constrain 

08), being the indirect method which 

f the assumptions of the life cycle or 

""l'n~w:es he collection of information directly 

mselves to be credit constrained. 

1olation of Life-Cycle Hypothesis 

One of the testable implica • ~ •~i~ ~t:m'\ 1 

hypothesis (LC/PIH) in Deaton (f ~ tk,e{h' 

t -cycle/permanent income 

of liquidity and borrowing 

constraints, transitory income shocks should not affect consumption. According to Baiyegunhi 

(2008) empirical models use household consumption and income data to look for a significant 

dependence of consumption on transitory income to test for the presence of credit constraints 

based on the life-cycle/permanent income or "consumption;..smoothing" hypotheses. Empirical 

evidence of a significant dependence is taken as an indication of a borrowing or liquidity 

constraint. Based on empirical evidence on the LC/PIH approach, Baiyegunhi (2008) argues that 

it is inconclusive in general. Baiyegunhi (2008) supports his argument by stating that the first 

reason that often comes to mind is to think that this is because empirical testing of the 

implications of the LC/PIH requires repeated observations on the same household, whereas most 

of the studies are based on relatively short panels. However, there are more fundamental reasons 

why the evidence from the LC/PIH approach for detecting credit constraint has been 

inconclusive. 

First and possibly the most important violation of the implications of the LC/PIH can result from 

prudent or precautionary behaviour, under condition of uncertainty, even if the household is not 
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credit constrained (Kimball, 1990; Carroll, 1991). Some scholars (notably, Deaton 1991; Paxson 

1992) have extended the standard lifecycle model to clearly incorporate both liquidity constraints 

and precautionary behaviour, and assess through either simulation or empirical testing the 

importance of each effect. However, due to identification problems to separate the effects of 

credit constraints and precautionary behaviour from the type of income, consumption, and asset 

data typically available for these studies would be practically impossible (Browning and Lursardi 

1996). Secondly, according to Carroll (1991), if conditions of uncertainty are correlated with 

wealth, then even in the absence of borrowing constraints, current income will be negatively 

correlated with consumption growth. In addition, as Deaton (I 991) clearly points out, the initial 

asset position of households is a major e enn~~~nt1 ffects of negative income shocks on 

eral other reasons why even without 

..u.!J..,t1.lPlll\Y be violated. Furthermore, from the 

consumption. Browning and Lusardi (19 

a credit constraint the implications of 

simulation results_ of Deaton (I 991 ), ant insight that a credit-constrained 

household may still be able to smooth con ption • precautionary saving and therefore not 

violate any implication of t LG:/PIH. jhisl o~fit i __possible to conclude that the n1ver~~LY o 01. are 1 
violation of an implication of the ffi~UrJi~f yj¼h ~efi fflf!~t nor a necessary condition for 
being credit constra_ined. 

4.3.6 Detection of Credit Constraints by directly asking households 
I 

On the other hand, the second method is mostly used in empirical studies for detecting the 

presence of credit constraint using information obtained directly from household members on 

their participation and experiences in the credit market to determine whether they are credit 

constrained or not. In practice, several qualitative questions regarding household loans 

applications and rejections during a given recall period are asked and households based on their 

responses are classified as credit constrained or not (Baiyegunhi, 2008). This classification is 

then used to analyze the determinants of the likelihood of a household being credit constrained 

and the effects of this likelihood on various household outcomes in reduced form regression 

equations. 

Examples of this approach known as the direct elicitation methodology (DEM) include Foltz 

(2004) who evaluates the impact of credit constraints on farm profit in Tunisia; and Carter and 
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Olinto (2003) who examines the impact of credit constraints on investment level in Paraguay.-

This method was first used by Jappelli (1990) with data from the United States 1983 Survey of 

Consumer Finances. Feder et al. (1990) using data from a household survey in China also 

employed this method. 

2. 7 Conclusion 

In light of the literature provided, it is evident that access to agricultural support services 

including credit remains the major factor constraining the growth of small-scale agriculture in 

South Africa, most especially in the former homelands. Furthermore, access to credit coupled 

with preexisting inherent characteristics l'T"r"1"7ff'l"'l:?:l"'"7(¥,Cl"niT"':'l'T=.-s increases the productivity of small-

scale farmers. Farmer's traits such as, b , off-farm activities, and access to a 

network of information are positively a • uencing the probability of access to 

credit. It is also evident that financial • themselves with serving small-scale 

farmers due to risk and costs implicatio ith serving this category of farmers. 

Access to credit can facilitate levels of inputs closer to their potential levels when capital is not a 

constraint. Provision of produlJ~tYJctK§it)[hgiofe~rat levels of output per farm 
Toaether in Excelle11+ce 

and yield given fixed resources sucn a~and. 
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CHAPTER3 

CREDIT AND RURAL FINANCIAL SYSTEMS 

3.1 Introduction 

This chapter focuses on the credit and rural financial systems which are also characterized by the 

same inequitable nature as the agricultural sector. In this chapter the range of credit options 

reviewed include commercial financial and credit institutions, micro-credit schemes, credit 

unions, the structure of the market for • al financial services, market failure 

problems in rural financial market, 

associations, moneylenders, self-fmance, 1 

repayments. This chapter ends by giving 

3.2 Commercial financial and credi 

Coetzee et al. ( 1996) divide 

ance, rotating credit and savings 

strategies to address default and loan 

ntions to improve access to credit. 

• categories, each requiring 

normally have sufficient collateral and are generally serviced by commercial banks), small-scale 

commercial farmers (who generally have some collateral but not sufficient amounts to make 

them a viable investment for commercial banks), the bankable poor and the non-bankable poor. 

In the view of Weideman (2004), the bankable poor include subsistence farmers whose financial 

needs are generally serviced by informal lending practices characterised by small amounts and 

high interest rates. Weideman (2004) further states that the non-bankable poor have no collateral 

and include the landless and impoverished female farmers. In the general view of Weideman 

(2004) the author generalizes that formal fmancial institutions are unlikely to provide credit to 

the latter two categories. 

The unwillingness of commercial banks to embark on rural credit programmes might be because 

of the particular difficulties encountered in rural fmancial markets. These, in the explanation of 

Adams and Vogel (1986) include the difficulty of serving clients who are widely dispersed, 

administrating a large number of relatively small transactions and operating in an industry 

(agriculture) that experiences unanticipated changes in prices, incomes and· yields. Weideman 
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(2004) included other problems (particularly in developing countries) which includes poorly 

developed legal systems and information infrastructure, high transaction costs, lack of (or poor) 

credit and financial records of potential borrowers and collateral that is not secure. 

For example, in Guatemala Barham et al. (1996) mentioned that commercial banks in rural areas 

operate according to a centralized credit review process, "which relies primarily on quantifiable, 

comparable information provided by loan applications, evaluations of collateral, enterprise 

records, project viability and individual credit records". Barham et al. (1996) acknowledge the 

limits this costly review process imposes on their capacity to make loans to lower wealth 

producers. Furthermore, Weideman (20~1-iH'H ince adversities in rural areas tend 

to affect a large number of households at'm~ affil«J.lJlfi is difficult for banks to diversify 

lending portfolios to cushion economi s c~ ._,,.-....__ e et al. (1996) gave explanation that 

specialization in rural areas in a few eco • ed to agriculture expose rural clients 

to the vagaries of the climate, pests, di 

Additionally, the seasonal nature of agn~tt!-ttrr.aI • results in expensive and . . 
administratively difficult fluct1.::a!u!J!'.1<g tt~nt'attd ... 'VJ...,...,,""'"'·- ----~posit services. Weideman 

(2004) admits that, the poorest secttJJg//"t/Jfaf MtifttJseJi~1l£fu to be excluded from access to 

commercial bank loans because they do not have access to the collateral required to qualify for 

loans. 

According to Letsoalo (1987), the collateral requirement for credit is seen by some as a method 

of redistributing income in favour of those who already own sufficient resources. The 1997 

United Nations World Development Report estimated that only 0.2% of global commercial 

lending reaches the poorest billion (20% of the worlds' population) (Muhumuza, 2002). 

Buckley's ( 1997) stance is that research undertaken on micro-entrepreneurs in the informal 

sector in Kenya, Malawi and Ghana, further indicated that although many survey respondents 

had a relationship with the formal financial sector, this was nearly always in terms of savings 

deposits and not in terms of credit. The incidence of formalized credit was very low in all three 

countries. Buckley (1997) provides evidence that among the Kibera sub-sample in Kenya, for 

example, 96% of respondents had never applied for a loan from a commercial bank, usually 

because they had neither the skills nor the collateral to be taken seriously. None of the 

respondents in Malawi had obtained commercial bank loans. 
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Apart from collateral, Barham et al. (1996) noted that commercial banks also operated with other 

"wealth biases" that included the fact that these institutions often had better knowledge of, access 

to, and relationships with, wealthier borrowers. In various countries, governments have 

attempted to encourage commercial banks to operate in rural areas but these policies have not 

been very successful. In India and Bangladesh, Weideman (2004) states that commercial banks 

are forced to open a certain number of rural branches before they can open additional, more 

profitable, urban branches. However, in Vietnam, the Philippines and Ghana, government funds 

have been used to induce the formation of private rural banks. Banks have responded to 

government pressure in Adams.and Vogel's (1986) view by building token offices in rural areas, 

which are either hardly operational or, w • h t e 

In South Africa however, in response s made by the Strauss Commission, in 

September 1996, (i.e. to provide "app o I services" to "release South African 
/ 

creativity" in rural areas as a "strategy for n velopment potential" of rural areas) 

Weideman (2004) noted that the Land Banir~"h.a~- ,.,"'fl • ral branch network from 25 . \ . 
branches in 1997, to 80 outlel<!i2.l'l,&l,L~~~"-WL~.PIJ'J.,J., tJHativ.leJaW~m;e of commercial banks in 

rural areas, and the inability of thd'~·~·~~,~~ • le credit options to the poorest 

members of rural society, Buckley (1997) mentioned that the number of respondents (in the 

Ghana, Kenya and Malawi study) with bank accounts, however, was surprisingly high - in 

Kenya, 88% ofrespondents in the regional survey had bank accounts (savings/ current accounts). 

The figures for Ghana were similar, while the number of account holders in Malawi was 

significantly lower. These accounts tended to be dormant or had very negligible sums in them. 

According to Buckley (1997), what this prevalence of savings/ current accounts suggests, is that 

although formal banking institutions "are averse to extending credit" to the rural poor, formal 

banking institutions can effectively extend deposit facilities to the rural poor. 

3.3 Micro-credit Schemes 

Rahman (1999) is of the view that micro-credit schemes extend small, collateral free loans to 

poor members of rural societies in an attempt to promote self-employment and income 

generation. Du~g the 1990s, Muhumuza (2002) noted that the micro-finance programmes 

increased numerically as a result of perceived successes (mostly in Asia and Latin America) in 
I 

providing the rural poor with access to credit. By 1997, 8 million poor people in developing 

34 



 

 

countries were being served by micro-credit programmes (Muhumuza, 2002). The association of 
/ 

micro lenders reports that micro-financing industry also appears to be playing a stronger role "in 

the social and economic empowerment of the poor and disadvantaged" micro-financiers have 

"played an enormous role in making millions of people part of the growing South Africa". 

Furthermore, the South African Land and Agricultural Bank has developed a micro-credit 

scheme, primarily to provide credit to impoverished women (Dolny, 2001 ). The Land Bank 

micro-credit programme, named "Step-up", provides small loans to individuals who require 

credit for small-scale operations such as vegetable gardens, and can be regarded as successful 

(Dolny, 2001). In 1998, 70% of the 32 000 Step-up clients were women (Land bank, 1998), and 
\ 

the repayment rate in 1999 was 87% (La 

By 2003, the Step-up" programme had 

130 000 borrowers "who were previ 

Nevertheless, Rahman's (1999) study, o 

0 million available to approximately 

H l!lillffl.Br11 11 a unbankable" (Land bank, 2003). 

f the micro-credit programme of the 

Grameen bank in Bangladesh, indicates that rmcy-...g ... c 

debt liability of. individuaJl)J(l<l~lstJ~c~ 

consequently, increased violence a~ 

ltr'1d:T!"~~~"[i"'"' .liW!l!:U1e within households and 

Rfrlmo/Ji~ ~) also provides evidence from 

Bangladesh and elsewhere, which indicates that the interest rates of micro-credit schemes are 

significantly higher (approximately 8% in Bangladesh) than commercial market rates. This 

discrepancy in results according to Weideman (2004) can, in part, be explained by the criteria for 

success employed in assessing micro-credit schemes. 

Generally, micro-credit schemes are deemed successful if !epayment rates are high. Repayment 

rates, however, do not reflect whether credit was used to meet household consumption needs or 

for productive purposes and does not take account of the manner in which funds for repayment 

are obtained (Weideman, 2004). Rahman's (1999) study, for example, provides evidence that 

individual members of households are sometimes forced into low-paying wage labour or, forced 

to obtain loans from other credit intermediaries ( e.g. moneylenders) to pay back loans. In South 

Africa, the Micro-Finance Regulatory Council has made several attempts to regulate the micro-

lending industry. In 2001, the Micro-Finance Regulatory Council established the National Loans 

Register and, in June 2002 introduced a rule to prohibit "reckless lending" (i.e. lending that 

exceed borrowers capacity to repay), and to curb increasing "over-indebtedness". In terms of the 
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National Loans Register, micro-lenders are compelled to submit all loans to the National Loans 

Register, thereby building-up a database of micro-loans. Many of the most successful micro-

credit programmes have been built on extensive donor fmance and Weideman (2004) warns that 

this raises questions around future sustainability. 

3.4 Credit Unions 

According to Weideman (2004) the success of agricultural/rural credit programmes depends, in 

part, on whether poorer producers or households gain access to credit. Barham-et al. (1996) 

collected survey data from 950 small-scale producer households, in areas of Guatemala in which 

market-orientated credit unions operate, • 

with better access t.o credit than privat 

liberalization policies, Barham et al. (19 

services have been systematically reduc 

ss ss • hether credit unions provide the poor 

b nks. As a result of financial market 

support for and involvement in credit 

nd, has resulted in the emergence of 

arguably more efficient fmancial systems a d services, r example, credit unions. Barham et al. 

(1996) argues that, credit unions arf of specjal interesb~ecause they can be effective full-service 

intermediaries, which offer QJ;),\y~~~t-\ii.@1~\°!a provide other financial 
• ~~Together in nxcellence 

services to members. 
I 

Savings mobilization should contribute to lower default rates, since depositors' interests are 
-
directly tied to repayment rates. Credit unions, which operate locally, will also be able to 

overcome the information problems experienced by private banking institutions. In the 

Guatemalan credit unions, Barham et al. (1996) extrapolates that loan applications are reviewed 

locally by a committee made up of union members who tend to have considerable knowledge of 

the risks and potential associated with individual applicants. For the same reasons and, because 

these unions operate within a community context, credit unions can be more efficient in 

monitoring and enforcing loan contracts. 

Better information also means lower transactions costs and greater overall efficiency. The local 

nature of credit unions also implies a greater level of participation in decision making and 

management for members and potential members, which enhances the legitimacy of these 

institutions. On the other hand, Weideman (2004) synthesizes that the small areas in which credit 

unions operate coupled with the risks associated with lending in the agricultural sector means 
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that economic shocks such as crop failure due to bad weather, could lead to widespread loan 

default and deposit runs that can undermine the credibility and sustainability of these 

organizations. Barham et al. (1996) found that credit unions tend to relax credit constraints so 

that poorer households have better access to credit .from credit unions than from commercial 

banks but, that the poorest households are still excluded from access to credit. . Clearly, other 

types of finance or financial systems need to be developed if the poorest sectors of rural society 

are going to gain access to sufficient credit to enhance production and/or generate income and, 

thereby, improve their living conditions (Barham et al., 1996). 

3.5 Market failure problems in r 

According to Baydas et al. (1994) creditl~tt~~t :i'.b'l,":lr~1 1'terized by imperfect information that 

ca~,~~~M~~t- learing role. Information asymmetry disables interest rates from playing the· 

in credit markets arises because borrow 

default than the lenders (Aleem, 1990). 

rmation about' their potential risk of 

is compounded in informal credit 

markets by the fact that the credit.historie§ of borrowers are not documented and pooled. The 

costs of acquiring this informUPn1aY~ gh?i f ~nf fll~~e and financial resources. 
Toa'eiher in Excellence 

According to Besley (1994), market "failures occur when a competitive market fails to bring 

about efficient credit markets. The functioning of the latter is based on supply and demand 

forces. In the opinion of Manganhele (2010), the reality in the developing world is that there are 

many mismatches between potential demand and supply of financial services, which makes the 

exact source of market failures vague when they occur. In addition, "evidence on what is 

affecting households' and firms' access to financial services across countries is limited" 

(Claessens, 2005). 

In Mozambique, Bertelsmann Transformation Index (2006) states that the situation seems to be 

more related to market failures than lack of demand. In other cases, the lack of access to credit 

may be an indication of a country requiring a certain overall level of development before more 

universal access to credit can be viably defended (Sebopetji, 2008). In the opinion of Claessens 

(2005), when demand exists and the environment is sufficiently competitive, banks can be 

expected to extend access to credit to include a larger variety of clients, including serving poor 

smallholder farmers and firms who are currently considered to be high-risk and too high-cost 

propositions. 
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Stiglitz (1989) argues that the reality in the developing world is that markets are very often 

imperfect and when markets are imperfect, both imperfect competition and imperfect 

information • exist. In this case, simplistic models (perfect competition and perfect 

information) are no longer valid. Instead of the operation of credit markets being based on the 

supply and demand principle, Manganhele (2010) suggest that there is a need for more realistic 

theories of labour and financial markets that provide explanations for the existence of 

unemployment and why those most in need of credit, particularly smallholder farmers, often 

cannot obtain it. Gonzalez and Graham (1995) add that, in developing countries, information, 

contract enforcement problems and incentives tend to be particularly acute when an attempt is 

made to lend to the poor, particularly • 

developing countries aiming to partially r 

example, over the past two decades, 

deregulate agricultural markets and redu·c 

had many favorable results; their effect has 

s. Efforts by governments in many 

lure problems where undertaken. For 

>ifd.W.etmnents have carried out reforms to 

enterprises. Despite that reforms have 

y partial implementation and structural 
\ 

constraints" (Manganhele, 2 l 1_)_. •Therefop~ withe n-wclJ ~tli)Jllllg markets, it would be 
n1verSI(f or on are 

difficult to achieve the goals desire,g~ fl~'t~fia :~nee 

3.6 Governments and rural finance 

Since formal financial institutions are unlikely to provide for the needs of the bankable and non-

bankable poor and as a result of the persistent failure of market-based credit programmes, many 

governments have taken over the function of credit provision to poorer sectors of society 

(Weideman, 2004). Notable examples include Kenya, Brazil, Taiwan and the Philippines. State 

credit provision ( or intervention in fmancial systems) includes loan targeting, direct loans to 

farmers ( often through parastatals or governme~t agencies) and bank nationalization. Weideman 

(2004) further states that state intervention in the provision of credit has not been particularly 

successful either. Scholars have argued that state-owned or directed fmancial institutions lack 

accountability, foster arbitrary practices and allocate credit more on political than economic 

grounds (Muhumuza, 2001). In Weideman's (2004) view, governments/government agencies 

often lack the capacity to implement effective credit programmes. 

In Kenya, studies show that overworked staff members of the Agricultural Finance Corporation 

were unable to access individuals in the more remote rural areas. In the Philippines, the obstacle 
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was resource constraints. The Taiwanese rural financial system, on the other hand, was hardly 

affected by capacity constraints because of the focus on deposit mobilization and the large 

number of institutions involved in credit provision. These included the Land Bank, the Farmers' 

Bank, the Cooperative Bank, a number of commercial banks, savings companies and farmers' 

and fishermen's associations that provided 40% of the necessary funds (Adams and Vogel, 

1986). In Weideman's (2004) view, part of the answer may lie in government support for small-

scale Non-Government Organisation and CBO based credit provision systems. In India and 

Thailand, farmers receive direct government loans through public or semi-public institutions 

(Adams and Vogel, 1986). 

n and Bangladesh. Weideman's (2004) 

A number of developing countries hav 

These include Costa Rica, Mexico, Indi , 

noted that nationalised banks have been e 1 sing the number of bank branches in 

rural areas. However, Adams and Vogel, k~~~~~~~Jli.at it is less clear if nationalised banks 

are more effective than other 

available to the rural poor, m lnt:.tellSi1tm.1:muroLntJ1lUI~ ti:6l:£dliwnlaalc[ ng-term loans for farmers, 

in providing attractive deposit sen4cQ'! fifli~ll1nf flafrll@lfl&fs costs associated with financial 

intermediation and in creating rural financial institutions that are innovative and self-sustaining. 

This caution is supported by the findings in Costa Rica, for example, which shows that the 

nationalised bank performance appears to be no better than that of the other developing countries 

where banks have not been nationalised (Adams and Vogel, 1986). Nevertheless, in many cases, 

direct state intervention or assistance may be the only means to provide the poorest sectors of 

society with access to credit. In this respect, Molino (1997) argues that state provision of rural 

credit must meet a number of criteria for sustainability and success. These include: beneficiary 

participation in policy formulation, practical policies that are easy to implement, access to the 

necessary capacity, clear policy parameters and rules relating to default and a sound land price 

and market system (Molino, 1997). 

3. 7 Rotating credit and savings associations 

Rotating savings and credit associations emerge in the absence of formal credit institutions or in 

cases where the poor are unable to access credit from other formal and informal credit 

institutions and intermediaries. According to Muhumuza (2001) these associations provide credit 
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on a more impersonal level than credit from friends and relatives but at lower interest rates than, 

for example, moneylenders. Rotating savings and credit associations are relatively small, self-

sufficient and voluntary-based organisations where members contribute fixed sums of money at 

fixed intervals to a collective pool. The total amount is then paid to individual members on a 

rotational basis. Members of rotational credit and savings associations are therefore either 

creditors or debtors, depending on their position in the cycle. Buckley (1997) found that rotating 

savings and credit associations were a common source of enterprise finance for micro-

entrepreneurs in Malawi, Kenya and Ghana. In fact, over half of the micro-entrepreneurs that 

participated in Buckley's survey where members of Rotating savings and credit associations. The 

reasons for the popularity of these asso ·a io 

because members of credit and savings 

use of funds - i.e. they are free to use t e 

costs are low and interest rates are low o a 

Rotating savings and credit associations are n 

finance. The fact that pote .. -"W,JI· ,u • .& ......... , .. __._...__. ..... ...,..,.., 

management of these institutions J'R 

o Buckley (1997) are varied. Firstly, 

t accountable to the associations for 

wish. Secondly, because transaction 

a popular but also an efficient, source of 

It i.Jel in the establishment and 

~~fsUe&ss of cr~dit associations. Since 

members of associations tend to know each other, these associations in the view,of Muhumuza 

(2001) are not plagued by the same risks (r~lated to information constraints) as commercial 

banks. For the same reasons (easy access to information about members, the ability to screen 

nembers with a lot of precision as well as, monitoring and peer pressure by other members) 

Juhumuza (2001 ), members of associations are less likely to default. 

i'hese associations, by definition, have simple and transparent management systems. Meetings 

are regular and members participate freely and records are simple and understandable. The 

procedures for accessing loans were also simple and transparent. These associations were also 

flexible and occasionally rescheduled loans depending on circumstances where the borrower was 

unable to repay on time (Weideman, 2004). Money is available within a week. It is therefore 

evident that the success and strengths of these associations is built on the easy accessibility of 

information about members, simplicity and transparency of the institutions, high levels of 

participation, and simple procedures. There is also peer pressure to repay or to make the monthly 

contributions" (Muhumuza, 2001). Muhumuza's study of six credit associations in Uganda 
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revealed that these associations improved the welfare (social and economic) of members. 

According to Weideman (2004) membership of Rotating savings and credit associations 

translated into increased political influence and access to substantial funding, which could be 

invested in income generating projects, including agriculture. 

With regard to household welfare, respondents said that the nutrition of childreJ?. as well as, the 
i 

ability to pay school and medical fees had improved since joining the associations. Respondents 

also indicated that they were able to accumulate assets such as land, animals and equipment. In 

addition, leadership skills were developed and, in some cases, participation in associations had 

empowered women and enhanced th.),,l.ll.· -Ol~'"'-"~ .iiL.~ ~ iety (Muhumuza, 2001). Although 

membership in rotating savings and ere it a e clear economic and social benefits, 

these associations are not likely to addr S1 h as structurally entrenched poverty or 

transform economic power relations in e e associations are affected by severe 

capacity constraints and can only pr sources and, as such, are "coping 

mechanisms" rather than "p e overty (Muhumuza, 2001 ). The reason is 

that the total amount of resou crease significantly, even 

if payments are invested in income 'fc accumulation. 

3.8 Money lenders 

According to Buckley (1997) moneylenders are able to disburse short-term loans (at high interest 

rates) significantly faster than institutions do. Therefore, moneylenders are generally considered 

to be an important source of finance for the rural poor. Yet, empirical evidence indicates that 

moneylenders are only used as a last resort - largely because of the stigmatised nature of money 

lending. Moneylender use was not prevalent among micro-entrepreneurs in Kenya, Malawi or 

Ghana (Buckely, 1997). In cases where individuals did obtain loans from moneylenders, Buckely 

(1997) states that, it was for consumption and/or distress purposes and not for productive 

purposes. 

In a study of 950 small-scale producer household areas in Guatemala, Barham et al., (1996) 

found that moneylender's are generally viewed by borrowers as lenders of last resort, or for 

short-term loans at high contract rates but with low transaction costs, rather than as lenders of 

first resort for productive loans. Like many other credit intermediaries, moneylenders provide 
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loans only to individuals with some form of security, hence excluding the poorest members of 

society from access to credit. On the other hand, Weideman (2004) argues that it is normally the 

poorer sectors of rural communities who borrow from moneylenders, at often exorbitant rates of 

interest, because they cannot access credit on more reasonable terms from other credit 

institutions or intermediaries. Hence, the lack of regulation leaves those who access credit 

through moneylenders open to exploitation. Furthermore, empirical evidence suggests that 

moneylenders are also affected by capacity constraints that limit their ability to lend to more than 

a small group of individuals (Weideman, 2004). In Barham's et al. (1996) view the informational 

problems and transaction costs are likely to1 rise as soon as moneylenders expand their scope of 

activity, hence negating the informationa 

3.9 Self-finance 

In many cases, agricultural 

institutions. In the absence of effective fo 

njoy relative to formal institutions. 

without access to formal credit 

-ems, Buckeley ( 1997) reports that self-

fmancing played a crucial role in agricultun1l devel,2,Pment in Kenya. In literature it is stated that 

agricultural sectors of develoY nIJ-l¥~MU~f riPafe ~9ogJ-J&itc~ of credit tend to be the 
Toaetner zn Excellence 

most prevalent, with relatives and crose neighbours dominating in the extension of credit. 

Buckley's (1997) research among micro-entrepreneurs in the informal sector in Kenya, Malawi 

and Ghana indicated that a common source of enterprise finance was from family and friends, 

while the major source offmance was self-generated funds (self-generated funds mean any funds 

that are not borrowed from lending institutions). Buckley (1997) also points out that extending 

credit to those who are unable to generate own resources may not solve problems relating to 

poverty, income generation or employment, since those who are unable to generate self-finance 

have already "distinguished themselves as less entrepreneu?al". Wyideman, (2004) argues that it 

might be more cost-effective to improve supporting infrastructure (~arketing facilities, roads and 

input supply networks) and have farmers/rural entrepreneurs supply their own seasonal/start-up 

finance. 

3.10 Tenure security 

It is has been argued in studies that access to credit is dependent on land ownership. Weideman 

(2004) concludes that this is certainly true with regard to South African credit institutions that 

remain tied to the requirement of land as cpllateral for loans. This argument has also often been a 
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primary motivation for conversion to :freehold tenure systems. However, international evidence 

suggests that land ownership is not a sufficient condition for access to credit. Firstly, Weideman 

(2004) argues that commercial banks hesitate to lend to small-scale farmers and the rural poor 

for a variety of reasons. According to Bruce (1993) banks consider factors, such as savings 

records and access to viable income streams, other than from farming, when they consider 

whether to lend to small-scale farmers. What has emerged clearl\ from the redistribution 

programme, in an example gjven by Weideman (2004), is the fact that banks are not keen to go 

into ventures with Communal Property Associations. This statement is further supported by Lyne 

and Lima rural development foundation (1998) who suggested that communally owned land can 

hardly be used as collateral because ba 1p1,iu,{,,:\,t410,,1Al"ne value of collateral pledged by the 

trust - they are concerned with quality o 

Furthermore, Bruce (1993) confirms 

administrative costs are low in proporti 

recovered much faster. 

bility to control co-owned resources. 

for larger opportunities in which 

he loans and in which capital can be 

The Land Redistribution for ~rtdllill&'.lta1.Cl$."ti~o-"-"-"---'""'-' a .. ~~-~---~ably introduced a shift in 

the'-govemment' s thinking and imp 9ftf;~Ii. b¥ 1ftaiG1eM~bfttion, placing far more emphasis 

on the development of a class of black commercial farmers . Conversion to freehold tenure in 

Kenya, also did not increase access to credit. Shipton (1992) synthesizes that this failure was the 

result of the fact that new landowners were not willing to risk losing their land by mortgaging it. 

Land in Kenya ( and in many African communities), has a cultural and religious significance (i.e. 

linked to the presence of ancestors), which discourages land mortgaging. 

Furthermore, conversion to freehold tenure and collateral requirements could deprive small-scale 

farmers and the rural poor of their land. Land may be lost to debtors or sold in emergencies 

(Weideman, 2004). The 1997 White Paper on land reform, for example, argues that one of the 

advantages of communal tenure is that land cannot be sold in emergencies or foreclosed for debt. 

In the Eastern Cape, a number of farmers have been offered land title but are not willing to take 

it. The farmers have built up a combined debt of R20 million with the Ciskei Agricultural Bank 

and fear that they will lose their land to their debtors as soon as they receive ownership rights 

(Kretzman, 2001) 

43 



 

 

3.11 Government interventions to improve access to credit 

The formation of parastatal institutions with a mandate to channel credit to smallholder farmers 

is one of the approaches used by governments in developing countries to promote smallholder 

agricultural development (Machethe, 2004). According to Kirsten (2006), prior to the first 

exemption notice issued in 1992, much of South African population people have been excluded 

from formal banking systems, and do not have legal access to formal credit. The Usury Act, 

according to Baiyegunhi (2008) limited pricing and effectively restricted the product offering in 

the market. As the government has taken a market-based approach for policy, the government 

has done more to facilitate and regulate rather than rovide direct financial services (Kirsten, 

2006). These policies which are in line 

responsibility to the individual rather th 

for small businesses has not actually pro 

-tns~ i~tt~is neoliberal policies, which move the 

e t, while aiming at increasing lending 

o jobs (Akpan, 2005). 

The government has wholesale financiers • e Kliula, • ch fund and start up the micro finance 

organizations. Khula offer ~arant~e produpts to rristered commercial banks and other private 

sector financial institutions U!1-1Yf1&8lt~<1 af Pg~le:Ji~[~ula assumes some risk 
Together in Excellence 

associated with lending to the small, medium and micro enterprises (SMME) community. Micro 

Finance Institutions (MFI) then must use their ,.own minimum standards for loans, with over 

R165 million having been channelled to SMMEs (Rogerson, -2004). These MFis target 

historically disadvantaged communities, particularly women and semi-urban areas, with over 70 

per cent of loans given to women to help them start small businesses or expand existing ones 

(Akpan, 2005). Khula has received a lot of criticism because they have not built capacity or 

expanded outreach (Akpan, 2005; Rogerson, 2004). In 2005, the government created the South 

African Microfinance Apex Fund (SAMAF) to replace Khula, with the mandate to address 

poverty and unemployment through the provision of affordable access to financial services, 

institutional and client capacity building and savings mobilization through co-operatives and 

other indigenous formations such as burial societies and Stokvels. The failure of Khula is an 

example of how lending may not be effective without structural change. Furthermore, the Land 

Bank and the Agricultural Credit Board were established to serve commercial farmers, while 

parastatals were established in the former homelands to serve smallholder farmers (Sebopetji, 
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2008). The collapse of such parastatals resulted in smallholder farmers without access to credit 

services (Sebopetji, 2008). 

At the same time, the land Bank's mandate was broadened to accommodate those previously 

excluded from its service (DBSA, 2005). The Land Bank in its annual report in 2004 reported 

that the loan amount granted for development farmers grew by 5.3% from Rl 041 billion to 1 

096 billion, 10 confirming the great progress made by the bank in carrying out its mandate of 

improving access to finance by resource-poor farmers, and on the other hand continuing to serve 

the commercial farmers (Land bank, 2004). The realization of insufficient progress made to 

improving access to credit for smallhorer fanuers prom ted the government to establish the 

Micro-Agricultural Finance Institutions f · // AFISA) (DBSA, 2005). The Scheme 

is supposed to address credit needs of s 

lending to established commercial fa 

currently (2015) underway in three pro 

while the Land Bank concentrate on 

06). The MAFISA pilot project is 

Limpopo in Ga-Sekhukhune District 

Municipality, KwaZulu-Natal in Umkhanya ··:s rict Municipality and the Eastern Cape in 

O.R Tambo District Municipa. iversity of Fort Hare 
Together in Excellence 

The launch of MAFISA pilot project is a great initiative by the South African government as its 

objectives are (NDA, 2006): 

To test delivery systems and channels, 

To identify problem areas for solution prior to full roll-out, 

To determine the acceptability of terms in the market and 

To obtain information on performance for future business case projections. 

Despite mobilization of deposits and insurance services being important Besley, (1994) states 

that rural credit still plays a more significant role in promoting rural development in many 

developing countries. Manganhele (2010) reveals that experience in many developing countries 

demonstrates that access to credit could accelerate the adoption of new technology. Such access 

can stimulate agricultural production through increased farm output and improved rural income 

distribution (Klein et al., 1999).- Land Bank also provides credit, mostly to commercial farmers. 

However, Sebopetji (2008) states that small holder farmers are reluctant to get credit from the 
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Land Bank, since paperwork and guarantees are clearly oriented for commercial activities. In 

relation to this issue government interventions on increasing access to credit, Manganhele (2010) 

noted that in Mozambique, the financial sector is still underdeveloped with banks operating only 

in urban areas and almost no formal credit institutions exist in the rural areas. For this reason, the 

provision of many of the financial services ( deposits, insurance, credit, etc.) in rural areas is 

limited (MRFSP, 2003). Most commercial banks are wary about lending to smallholder farmers 

in Mozambique (Bertelsmann Transformation Index, 2006). 

3.12 Evidence from literature 

Empirical evidence from literature sugg access· to financial services both in 

the formal and informal sectors is in u ...,._.,,. ,.,., 1,•tional factors, product features and 

household socio-economic characterist ~~e&...-.to.QJldWg at the institutional perspective, the 

location of the lender and its condition n greatly influence the probability of 

access. In a study by Porteous (2003) in S ---- bserved that access to formal financial 

services in tends to be limited to ~alaried workers+therefore'JYcluding the poor, unemployed, 

self-employed and informally\JJi\loY~f~\Xs.Qtrilu!Jrft fttec}fcfthat most banks demand a 
Together in Excellence , 

pay slip as a pre-condition for account opening. Dallimore and Mgimeti (2003) also showed that 

long distances and high transportation cost constrained the poor rural household's access to 

formal financial services mainly located in urban areas. 

Larson et al. (1994) argues that borrowers choose informal financial services because of easy 
\ 

access, variable loan size, flexible repayment schedule, personal guarantees, convenience and 

very short period needed to obtain loan approval. Rahji and Adeoti (20 I 0) identified the 

determinants influencing Commercial banks decision to ration agricultural credit in South-

W estem, Nigeria. Data for the analysis were sourced from the agricultural credit transactions of 

the banks. Evidence, from the estimated logit model indicated that farm size of the farmers; 

previous year' s income, enterprises type, household net worth and level of household agricultural 

commercialization are significant but negative·· factors influencing the banks decision to ration 

credit. Higher values of these factors decrease the probability that the borro~ers will be credited 

rationed. The number of dependents in the household has a positive significant impact on the 

probability of being credit constrained by the banks. Hence higher values of this variable 

increase the likelihood of being credit rationed. 
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The results also indicate that the larger the magnitude of the coefficient estimated, the bigger is 

its impacts on the odds of being credit-ration per unit change in its variable (Salami and 

Arowomo, 2013). Other study by Yegoh and Kimeli (2013) in Kenya observed that: education, 

land size, security, age, gender, land owner, income, apply loan, repayment, interest, farming's . 

and maize yield, were significant predictors of accessibility to credit. This study further indicated 

that access to agricultural credit is influenced by private land ownership, since they have sole 

ownership hence full rights to use or commit the colla~erals they have in order to obtain credit. 

Kgowedi et al. (2002) studied the factors distinguishing the choice of moneylenders and non-

money lender and found that age, level of occupation, and marital status are important 

determinants for 

moneylenders. 

The study also found that income influe c 

out that a preferable approach in ens 

rvices of moneylenders and non-

moneylender. Coetzee (2007) points 

(including saving) rather than extending cred1 

1ty of efficient rural finance services 

exclusively agricultural production is a 

. , - .. lb.H t ~J!ilmt111m (2004) argues that the 

(jj:ficfifbJlf q~lLelJft,cft aspect of rural development. 

preferred approach when 

establishment of efficient forms ;f :f.O 

Bradford et al. (l 996) have i.dentified loan size and quantity rationing, and the interest rate 

charged to be the effects of collateral on credit availability and there is ample support for this 

assertion. In a study conducted in India by Binswanger et al. (1993), the result showed that the 

probability of obtaining loans from lenders was determined by the amount and the form of the 

client's assets that have high collateral value, and by his personal characteristics. The likelihood 

of getting better loan terms and a larger loan size was influenced by increases in the client's 

wealth. 

In a study of rural credit accessibility in Northern Nicaragua, Vaessen (2001) reported that both 

institutional and household level characteristics influence access to credit. On the institutional 

level, the target group the selection criteria of clients, the geographical area of operation, and the 

features of financial products to be provided to address sustainability concerns, all which 

influence credit availability are important factors which lenders based their decision on. At the 

household level, being part of the target group or living within the targeted geographical area 

also influences credit access. The results from the logit regression showed that education level, 
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off-farm activities, and access to a network of information and recommendation are all positively 

and significantly influencing the probability of access to credit. Bell et al. (1997) noted that 

interlinked credit contracts and visible household assets have a positive and significant influence 

on the amount of credit supplied by informal credit agents, while Baydas et al. (1994) in a 

different study observed that interest rates, loan period, business profits, and education level had 

a positive and significant influence on the amount of informal credit supplied. 

Access to credit from the Gambian Co-operative according to Zeller et al. (1994) was influenced 

positively and significantly by age and household income, while being female had a negative and 

significant effect. This result implies J#6~Sl-J,J,--\,,l¼~v.1~ ,~on who had control of household 

determinant of household access to cred t 

low levels of collateral among the poo 

instruments in the formal financial market. 

, h le women were discriminated against 

ollateral requirements are a major 

formal sector. He observed that the 

med their limited access to financial 

University of Fort Hare 
In studies conducted by Manganh_rog<Jl~~ Yh ~mri!Weeand in Tanzania by Mohamed 
(2003), managed to establish six common important factors, these factors included terms of 

credit and conditions, years of formal education, age, gender, income and degree of awareness of 

available credit services. Manganhele (1999) noted that in women, the level of power in decision 

making of an individual within the household was also established as an important factor in 

influencing an individual's chances to access credit. This finding was further supported by 

(Mohamed, 2003) who noted that, although some of microcredit programmes target women, they 

do not benefit equally with men from the available credit services. Stokvels are informal rural 

saving and money lending schemes operating at village level. Many village communities have 

'stokvels', usually formed by females (Manganhele, 2010). The members usually put money in a 

common pool, which they share at the end of the year. Variations of the stokvels are emerging 

which allow members to invest the savings into some business or other investment options. 

In addition, Bigsten et al. (2003), and Fliesig (1995), stated that in developing countries 

asymmetric information, high risks, lack of collateral, lender borrower distance, small and 

frequent credit transactions of rural households make real costs of borrowing vary among 

different sources of credit. These studies were on the power of collateral, determinants of 
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household access to and participation in formal and informal credit markets in Malawi (Y egoh 

and Kimeli, 2013). These are true with most Kenyan financial institutions, where loans are 

advanced to farmers at the start of planting season and expect them to repay at harvesting time. 

Atieno (2001) did an empirical assessment on the formal and informal institutions lending 

policies and access to credit by small-scale enterprises in Kenya. The findings showed that 

income level, distance to credit sources, past credit participation and assets owned were 

significant variables that explain participation in formal credit markets. 

Udoh (2005) noted that, the demand of credit is influenced by several factors such as personal 

attributes of the individual, area speci c '-'¼"'1....-.!-'-»~,~ redit source attributes. Udoh (2005) 

further states that these attributes influ 

such that what might determine the de 

different from what determines credit 

ferently irrespective of their gender 

a particular female farmer might be 

r farmer. These findings imply the 

existence of serious weaknesses in the er in targeting the right beneficiaries for 

poverty alleviation, since wonm.c:ri111-ts JTJ:\~a:iaiEen wartil&J~OldUJfi~ t disadvantaged groups in 

many developing countries, partic _ID~~l~~~t!e:, 1999). However these studies 

contradict that one of Okurut et al. (2004) who noted that household composition, migration 

status and credit demand is higher for males than females and for households with a higher 

dependency ratio, demand for credit is less in households with sick members and more land 

assets per adult equivalent, while gender does not play a significant role in the demand for credit. 

Some other study conducted by Ololade and Olagunju (2013) in rural farmers of Oyo State 

revealed that gender, marital status, guarantor and high interest rate are the main factors 

determining farmers' a·ccess to credit in the study area. Also, lack of collateral security, lack of 

guarantor and high interest rate are the major problem the farmers are facing in credit acquisition 

(Ololade and Olagunju, 2013). 

3.13 Chapter summary 

This chapter studied a range of credit options that have been used in conjunction with land 

reform programmes elsewhere in the world. Of the range of credit options reviewed, micro-credit 

programmes and rotating credit associations seem to have the highest degree of success, in terms 
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of reaching the poorer sectors of rural societies.. and in producing "sustainable" results. However, 

most credit institutions programmes fail to reach the poorest sections of rural society. This 

chapter gave a description of the 1997 White Paper on South African Land Policy which 

identifies as a priority "the need for major institutional, policy and legal reform in regard to land 

and rural financing" and further states that the South African government has the "responsibility 

to provide assistance with farm credit" and that and increasing . number of land reform 

beneficiaries "have developed business plans whose successful implementation requires access 

to credit and other fmancial services in order. that production and income generation on their 

newly acquired land can take place. The majority of rural people still have very limited access to 

formal financial services". The challeng coupled with the accepted premise 

that access to cheap credit is a crucial va ·a .-....----.... or failur~ (short and long-term) of a 

land reform programme, as well as for • hpl1'iJ::w,d.rtr or profitable farming. Despite the 

government efforts to improve access t - ncial service literature suggests that 

many farmers (especially small scale fa ______ as) are still faced with major challenges 

when it comes to access to er niversity of Fort Hare 
Together in Excellence 
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CHAPTER4 
DESCRIPTION OF STUDY AREA 

4.1_ Introduction 

In this chapter, the review of the study area is presented with a detailed agro-ecological survey 

summary of the municipalities with special reference to Nkonkobe local Municipality which is 

the study area. This chapter focuses on climatic conditions, geology, and demographic data of 

the study area. 

4.2 Amathole district municipality 

Demonstrated in the figure below is the 

Cape, South Africa. Amathole District N.!:!'~r.'nJM 

Cape stretching along the Sunshine 

Seaboard to just south of Hole in the Wa 

Figure 4.1: Map of Amathole District Municipality 

le district municipality in the Eastern 

ated in the central part of the Eastern 

River Mouth, along _ the Eastern 
st. • 

Source: Census (2011) Municipal fact sheet, published by Statistics South Africa 

It is bordered to the north by the Amathole Mountain Range. It is comprised of seven local 

municipalities: Mbhashe, Mnquma, Great Kei, Amahlathi, Ngqushwa, Nkonkobe and Nxuba. 

Four heritage routes have been developed that are named after XJ;iosa kings and heroes. They are 

the Maqoma Route, the Makana Route, the Sandile Route and t4e Phalo Route.· These intertwine 
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with the other tourism routes located withi~ the district, namely the Sunshine Coast Route, the 

Wild Coast Route, the Amathole Mountain Escape Route and the Friendly N6 Route. 

Table .4.1: The demo ra hies of Arna thole District Munici all 
Population 
Age Structure 
Population under 15 

Population 15 to 64 

Population over 65 
-··~ .... ···-·-... 

Dependency Ratio 
Per 100 (15-64) 

Sex Ratio 
Males per 100 females 

-~··-~•------ -~·-------· . ·-------- -·-- •' 

Population Growth 
Per annum 

Labour Market 
Unemployment rate {official) 

Youth unemployment rate (official) 15-34 
---· ...,_ ••··•---. - •·. ••·-·· "" - -··•··-·-••·'·•--• -- = " - -•.- ••---~•- •••· ·-• _ .. , • ---- ·••-v •. ~~-•--~--- __ ,__ • -- •• • 

Education (aged 20 +) 
No schooling 

Matric 

Household Dynamics 
Households 

Formal dwellings 
--···-··-······•·--·•··--··· 

Housing owned 

Source: Census (2011) municipal fact sheet, published by Statistics South Africa 

892 637 

33.40% 

57.60% 

8.90% 

73.60 

-0.82% 

42.90% 

13.50% 

6.10% 

13.40% 

As it can be seen in above that the Amathole District Municipality (ADM) has a population of 

892 637 which has about 237 776 households. The average size of households is 3.60 and most 

of the households are headed by females. The dominance of the public sector in the region's 

economy reveals the limited production base of the area. Although ADM has high agricultural 

production potential particularly in livestock, agriculture continues to contribute only 3 % to the 

economy of ADM. Many local municipalities continue to import agricultural products from 

outside their boundaries despite this potential. This is probably explained by low levels of 
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development, especially high levels of poverty and poor infrastructural development. This 
\ 

suggests that potential and emerging farmers have limited access to resources necessary for 

production (Credit included). It is also important to note that although women are dominating the 

population at 53%, their role in agricultural activities is low. 

4.3 Nkonkobe local municipality 

Nkonkobe Municipality is a countryside municipality that sits at the foot of the ever-imposing 

and majestic mountain range of the Winterberg (IiNtabazeNkonkobe ). The municipality was 

established in 2000 and is made up of now disestablished Transitional Local Councils. Alice is a 

legislative seat and Fort Beaufort is th at (The local government handbook, 

n.d). The latter is situated about 14 ~-- East London on the R63 and is 

approximately 200km north-east of Port 

Figure 4.2: Nkonkobe municipality intergrated development plan 
Source: Eastern Cape Socio Economic Consultative Council (ECSSEC), 2014 

r 

The municipality is the second-largest local municipality, constituting 16% of the surface area of 

the Amathole District Municipality. Nkonkobe Municipality is a countryside municipality that 
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sits at the foot of the ever-imposing and majestic mountain range of the Winterberg 

(IiNtabazeNkonkobe). Cities/Towns in the area include: Alice, Fort Beaufort, Hogsback, 

Middeldrift,. Seymore. The economic growth of Nkonkobe Municipality has been supported by 

general government services; wholesale and retail trade; community, social and personal 

services; finance and insurance; business services; construction (Statistics South Africa, 2011 ). 

4.4 Total population 

According to ECSSEC/ Nkonkobe Municipality has an estimated total population of • 

135,660.There are 21 wards within the Nkonkobe municipal area. Approximately 74% of people 

living within the Nkonkobe municipal a 

Nkonk:obe (72%) resides in both villa e 

Urbanisation is mainly concentrated in 

Table 4.2: Nkonkobe municipality total po 
Population group 

Area 

Nkonkobe Local Murucipatif:,J tn11:fian air Asian 
\\'htte 
Cab.nred 
Stack African 

Source: HIS Global estimates, (2010) 

4.5_ Population Growth Rate 

The majority of the population of 

n 28% resides in urban settlements. 

2011 Percentage 

141 0% 
476 1% 

5,805 4% 
129,238 95% 

The population ofNkonkobe has moved from -2.0% in 1997 to -0.5% in 2010. This is according 

to Global Insight estimates for 2010 and is reflected in the graph below. 
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Population ~rowth: Total 
EC127: Nkonkobe Local Municipality 

0.0% ....----.......--.......---T---T---T--.....--.....--.....--~-~-~-------, 

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 

Figure 2.3: Population growth iverM· ty of Fort Hare 
Source: IHS Global insight estimates (~0 . • E ll 

1 oge er zn xce ence 
4.6 Number of households by population .group 

According to Global insight, there are 27,716 households and are divided according to racial 

groups as follows, Africans with 25 866 households, Whites with 250 households, coloureds 

with 1114 households and Asians with 28 households. 

Table 4.3: Number of households by population 2roup 
Group type Number 

African 25 866 
White 250 
Coloured 1114 
Asian 28 
Total 27 716 
Source: IHS Global insight estimates, (2010). 

4.7 Human Development Index (HDI) 

HDI is a summary of composite index that measures a country's average achievements, in the 

three basic aspects of the human development: longevity knowledge, and decent standard of 
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living. Longevity is a measurement by a combination of adult literacy rate and the combined 

primary, secondary and tertiary gross enrolment ratio and the standard of living is measured by 

GDP per capita .The Human Development Index (HDI) reported in the HDI report of the United 

nations is an indication of where a country is, in terms of development . The index can take value 

between 0 and I ,countries with an index over 0. 800 are part of the high Human Development 

Group and countries between 0.500 and 0.800 are part of the medium and countries below 0.500 

are part of the HDI group . The human development for Nkonkobe Municipality is sitting at 

0.60. This shows that the levels of human development are still very low. 

Table 4.4: Human development index 

YEAR 2008 

TOTAL 

PERCENTAGE 

0_49 

Source: IHS Global insiglit e 

4.8 Poverty indicators 

2010 

0_60 

o ort Hare 
Together in Excellence 

The figure below shows that the level of poverty in Nkonkobe is declining. The total number of 

people living in poverty is less than 40%. This may be attributed to many aspects namely; the 

social grants offered by national government, seasonal jobs offered in the citrus industry and 

even contributions done by the municipality in terms of infrastructure development. 
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Figure 4.4: Poverty indicators of Nkonkob 
Source: IHS global insight estimates, (2010). 

4.9 Education University of Fort Hare 

60.0% 

50.0% 

40.0% 

30.0% .E 

20.0% 

10.0% 

0.0% 

Nkonkobe municipality is showing lifffll!ffi6W·l5~ulfl~t~t1f education. This is reflected by 
the figure below of highest levels of education of people at age 15+. 

100% 

90% 

SO% 

70% 

60% 
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0% 
1996199719981999 200020012002200320042005200620072008 2009 2010 

Figure 4.5: Level of education distribution 
Source: IHS global insight estimates, (2010). 
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In terms of functional literacy, the municipality is also showing a great improvement. The total 

number of illiterate people as at 2010 is 21 293 and it was sitting at 19 541 in 2009. These people 

are at age 20 and have completed grade 7 or higher. Literate people are 50 017. In 2009 this 

number was sitting at 49 638. In terms of percentage; literacy is at 70.1 %. 

4.10 Formal Housing 

Out of 27 716 households, Nkonkobe municipality has various types _of houses ranging from 

very formal, formal, informal, traditional and other dwellings. The following table shows the 

number of households by type of dwellin . No of households by type of dwelling unit 

Table 4.5: distribution of houses in differe 
Other Total 

3 048 15 352 182 15 27 716 

Source: IHS global insight estimates, (20 

This puts 66.4% of h~us~h~f§ 51ffg • ~~onkobe municipality. The 

backlog of formal housmg lS estrm gefliJP·in Excellence 

4.11 Sanitation 

The municipality has done a great job in terms of sanitation. Toilet facilities have improved since 

1996. The municipality has various types of toilets, these include flush toilets, ventilation 

improved, pit toilets and there are still few bucket system toilets. There are also areas where 

there are no toilets. According to Global insight (2010), there are 3 999 households with flush 

toilets, 2063 households with ventilation improved, 19 827 households with pit toilets, 386 

households with bucket system toilets and 1440 households have no toilet facilities at all. 21.1 % 

percent households have hygienic toilets. 

4.12 Water Infrastructure 

The municipality has also done very well in terms of water in1!astructure since 1996. The water 

infrastructure is divide into piped water inside dwelling, piped water in yard, communal piped 
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water less than 200m(- within the RDP standard), communal piped water above 200m (Below 

RDP standard). There are still areas that are without formal piped water though. gienic toilets. 

4.13 Labour 

4.13.1 Economically Active Population (EAP) 

Nkonkobe municipality has 25 692 economically active people as per the official definition 

(Global Insight, 2010). This represents 22.5% of the total population. 

Table 4.6: Economically active population in the re ion 
YEAR 2007 2008 2010 

PERCENTAGE 22-4% 22.5 % 

Source: IHS global insight estimates, (2 

4.13.2 Unemployment 

Nkonkobe municipality still eK-l'.>$:t:l~e.~:i- .m.eA e 00,~m.1:n~~en-t:. According to the official 

definition of unemployment, thefu0 flJlh« wsE~RGJl~Yfla people in the municipality. 

Unemployment rate is 57 .8%. 

Table 4.7: Unemployment rate from 2007 to 2010 
Year 2007 2008 2009 2010 

Percentage % 57.2 55.6 57.5 57.8 

Source: IHS global insight estimates, (2010). 

4.14 Agriculture 

Local Government White Paper and the Constitution of the Republic of South Africa state that 

no country today can effectively meet its challenges unless the components of government 

function as a cohesive whole. This involves: 

Collectively harnessing all public resources behind common goals and within a 

framework of mutual support. 
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Developing a cohesive, multi-sectoral perspective on the interests of the country as a 

whole and respecting the discipline of national goals, policies and operating principles. 

Coordinating their activities to avoid wasteful competition and costly duplication 

Utilizing human resources effectively. 

Settling disputes constructively without resorting to costly and time-consuming litigation. 

Rationally and clearly dividing between them the roles and responsibilities of 

government, so as to minimize confusion and maximize effectiveness. 

The municipality has been working very close with Government departments. The Department 

of Agriculture through its Agricultura-i- : ,:::::::.::::·namely; Siyazondla, Comprehensive 
Agricultural Support Programme (CAS c ion and King Sandile Development 

Trust projects (KSDT) has played a bi .l,-',l,iL.iW...-0.1.~.u-~~~ opment of the Nkonkobe Municipal 

area. A large number of communities in 

by poverty and unemployment benefited 

e municipality who were confronted 

ts. Siyazondla beneficiaries are able to 

consume fresh vegetables from their home gar ens and also able to sell the surplus produce to 

the surrounding communitilJ i o~§j~ {i)ife¾\t F~ject slightly curbed the 
Toa.ether in Rxcellence _ dependency syndrome where commuiut1es were m ffie past heavily dependent on government for 

continuous assistance. Siyazondla project a government initiative will expand to benefit more 

communities for as long as communities are able to sustain their projects. 
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4.15 Agricultural statistics of the Nkonkobe local municipality 

Nkonkobe municipality has some agricultural activities taking ·place in the area. The figure 

below shows that most of the households in the Nkonkobe municipality engage in different types 

of fa~g activities. It can be seen that most households practice livestock production. Only 

about 24.2% of the population practice vegetable production. 

Agricultural households in specific activify 
50 ·--- ·--·····- ------·------- -··----- ·- ------ ·-··- --· -·- -····-···-· --· ·- ------- ·-· 

40 

a 30 

ff 
C 
§ 
a c.. 

0 

stty of Fort Ha e 
ther in Excellence 

3.5 3.4 

I ~-
Vegetable Other Other 

crops Source: Stau. 5.:0. 

.. An a·aricultural household may engage 1n more than one agricultural activity 

Figure 4.6: Agricultural households in differel}t activities 
Source: Stats SA, (2011) 

4.16 Agricultural households by type of activity 

The Figure 4. 7 below which that 56. 7% of the population in the municipality were only involved 

in livestock farming. In relation to this study, it focused on smallholder crop farming. · The figure 

further showed that 13.6% of the local population farm with crops and livestock i.e. mixed 

farming amounted to 28.0% of the population. 
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Agricultur I households by type of ctivity 

Figure 4.7: Agricultural households by type of activity 
Source: Census (2011) Municipal fact sheet, published by Statistics South Africa 

4.17 Distribution of households based on income category 

It is noted that greater access to credit facilities has the potential to be the direct solution to 

increasing production in the farming sector. It is interesting to note from the table below that 

which indicates farmers ' involvement in any farming activity in the Nkonkobe region of which 

most of them have incomes of R4 801 to R38 400. However, it is also pertinent to note that 

28.4% of the population in the region have little or no source of income. The figure below shows 

the distribution of households based on income category of agricultural households ' . 
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Figure 4.8: Income category of agrictt.ff'lll'}tr-nrou: 
Source: Stats S.A, (2011). 

4.18 Rainfall 

0,6 
I 

R307 201+ 

According to Statistics South Africa (2011 ), Alice town is said to receive about 3 86mm of rains 

per year, with most rainfall occurring during summer. Alice s said to receive an average rainfall 

which is good for plantation and cultivation during September to October. The figure below 

summarizes rainfall of Alice based on averages: Nkonkobe Municipality. 
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Average Rainfall (mm Graph for Alice) 
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Figure 4.9: Average rainfall . 
Source: Statistics South Africa, (2 ether zn Excellence 

From the figure above, it is evident that Nkonkobe municipality receives the lowest rainfall 

distribution of about 19 mm in May and June with the highest rainfall which is more than 62 mm 

in November. 

4.19 Temperature 

It is evident from the figure below that Nkonkobe local municipality normally have hot summer 

and cold winter. The average temperature ranges from 25°C to 29°C during summer and 5°C to 

10°C during winter. Minimum temperatures changes between 5°C in June, July and 15°C in 

February, and this means that the area is cold in winter and hot in summer. Maximum 

temperatures ranged from l 9°C in July to 29°C in January. These are good temperatures for 

agricultural activities such as crop production. Figure . 4.10 below summarizes the average 

temperatures for the year 2011. 
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Average Temperature (0 c) Graph for Alice 
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Figure 4.10: Average temperature for Alice 
Source: Statistics South Afri • rsity of Fort Hare 

Together in Excellence 
4.20 Agriculture in the region 

This region is filled with many water basin basins to supply for irrigation during agricultural 

activities. These basins have favourable soils and adequate water supply for intensive irrigated 

crop production and needs proper conservation to promote sustainability. However, the 

agri_cultural sector in the Nkonkobe region has been in a state of decline in the past years. 

Government institutions such as Ulimocor which used to provide substantial support in citrus 

and beef farming in the 1980s were closed down in 1997 without any alternative, or back up 

support for farming in the area (Nkonkobe Economic Development Agency NEDA, 2013). 

Recent projects have, however been developed which benefited a large number of communities 

in various wards who were confronted by poverty and unemployment. Citrus production, wool 

growing, cattle production schemes and the Alice Fresh Produce Market are a few projects which 

are major contributors in the economic development of the area as they employ workers on a 

permanent and seasonal basis (NEDA, 2013). The NEDA (2013) paper further states that 

agriculture is producing 30% of food demand only despite the fact that there is a lot of arable 

land. 
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The Local government paper states that a number of high value crops have been identified in the 

Nkonkobe Municipal Area, namely paprika, olives and essential oils. Nkonkobe has tried to 

work closely with the relevant sector departments in the past years in order to assist rural 

communities and various cooperatives, e.g. through the Siyazondla and the Comprehensive 

Agricultural Support Programme (CASP) by the Department of Agriculture as well as through 

the King Sandile Development Trust (KSDT) (NEDA, 2013). This included support to crop 

(largely fruit . and vegetable home) growers) and livestock smallholder farmers (sheep / 

woolgrowers, poultry) as well as citrus producers, mainly through the transfer of land transfer 

and infrastructure improvements (renovations, fencing, irrigation schemes). 

4.21 Conclusion 

This chapter discussed the description 

agro-ecological survey summary that in 1 
index, employment, climatic conditions an 

l!:::::::~~:::!!J 

ith its detailed socio economic and 

size, education, human development 

ctivities. It shows that the municipality 

has a total of 127 115 population with most pf the Pf:Rulation \eyig between the ages of 15 to 64. 

It is evident from this backgrYJJi~~~9\t~/Jle...f~~\101Ps'il[~ractice crop farming even 
'loqetner in bXceuence-.. 

though they are operating on a low budget as is shown by the fact that most people in the region 

have an income of R4 801 to R38 400. It is also evident that most people practice livestock 

production. 
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5.1 Introduction 

/ 

CHAPTERS 
RESEARCH METHODOLOGY 

This chapter concentrates on the research design of this study in an effort to explain how the 

study was conducted. The chapter is arranged in such a way that research design was presented 

first· by giving details of research instruments that were used to gather different types of data 

used in this study. This is then followed by discussing the sampling procedure, sample frame and 

justification of the study area. This chapter concludes by discussing analytical techniques that 

were used to analyse data and the variables. 

5.2 Data collection 

The method. of collecting data used p • sed a combination of primary and 

secondary data sources. The correspond~ I~ ~~~~,Jithering data consisted of a review of 

written documents and interviews with ----- mplemented by direct observation. The 

documents • were sourced fr av.ailable p~blicat~~ on fn<ij:i@nal and international cases of n1versnv 01 .11 or 11are 
government intervention in credit ,lllarkets_. Toe interviewer administered questionnaires were 

1 ogetner in .fixceuence 
designed to collect primary information on farmer-household socio-economic characteristics that 

were considered to be affecting the small scale farmers' decision on whether or not to take credit. 

The questionnaires were interview-administered a so as to alleviate the problem of 

misinterpretations or misunderstandings of words or questions. Structured interviews regulate the 

order in which questions are asked, so the questions are always answered within the same 

context. 

The interviewer administered questionnaires also ensures that all questions are answered and that 

respondents do not omit difficult questions. By having the questionnaires administered by an 

enumerator, it also means that information can be obtained from respondents who can neither 

read nor write. All these advantages, however, overshadow the disadvantages of this method. 

Such dis~dvantages include costs in terms of time and money, as interviewers have to interview 

the respondents separately and req~ire transport to reach the respondents. The characteristics of 

households that were required included the following: Size of arable land in hectares, farmers' 

age in years, number of years of formal education, gender, farming experience in years, family 
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size, and farm-income in Rand per annum. The questionnaire consisted of both open ended and 

closed ended questions. Open ended questions are important as they allow respondents to express 

their views freely, but they we~e minimized for easy data analysis as well as to pay focus on 

issues relating to research. 

5.3 Sampling procedure 

Taking into consideration cost implications and other relevant factors such as the extent of the 

study area amongst other things this study used simple random sampling. In this technique, each 

member of the population has an equal chance of being selected as subject. One of the best 

things about simple random sampling is ling the sample. It is also considered 
/ 

as a fair way of selecting a sample fro en po , ati n since every member is given equal 

opportunities of being selected. As it is thfl~ i~nr(~~tmtty, smallholder farmers were selected 

randomly around the communities of th: municipality to ensure that all these 

communities can have a representative. A opriate people for the study have been 

selected, this process becomet <t- lo.t less t~ consm·. . The .f~ults of simple random sampling u n1vers1t o art na e . . are usually expected to be more rMresentatiYe. o e p9Pulat10n ~fian those achieved with an Iogetherzn xceLcence 
alternative form of sampling. 

5.4 Sampling frame 

Literature defines sample frame as, the source material or device from which a sample is drawn. 

It is a list of all those within a population who can be sampled, and may include individuals, 

households or institutions. Due to lack of funding and lack of time this study targeted a sample of 

200+ respondents and ended up with 214 farmers. Respondents were randomly selected from the 

population. 

5.5 Justification of sample size and location 

The study was conducted in the region ofNkonkobe local municipality since the site is near· and 

the transport was not that of a limiting factor during data collection. To conduct this kind of the 

study it can be very expensive and time consuming. Thus, this study used simple random 

sampling. Singh and Chaudhary (1986) stated that a large sample is more reasonable and 

accurate than a small sample hence the 200+ respondents households was the target after the 
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consideration of certain factors such as financial resources available, time and the fact that the 

larger the sample size the better the viability and reliability of results. 

5.6 Analytical Tools 

5.6.1 Descriptive Statistics 

Descriptive statistics such as mean, median; percentages and frequency distribution were used in 

describing the socio-economic characteristics of the households involved in the study. 

5.6.2 Cross Tabulation 

This is a type of a bivariate analysis that . 

exists between two categorical variables 

ether a relationship or an association 

• ection of association is made obvious 

(Norusis, 2004). Cross tabulation pr·~ ~,,.m~~rim:~""'e ts of association, directional and 

symmetrical measures. In this study, Pe tatistical test was used to cross check 

the systematic relationship between houseH phic characteristics and access to credit 

using non parametric model. U . . f F t H n1vers1ty o or are 
Existence of association between hr~IJrrd™1~71£ff household access to credit was 

estimated using Pearson Chi-Square test of association as a follow up cross check measure to 

quantify the systematic relation inferred by correlation model. The Pearson chi-squared test is 

used when you have two or more independent samples with data consisting of frequencies to 

discrete categories, Pearson chi-squares entails the comparability of the observed and expected 

frequencies in two way tables known as contingency table. More so, a measure of the 

discrepancy existing between observed and expected frequencies supplied by the statistics chi-

squares .It is also to test the independence or association between two or more criteria or 

classification comparing the observed frequencies to expected frequencies. The computation of 

chi-squared test is normally done on contingency tables which represent the frequencies of class. 

Chi-square test can be used for the following 

1. To examine the difference between proportions of two independent populations. 

2. To test for independence. 

3. To determine the goodness of fit of probability distribution. 

Chi square test in this study was done to study the relationship between household's socio-

economic characteristics and access to credit. 
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k 

xz = ( Qi - Ei )2 ........................................................... (1) L Ei 
i=l 

Where: X2 is the chi square test 

I is the summation 
0 is the observed value 
E is the expected value 

5. 7 Correlation model 

For purposes of estimating, the 

agricultural credit a non-parametric corr 1 
a relationship between households' 

Specifically, the Spearman 's rho analyses 

..,..,,,..., ... ,.,,...nomic demographic and access to 

s sed to establish whether there exists 

d participation in credit market. 

which provide correlation coefficients 

that indicate the strength and t~ction ofth@linear WionshilT·T . un1vers1Iy o .rorI rrare 
An important competitor of theT-Paf!Jli.e7cJllt£tfG&ll&li!-~ient is the Spearman 's rank 

correlation coefficient. This latter correlation is calculated by applying the Pearson correlation 

formula to the ranks of the data rather than to the actual data values themselves. Daniel (1990) 

noted that by so doing, many of the distortions that plague the Pearson correlation are reduced 

considerably. Pearson correlation measures the strength of the linear r~lationship between X and 

Y. In the case of nonlinear, but monotonic relationships, a useful measure is Spearman 's rank 

correlation coefficient, Rho, which is a Pearson's type correlation coefficient, computed on the 

ranks of X and Y values (Daniel, 1990). It is computed by the following formula: 

[1- 6 L'(di)2] 
rho = [n(n2 - 1] ................................................... _ .......... (2) 

Where; di = is the difference between the ranks of Xi and Yi. 

n = the number of (X, Y) observation (ranks). 

rs = + l, if there is a perfect agreement between the two sets of ranks. 

rs = - l, if there is a complete disagreement between the two sets of ranks. 
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5.8 The logistic regression model 

To estimate the determinants of household access to credit, the probability of household access 

to credit is assumed to be determined by an underlying response variable that captures the true 

households' socio-economic status. The technique has been used for this kind of a situation (field 

of social sciences) where prediction of the presence or absence of an outcome based on values of 

a set of predictor variables is needed. According to Wooldridge (2009), the logistic regression 

coefficient can be used to estimate odds ratios for each of the independent variables in the model. 

The logistic regression model (lo git model) is applicable to a broader range of research situations 

than discriminant analysis. 

According to Wooldridge (2009) the te 

odds) which indicates the probability o 

interest. Binary logit in the view of Ha 

variable, that is, event A and non-event A. ---·--~--

a set of predictor variables (~m·eu<~~1n 

e natural logarithm of the odds (log 

o two categories on some variable of 

only two categories in the response 

1) also asserts that the model shows how 

ft{SJ,p;.m~ variable Y(ln (Pi/1 - Pi). 

The dichotomous response variabl re)r-~filb~~:e~iUEmM the occurrence of the event of 
( 

interest while Y =0 denotes otherwise. The dummy variables, also !mown as indicators and bound 

variables, characterize dichotomous responses. In this study, since only two options were 

available, namely "access to credit" or "no access to credit" a binary model was set up to defme 

Y=l for situation where the farmer accessed credit and Y=0 for situations where the farmer did 

not access credit from either formal or informal credit sources. Assuming that X is a vector of 

explanatory variables and pis the probability that Y=l, two probabilistic relationships as stated 

by Wooldridge (2009) can be considered as follows: 

, ePx 
p(Y = 1) = 1 + ePx ....................................................................... (3) 

ePx 1 
p(Y = 0) = 1-1 + ef3x = 1 + ePx ................................................... (4) 
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Woodridge (2009) concluded that since Equation (3) is the lower response level, that is, the 

probability that farmers did not access credit from formal and informal credit source, this will be 

the probability to be modeled by the _logistic procedure by convention. Chauke et al. (2013) 

states that both equations present the outcome of the logit transformation of the odds ratios 

which can alternatively be represented as: 
\ 

Thus allowing its estimation as a linear I o e . T"'r "(.'Jr>~,,~·-:1,,.,.. ... .... following definitions apply: 

0= lo git transformation of the odds ratio· 

~= the regression coefficient or slope o 

modeled; 

a= the intercept term of the model and; 

1 predictor ( or explanatory) variables 

xi= the explanatory orpredic JIJa\¥ r;.;ity of Fort Hare 
Together in Excellence 

The foregoing operations were feasible withi~ the SPSS package. In relation to Equation (3) the 

analysis generated the odd ratios using the maximum likelihood procedure (Field, 2005). The 

logistic regression in this study can be specified as: 

The set of explanatory variables selected as possible determinants of household access to credit 

in the study area are presented in Table 5 .1. It is difficult to separate completely the variables 

affecting demand or access because decision-making at both stages is based almost more on 

households' demand for rather than access to formal credit. These include; age, household size, 

household head education level, farm experience, Social capital, farm income and household 

size. 
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Table 5.1: Description of variables specified in the model 
Variables Type 

Dependent variable: Access to credit Binary 

1-yes 

0-No 

Independent variables 

Age (x1) Continuous 

Farm size (x2) Continuous 

Household size (x3) Continuous 

Educational level (x4) ~\t /\o/ifi~UOl lS \ /I .4 
Farm Income (xs) I~ Co -~-'.,{ .. ~. s 

V 
Farm experience (x6) ........ •:~l6yt ......01 

TT --- lS IN .. .,_ RIM ,_ 

Social capital (grant) (x7) \ II --TU 11M!lfit ~lS 

5.9 Conclusion University ofFort Hare 
A detailed description of the sa~ ·Ur~ l~s of data collection has been 

presented in this chapter. The analytical techniques and the econometric specifications of the 

various models (which includes descriptive statistics, correlation, and binary logistic regression 

models) employed to achieved the stated objectives of the study were also presented in this 
I 

chapter. The next chapter presents the discussions of the empirical results. 
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6.1 Introduction 

CHAPTER6 
ANALYSIS OF FINDINGS 

This chapter presents research findings based on descriptive results from selected respondents. 

However, in broad terms, this chapter summarizes the descriptive findings of the households' 

characteristics in order to indicate averages of variables. The reason for using descriptive 

statistics is to achieve this objective in the study and to provide simple summaries of the 

variables as well as the measures. Household characteristics of respondents were also explored 

with the objective of trying to establish their influence to the fmal farmers' decision to the use of 

credits. Lastly, the factors which influen e'4~l~~$§1.lilti~Jth'A 

The socio-economic characteristics of th 

following headings: gender, household siz , 

• s study area were analysed under the 

ing experience, years of schooling, and 

farm income. A total of 214~ef§i [n_f~m those fa~ers 30 were 

borrowers and 184 were non- borr ~ether in Excellence 

Table 6.1: Average of some socio economic factors 
Socio-economic variables Total Borrowers Non- borrowers 

(214) (30) (184) 

Males 62% 73% 58% 
Gender Females 38% 27% 42% 

(%) 
Household Size 1 1 1 

Age of farmer 67 66 61 
Farm experience 12 9 12 
Years of schooling 7 6 7 
Average farm income (R) 3442.75 6400.00 2960.59 

Social grant (R) 3749.52 2349.33 2999.67 

Size of land (ha) 3.42 3.44 3.42 

Source: Field Survey, (2015). 

The result in table 6.1 above summarizes socio-economic characteristics of the households and 

provides evidence that the average age of the household head in the sample is 67 years, with that 
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of borrowers being 66 years compared to 61 years for the non-borrowers. This indicates that 

older people are the ones involved in farming in the region. The average year of birth for the 

borrowers was noted to be 1951 which implies that most of the farmers are above the age of 60 

and may largely depend on social grants. It is evident that most of the households are male 
I 

headed as results showed that 73% of the borrowers were males and 27% were females. These 

' results on gender which access credit are similar to those findings of Ololade and Olagunju 

(2013) in rural farmers in Oyo State who revealed that most of the borrowers in that region were 

males. 

Literature suggest .that credit demand i 

higher dependency ratio, demand for ere r 
attributed to the fact that males are gen r 
When looking at the level of education, 

of schooling while the non-borrowers had 

a than females for households with a 

' e olds with sick members. This can be 

eh old' s head and providers of food. 

orrowers had an average of 6 years 

years. Overall both the borrowers and 

non-borrowers have the sam ve1>~ge num'r of th sehQ].ciym.embers. All the farmers in the n1vers1 01 orI 11are 
sample cultivated on communal lant&JigeUW i\lJi <l!~e1 JJ,f J~nd), thus land cannot be used as 
collateral for loans. This can be associated with fact that most of the areas in the Nkonkobe local 

municipality are rural and are under the custodianship of traditional authorities. Both the 

bo~owers and non-borrowers had an average land size of 3 hectares. 

When looking at the monetary values, it was evident that borrowers have an average farm 

income of R6400.00 per month which is double when compared to that of non-borrowers was 

R2960.59. This is consistent with the finding of (Spio, 2002; Sebopetji, 2008). The majority of 

the farmers in the region have access to social grants. The results shovy that non-borrowers have 

an average close to R3000.00 on social grant while the borrowers have an average of R2349.33 

per month on social grant. The average farm experience of borrowers was found to be 9 years 

while that of non-borrowers was found to be 12 years. These results on farm experience 

contradict the findings of Spio (2008) who noted that borrowers in Great Letaba Local 

Municipality had more farm experience than the non-borrowers. 
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6.2 Off Farm Income 

Off farm income refers to income which accrues to farmers outside the farming enterprise. • In 

order words, it refers to the portion of farm household income obtained off the farm (Babatunde, 

2012). Such income includes non-farm wages and salaries, pensions, and interest incom~" earned 

by farm families. For this study, the summary of the farmers with and without access to off farm 

income is shown in figure 6.1 below. 

134 

50 

Non-borrowers with Non-borrowers with orrowers with off Borrowers with no 
no off farm income off farm income farm income off farm income 

Figure 6.1: Distribution of households' in relation to off farm income 
Source: Field Survey, (2015): 

The results show that the majority of the non-borrowers have an off farm income. This may 

explain why the majority did not take credit. The results also show that about 67% off the 

borrowers had an off farm income, meaning that they have means to repay the loan amount they 

have taken. 

6.3 Cross tabulation of factors affecting households' participation in credit market. 

This section presents research findings based on descriptive statistics in as far as factors that 

influence households credit use is concerned. Some elements of association between access to 

credit and households' socio economic characteristics can be confirmed. However, their 

direction and strength could not be established using descriptive statistics. Several household 

socio-economic factors showed some elements of association to access to credit capable of 
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influencing credit market participation by households, although the magnitude and direction of 

the association could not be _established at descriptive statistics level. 

Household size as measured by number of family members within a household was one of the 

factors expected to be critical towards influencing farmers' decision to use credit. Table 6.2 

below represents the cross tabulation summary of households' size with respect to access to 

credit. Findings from the study show that the majority of both borrowers and non-borrowers have 

a household size of less than 3. While they also shared the same amount numbers in terms of 

households size which is greater than 4. This implies that households with less household 

number are more likely to participate in • 

Table 6.2: Households' size with res 
Variable 

Household size 

Less than 3 

4 and above 

Total 

No 

184 

Pearson chi square = 0.033* 
*Significant at 0.05% 
Number of observed cases= 214 
Source: Field Survey, (2015). 

% of total 

a e 
14 

12.1 

1.9 

Total 

206 96.2 

8 3.8 

214 100 

The level of education of the Household head was investigated with its association. to 

participation in credit market by households as shown in Table 6.3 below. Out of the 214 

respondents 49 .5% (106 households) had a primary education in the study area. Interestingly, 

none of the borrowers had tertiary education. Possible explanation for this might be that most of 

the educated persons are employed in sub-urban areas and receive a reasonably fair amount of 

income. Only about 4.7% (10 respondents) of the non-borrowers had a tertiary qualification. 
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Table 6.3: Household head level of education with respect to access to credit 
Variable Access to credit Total 

Educational level No % of total Yes % of total No. % 

Primary 86 40.2 20 9.3 106 49.5 

High school 88 41.1 10 4.7 98 45.8 

Tertiary 10 4.7 0 0 10 4.7 

Total 184 86 30 14 214 100 

Pearson chi square = 0.087 
**significant at 0.01 % 
Number of observed cases = 214 
Source: Field Survey, (2015). 

The age of the household head was in e 

market by households shown in Table . 

s association to participation in credit 

1i s, the empirical findings shows that 

ese are most likely to be pensioners 

, ows the level of association indicating 

majority of the farmers are above the 

who are receiving social grants. Table 6. 

different age categories with ~~eyeB ffi1t Hare 
Table 6.4: Household head age with Te~9e~tPoelciniil&~!JfnCe 
Variable Access to credit 

Household head age No % of total Yes % of total 

Less than 30 4 1.9 0 I 0 

31 to 49 32 14.9 4 1.9 

50 and above 148 69.2 26 12.1 

Total 184 30 14 

Pearson chi square = 0.027* 
*significant at 0.05% 
Number of observed cases = 214 
Source: Field Survey, (2015). 

Total 

No. % 

4 1.9 

36 16.8 

174 81.3 

214 100 

It was stated earlier that, the magnitude and direction of the association between households' 

socio economic characteristics and access to credit could not be established at descriptive 

statistics level. Hence below estimates of the missing strength and direction of association based 

on analytical models used to analyze the data are presented. 
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6.4 Correlation results 

Using non parametric correlation model the magnitude of association between households' socio 

economic characteristics and access to agricultural was investigated. Statistical attempts were 

made to ascertain the strength and direction of the association between these variables. 

Correlation was used to give a possible clue on the relationship, with full understanding that 

correlation does not necessarily imply causation, but rather indicates a systematic relationship 

which could also imply causation when supported with logical inference. Table 6.5 below shows 

Spearman 's rho correlation matrix between households' socio economic characteristics and 

access to credit. l~I 
Table 6.5: Spearman's rho correlation maf~ ,be~e~ t ·c;Ji0°0io economic features and access to 
credit Ti---;-N v1oT 
Spearman's Rho Access Level of j !~ @UMIN 

rug_ tQ Size Farm Social Household 
to education experience capital size ..... 
credit 

-

Access to C.F 1.000 Unive ~sitv of For t Har 0 
credit v 

Sig - Tog1 ~the~ ii rz Excell 2nce 
Level of C.F -.148* 1.000 
education Sig .031 -

Age C.F .142* -.076 1.000 
Sig .038 .269 -

Fann C.F .153* .030 -.053 1.000 
income Sig .025 .663 .438 -

Size (ha) C.F .048 .181 ** .071 .022 1.000 
Sig .484 .008 .303 .753 -

Fann C.F -.143* -.099 .057 .002 -.287** 1.000 
experience Sig .036 .149 .406 .973 .. 000 -

Social C.F .080 -.091 .100 -.036 -.108 .150* 1.000 
capital Sig .241 .185 .164 .596 .114 .029 -

Household C.F .718** -.033 -.083 .141 * .028 .029 .286** 1.000 
size Sig .001 .636 .224 0.39 .688 .677 .003 -

N 214 214 214 214 214 214 214 214 
C.F - Correlation coefficient 
*. Correlation is significant at the 0.05 level (2-tailed). 
**. Correlation is significant at the 0.01 level (2-tailed). 
Source: Field Survey, (2015). 

A weak positive correlation was confirmed between age and access to credit as shown in Table 

6.5. Although age and access to credit by households indicated a significant positive linear 
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relationship Spearman 's rho p-value of (0.038), in Table 6.6, the coefficient was (0.142), whose 

absolute value was not large enough to give a convincing clue of the association. This was also 

noted by significance of the p-values at 95% instead of99% as shown in Table 6.6. 

At the household size level a strong positive linear correlation between household size and 

access to agricultural credit was confirmed as shown in Table 6.6. At 99%, the Spearman 's rho 

p-value of (0.001) was obtained indicating a strong linear correlation between the two variables. 

A much higher absolute value of the coefficient (0.718) was obtained indicating the strength of 

the association between households' size and access to credit at the number of households' 

members' level. Two of the variables (hluseholdS-head.J.e el of education and farm experience) 

had a weak negative correlation with res ec . d . 

6.5 Determinants of households c 

The task in this section is to determine riables affect households' decision to 

whether or not to take credit. Which econo ......... ~· ....,__ ,-1 ... ...,graphic and physical factors enhance or 

inhibits households access to I r • • ly estimate the probability 

Access to credit is explained by using a logistic regression analysis, as the information is 

available only on whether a credit transaction was observed or not, rather than on the amounts of 

credit received. 

Out of the five significant predictor variables, three had positive signs (household size, age of the 

household head and farm income) implying that an increase in either of these variables would be 

associated with an increase in households' access to agricultural credit, while the other two (level 
\ 

of education of the household head and farm experience) had negative signs indicating that an 

increase in either of these variables would be associated with a decrease in the level of 

participation in the credit market. 

The coefficient of household head level of education was significant but negatively related 

implying that the more educated the household head would be, the less likely that household 
I 

would participate in credit market. Per every unit increase in household head's education, a 0.928 

decrease in the log odds of participation in credit acquisition by households, ceteris paribus. 
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These findings are in line with the findings of Y egoh and Kimeli (2013) in their study -in Kenya 

who observed that education was one of the significant predictors of accessibility to credit. 

Educated households enjoy multiple better options to trade their labour as compared to their 

uneducated counterparts. In essence it would be logical to find uneducated household heads 

engaging in farming for they are limited in terms of their labour trade options (hence they are the 

ones who are likely to participate in credit market). Most of the educated households on the 

study area were on most occasions reported to be working. The results from estimation of the 

logistic regression are presented in Table 6.6 below. 

Table 6.6: Lo istic re ression estimates of determinants of households access to credit 

Variables ,,---~ -~CY Wald Si • 
Household size 2.846 .092** 
Age 6.621 .010* 
Farm income 
Size of farm (ha) 
Farm experience(yrs) 
Social ca ital (grant) 
Educational level 
Constant 
Log Likelihood= 71.148 
*Significant level at 5% 
**Significant level at 10% 

Source: Computed from Field Survey Data, 2015 

5.190 .023* 
.130 .719 

7.235 .007* 
.255 

.026* 
.010 

The variable farm experience is statistically significant at 5%. The coefficient of farmers 

experience was significant but negatively (-0.087) related implying that the more years of farm 

experience a farmer has, the less likely that household would participate in credit market. Per 

every unit increase in household farm experience in years, a 0087 decrease in the log odds of 

participation in credit market by households holding all other independent variables constant! 

These fmdings support the observation of Sebopetji (2008) who also noted a significant 

influence by farm experience. This might be explained by the fact that in this study, borrowers 

had fewer average years of farm experience (9) when compared to that of non-borrowers (12). 

The positive significant coefficient of household head age indicates its positive influence on 

probability of credit access which was as expected. Per every unit increase in household head 
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age, a 0.52 increase in the log odds of taking credit by households holding all other independent 

variables constant. This is true for this study as the average age for the borrowers was 66 years 

and that of non-borrowers was 61 years. Households' size is positively related to the probability 

of access to credit and is statistically significant at the IO percent confidence level. Thus 

implying that the higher the households' size, the more likely that a credit agent will lend to it. 

6.6 C~apter summary 

This chapter presented empirical results of the study. Using descriptive analysis some elements. 

of association between households ' demographics and access to \tredit was confirmed. Their 

direction and strength could not be est e criptive statistics. Several household 

socio-economic factors showed some e _.----..JJ,_, ~ o iation to credit access capable of 

influencing household's decision to us G-lrtliQtl::'iCltl;~Wl e magnitude and direction of the 

association could not be established at e~~~!!):~~ level. Using logistic regression the 
influence of some socio economic charac olds on decision to use credit was 

confirmed. 
University of Fort Hare 

Together in Excellence 
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CHAPTER 7 

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS 

7 .1 Introduction 

This chapter summarizes the main findings of the study and concludes on the basis of the 

findings derived from the empirical results. The chapter discusses the extent to which objectives 

and hypotheses posed at the beginning of the study have been addressed by the analysis. This 

chapter also generates the recommendations on the basis of the results. 

7 .2 Summary and conclusions 

The broad objective of the study was t 

credit amongst small holder farmers thu 

farmers in the Nkonkobe local Municipa 

~~"'~~~~fa~tors that affect access to agricultural 

ctive policy making for small- scale 

used a set of analytical techniques to 

analyze the data; such as the descriptive statis i s tabulation), Spearman's rho 

correlation, binary logistic rJJ • • o t•enMre Lt~ -13jc1Q1H.tud e and direction of the 

association between households' s&c</9~{1Mlm\1J &ifPldllfit'tfc's and access to credit. The first 

objective was to determine the socio economic characteristics of households in the study area. 

Major findings drawn from the analytical chapter were that out of the total of 214 farmers who 

were involved in the study, 30 of them were borrowers and 184 were non- borrowers. It was also 

evident that non-borrowers are more educated than the borrowers. The results also showed that 

non-borrowers had an average close to R3000.00 on social grant while the borrowers had an 

average ofR2349.33 on social grant. The average farm experience of borrowers was found to be 
I 

9 years while that of non-borrowers was found to be 12 years. 

Household head level of education was also investigated its association to participation in credit 

market by households. The results showed that there was a positive association (Pearson· chi test 

.027*) between the two variables. The second objective was to investigate the association 

between households' socio economic characteristics and credit usage. From the study results, a 

correlation analysis revealed a positive association between age and access to credit. However, 

although age and access to credit by households indicated a significant positive linear 
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relationship Spearman 's rho p-value of (0.038), the coefficient was (0.142), whose absolute 

value was not large enough to give a convincing clue of the association. This means that there 

was a weak positive association between the variables. A strong positive linear correlation 

between household size and household size was confirmed by the results. The variables were 

statistically significant at 99% with the coefficient at (0.718) indicating the strength of 

association. 

Lastly the study focused on investigating factors capable of influencing households" decision to 

participate in credit market. Socio-economic household characteristics including household size, 

household head age, household head le e 

influence households' decisions to part ctP. 

fmdings inferred indicated that househ I 1 

significant factors capable of negatively 

This means that, targeting households with • 

' d farm experience were expected to 

arket as the main hypothesis. Major 

ducation and farm experience were 

·pation of households in credit market. 

f education would result into a negative 

likelihood that they take credtf rl_f1vJ~iffml)1 a¥ 1If af ewn, per every unit increase 

in household head's level of eduo_f1iff}1effiw11rl~cJH£?,lb~8 decrease in the log odds of 
participation in credit acquisition by households, ceteris paribas. 

Household head age, household size and farm income were also significant factors capable of 

positively influencing participation of households' to credit market. That is to say, an increase in 

farmers' age in years would result in an increase in the likelihood that fa1mers use credit and vice 

versa, ceteris paribus. The same applies for household size, targeting households with more 

household members would result into a positive likelihood that they take credit. Farm size and 

amount of social grant received were found to be insignificant in as far as it~ influence on credit 

market participation by households was concerned. 

Hypothesis: Farmers' socio-economic characteristics, human capital, and' institutional variables 

do not influence access of households to agricultural credit. The hypothesis is rejected on the 
I 

basis that, the empirical results show a positive influence of some socio-economic factors in 

credit access. Variables· that were found to be highly significant are: household size, age of 

farmer and farm income. 
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In general the study concludes that farmers in the study area are credit· constrained since there is 

a very low amount of credit users in the region, and that farmers' credit accessibility can be 

determined through the influence of certain socio-economic factors. 

7.3 Recommendations 

This study recommends that efforts to ensure sustainable agricultural production should be 

targeted at the active population who are relatively young to carry out the business of farming. 

There is therefore the need for policy su • ed credit access, empowerment and 

more active involvement of the youth a 'SrQ.\Jtlg_ejrl.ll)C~t}l1'1 on in the farming sector. This would 

also serve as a succession arrangement t ~--~......_ • s no generational gap in agricultural 

production. Given the limited scope o f government credit institutions and 
there is need to scale up and expand the entation of these institutions to cover 

more local government areas for a wider 15 eti the programme to reach majority of the 

people. University of Fort Hare 
Together in Excellence 

There is also a need for effective training programmes that would include access to insurance 

and use of modem technologies such as cell phones, to close the gap between lender and 

borrower. Training of farmers, both borrowers and non-borrowers in the identification of 

profitable projects and the use of production credit is also recommended. Production credit is 

recommended for the area as there are no possibilities of long term financing as most of the land 

in the.area is communal and without title deeds. The same training may stimulate the demand for 

credit among those farmers who are currently not credit adopters. 

85 



 

 

REFERENCES 

ABOODY, D. AND BARUCH, L. (2000). Information Asymmetry, R&D, and Insider Gains. 

Journal of Finance, 55(6): 2747 - 2766. 

ADAMS, D. W. (1978). Mobilising Household Savings through Rural Financial Markets. 

Economic Development and Cultural Change, 26(3): 547 - 560. 

ADAMS D. W. and VOGEL R. C. (1986). Rural Financial Markets in Low-income Countries: 

Recent controversies and lessons. o l fp, nt, 14 (4): 477 -487. 

ADELMAN, I. (1984). Beyond export-le •· evelopment, 12 (9), 937-949. 

AKERLOF, G. (1970). The Market ,___ Quality Uncertainty and the Market 

Mechanism. Quarterl1:fifWe°f sffr~ s~rt4:Ifargo.: Bose, N., Cothren, R. 
Asymmetric information amy \9r)efffl!P1ffi • p ~fc~cal growth model. - Journal of 
Money Credit and Banking, 1997, No. 29: 423-39. 

AKPAN, I. (2005). Risk-Mitigation Measures in South African Microcredit Sector:/Implication 

for Broad Based Access. www .essa.org.za/download/2005Conference/ Akpan.pdf 

ALEEM, I. (1990). Imperfect Information, Screening, and the Costs of Informal Lending: A 

Study of a Rural Credit Market in Pakistan. The World Bank Economic Review, 4(3): 329 

-349. 

ATIENO, R. (2001). formal and Informal Institutions" Lending Policies and Access to Credit by 

Small-scale Enterprises in Kenya: An Empirical Assessment. Afraicn Economic Research 

Consortium, Nairobi. 

BABATUNDE R.O (2012).Assessing the effect of off-farm income diversification on 
/ 

agricultural production in rural Nigeria, ASC working paper, issue 106. Retrieved from: 

86 



 

 

http://www.ascleiden.nl/publications/assessing-effect-farm-income-diversi.fication-

agricultural-production-rural-nigeria [ accessed 20-04-2015] 

BAGI, F. S. (1983). A logit model of farmers' decisions about credit. Southern journal of 

agricultural economics, 15(2): 13-19. 

BAIYEGUNHI, L.J.S. (2008). Access to credit and the effect of credit constraints on household 

welfare in the Eastern Cape Province, South Africa. Unpublished master's thesis, 

University of Fort Hare, Eastern Cape, South Africa. 

BANERJEE, A. (2001). Contracting C 

MIT, Department of Economics, 

BARHAM B. L., BOUCHER S and C 

arkets and Economic Development. 

6). Credit Constraints, Credit Unions 

and Small-Scale producers in Guatemala. a Development, 24 (5): 793 - 806. 
University of Fort Hare 

BARRY, P. J. AND W. F. LEEfqgfi~~7P1/JuMclt~(fBfEk Agriculture: Implication_ for 

Agricultural Lenders. America Journal of Agricultural Economics, 65: 945-952. 

BATTERHAM, R. L., and MAJID, _A. A. (1987). The demand for seasonal rural credit under 

conditions of risk: a case study in bangladesh/la demande de credit agricole saisonnier 

dans un environnement incertain: le cas du Bangladesh. Savings and Development, 291-

304. 

BAYDAS, M. M., MEYER, R. LAND N. AGUILERA-ALFRED. (1994). Credit Rationing in 

Small Scale Enterprises: Special Micro-enterprise Program in Ecuador. Journal of 

Development Studies, 31(2): 279- 309. 

BELL, C. (1990). Interaction between institutional and informal credit agencies in Rural India. 

World Bank Economic Review, 4(3): 297 - 327. 

87 



 

 

BELL, C., SRINIVASAN, T.N. AND UDRY. C. (1997). Rationing, Spill over and Interlinking 

in Credit Markets: The Case of Rural Punjab. Oxford Economic Papers, 49: 557 - 585. 

BESLEY, T. (1994). How do Market Failure Justify Interventions in Rural Credit Markets. The 

World Bank Research Observer, 9(1 ): 27 - 4 7. 

BESTER, H. (1985). Screening Vs Rationing in Credit Markets with Imperfection Information. 

America Economic Review, 75(5): 850 - 855. 

BESLEY, T. AND S. COATE. (1995 . 

Collateral. Journal of Developmen 

-, 

BIGSTEN, A., COLLIER, P., DERCON,\~~~~~ , M., GAUTHIER, B., GUNNING, 

J.W., ODURO, A., OOSTENDROP, ------ , C., SODERBOM, M., TEAL, F., AND 

ZEWF ACK, A., (2003)ttftli~~~ ~f • att!erprises in Africa. Journal 

of African Economics, 12(1):78~-Jtfier in Excellence 

BINSWANGER, H. P., KHANDKER, S. R. AND ROSENZWEIG, M.R (1993). How 

Infrastructure and Financial Institutions Affect Agricultural Output and Investment in 

India. Journal ojDevelopment Economics, 41: 337 - 366. 

BLINDER, A. S AND STIGLITZ, J.E. (1983). Money, Credit Constraints and Economic 

Activity. American Economic Review, 73(2): 297 - 302. 

BRADFORD, L.B., BOUCHER, S. AND CARTER, M.R. (1996). Credit.Constraints, Credit 

Unions, and Small Scale Producers in Guatemala. World Development, 24(25): 793 -:- 806. 

BROWNING, M. AND LUSARDI, A. (1996). Household Saving: Micro Theory and Micro 

facts. Journal of Economic Literature, 4: 1797 - 1855. 

88 



 

 

BROWN, S., HILLEGEIST, S. AND L. KIN. (2004). Conference Calls and Information 

Asymmetry. Journal of Accounting and Economics, 37(3): 343 - 366. 

BRUCE J.W, (1993). Do Indige~ous Tenure Systems Constrain Agricultural Development. 

Land in African Agrarian Systems, Bassett T andCrummey D.E. (Eds.), University of 

Wisconsin Press, Wisconsin. 

BRUCK, T., and VAN DEN BROECK, K. (2006). Growth, Employment and Poverty in 

Mozambique.Issues in Employment and Poverty. Discussion Paper 21.January. 

BUCKLEY, G. (1997). Micro-finance i 

Development, 25 (7):1081-1093. 

r the problem or the solution. World 

CARROLL, C. D. (1991). Buffer Stock Sa • ___ anent Income Hypothesis. Washington, 

D.C: Board of Govern f1Wefffl°&6 ~f . are 
Together in Excellence 

CHAUKE, P. K., MOTLHATLHANA, M. L., PFUMAY ARAMBA, T. K. , and ANIM, F. D. K. 
\ 

(2013). Factors influencing access to credit: A case study of smallholder farmers in the 

Capricorn district of South Africa. African Journal of Agricultural Research, 8(7): 582-

585. 

CLAESSENS, S. (2005). Access to Finance Services: A Review of the Issues and Public Policy 

Objectives. World Bank Policy Research Working Paper 3589 May 2005. Available 

online: http://econ.worldbank.org, Accessed [12 November 2014]. 

COETZEE, G., MBONGW A, M. and NHtAPO, K. (1996). Restructuring rural finance and land 

reform financing mechanisms. In Van Zyl J, Kirsten J and Binswanger H (Eds.), 

Agricultural Land Reform in South Africa, Oxford University Press, Cape Town, p. 519. 

DALLIMORE, A. AND MGIMETI, M. (2003). Democratic Banking in the New South Africa: 

challenging Contemporary Banking Practices at Grass Roots. Unpublished Report, 

Durban: Development Research Africa. 

89 



 

 

DANIEL, W. W. (1990). Applied Non parametric Statistics, Second Edition PWS-KENT 

Publishing Company, Boston. 

DANIELS, R.C. (2001). Consumer Indebtedness among Urban South African households: A 

Descriptive Overview. Working Paper No 01/55. Development Policy Research Unit, 

University of Cape Town. 

DBSA (2006). Development Report 2005- Agriculture m South Africa's second 

economy(Chapter 7).[access 2014).available online:: 

http://www. dbsa. org/ocument/%5 ort/Dev%202005/Chapter7. pdf. 

59(1): 1221 - 1248. 

Together in Excellence 
,DE KLERK, M. FRASER, F. and FULLERTON, F. (2013). The Status of Agricultural and 

Rural Finance in South Africa. Making financial markets work for the poor. Finmark trust. 

Accessed [201/01/2015]. Available online: http://www.finmark.org.za/publication/the-

status-of-agricultural-and-rural-finance-in-south-africa 

DEPARTMENT OF AGRICULTURE, FORESTRY AND FISHERIES (2010a). Abstract of 

Agricultural Stati,stics 2010. 

DEPARTMENT OF AGRICULTURE, FORESTRY AND FISHERIES (2012). MAFISA 

Accredited Intermediaries' Loan Performance, April 2008-March 2012 (unpublished). 

D'HAESE, M., & VAN HUYLENBROECK, G. (2005). The rise of supermarkets and changing 

expenditure patterns of poor rural households case study in the Transkei area, South 

Africa. Food Policy, 30(1): 97-113. 

90 



 

 

DIAGNE, A. AND ZELLER, M. (2001 ). Access to Credit and its impacts on Welfare in Malawi. 

Research Report No. 116. Washington D. C.: International Food Policy Research Institute. 

DIOA X., HAZELL P., RESNICK D., AND THURLOW, J. (2007). The role of agriculture in 

development: implications for Sub-Saharan Africa. Research report, International food 

policy research institute; 153. 

DOLNY, H. (2001). Banking on Change, Penguin Books, South Africa, p.115 -117. 

ESW ARAN, M. AND KOTW AL, A. 

Behaviours in Less Developed Econ 

, ing constraints, household debt, and 

n ncial Intermediation, 3: 77 - 103. 

rnns of Credit Constraints for Risk 

rd Economic Papers, N-S., 42(2): 473-

482. University of Fort Hare 
Together in Excellence 

EMANA, B., GEMTESSA, K., LEMESSA, D. AND YELE, G. A. (2005). Informal Finance in 

Ethiopia. Occasional Paper No. 13. Addis Ababa, Association of Ethiopian Microfinance 

Institutions. 

FEDER, G., LAU, L. J., LIN, J. Y. AND LUO, X (1990). The relationship between credit and 

productivity in Chinese agriculture. A Microeconomic Model of Disequilibrium. 

American Journal of Agricultural Economics, 72(5): 1151-1157. 

FIRTH, R. (1964). Capital, Savings and Credit in Peasant Societies: A viewpoint from economic 

anthropology. In Capital, Savings and Credit in Peasant Societies, Firth R and Yamey B. S 

(Eds.), George Allen and Unwin Ltd., London, p. 32. 

\ 
FLEISIG, H. (1995). The Power of Collateral View Point. Washington D.C., the World Bank. 

FOLTZ, J. (2004). Credit Market Access and Profitability in Tunisian Agriculture. Agricultural 

91 



 

 

Economics, 30(3): 229 - 240. 

FOOD AND AGRICULTURAL ORGANIZATION OF THE UNITED NATIONS 

(FAO).(1993). TSS -1 Technical support services of programme level.UNDP/FAO. Work 

Programme 1992-1993. Report No. Moz/92/T0l. February 1993. Mozambique 

Assessment of Agricultural Marketing Credit and Post Losses in the Family sector. 

FRENCH, J.H. (2007). Farm household decision making and extensive framework for 

understanding farm household-level decision making and design of agro-forestry 

extension strategies. Asia-Pacific 

on webpage: http://wwwfao.org 

2014]. 

GONZALEZ-VEGA, C. (1993). From 

, ork, FAO-APAN, Bognor. Available 

[ Accessed 14 August, 

Technologies, to Organizations: The 

Evolution of the Ohio t ii Wei'"~ -F 8ffl • ~1F~l Markets. Economics and 
Sociology Occasional Paperffag tltWeF'rtP~e ~ cJhe Ohio State University. 

GONZALEZ-VEGA, C. (1994). Stages in the Evolution of Thought on Rural Finance. A Vision 

from The Ohio State University. Economics and Sociology. Occasional Paper No. 2134, 

Columbus, Ohio: The Ohio State University. 

GONZALEZ-VEGA, C., and GRAHAM, D. H. (1995). State-owned agricultural development 

banks: Lessons and opportunities for microfinance. GEMINI. 

HAYASHI, F. (1987). Test for Liquidity Constraints: A Critical Survey. In: Bewley, T. ( ed). 

Advances in Econometrics, Fifth World Congress, Vol. 2.Cambridge University Press. 

HAGGBLADE, S., HAMMER, J. AND HAZELL, P. (1991). Modeling agricultural growth 

multipliers. American Journal of Agricultural Economics, 73 (2): 361-374. 

92 



 

 

HERATH, G. (1996). Rural credit markets and imperfect information: a new 

perspective. Savings and Development, 241-253. 

HARREL, JR. F.E. (2001). Regression Modeling Strategies with Applications to Linear models, 

Logistic Regression and Survival Analysis. Springer-Verlag, New York. 

HAY AMI, Y., & RUTTAN, V. W. (1985). Population growth and agricultural productivity. 

HAZELL, P., AND HAGGBLADE, S. (1991). Rural-urban growth linkages in India. Indian 

Journal of Agricultural Economic , 6 

Puzzles and Policy Perspectives. 

INTERNATIONAL FUND FOR AG Cl.JL DEVELOPMENT (2011). New 

Challenges, New O f\Y~~eJ e • i_be 21st Century, accessed 

[18/09/2014] from; www.ifaelp?Jg~ 'Fil!: l ,_'fP~llence 

JAFFEE, D. AND RUSSELL, T. (1976). Imperfect Information, Uncertainty, and Credit 

Rationing. Quarterly Journal of Economics, 90 (4): 651-666. 

JAPPELLI, T. (1990). Who is Credit Constrained in US Economy? Quarterly Journal of 
\__ 

Economics, 105(1): 219-234. 

KGOWEDI, M.J., MAKHURA, M.N. AND COETZEE, G.K. (2002). Factors distinguishing the 

choice of money lenders and non-money lenders in Moletji District (Limpopo 

Province).Working paper: 2002-07, University of Pretoria. 

KLEIN, B., MEYER, R., HANNING, A., BURNETT, J. AND FIEBIG, M. (1999). Better 

Practices in Agricultural Lending. Agricultural Finance Revisited. Food and Agriculture 

Organization of the United Nations (FAO), Deutsche Gesellschftfar Technisch 

Zusammenarbeit (GTZ), No. 3, December. 

93 



 

 

_,I 

KTh1BALL, M. S. (1990). Precautionary Savings in the Small and in the Large. Econometrica, 

58(1): 53 - 73. 

K.IMEMIA, P (2004). The role _ of credit in rural development: A theoretical review. The small 

Business Monitor Volume 2- Number 1-2004.Also available on Webpage: 

http://www.ntsika.org.za/joumal_articles/(2)credit.pdf._[acc~ssed 29/11/2014] 

KIRSTEN, J.F. AND VAN ZYL, J. (1998). Defining small-scale farmers in the South African 

context. Agrekon, 37 (4): 560-571 

KIRSTEN, M. (2006). Access to Financ : i e Financial Institutions. ·Policy 

Initiatives to Expand Financial O m ......... +m :a..11 ...... ·ca. Washington, D. C.: The World 

Ban1c 

KOCHAR, A. (1997). An ij-~pjrical lnv€~~ati(¥'ld Rrui ·:l}g Constraints in Rural Credit uu1vers1Ly 01 .rorL are 
Markets in India. Journal of fo1{ftft!1flffifi.~ee" ~ri~e339- 371. 

KRETZMAN, S. (2001). Eastern Cape farmers: some big chances, some big parties, but no big 

plans. Land and Rural Digest, 9, July/August. 

KUHN, M. E., DARROCH, M. G., ORTMANN, G. F. and GRAHAM, D. H. (2000). Improving 

the provision of fmancial • services to micro-entrepreneurs, emerging farmers and 

agribusiness: Lessons from KwaZulu-Natal. Agrekon, 39 (1), 68- 81. 

LETSOALO, E. M. (1987). Land Reform in South Africa: A black perspective, Skotaville 

publishers, JHB. This is a pre-emptive point, which is discussed in more detail in chapter 

7 on the Land Redistribution Programme. 

LEVINE, R. (1997). Financial Development and Economic Growth: Views and Agenda. Journal 

of Economic Literature, 35: 688 - 726. 

94 



 

 

LYNE, M. AND LIMA RURAL DEVELOPMENT FOUNDATION, (1998). Options for 

Government's Settlement/ Land Acquisition Grant. Research Paper for the National Land 

Committee, July. 

MACHETHE, C. L. (2004). Agriculture and Poverty in South Africa: Can Agriculture Reduce 

Poverty? Paper presented at the Overcoming Underdevelopment Conference held in 

Pretoria, 28-29 October. 

MANGANHELE, A.T. (2010). Imp 

Mozambique. Lessons from gove 

MSc Thesis. Department of 

Development.University of Pretori . 

/ credit for smallholder. farmers in 

, e eloping countries of Africa and Asia. 

conomics, Extension and • Rural 

MANGANHELE, A.T. (1999b1rfi~ip~ • i 5f- if ~ao da Mulher no Systema 
de Credito Semi-formal em'NJ?}e ·~ ~ [N!hee,o das Provincias de Maputo e 

Gaza. Unpublished Bachelors Honours Thesis, Maputo, Universidade Eduardo Mondlane 

MANIG, W. (1996). The Importance of the Informal Financial Market for Rural Development 

Financing in Developing Countries: The example of Pakistan. The Pakistan Development 
Review, 35 (3): 229-239. 

MEYER, R.L., ROBERTS, R., and MAGUME, A. (2004). Agricultural Finance in Uganda.The 

Way Forward. Financial Systems Development (FSD) Programme Series No. 13. Prepared 

for the Bank ofUganda/GTZ/Sida Financial System Development Programme and KFW. 

MOHAMED, K. (2003). Access to Formal and Quasi-Formal Credit by Smallholder Farmers 

and Artisanal Fishermen: A Case of Zanzibar. Research on poverty alleviation, Research 

Report No. 03.6, MkukinaNyota Publishers, Dar es Salaam, Tanzania. 

MOLINO, J.C. (1997). Land Credit for the Rural Poor: Review of Some Experiences, FAQ Land 
Tenure Service SDAA, June 18. 

95 



 

 

MRFSP (MOZAMBIQUE RURAL FINANCE SUPPORT PROGRAMME).(2003). Appraisal 
Report, Mairi Report and Attachments, June. 

MUD HARA, M. (2010). Agrarian transformation in small holder agriculture in South Africa: A 

diagnosis of bottlenecks and public policy options. Conference paper presented at 

'Overcoming inequality and structural poverty in South Africa: towards inclusive growth 

and development'22 September 2010, Johannesburg. 1-19. 

MUHUMUZA, W. (2002). Credit and poverty alleviation in the context of Structural Adjustment 

Reforms in Uganda, PhD propo he Department of Political Studies, 

University of the Witwatersrand, ~W-.\,1,...,..,....,, . ..._ul\1_1L".,...,,u.~'l,~,n-~.,9'--,0j<-' .... a W, Credit and Poverty Alleviation 

in the Context of Structural Adj s.nweat~~g\Jls • Uganda, Ph.D., University of the 

Witwatersrand, South Africa. 

MUHUMUZA, W. (2001). State Dysfuncti\malismr:overty and social capital, unpublished draft 
submitted forpublicatiJJAJ-i~fR~!M'dJ. Fort Hare 

Together in Excellence 

NDA {NATIONAL DEPARTMENT OF AGRICULTURE) (2006). MAFISA Pilot Project 

Credit Policy. W ebpage: http://www.nda.agric.za/ docs/mafisa _ credit_policy _revised. pdf. 

[Accessed 20 September 2014]. 

NJIE, A. A. (1993). Agricultural Credit in the Less Developing Countries. A Study of the Issues 

and Problems Affecting the Design and Implementation of Small Farmer Credit Programs 

in the Less Developing Countries with Suggestions for Improving Performance. Master of 

Science thesis, Department of Agricultural Economics. Michigan State University. 

OKURUT, N., SCHOOMBEE, A., AND VAN DER BERG S. (2004). Credit demand-and credit 

rationing in the informal financial sector in Uganda. Paper to the DPRU/Tips/Comell 

conference on African Development and Poverty reduction: the Macro-Micro linkage 

October 2004. 

96 



 

 

OLOLADE, R.A. AND OLAGUNru, F .I. (2013). Determinants of access to credit amongst 

rural farmers in Oyo state, Nigeria. Global journal of science frontier research agriculture 

and veterinary services, 13 (2): 16-22. 

OLOMOLA, A. (1999), Trend and Impact of Government Agriculture Expenditure in Some 

States in Nigeria, NISER, Ibadan, Oyo State, Nigeria. 

ORTMANN, G.F. AND KING, R.P. (2006). Small-scale farmers in South Africa: Can 

agricultural cooperatives facilitate access to input and product markets? Staff Paper Series. 

'-- University of Minnesota. Minneso a 

OZOW A, V.N. (2007). Information n 

Example.Webpage:http://www.wo 1 
[Accessed 17October 2014]. 

le farmers in Africa: The Nigerian 

giar/newsletter/june97 /9nigeria.html.:_ 

University of Fort Hare 
PAXSON, C. (1992). Using We~et1ffirb/fi1E.fcef the Response of Savings to 

Transitory Income in Thailand. American Economic Review, 82(1): 15 -33. 

PEDERSON, G. AND KHITARISHVILI, T. (1997). Challenges of Agricultural and Rural 

Finance in CEE, NIS and Baltic Countries. Paper presented at the OECD Group of 

Experts on East/West Economic Relations in Agriculture. 29- 31 October. Paris. 

PLAUT, S. E. (1985). The Theory of Collateral. Journal of Banking and Finance, 9: 349 -475. 

PORTEOUS, D. (2003). The Landscape of Access to Financial Services in South Africa. Labour 

Markets and Social Frontiers No. 3. South Africa Reserve Bank, Pretoria. 

RAHJI, M.A. Y., AND ADEOTI, A. I. (2010). Determinants of agricultural credit rationing by 

commercial banks in South W estem Nigeria. International Research Journal of Finance 

and Economics, 37: 7-14. 

97 



 

 

RAHMAN, A. (1999). Micro-credit initiatives for equitable and sustainable development: Who 

___ pays. World Development, 27 (1): 67 - 82. 

ROGERSON, C. M. (2004). The Impact of the South African Government's SMME Program: A 

Ten Year Review (1994- 2003). Development Southern Africa, 21(5): 765 - 784. 

RUTTAN, V. W. (2002). Productivity growth in world agriculture: Sources and constraints. Staff 

Paper Series.Department of Applied Economics, College of Agricultural, Food and 

Environmental Sciences, University of Minnesota, Minneapolis. 

SALAMI, A., AND ARA WOMO, D. 

Africa: Any Role for Institutional 

l Analysis of Agricultural Credit in 

paper, 192-December. 

SASIX (2007). Food security projects.Ava1 

http://www.sasix.co.zamw~s1eyccjtF5'o ~ a_~ 08 June 2014). 

Together in Excellence 
SCHMIDT, R.H. AND KROPP, E. (1987). Rural Finance Guiding Principles."GTZ, Eschborn. 

SEBOPETJI, T. 0. (2008). An application of probit analysis to factors affecting small-scale 

farmers' decision about credit: a case study of greater letaba local municipality, limpopo 

province ( doctoral dissertation, university of limpopo ). 

SHIPTON, P. (1992). Debts and trespassers: Land, Mortgages and the ancestors in Western 

Kenya. Africa, 62,3. 

SPIO, K. (1995). Rural household's savings and consumption behavior in South Africa.Msc 

(Agric) dissertation. University of Pretoria, South Africa. 

SPIO, K. AND GROENEWALD, J.A. (1998). Rural Finance. In: Johan van Rooyen, Jan 

Groenewald, Simphiwe Ngqangweni and Temas Fenyes (eds). Agricultural Policy Reform 

in South Africa. AIP A/Francolin Publishers. 

98 



 

 

SPIO, K. (2002). The impact and accessibility of agricultural credit: A case of small scale 

farmers in the Northern province of South Africa. Phd thesis. University of Pretoria, South 

Africa. 

STIGLITZ, J. E. (1989). Financial Markets and Development. Oxford Review of Economic 

Policy, 5(4): 55 - 68. 

STIGLITZ, J.E. AND WEISS, A. (1992). Asymmetric Information in Credit Markets and its 

Implications for Macroeconomics. 

UDOH, E. J. (2005). Demand and 

producing females of Akwalbo 

Sciences, 1 (2), 1 52-1 55. 

it from informal sources by rice 

• .Journal of Agriculture and Social 

University of Fort Hare 
VAESSEN, J. (2001). AccessibiliiVo ~ t!~ffi~.ttJeffi!tPcpi nicaragua: the importance of 

networks of information and recommendation/accessibilite du credit rural dans le nord du 

nicaragua: !'importance des reseaux d'information et de recommandation. Savings and 

development, 5-32. 

VINK, N. (2003). The Influence of Policy on the Roles of Agriculture in SouthAfrica. Forum 

Papers 2003.School ofEconomics, University of Cape Town. Cape Town. 

VON PISCHKE, J. D. (1994). Structuring Credit to Manage Real Risk. In: Bouman, F. J. A. and 

0. Hosp es (eds). Financial Landscape Reconstructed: The Fine Art of Mapping 

Development. W estview Press. 

WEIDEMAN, M, (2004). Land reform, equity and growth in South Africa: Acomparative 

analysis. Unpublished doctoral thesis, University of the Witwatersrand, Johannesburg, 

South Africa. 

99 



 

 

WOOLDRIDGE, J.M. (2009). Introductory Econometrics, A Modem Approach, Fourth edition 

Michigan State University. 

YEGOH K, KIMEL!, K., (2013). Agricultural credit access by grain growers in Uasin-

Gushucounty, Kenya. IOSRjoumal of economics and fmance, 2(3), 36-52. 

ZELLER, M. (f994). Determinants of Credit Rationing: A Study of Informal Lenders and 

Formal Credit Groups in Madagascar. World Development, 22(12): 1895 - 1907. 

ZELLER, M. and SHARMA, M. (199 ). ________...,_~ d Poverty Alleviation. Food Policy 

Report, International Food Policy PRI). June. Washington, D.C. _ 

University of Fort Hare 
Together in Excellence 

100 



 

 

APPENDIX 
QUESTIONAIRE 

PART A: HOUSEHOLD SOCIO-ECONOMIC CHARACTERISTICS 

1. Gender Male D Female D 
2. How old are you? ................................................................................................................. . 
3. What is your year of birth? ....................................................................... . 
4. Please list the household members that live here with you 

1. Husband 
2. Wife 
3. M othe . ..,...._---,----,--_____,_____,.____,, 
4. Father 
5. 
6. 
7. 
8. Niece 
9. Nephew . 

tj~Ie rsity of Fort Hare 
ther in Excellence 

13. Sister 
14. Friend 
15. Grandson 
16. Granddaughter 
17. Grand Father 
18. Grandmother 
19. Other: specify 

5. How many years did you spend in school? ....................................................... . 
6. Occupation ........................................................................................... . 

Farmer D 
Wage Employment D 
Unemployed D 
Other; specify ......................................................... . 

7. Are there any members of the family receiving social grant? Yes D No D 
8. If yes to question 7, please list the type of grant and amount below; 

101 



 

 

Type of grant Amount (Rands) 

Child support grant 

Disability grant 

Grants for older persons 

War veterans grant 

Other 

PART B: FARMING 

1. What is the size of your arable land 
2. Do you own the land your farm on? e 
3. How many years of farm experienc 
4. Is there market available in the villa e D 
5. If no, what is the distance to nearest 

6. Do you have other source of income b ides the one ceived from farming? Yes D No D 
7. What is the total income you received from ng? ........................................................................ .. 

University of Fort Hare 
Toit(~t;:~MIJ ence 

1. Did you take any credit? Yes D No D 
2. What was the purpose of taking credit? 

1. Fanning 
2. Wedding 
3. Funeral 
4. Education 
5. Building 
6. Food 
7. Entertainment 
8. Transport 
9. Furniture 
10. Others 

3. Amount borrowed (Actual) .......................................................................... . 
4. What was the source of credit? .................................................................. . 

• Stokvel 
• Mashonisa 
• Microlenders 
• Friends/relatives/neighbours 
• Others 
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5. What was the percentage interest on Credit (Actual) .......................................... . 
6. Was the loan sufficient? Yes D No D 

THINK YID FOR YOUR TIii 

University of Fort Hare 
Together in Excellence 
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GEND0l= 

YRBORN= 

AGE= 

Gender (Male=l, Female=2) 

Year Born (Actual) 

CODEBOOK 

Number of years since birth (Actual) 

YRSCH= Number of years spent in school (Actual) 

OCCUP= 

CAT04PK= 

SHP04PK= 

GOT04PK= 

occupation 

Farmer 

Wage 

Cattle kept (Actual) 

Sheep kept (Ac 

Goat kept (Actual) 

iversity of Fort Hare 
Together in Excellence 

PIG04PK= pig kept (Actual) 

POUL04PK= poultry kept (Actual) 

MAZ28H= How much of maize harvested (Actual) 

VEG28H= How much of vegetables harvested (Actual) 

CRED37= Take any credit (Yes=l, No=0) 

SOS37 = Source of credit 

LOAN 38= 

LOAN38R= 

• Stokvel 

• Mashonisa 

• Microlenders-Nerpo 

• Friends/relatives/neighbours 

was loan sufficient? (Yes=l, No=0) 

Reason if 'No' 
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1. Income 

2. Assist in farming activities 

3. For manure 

4. Home consumption 

5. Ritual purpose 

6. Entertainment 

7. For social status 

8. Payme 

9. 

12. Highly deman e 

gqivtt!e"ilxdof Fort Hare 
~ogether zn Excellence 

FARM40= farm income (Actual) 

GRANT39= Income form old age and child grant (Actual) 

MARKET41= Market available in village (Yes=l, No=O) 

DIST41U= Distance to nearest urban centre (Actual) 
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