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Abstract

According to the World Development Report 2008thé world is committed to
reducing poverty and achieving sustainable growttiyould unleash the powers of
agriculture because the majority of the world’s pdepend on agriculture for their
livelihood. The financial sector can play an impottrole in supporting agriculture
through the extension of agricultural credit. Latiere shows that this can only be
successfully achieved when financial institutiopgm@te under stable macroeconomic
conditions. This study explores the experience iging agricultural credit under
volatile macroeconomic conditions. It focuses ocaae study of Zimbabwe, whose
hyperinflationary levels reached over 3 000% in 2@hd a monthly rate of 79,6
billion percent in mid-November 2008. Findings frdnterviews with informants
from stakeholder institutions in the agriculturacsr revealed that the problem of
agricultural credit in Zimbabwe was not only duehtgperinflation but also due to
poor institutional capacity and dual agriculturalipies. Some of these problems
existed before hyperinflation. The paper arguestti@future of agricultural credit in
Zimbabwe is anchored on three pillars. The firstaisstable macroeconomic
environment. This involves bringing down hyperititha, establishing land tenure
security and other rights and improving rural isfracture. The second is
development of financial institutions and systerbsil{ling institutional capacity,
building a culture of loan repayment and capitéilisathrough private partnership).

Finally, the third is necessary political will.
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Chapter One

1 Introduction

1.1 The Problem

This study explores the perspectives of Zimbabwedakeholders regarding
agricultural credit under volatile macroeconomiaditions. In the 1980s, Zimbabwe
was considered the breadbasket of Southern Afnidatlie economic decline that
Zimbabwe has experienced since 1997 has led tounigmployment and an increase
in poverty. It had negative growth (Gross Dome$troduct) and agriculture, the
backbone of the country’s economy performed welbweits capacity since the
introduction of the Fast Tract Land Reform PrograanfFTLRP) in 2000. In
February 2007, inflation reached hyperinflation&yels of approximately 1 000%
according to the official rate but unofficial estitas put it at 3 000% (Dorgt al
2008). In mid-November 2008 hyperinflation wasrestied to be at a monthly rate of
79,6 billion percent, making Zimbabwe the first oty in the 2% Century to have
such an inflation record and second to Hungaryhm list of the highest inflation
records in the world’s history (Hanke and Kwok 2Pp0@Siven that agricultural credit
is important in supporting agricultural activitiesthe country, this research explores
how it was extended under such volatile macroecan@onditions and reviews the
main challenges that were experienced. The viewskeyf stakeholders in the
agricultural sector, namely, institutions that diggpcredit and representative bodies
of various groups of farmers, were sought and mméted in light of literature

regarding agricultural credit and hyperinflation.
1.2 Central Argument

International experience and research shows thaistable macroeconomic
environment and the development of financial ingtins are critical conditions in
providing result-orientated agricultural credit oeveloping countries. A stable
macroeconomic environment enjoys, amongst othevs,imflation, property rights,

enforceable credit rights that enable lending instins to recover their money and
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suitable conditions for investing in rural financBased on this international

experience and field findings, three main argumargsadvanced in this research.

First, this paper argues that the volatile macroeoac conditions in Zimbabwe,
which were characterised by hyperinflation, a crastlomestic demand, lack of land
tenure security and poor rural infrastructure, wesefavourable for extending credit.
It is these obstacles that have to be addressearebefddressing the issue of
agricultural credit. The fast erosion of the vatidé¢he loans due to hyperinflation led
farmers to scale-down their operations while tlrediinterest rate of the loans meant
that the credit was easy to repay since it losuevadlue to hyperinflation. The
consequence was that lending institutions did sobver their costs and their asset
base was eroded. The lack of land tenure secutity,to the Government-led farm
invasions, led private commercial banks to withdtaeir financial services to rural
areas. This latter point is an issue of the macoenic as well as macro/micro

political environment that this paper considersnasrgent need of attention.

Second, while addressing these challenges may weprtbe macroeconomic
environment, the development of public and privatancial institutions is necessary
to increase their viability as well as outreachstoallholder farmers in Zimbabwe.
Findings showed that there were delays in the tibpay of subsidised government
loans and reluctance from private commercial baiksadvancing loans to

smallholder farmers during the period under studgwever, literature shows that
such a problem existed even before hyperinflatidmese kinds of challenges, it is
argued, can be overcome through capacity buildmgstitutional innovation of both

private and public financial institutions and agesdhat support agriculture.

Third, both improvement of the macroeconomic envinent and the development of
public and private financial institutions may na possible if leaders in Zimbabwe
do not demonstrate enough political will. This poél will needs to prioritise

agricultural development through the formulation apropriate policies and a

commitment to their full implementation.

In short, based on literature and field findindss tpaper argues that the future of

agricultural credit in the country depends on lstanacroeconomic environment,
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development of financial institutions and systenm&l ahe determination of the

country’s leaders to formulate and implement peBdhat benefit the citizenry.
1.3 Relevance of the study

The Chinese word for ‘crisis’, represents both darand opportunity. Applying this

interpretation and accepting that the Zimbabwedsiscis not going to be the last one
in the world, this study draws lessons for futuee in the country and elsewhere,
most notably in developing economies. In adopting Chinese understanding of
crisis, this study tries to identify both the clalyjes and opportunities that the
Zimbabwean crisis presents in relation to develagrtigough agriculture. Zimbabwe

can also take this opportunity to finally resolte tredit problems that were present

even before the current volatile conditions.

In addition, the research feeds into the broadbatdeof poverty reduction and food
security whereby agriculture is perceived to bekég instrument. This is especially
relevant in developing economies like those inAlfiicca Sub-Saharan region where
approximately 70% of the poor live in rural areas @epend on agriculture for their
livelihoods (World Bank 2000). According to the B0@/orld Development Report, if
the world is committed to reducing poverty and aglmg sustainable growth, the
powers of agriculture should be unleashed becawesengjority of the world’s poor
depend on agriculture for their survival. There aleady several success stories of
agriculture contributing to poverty reduction arabmomic growth in the developing
world. In countries such as Kenya, Chile and Chaggiiculture has also created good
business opportunities such as high-value proddcts domestic markets and
international markets (World Bank 2007). The rel/iefagricultural development in
Zimbabwe, a country whose economy is largely agrmaris important in ensuring
economic growth and purging poverty.

The questions raised in this study intertwine wath already existing international
debate regarding how agricultural development canbbest achieved in terms of
agricultural policies and financing systems in ghyen developing country or region.
Debate exists of whether or not developing cousitrghould prioritise either

smallholder farming or large-scale commercial fangniin order to maximise
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productivity and ensure poverty reduction. There antagonizing views regarding
which of these two agricultural policy approachesealoping countries should follow
(Lipton 2005; Agriculture and Natural Resources mieand Thomson 2004). The
guestion of how a particular agricultural policyoshd be funded is also relevant in
the circles of agricultural development as it teggthe discussion regarding the types
of institutions that should finance this high risgctor and how supplied credit should
be recovered. By raising questions on the role wblip and private financial
institutions in lending credit, this study contribs to the debate of state-versus-
market forces, such as interventionist and nedib@olicies, within the context of the

structural approaches to development.
1.4 Structure of the Research

This work is divided into seven chapters. Chapteos the literature review and is
divided into four parts. The first part highlightse importance of agriculture in
development and poverty reduction. The second laind parts deal with subsidised
credit and the development of financial institusorespectively, the two concepts
derived from international experience regardingcadfural credit. The last part gives
the definition, characteristics and cures of hypation and then discusses the

challenges and experiences regarding extendingt anduyperinflationary conditions.

Chapter Three outlines the methodology used in shusly. It gives the rationale
behind the use of a qualitative approach and a sasgy methodology in this
research. This chapter also describes the samphiathods and the challenges
encountered in the field. How the data was colk@ed analysed is also explained

here. The last part picks out the issues arisioigy fthe study’s limitations.

The fourth chapter presents the background of algui@l credit in Zimbabwe as well
as the context in which the fieldwork took placeeTackground is divided into three
main macroeconomic eras: the colonial era, therocbrégime (1980-1990) and the
liberalization (1991-1996) eras. The context is rabterised by a deepening
macroeconomic crisis (1997-2008). This part dessrithe features of the volatile
macroeconomic conditions and considers hyperioftaéis the main dominating facet
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of the economic crisis. It also presents the debadarding agricultural activities

during this period.

Chapter Five presents the findings and it speltsloeiperspectives of stakeholders in
agriculture. It is divided into two main parts. Pane describes the profiles of the
institutions from which the respondents were dralme second part discusses the
emerging issues. Some issues that came up hadwirdbyperinflation while others
were related to credit in general and reflectedbl@ms that were carried over from
the previous eras of the country’s agriculturatdmg.

The findings are analysed in Chapter Six. Spedijicthe chapter discusses the future
of agricultural credit in Zimbabwe as it interprate findings in the light of the
literature review. The last chapter summarisesisbaes covered in the study and

concludes by making policy and further study reca@andations.
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Chapter Two

2 Agricultural Credit and Extending Credit under
Hyperinflationary Conditions - Literature Review

This chapter explores the international experiergarding agricultural credit and
then, drawing from experiences in other countrfagher discusses what it might
mean to extend credit under a hyperinflationaryiremvment. Since this research is
carried out in the field of development studieg thapter begins by establishing the

link between agriculture and development.
2.1 Agriculture as a Tool for Development and Poverty Rduction

Research has shown that an increase in agriculpn@ductivity contributes to
development (World Bank 2007; Lipton 2005; Haggkla2D07; Agriculture and
Natural Resources Team and Thomson 2004). Howcérisbe attained also depends
on the system of agriculture in place and whetheret is enough political desire to

drive the process.
2.1.1 The link between agriculture and development

In developing economies that are largely agrariach @here the majority relies on
agriculture for its livelihood, an increase in agitural productivity is instrumental
for economic growth and poverty reduction in geh€vslorld Bank 2007; Lipton
2005; Haggblade 2007). Agricultural development wlaes platform on which the
industrial revolution occurred in eighteen centingland and Europe. In the recently
successful economies of China, India and Vietnamyicaltural development
preceded the rise of industries (World Bank 2007)stuctural transformation.
Structural transformation is a process wherebycafjtral resources of labour and
capital are transferred to other sectors of theneery without reducing farm output

and increasing food prices (Haggblade 2007).

Countries such as China, India and Ghana that hlakaygh various ways, invested
in agriculture, have managed to reduce poverty gmtheir populations. It is

estimated that growth due to agriculture in Chiaa managed to reduce poverty by
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3.5 times more than growth from other sectors ®feitonomy (World Bank 2007).
China heavily invested in agricultural researchmptemented by rural investments.
All this led to an increase in agricultural produity that led to a high reduction level
of rural poverty in the country (Haggblade 2007)he recent success of poverty
reduction in Ghana is also largely attributed te thral households’ participation in

increasing agricultural productivity (World Bank@Q.

Increased agricultural productivity reduces povedhyough various factors. Since
most of the poor live in the rural areas and rety agriculture for their living,

improved agricultural performance has a direct eagldtively immediate impact on
the income of the rural poor while also creatingfamm employment. Increased
agricultural production makes food cheaper for hatban and rural poor, given that
the population of people does not increase at hehigate than the food supply.
Improved performance in agriculture leads to growaiad provides opportunities for
business in the non-farm sector. While the econgmadually moves from being
agrarian to an industrial one, it serves to stieulatructural transformation

(Agriculture and Natural Resources Team and Thoni2664).

Although agriculture is an important instrument fronomic growth and poverty
reduction, its potential is yet to be realised ub<saharan Africa where 70% of the
poor rely on agriculture for their livelihood. This mainly due to the following
setback factors: too slow of a growth in agricidtuproductivity to make a
meaningful reduction in poverty; unfavourable maoa@nomic conditions, strict price
and trade policies; urban bias leading to poorstment in agriculture; and a decline

in official development assistance to the agriqaltgector (World Bank 2007).
2.1.2 Key ingredients for agricultural development

There is a general assumption that key ingrediémtsagricultural development
includes farm technology (improved seed, fertilisesearch funding and extension
services), functional markets (property rights, pemdy standards and enforceable
contracts), good infrastructure (farm-to-farm markeads, power lines ports,
irrigation facilities) and institutions (Haggblad#007). A good mixture of these

ingredients, or rather, a good agricultural systhat specifies who does what, with
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what, is viewed as leading to development. Thisstioe was less controversial
during the interventionist era of the 1960s andyeE®80s as it was generally agreed
that public development institutions were best @thto provide these services. The
experience of Asia's green revolution tended tqprp this view but Africa’s poor
results again weakened this perspective. Neolipeiees liberalised the agricultural
sector, replacing the state’s role with that of nierket. However, this model did not
prove successful either. The market failed to mtevihe key ingredients for
agricultural development and this was, again, reggtent in Africa. Given the recent
changes of the open world market, the debate témdfocus on whether it is
investment in smallholder farmers or large scalené&s that will make a strong
impact on poverty reduction and economic growth r{&dture and Natural

Resources Team and Thomson 2004).
2.1.3 Large or smallholder farming system?

The pro-large farmer protagonists argue that reqgobal changes (e.g. non-
sustainability of subsidies and agricultural resesr high technology required by
economies of scale and continued urban bias) makerealistic to continue holding
on to the conventional wisdom that expects smalkofarms to take the lead in
reducing rural poverty (Maxwell 2004). However, gathisers for smallholder
farming argue that even though smallholder farmespgcially in Africa, may find it

difficult to market their food produce globally,eiih domestic and regional markets
are still worthwhile. For them, the phenomenon ofal poor diversifying their

livelihoods by engaging in off-farm activities isrjely due to the improved
performance of the agricultural sector (Deininged 8inswanger 1999; Agriculture
and Natural Resources Team and Thomson 2004)rrmstef policy, this approach
puts emphasis, not on whether smallholders sucoeedt, but on how they should
be made to succeed by reinforcing direct investmentagriculture and rural

development and establishing institutions that waupport smallholder farming.
2.1.4 The need for political will

International experience shows that without engpgfitical will, a system or policy

does not yield any positive results (Anseeuw 20died in Padayachee 2010
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[forthcoming]; Adesina 2007; Sender and Smith 1986 successes in Asia came as
a result of strong political resolve by various @sgovernments (both democratic and
autocratic ones) to revive their respective agtigal sectors. India, for instance,
sternly resolved to attain food self-sufficiencyeafthe United States government
decided to use food aid as a tool of foreign po(Mforld Bank 2007). Some authors
have described the Asian model as one that was-dtaen and market-mediated and
that had a sharp focus on smallholder farmersdtitian, it also provided room for
the private sector to operate profitably (Djurfeddd Jirstrom 2005).

According to Anseeuw’s narration of the agricultutavelopment policies of Kenya
and Senegal, which epitomises the experiences sf oountries in the Sub-Saharan
Africa, many countries in the region have faileceda shortcomings in the creation
and implementation of appropriate agricultural gek (Anseeuw, 2010 in
Padayachee 2010 [forthcoming]). However, the rdspegolicies that Kenya and
Senegal have since established seems to suggestateaor public sector should play
an important role in the economy (e.g. targetirgpdvantaged smallholder farmers in

marginalised areas) without hindering the rolestber private sector stakeholders.

According to Adesina (2007), there is poor formiolatand implementation of

agricultural policies in African countries becausgmers are not organised into
powerful groups that demand commitment to agricaltwevelopment from their

political leaders. As a solution, the author suggésat the political cost of inaction

on agriculture should be raised in order to chaihgepolitical economy of agrarian

reforms in Africa. According to Sender and Smit8g@, 133), this can be achieved
through an organised working class, which, unfataly has often been muffled by
many post-Independence African governments in thisegof ‘unity’ or ‘African

socialism’.

The New Partnership for Africa’s Development’'s (MEP initiative brought African
leaders together as they sought ways of reducingrpoand agreed that revitalizing
agricultural development in the region was the Waward. As a follow-up, in 2005,
the Comprehensive African Agricultural Developmdatogramme (CAADP) of
NEPAD called for a political commitment to ensur€% growth rate in agriculture
(CAADP 2005, cited in Haggblade 2007).
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2.2 Cheap Agricultural Credit to boost production

From the 1950s until the 1980s, there was a geweraensus among finance policy
makers that subsidised credit introduced throughegonent intervention would
bring about economic growth and distribution ofame more equitably among the
populations (Buttari 1995) in developing countrigkis was also the period when
most development policies were largely influencgdKleynesianism. Policy makers
on agricultural finance adopted interventionist rapghes to agricultural credit.
Government intervention with cheap credit, whicimed at achieving economic
efficiency, was justified on the grounds that prevéinancial markets had failed, not
only to fund the modernization of agriculture, lalgo failed to extend credit to poor
people as they favoured the rich (Buttari 1995he Private or commercial lending
institutions that existed tended to focus on lagale farmers and ignored
smallholder farmers as it was costly to process madage unsecured small loans
(Yaron 1992). It was then believed that the govemnintould intervene to resolve the

perceived market failure.

This phenomenon of promoting cheap credit to supagricultural and other real
sector activities in the Third World has often beeferred to as ‘financial repression’
Burkett (1987). Financial repression happens wgiates make laws that prevent the
financial institutions from functioning at theirlfeapacity. Such policies may include
capital controls, credit ceilings, interest ratdicgs, high bank reserve requirements
as well as government ownership of banks. AccortinBond (1998), such policies
were usually made by nations prejudiced by theathst of national productive capital
or that were influenced electorally by populist tseents. He argues that in the
colonial Rhodesia, financial repression led to ageeumulation of capital by the
white minority, cementing the structures of an werexeconomy. The Agricultural
Finance Corporation (AFC) of Rhodesia for instanmo@jnly served to usher cheap
credit to white farmers, a minority group. Howeweren though it is generally argued
that financial repression interferes with efficiéimancial intermediation by reducing
people’s incentives to hold financial assets, eagee such as Chile, Japan, South
Korea, Taiwan, and China (Zahid 1995) have rapighew despite financial

repression being fairly common in these countrilse justification of supply of
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cheap credit was based on certain policy assungtad it called for the creation of

tools to implement this policy.
2.2.1 Policy assumptions

The subsidised or targeted credit approach waslynbased on the assumption that
farmers needed cheap credit to stimulate themddywme the much needed national
agricultural products through increased farm ougilein et. al. 1999). Another main
assumption was that smallholder farmers neededt drecause they were too poor to
save and that those who acquired additional incepent it on consumption or
ceremonial sprees (Adams 1978) and had no intarestposit facilities. Since they
were perceived as incapable of using money prdfitab was assumed that poor

farmers would need strict monitoring when givem®&Gonzalez-Vega 1993).
2.2.2 Policy implementation tools and challenges

The subsidised agricultural credit system was imgleted by creating various
structures such as the state-owned agriculturatldpment banks and the use of low

interest rates. The policy faced various challertasled to poor implementation.

Since agriculture was already a risky sector for famancial intermediary to venture

into, the specialization factor produced more nggathan positive results. This
further reduced opportunities for the developmeahks as potential non-farm
customers, some of whom needed credit for inconmemgéing activities, were

excluded. It also meant that the banks’ cash flawwsld be determined by seasons
and these could at times be unreliable when it ceortbe repayment of the loans.
High cash flow would only take place at the begwgnbf the rain season, when
farmers needed credit (Seibel 2000).

The banks had little cash flow since deposit meaitlon was not their priority and
this reduced their chances of becoming financialigble. Efficiency for them

included the quick release of volumes of loanss Esutiny of repayment capacity
and collateral, as well as the subsidizing of drd@iourne and Graham 1984;

Gonzalez-Vega and Graham 1995). Loan repaymentdapdsit mobilization were
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not part of the mandate of these institutions, ithee traditional assumption that rural

people had neither the capacity nor will to savdgis 1978).

Due to low interest rates, most of these banksdcaelther cover average operating
costs nor protect the purchasing power of the beers’ loan portfolio (Bourne and
Graham 1984). To mitigate this, some of these bterkded to reduce the high cost of
serving large numbers of small loans of smallholdemers only (Seibel 2000). In
addition, non-priority influential clientele loblileand took advantage of the cheap
loans and the intended beneficiaries lost out. his tay, cheap credit yielded

unintended negative outcomes: the opposite of ircadistribution.

Agricultural development banks were also vulnerabde political interference.
Patronage found its way in as politicians gave $a@ntheir supporters in the guise of

‘helping the poor’ or ‘promoting development’ (Baitt 1995).

In the long run, the policy of cheap agriculturaddit could not remain financially
viable since its institutions had to continuousgpdnd on grants from governments or
donors. As a result, most of them eventually becamelvent, required additional
capitalizations and constantly changed names anthgeas in a bid to remain in
business. Apart from the few success storiesamtw-developed economies such as
Taiwan, government-sponsored agricultural lendimgjitutions in many developing
countries have often experienced failure (World BBa2007). Francophone West
Africa’s state-owned agricultural banks, all of winioperated on a supply-led basis,
faced closure due to lack of external funding antérnal deposit mobilization.
Anglophone West African countries such as GhanaTdrel Gambia were no better
but at least demonstrated some innovation by diyarg their portfolios.
Unfortunately however, political interference, rseeking and loan repayment
default thwarted their viability (Gonzalez-Vega @chham 1995).

In critiquing this policy, Yaron and Charitonenkmipted out that the cheap

agricultural credit approach was designed to titeatsymptoms instead of the causes
or the lack of access to rural finance. It simpigd to intervene and supply those
missing financial services without addressing #eesons why there was a problem in

the first place. Some of the root causes includgt transaction costs, asymmetric
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information, seasonability of demand in financiahsces and poor economic and

financial policies (Yaron and Charitonenko 1999).
2.3 Development of Financial Institutions and Systems

While the Keynesian tradition dominated during éna of the subsidised credit, the
development of financial institutions and systenppraach to agricultural credit
appeared at a time dominated by neoliberal polfcies this system, the role of
government in giving credit is minimised, if nosdouraged, while the focus tends to
be more on how financial institutions can becom&anable. Sustainability, impact
and outreach to the poor are normally consideredpihmary goals of financial
institutions and they are reached through innoeativethods executed in a stable

macroeconomic environment.
2.3.1 Goals of financial institutions: sustainability, oureach and impact

Success or performance of the financial institigieimeasured by the level of their
sustainability, outreach and impact on the pooresehconcepts of sustainability,
outreach and impact, have been adopted by micrafsnésee Figure 1) whereby the
three goals are only achievable if the institutiooperate under favourable
macroeconomic and socio-political environment. &usiility is the financial self-

sufficiency or the ability of the financial institan to provide durable services on a

cost-recovering basis without depending on subsifilan donors (Kleiret al. 1999).

! Neoliberalism, or the Washington Consensus, enipésmseducing the role of the

state in the economy while the market plays a eénwle (Williamson 2000). Post-
Washington Consensus added that the state haé anrblilding institutions that were fit to
effectively participate in the market (Stiglitz B)3Chang (2003) took the agenda of
institutions further when he maintained that ingiitns mattered and that the market was just
but one of the institutions created by the stdite latter of which was also an institution. For
Chang, markets are based on institutions andthidase institutions that determine who can
participate in the market, (i.e. the rules of tlzeng). Some institutions determine legitimate
objects of market exchange, while others defineh esgent’s area, rights and obligations.
Some institutions monitor the process of exchangd @s fraud, others (namely politics),
legitimate the operation of these institutions. Tdmproach of development of financial
institutions and systems, with its emphasis onitirtgtnal development, is not very much
divorced from the environment in which it was born.
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Sustainability is reached when the return on egqutynet of subsidies received,
equals or exceeds the opportunity costs of thetedunds (Yaron and Charitonenko
1999). Outreach refers to the extent to which arfanal institution extends high
guality financial services to a large number of pokents (breath of outreach) and
the poorest (i.e. depth of outreach) (Kleiral 1999; Zeller and Meyer 2002). Impact
refers to the depth of the outreach but is usudiffycult to measure. Innovations are

the means through which financial institutions a#tain the three goals.

Figure 1: Means, goals and context of finance institutioAslapted from Zeller and
Meyer 2002.
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2.3.2 Means: Institutional Innovations

Studies by the International Food Policy Reseanshitute (IFPRI) on innovations in
group-based banking in Bangladesh (specificalle thrameen Bank), Malawi,
Madagascar and Cameroon found three important shaigput innovation. These
included savings arrangements, group approachesdanthnd-oriented financial

services (Zeller and Sharma 1998).

Experience from the studied countries shows thainga arrangements are an
important part of a sustainable financial programthe poor. That being the case, it
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is necessary for products to be diversified in prdeprovide savings service to as
many poor clients as possible. (Zeller and Shar888)L A study by Nguyeet al
(2002) conducted in Burkina Faso showed that progidavings services to assist
poor households to smooth consumption might be i mibective way of helping the
poor than giving them loans for specific purpodéss study showed that demand for
financial services was shaped by gender and by oseignopportunity. Semboja
(2004), basing on apexes or second-tier banks torah development funds in
Senegal and Tanzania, showed that no amount ot caadd help the poor to find a
way out of poverty if there was no economic oppaitiu The author concluded that
“It is infusion of credit into an atmosphere of momic opportunity that creates

income, potential and prosperity,” (Semboja 2004,)8

Group approaches is the second lesson drawn fremiRRRI report (Zeller and
Sharma 1998). Traditional banking systems pref8ateval in the form of mortgages
on real property, which requires clear land tide®l mortgage registration (Kleet
al. 1999). While within traditional banking systehretagent of a rural bank branch
directly negotiates savings or credit agreementwdsn the retail banking institution
and the individual, in an innovative approach, @alanstitution negotiates between
the bank and the individual. It also assumes thepamsibilities of screening,
monitoring and enforcing the repayment of loanscfions that would normally be
constraining and expensive for the bank agent toycaut. Most schemes make
members jointly liable for the repayment of loamsl @o not give subsequent loans
unless full loan repayment is made (Zeller and ®B8at998). The prospect of access
to subsequent loans has proved to be one of thé poegerful incentives to loan
repayment. However, group lending demands thatgtteeips be homogenous in
composition, interests and objectives in orderdduce problems of moral hazard.
Since most farmer groups in many countries do retrthese conditions, due to the
long duration of agricultural loans and high costdraining, individual lending in

agricultural finance is preferred to group lend{Hdgin et al 1999).

The third lesson drawn from the IFPRI study wad #h@mand-oriented financial
services increased outreach to the poor. Lendingices should only aim at

increasing productivity but should also be diveesifto include income-generating
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activities while covering consumption needs suchhaalth, education and social
obligations (Zeller and Sharma 1998). Outreachalaa be affected by the way the
targeted clients perceive the costs and benefigseaf by the institution. In Stanton's
(2002) analysis of client demand and targetingcefificy of Mexican financial

institutions, she found out that client perceptiaosild be affected by the way the
product was designed. Complicated procedures igete&ransaction costs and then
scared away the poor clients while the wealthy amah-targeted clients took

advantage of the cheap loans (Stanton 2002). Tmseguently reduced outreach to

the poor.
2.3.3 Context: Stable Macroeconomic and Socio-political Bvironment

A stable socio-political and macroeconomic envireninis an essential prerequisite
for the good performance of financial instituticared ensuring rural development and
effective poverty reduction (International Fund fggricultural Development [IFAD]
2004; Yaron and Benjamin 2002; Kleiat al 1999). Important features of a
conducive environment include the following: *“..cn@economic stability;
deregulated interest rates, exchanges rates ammilag@al prices; and a legal system
that protects property and land-use rights, theraarhy of financial institutions and
regulatory authorities, and due legal process” PF2004, 18). Yaron and Benjamin
(2002) maintained that governments’ main role ippsurting financial markets should
be mostly indirect. This would entail creating adarable policy environment and
strengthening the legal and regulatory framewodck.of such an environment yields
negative results such as poor enforcement of adsfravhich, in turn, increases

uncertainty and reduces the expected returns thtore (Yaron and Benjamin 2002).

Klein et al. (1999) considered that client trust doyalty is fostered when a financial
institution has an effective governance and managérmstructure that protects it
against political interference and distortions iceld by government and donor
interests. However, there is less agreement onndesl and the extent to which
governments should be involved in the direct priowisof financial services when
there is serious market failure. For instance, tlséite-owned agricultural
development banks receive special privileges isambg as creating unfair

competition (Kleinet al 1999).
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2.3.4 Case Studies

Banrural Bank of Guatemala is one institution thais managed to effectively
combine financial and development goals by managimgremain financially
sustainable while offering financial services tooporural, and agricultural clients
(Trivelli 2007, cited in World Bank 2007). The bankhich mainly works outside
Guatemala City, was created in 1997 after the ckoséi a poorly performing state-
owned bank. Half its clients are women and it usesnacular languages to
communicate with its illiterate indigenous clienfsbhout 70% is privately owned,
while only 30% is owned by the state. The stateviges no direct subsidies to
Banrural. The 70% is shared among five types afksteach represented in the board
of directors. The bank has 10 board seats thatdarneed among the various
stakeholders. The state has three seats. The frélsé seats are shared by various
organisations which include unions, Non-Governmer@@aganisations (NGOSs),
microfinance organisations and former workers of thlosed stated bank among
others. This governance model has empowered thaterstakeholders and balanced
goals of financial sustainability and rural devetgnt. It is also sustainable because
the board and equity makeup cannot be changedisatly over time. By adapting
financial technologies to its clientele but withdosing its identity as a bank, Barural
mobilised its rural clients to deposit funds. ByOZ(ts profits were coming from a
high volume of small transactions, mostly in ruaakas. The bank also acts as a
second-tier bank as it provides credit to more th&f institutions. In this way,
Barural managed to increase its outreach to th&l poor, an objective which the
former state-owned bank of Guatemala failed to eaahi(Trivelli 2007, cited in
World Bank 2007).

BRI of Indonesia is one of the state-owned agnicalt development banks that
reformed successfully. The reform required attaimimed operational autonomy and
freedom from political interference and this wakiaged through the establishment
of appropriate legal and regulatory framework a#§ ageffective internal control and
external supervision, (Seibel 2000).
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2.3.5 Summary and critique of the two approaches to agrigltural credit

The two main approaches to agricultural credit udet 1) the policy of giving
farmers cheap credit through development banksiitthibut the worry of the loan
repayment and sustainability of the concerned bankis 2) the more recent policy of
the development of finance which puts emphasis loa tiability of financial
institutions. Both approaches tend to assume extneositions. The policy on cheap
credit shows that credit is important for agrictdludevelopment but forgets that
credit dries up if the supplying institution is naable. The policy on development of
financial institutions shows that viability of finaial institution is critical but tends to
diminish the importance of giving credit to the p@s focus is thrust on recovering
loans. Since this approach encourages the pooortow in homogenous groups it
becomes difficult for farmers since they are natally homogenous, given that their
crops, land sizes and terrain may differ (cf. 2.3\2any case studies carried out have
shown that not all is smooth with regards to tresvrapproach. That poor borrowers
have to operate in groups has often led to cornfiithe communities especially when
some of the members failed to pay back the loaeigZzand Sharma 1998, Bond
1998). On the overall, there is need to balancé bpproaches so that farmers are
given credit but ways should also be sought to mngbat financiers remain

sustainable.
2.4 Extending Credit under a Hyperinflationary Environm ent

What would it mean to give loans under hyperinflairy conditions? Some lessons

can be drawn from international experience andrthesgarding hyperinflation.
2.4.1 Definition, causes and cures for hyperinflation
Definition and Characteristics

Inflation is generally classified as a sustainedrease in the cost of living and is
usually thought of in terms of changes in ConsuRr&ze Index (CPI) (Siklos 2000).
While there is no precise definition of hyperinittat which is accepted everywhere,
one definition that academics side with is thatdagan (1956, cited in Siklos 2000).
It considers hyperinflation as beginning when infla exceeds 50% a month and
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ending when it is less than 50% in every month riprat least one year. Most
economists refer to hyperinflation as that infladoy cycle without any tendency
toward equilibrium, creating a vicious circle in i more and more inflation is

triggered with each iteration of the cycle.

Several countries experienced hyperinflation in28& Century. In the 1920s, the list
of countries that experienced hyperinflation inedd\ustria, Germany, Hungary and
Poland. China and Greece had it in the 1940s. én11®80s, Bolivia (1984-85),
Nicaragua (1988-89), Yugoslavia and Poland (1989xerienced hyperinflation
(Solimano 1990). More recent examples include R&888-99), Brazil (in the early
1990s), Argentina (1999-2002) and currently, Zimbak{since 2007). In describing
hyperinflation in Germany, Solimano stated thatthk characteristic elements of

hyperinflation were present:

(1) a complete domestic demonetization and a ehifiortfolios toward foreign
currency; (2) an increase in the fiscal deficit &ty because of the decreased
real tax revenue arising from the fiscal lag), whio turn accelerated the
expansion of domestic credit, fuelling inflation daigenerating an unstable
inflationary process; (3) the destruction of theisemg structure of wage
contracts (the duration of contracts was drasticalirtailed as a result afe
facto pegging to the exchange rate); (4) a very rapigre@ation of the
exchange rate; and (5) a decrease in the indicgdysfical production and in
real wages, and an increase in unemployment. (8atbhni990, 168-9)

Causes and Cure of Hyperinflation

Economists generally agree that inflation is bdlsica monetary phenomenon
(Friedman 1992). Hyperinflation is caused by gowsents which, when they can no
longer fund their deficits from tax revenue, restrtlimitlessly and continuously
borrowing from the central bank. If the central bas weak in terms of firmness on
monetary policy, the only option it usually haghsat of printing money to fund the
revenues of the fiscal authorities. This beget&aiimin and when it gathers speed,
government wants to stay ahead of the inflation a@hthflationary expectations so
that it can continuously have its revenues fundextording to Siklos (2000), such a
setup suggests a theoretical possibility that fisilacan be explosive because past
inflation leads to more future inflation as the trah bank responds to the

government’s need to print money, its only sourceevenues.
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In his account of Bulgaria’'s two-month hyperinftati of 1997, Slavova (2003)
subscribed to the argument that a government wkagies over control of the
monetary policy to fund its expenditures createspenpflation. Prior the
hyperinflation, the Bulgarian government interfered several occasions in direct
monetary policymaking, which demonstrated that reénbank independence was
mere rhetoric. According to Slavova, all governmiat¢rventions were not so much
for exploiting potential Phillip’s Curve trade-offwior to elections, but for funding
budget deficits both explicitly, in form of directedits extended by the central bank,
and implicitly, by encouraging state-owned banksrénance loss-making state-
owned enterprises. Bulgaria started to print mdoeynance budget deficits and give
direct loans to the state budgets in December 1B9@anuary 1997 the inflation rate
had risen to 49% and it reached 243% the follovaagth (Slavova 2003).

According to some analysts, a combination of weakeghments, civil disorder and
unrest usually produces a conducive environmentyperinflation to develop (Capie
1986, cited in Siklos 2000; Cooper and Kempf 20@pecifically, Cooper and
Kempf maintained that hyperinflation was a signaoflivided society. The authors
viewed that hyperinflation was the manifestation aoftragedy of commons in a
divided society with a weak central monetary autiiasr a decentralised monetary
policy. In such a society, special interest growas pressurise a weak central
government to issue money to fund their own demavidie neglecting the country’s
overall welfare. Lessons from Argentina show thdhex a currency board or
dollarization can remove this bias (Cooper and Ke2@01l). Dollarization is a
monetary system in which a country substitutes @dhiStates dollars for its own
currency while it hands over control of its mongtpolicy to the United States. The
term ‘dollarization’ is also a shorthand for theeusf any type of foreign currency in

transactions among residents (IMF 2009).

Economists generally accept that remedies for liyfb&tion have to do with

discipline in both fiscal and monetary policies. the one hand, government needs to
formulate and faithfully implement fiscal policigbat respect a budget constraint
without resorting to excessive monetary expansiam.the other hand, the monetary

policy should be firm enough to resist financing tiovernment’s budget. However,
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both these measures can only work if the public atestrates confidence in these
policies (Siklos 2000).

2.4.2 Extending credit

Some studies suggest that where there is hypdrorf|griority should be placed, not
on improving credit extension and conditions, bwther on reducing the
macroeconomic volatility (Dehes al. 2007). However, the answer to this question
is interlinked with causes of hyperinflation, whgyesome governments without any
tax revenues resort to printing money to fund mtgjeor budgets they perceive as
important. According to Godoy and De Franco (19@2nomic analysts associated
this behaviour with populist governments of Latiimérica. For Ladman and
Tinnermeier (1981), private transfers of concesmiphoans for agricultural purposes
are magnified when there is inflation and this emages government to use them to
gain patronage of borrowers, and conversely, farrdwers to pledge support to
government. There are, therefore, two tendencigardéng extension of credit under
hyperinflationary conditions: 1) focus on stabitia by analysts, and 2) focus on

cheap credit by populist governments.
Focus on stabilization by analysts

A theoretical and cross-country empirical analygigarding the factors leading to
financial deepening by Dehestal.(2007) showed that a high rate of domestic credit
to the private sector (measured as a percenta@G®bBf) was associated with stronger
credit rights and lower inflation. These authorsisidered that the development of
credit markets was, to a large extent, a dire¢éctbn of financial deepening that led
to the overall level of economic development. Sihaeks are more willing to extend
credit to the private sector when they have apmaitgtools to enforce the repayment
of loans by seizing collateral or even gaining colnof the bankrupt firm, (Townsend
1979), the issue of credit rights protection become important determinant factor.
The study by Dehesat al. (2007) also showed that improvement of credit tegh
protection had little effects in an environment véhénflation rate was increasing.
This is mainly because inflation is expected toehavnegative impact on financial

deepening at least to the extent that it erodesdhakvalue of outstanding financial
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assets. Lack of macroeconomic stability triggersentainty about borrowers’ ability
to meet their obligations, while higher uncertaistysures credit suppliers reallocate
resources away from risky projects. In a hypertidteary environment, borrowers
can be denied credit even if they are willing to preterest at above market rates,
creating a credit-constrained equilibria. In cosan, Dehes&t al. (2007) suggested
that in a high inflationary environment, effortsositd focus on controlling inflation
and ensuring macroeconomic stability. Once thegectbes are achieved, the focus
of attention should shift to strengthening creditaghts and improving credit
information management, which is viewed as evehtdahding to development of

credit market for economic development.

According to Fanelli (2003), when negative shockduce firms’ net worth and

consequently increase the probability of finandiskress, creditors react by shifting
their demand toward asset with short-term matufltgis enables them to easily
monitor the behaviour of debtors in such uncergmivironments. These observations

by Fanelli (2003) were based on the Argentineam@auc crisis.
Focus on cheap loans by populist governments

Ladman and Tinnermeier (1981) argued that agricallteredit programmes in
developing countries could be used for politicalpmses even though they were said
to promote economic development. According to thenedit programmes tempt
politicians to exploit them because they are easgstablish and administer and are
legitimate for economic objectives. In additiong tinue use of the credit is difficult to
see because money can be used in diverse waysdlyatot be easy to trace. Ladman

and Tinnermeier developed five reasons to suppeit tlaim:

First, governments typically control the formal ketr supply of agricultural
credit through development banks and credit pdigiich force private sector
lending to agriculture. Therefore, governments hthwe ability to influence
strongly the distribution and allocation of cre@econd, concessionary interest
rate policies, which are almost ubiquitous in LO@gs Developing Countries],
agricultural credit programs provide for an attnaetincome transfer to
borrowers. Third, when governments permit long-teletinquency, a common
condition in LDCs, the borrower receives a temppiacome transfer for the
period of the delinquency. If he never repays.eitdimes a permanent transfer.
Fourth, when inflation is present, the magnitudetloé concessionary and
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delinquency transfers is magnified. Fifth, the adages of obtaining these
transfers are sufficiently attractive that they banused by governments to gain
patronage of borrowers and, conversely, by borrevier pledge support to

government. (Ladman and Tinnermeier 1981, 66)

The fourth reason mentioned by Ladman and Tinnemnreifer to a situation where
there is inflation, namely that the loans transférare increased in accordance with
the demand schedule. Inflationary conditions ineee¢he benefits of those who
receive the transfers. The increased benefits ditiadal transfers also enhance the
attractiveness of using credit for political objees. The mere environment of cheap
loans or concessionary transfers is conducive foorging corruption as government
officials can easily have part of the transferstf@mselves directly or indirectly by
lending to themselves or by receiving bribes froonrdwers. With its control of the
formal market supply of agricultural credit, a gowaent can utilise such transfers to
promote certain economic activity and/or to infloercertain behaviour among the
loan recipients. The bottom-line in all this is tthlae borrower gains income at the
expense of the taxpayer or saver whose money éstagerovide credit. Ladman and
Tinnermeier (1981) applied this theoretical framdéwmo a case study of Bolivia and
concluded that in the political context of that ooy, large income transfers were
made to a few influential farmers, a situation whatrongly suggested that political
factors were important in allocating credit inteddéor income distribution,
development, and debilitation of financial instituns.

Bolivia’s former President Suazo addressing Gedaekson Eder, crystallises the
key issues of the debate regarding what has tordmed off between propelling
economic development agenda even if it leads teetyfation and, maintaining a
low inflation even when it means a rise in unempient. He wrote, “You have given
us stabilization, but at the price of economic deweent” (Eder 1968, cited in
Godoy and De Franco 1992, 618). According to Gaaloy De Franco (1992), when
Bolivia experienced hyperinflation from 1982-5, yealater after the former
President’s remark, agriculture prospered duringt theriod of macroeconomic
volatility because the demand for food shot up wuecreased government spending
and larger public employment, following two decadefs non-democratic rule,

whereby workers’ demands were usually suppresdaglrdsponse of government led
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to larger fiscal deficits, greater demand for faod to lower real wages. In 1983,
Bolivia experienced drought conditions and thisuet food supply and the situation
became worse when smallholders withdrew perishalid®ds from the

(hyper)inflationary world, causing yet another risefood prices. A Computable
General Equilibrium model built by the Ministry Bfanning of Bolivia indicated that
expansionary fiscal policies benefited smallholdassevery 2% increase in public
expenditure increased real rural income by 0.4%weéi@r, the hyperinflationary
period did not experience a significant rise imterf agricultural productivity. When
hyperinflation ended, the momentary prosperity @fri@lture also ended as
stabilization removed incentives such as subsidisedit and transport that helped
agriculture. According to Godoy and De Franco ()9%2me people believed that
stabilization negatively affected the developmenagriculture in Bolivia. However,

the authors maintained that the populist policycbeap food’ for the people should

have been backed by improvement of agriculturdirietogy after stabilization.

Basing on Sachs’ analysis of social conflict of plogi policies in Latin America,
Godoy and De Franco (1992) argued that the suafesgriculture in Bolivia during
the period of hyperinflation was temporary, givee typical pattern of such policies
in the region. According to Sachs (1989), policies Chile, Peru, Brazil and
Argentina, worked well but only for a short time.sfudy of these countries showed
that at first, real wages, non-tradable producteomd Gross National Product (GNP)
improved and the real exchange rate appreciatedei#er, the growth failed abruptly
after about one year, leaving these countries ib@ttvith serious distortions.
Governments subsequently faced shortage of hardray to fund their programmes.
They resorted to printing money and this led todmydlation (Sachs 1989; Godoy
and De Franco 1992).

2.5 Issues raised and their relevance to the problem

Three main issues have been raised in the literatwnveyed in this chapter. First, in
the developing countries, Sub-Saharan Africa ini@aar, agriculture is considered
essential for development. About 70% of the peopl¢he region of Sub-Saharan

Africa (Zimbabwe included), depend on agriculturer ftheir livelihood. It is,
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therefore, important for governments of these coemtto formulate and seriously

implement progressive agricultural policies andggtaevelopment in the region.

Second, the financial sector can contribute tocatjire through agricultural credit
but findings from literature show that there wase@an emphasis on extending cheap
credit to farmers without much attention on repawtrend viability of the supplier
institutions. Later on, there was an inverse tengesf emphasizing repayment and
viability of the financial institutions while litd attention was given to the extension of
credit. As we pointed out earlier on (see 2.3.%thbapproaches tend to go to

extremes. There is need to strike a balance.

Third, the chapter has discussed what it may maaa €ountry to extend credit under
hyperinflationary conditions. Under hyperinflatiogaconditions, analysts prioritise
stabilization as opposed to credit extension. Hanepopulist governments have
historically tended to focus on extending cheam$pan the name of economic
development, to their interest groups for politipalposes. Studies of Latin American
countries that went through economic crises dematest that the fruits of such
development initiatives do not last long and thaheut stabilization, agricultural

credit cannot bring about a lasting economic dgualent.

In a nutshell: the chapter has established that thmbugh well-functioning financial
institutions operating under a stable macroeconognironment can extension of
agricultural credit lead to development. Given thgh levels of hyperinflation that
Zimbabwe had between 2007 and 2008, its economid coot, by any way, be
described as stable. What would it mean to exteaditcunder such an environment

and how developed were its financial institutions?



Page|26

Chapter Three

3 Case Study Methodology

While the literature review has sought to bring imi¢rnational experience regarding
agricultural credit in general and in a hyperinfiatry context, this study seeks to
narrow down the focus and concentrate on Zimbabagerience of hyperinflation
between 2007 and 2008. The researcher employed aditatjue case study
methodology to gather and analyse the data usédisrstudy and tried as much as

possible to adhere to the requirements of thettoedof this methodology.
3.1 Choice of study approach and methodology

After considering both quantitative and qualitateygproaches, this researcher found
gualitative methodology more suitable to use sitheeaim was to explore the many
factors that impacted on agricultural credit undbe volatile macroeconomic
environment in the country. While a quantitativesearch study deals with few
variables but many cases, a qualitative researeb fesv cases but many variables
(Ragin 1994). Creswell (1998) described a qualgatesearch as that which employs
distinct methodological traditions of research mley to explore a social or human
problem. For him, a qualitative researcher buildemplex and holistic picture of the
unit of analysis, a process which involves analyawvords, reporting detailed views
of informants and conducting interviews in a ndtuwsatting. As required by a
gualitative approach, the researcher carried astrésearch, not as an ‘expert’ who
passes judgment on participants, but as an aearaér who could tell the story from
the participant’s view (Creswell 1998, 18). In thesearch informants are the experts
of the issue under inquiry. Most informants felteaise and confident to share their

views after this researcher clarified their roléhp research.

Though a qualitative study can be carried out usithger designs or methodologies

such as ethnographic method and grounded theayredearcher considered a case
study design as best suitable since it affordedtorreach a profound understanding

of the issue under analysis. It demands extergattieering of material from multiple

sources of information in order to provide an impithepicture of the unit of analysis
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Creswell (1998). It was with this understandingt tthes researcher focused only on
one country. The choice of Zimbabwe was mainly bsedt was the only country in
the region (of Sub-Saharan Africa) that was experieg hyperinflationary conditions
at the time of study. This outstanding characterist Zimbabwe makes this paper a
unique case study (Creswell 1998). The fieldworkolmed collecting information
from various key stakeholders from the agricultsedtor in order to establish what it
meant to extend credit under volatile macroeconarmiaitions mainly characterised
by hyperinflation. However, it was not always edeyget access to stakeholder

institutions, which, in turn, were to provide tihesearcher with key informants.
3.2 Sampling and the challenges encountered

The study was initially designed to tackle the agsk problem by exploring the
experience of the Agricultural Development Bank Zimbabwe (Agribank) only.

However, the researcher received no response teetheest for permission, despite
several follow-ups with Agribank for more than thnmonths. Seeking views of key-
stakeholder institutions in the agricultural seabbrZimbabwe successfully became
the way forward. The headquarters of most of thaoua institutions that were

identified as key-stakeholders were located in Harthe capital city of Zimbabwe

which resulted in the fieldwork being conductedhis region.

The institutions approached were located within@eatral Business District and in
the outskirts of the city of Harare. While the @®her might have anticipated
possible key stakeholder institutions for partitipa in the research, the snowball
sampling method, a strategy that helps to idenkBy-informants with rich
information through the help of people who knownth@Viles and Huberman 1994),
proved to dominate as respondents referred theangse from one institution to
another. Generally, many of the institutions thatevapproached showed readiness to
participate in the research. Only a few were diititco penetrate due to gatekeepers
but some prior research which afforded the researtthknow who to ask for from
the onset proved helpful. A total of eleven ingtdns participated in the research as
they provided key-informants (see Appendix 1).
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At most of these institutions, the researcher wedsrred to a key informant after
briefly explaining the objectives of the researélfter the interviews, most of the
respondents willingly suggested other possible aedents that they considered
knowledgeable. Except for two interviews, one ofckhwas held in December 2008
and the other in March 2009, the rest of the inésvg were done in the month of June

2009, a time when most people considered the tirhgperinflation as over.
3.3 Data Collection Techniques

According to Mikkelsen (1995), data collected iase study should lead to an in-
depth understanding of the object under study. ffiweaat this, the study employed
several data collection techniques, namely, seructred interviews, fieldwork
notes, observations during the fieldwork (Yin 19%)d a group interview with
smallholder farmers. All the respondents willinglgreed to participate when they
understood that it was solely for academic purposéswvever, one respondent
refused to sign a consent form even though he alidhesitate to participate. The sole
reason he gave was that signing such a form waddire too much protocol and
formalities that might have delayed the intervieWwo interviewees explicitly

requested to remain anonymous in the final report.

Most of the information acquired from the study Vitasn semi-structured interviews
with key informants. This interview technique prdveseful because it allowed
respondents to elaborate their fixed choice answPevson 1996). The semi-
structured interviews were recorded on audio-tajie mespondents’ consent. Audio
recording ensured accuracy in the write-up of #port since some information could
have been missed during note taking. In additiangave the researcher the
opportunity to establish eye-contact with the resjemt, instead of being grossly
engaged in note-taking which would have disturledrelaxed mood of interviews.

The data sourced was meant to answer the centesdtign: what has been the
experience of stakeholders regarding the supply demdand of agricultural credit
under current macroeconomic conditions? To guide ititerview, several sub-
guestions were formulated and asked, dependinghentyipe of respondent (see

Appendix 2). In terms of content, respondents wai@e willing to share their
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experiences and views than the documents of thetitutions, especially where
figures were involved. However, this did not congéd a huge problem since the main
interest in the study was to establish their vieass knowledgeable people who
belonged to institutions that played a key rolesupporting agricultural activities in

the country.
3.4 Data Analysis

This researcher used two main topical questionsnalyse and discuss the data
collected in the field: 1) what themes emerged frgathering information about
agricultural credit? These questions helped theareber to identify and group the
information for discussion. 2) How can one intetpgheese themes in the light of the
broad debate regarding agricultural credit and Hgflation and what lessons can be
drawn (Lincoln and Guba 1985) from the Zimbabwease®

The analysis process began soon after fieldworkalmanging field notes and
transcribing interviews recorded on audio tape.ofitent analysis was made of the
transcribed material and the notes collected infiblel. The interview question
guide, whose formulation was based on the conckptaimeworks of agricultural
credit and a hyperinflationary environment discdsse the previous chapter, also
served as a guide in grouping the information afehtifying emerging themes. In
this report, coded references are made to ackngelaat credit both specific
views/opinions and direct quotes of respectiveardpnts. In the referencing system,
each respondent is replaced with a code letter taeddate when he/she was
interviewed (e.g. H, 03/06/09). These codes areided on the list of the respondents
(see Appendix 1). Information that could not fitanthe identified themes led the
researcher to revisit the literature review in orefind ways of reporting it without
changing its context.

The researcher then interpreted the categorisedehen the light of the reviewed

literature. This entailed picking out the issueattthe researcher considered most
critical and seeing if findings from internatioretperience could inform the study at
hand or vice versa. The objective of the analysixgss was, according to the case

study tradition, to arrive at lessons learnt frdma tespondents’ experiences.
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3.5 Issues arising from the limitations of the study

The researcher did not manage to interview a fesestolders that could have added
further information to the study. The Reserve BaikZimbabwe (RBZ) is one
important stakeholder absent in the list of thditusons successfully approached.
Additionally The Commercial Farmers Union has sufgmb large scale commercial
farmers in a significant way but had no one madengelves available for interview
during the period of fieldwork. However, the ZimabFarmers’ Union that appears
in the list also represents commercial farmersabat general level.

A gender analysis of the profile of the respondesitows that there is sharp
imbalance. All the respondents from the institusionere male, except for three
women who formed part of the group interview. ltghti be too early or even
inaccurate to judge from this single scenario thamen are poorly represented in
these organizations unless a specific gender-bsts®ly is made to interrogate the
guestion further. However, it is a cause for condéat in all the eleven institutions
visited, the snowball method landed this researohanale key informants only. The
limitation arising from this is that women viewsyegding their experience of credit
under hyperinflation may be poorly represented etreugh research shows that
about 40% of the households in the rural areaseanale-headed (AGRITEX 2002,
cited in Horrel and Krishnan 2007).

The politically polarised environment in which tlesearch was carried out might not
have been conducive for getting optimum responsas some of the respondents.
Some respondents requested anonymity when theydeoed their opinions to be

politically sensitive. It could be the case thamgomight not have fully expressed

their views if they considered them dissenting.

This preceding issue of the context in which theeagch took place establishes a link
with the next chapter, which provides a backgroand macroeconomic context of

agricultural credit. This helps to assess the figdiin their proper context.
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Chapter Four

4 Background and Context of Agricultural Credit in Zi mbabwe

From the colonial times (1890-1979) to the poskpehdence period (1980 to the
present), the fall and rise of the agriculturaltsem Zimbabwe has been determined
by land ownership and control (Ndlela and Robin2067). The period between the
1997 and 2008 is that of the deepening economstsciThis is the context in which

agricultural credit is discussed in this paper, bpécial attention is made on the
period of hyperinflation (2007-2008).

4.1 Background
4.1.1 Colonial Era

The colonial era lasted from 1890-1980)Key periods regarding various policies
established during this period are summarised peragix 3. The colonial era created
a dualistic system of agriculture. Under this systa minority group of white settlers
occupied vast and fertile lands and enjoyed variousis of farming support. The
vast majority of Africans were pushed to a smalicpatage of less productive land
and no support was generally given to them (Ndield Robinson 2007). This setup
meant that only white farmers could be large scalamercial farmers and Africans
(blacks) constituted the bulk of smallholder farmefhe colonial regime created
several discriminatory policies that disadvantagked black majority. The Land
Apportionment Act of 1930 led to the forceful renabwf the majority blacks from
arable land to arid rural areas that were themneddo as “Reserves” or “Tribal Trust
Lands” ( now known as Communal Areas), creatingrrdor white farmers to occupy
massive farming areas (Bond 1998). The Native Udndbandry Act of 1951 was

2 Different colonial regimes controlled the counsityvarious given times. The colonial regimes

of Zimbabwe can be outlined as follows: The BritBbuth Africa Company (1890-1923), Southern
Rhodesia self-government under white minority (39233), Federal of Northern and Southern
Rhodesia and Nyasaland (1953-1963) and Unilatesalddation of Independence of Rhodesian regime
(1965-1979) (see Ndlela and Robinson 2007).
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enacted to perpetuate this discriminatory polidye Act sought to replace communal
land owned by traditional chiefs with more produetblack farmers in the name of
land conservation and reducing overcrowding of aetidands (Bond 1998). In

reality, the colonial government wanted “to sulogéitan African agrarian bourgeoisie

and proletariat for the peasantry,” (Arrighi 1938).

Agricultural support policies during the coloniataeclearly favoured the white
farmers. As far back as 1908, the country’s Depantmof Agriculture was
reorganised to give technical support to while fargn In 1912, a Land Bank was
created to provide credit facilities to white fammigo that they could purchase farms,
livestock and farm equipment. No loans were extdrideAfrican (black) farmers on
the grounds that they did not have any collatehdli€la and Robinson 2007).
However, small loan schemes for blacks were stdoigdthey never brought any
significant change given the discriminatory struesuin place which deprived blacks
of any financial muscles. Some of these includehthesing credit scheme supported
by the Plewman Commission, which failed due todebination of volatile liquidity
and limited buying power” (Bond 1998, 75). The A&n Loan and Development
Company founded in 1961, even though meant to bethef disadvantaged blacks,
had interest rates that were higher than were adailto white farm borrowers
(Whitsun Foundation, 1980). Silveira House, a ClathMission, started a rural
savings club movement for homogenous groups (ehgrch members or same
village) but was never fully executed, “in no smplrt because the concomitant
imposition of market rationality was not feasibleder the circumstances”, (Bond
1998).

In 1971, under the interventionist policies of thénilateral Declaration of
Independence of Rhodesia (UDI), the Land bank weasstormed into Agricultural
Finance Corporation (AFC), which also continuedptovide heavy loans to white
commercial farmers. Due to the sanctions that i feacing from the international
community, the UDI government adopted import swbstin policies to ensure food
self-sufficiency. In order to achieve this, it isted in the white farmers whom it
heavily funded through AFC and commercial banks.CAFmandate excluded

provision of service to the communal areas (the thebal Trust Lands). A slight
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change only came in 1978 when AFC started extencliedit to few African farmers
that had purchased small scale commercial farniserAfrican Purchase Areas. This
decision came as a result of the political charnlgaswere taking place in the country
at that time, notably, the political settlem@@ommercial banks also offered supply-
led services to agriculture but solely to the whiwénority, which had collateral
security (Doréet al 2008).

4.1.2 Control Regime (1980-1990)

Under the leadership of Robert Mugabe, the ZANU) (BBvernment that took over
as majority rule at independence in 1980 pursu&ibsconomic development and
redistributive objectives that gave rise to a laneblic sector and increased
Government spending on health, education and veeffmogrammes. Zimbabwe’s
average growth in the 1980s was 4.3% per annumitandconomy had its own
moments of boom (due to political and social fagt@nd recession (on account of

climatic conditions) (Dorét al. 2008).

In the agricultural sector, the new Governmenttstha land redistribution scheme. It
bought farms from white farmers and resettled blaciallholder farmers in what
became known as Resettlement Areas. However, Gosgrindiscontinued the land
acquisition programme in 1985 (Ndlela and Robin2007). According to Jenkins
(1997), by leaving the issue of redistribution ttater stage, the post-independence
populist Government sidelined black empowerments Theans that in terms of
structures, dualism in agriculture was basicallyinteéned. Because there were no
structural changes made, it was therefore, notrisimg that the AFC project of
funding smallholder farmers did not come to fruitid\s Bond (1998, 320) put it, the
AFC programme was simply not geared to the exigtaadjties facing small farmers:
unpredictable markets for small farmer productsyibes and bottlenecks in input

3 The political unrest that had mounted within t@untry, coupled with sanctions levelled

again Smith’'s government of Unilateral Declaratioh Independence (UDI) of Rhodesia by the
International community and political pressure fr@outh Africa, Britain and the United States, led

the Rhodesian to reach an internal settlementlesth radical nationalists.
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provision, product marketing and distribution, spart and communications;
drought; and all manner of other non-economic f&tdGovernment also extended
credit facilities through AFC and extension sersi¢drough Agricultural Technical
Extension Services [AGRITEX]) to the smallholderni@rs. Like the previous
colonial regime, Government pursued a policy of emsubstitution and food self-

sufficiency.

Since the smallholder farmers in both communal askttlement areas had no
collateral security and posed a risk in terms ghhadministrative costs, owing to
their big numbers but small transactions, Goverrinstgpped in to guarantee the
losses and costs of AFC (Poultehal 2002). Of the estimated 850 000 smallholder
farmers, only about 70 000 received AFC loans b841@Bond 1998) and about
77 000 smallholder farmer households received tlamd by 1986 (Poultoet al
2002). Repayment of these loans was low due tdgmbwith poor management and
poor supervision of lending as well as poor haryestls (Poultoret al 2002). Due

to a backlog of hybrid maize varieties, expandezkss to credit, higher guaranteed
Government maize prices, and marketing subsidras]lisolder farmers managed to
double maize production during 1980-86 (Eicher )9¢®mwever, the belief among
many smallholder farmers in the early years of pmhelence that credit was a right
instead of a commercial contract that needed tbhdmoured led to delinquency and
default (Poultoret al 2002). The smallholder farmers overtook comméreianers

in providing national food security as they conitdd about 90% of the country’s
maize and small grain production. In the 1989/9fpping season, there was a sharp
decrease in the number of loans. Only about 449p0éllholder farmer households,
compared to the 77 000 of 1986 received loans #&F@ (Poultonet al. 2002, 47).
Besides the repayment problem that AFC was facdayernment was also finding it
difficult to capitalise this financial institutiosince it had too many competing needs
Education and health sectors also needed fundinglsb carried the burden of
servicing external debts. These debts had accuedulat the early years of
independence in the hopes that organizations andrdmuntries that had pledged,
just before independence, to help the country, dddep their promises (Jenkins
1997).
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In an assessment related to this era, Jenkins J2@0icluded that for Government,
spending on social service was easier than emigain a more demanding but
critical task of restructuring the pattern of owstep in the economy. According to
her, this approach led to future economic problegngenerating large deficits, which
needed to be financed, with either inflationarycmwding-out effects (or both), and
with external debt implications. In a way, adoptiohneoliberal policies became

inevitable.
4.1.3 Liberalization (1991-1996)

This era saw Government shifting from the UDI cadbmegime policies of import
substitution that it had inherited at independearue tried to manage during the 1980s
to neoliberal policies of economic liberalizationofé et al 2008). The Economic
Structural Adjustment Programme (ESAP) in Zimbabwiich led to the imposition
of tariffs on manufacturing inputs, trade liberalibn exposed manufacturing
companies to foreign competition and this decregseductivity. Privatization and
fees for social services in the area of health eshetation were introduced and there
was a decline in wages and employment. Money supphyt up 35% from mid 1990
to mid 1991 due to speculation. After the liftinfkey price controls in early 1991,
inflation broke national records to reach more tHz0% (Bond 1998). Bank
economists blamed it on price controls: they “didrento add to inflation and
distortion of relative prices than it helped busmeiability. This approach also puts
into question the credibility of the whole prograsmfESAP] in the eyes of the
general public and market participantZinbank ReviewThird Quarter 1991). The
general impact of these neoliberal policies wasak&ned economy characterised by
“deindustrializing, with foreign competition incr@ag dramatically,” (Carmody and
Taylor 2007, cited in Lee 2009, 6). This macroecoitoenvironment also affected

the agricultural sector and financial serviceshidmallholder farmers in particular.

The number of communal farmer households that vedeloans from AFC had
reduced to about 30 000 by 1990 and dropped to tah6lD00 by 1996. In
comparison with large scale commercial farmers, niagority of whom were white
(even though a few blacks had purchased large faftes independence), the value

of the loans of the 30 000 smallholder farmers wayg 1/7 that of the value of loans
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to 1 100 commercial farmers (Eicher 1995; Poukdral 2002). However, of these
30 000, 80% were still found to be in arrears IMA9Chimedza 1994, cited in
Poultonet al 2002). In an effort to adopt more commercial mdficAFC, with the
help of the World Bank tried in vain to employ tlgeoup lending approaches,
following microfinance success stories (Bond 1988)ral savings clubs and contract
farming schemes could barely replace the AFC ldaas the smallholder farmers
used to receive from AFC. Some of the factors thagle it difficult for smallholder
farmers to repay included the high interest ratas$ tight monetary rules that were a
result of ESAP, the drought of 1992 and the higt aaf fertiliser after it was
liberalised. AFC also faced the problem of inteefere as politicians instructed it to
waive off the non-repaid loans (Poultehal 2002). According to Bond (1998), AFC
fell into the trap of the common flawed assumptipnthe traditional approach to
rural finance, namely that farmers need credititoidate them to produce. AFC was

later to be privatised in 1999.

The story of the Cotton Marketing Board and cotsomallholder farmers during the
period of liberalization appears to be a successfd. In 1992, the Cotton Board
started an input credit scheme to help smallhdigeners. While by 1994 there were
already 40 000 farmers benefiting from the schetime,number increased to 55 000
by 1999 under Cottco (Cotton Company of Zimbabveemerly Cotton Marketing

Board). The repayment rate was as high as 98% t@toetd al 2002), almost a total

contrast to the experience at the parastatal AFRGhebheless, the majority of the
smallholder farmers remained without access toitciieahe considers that there were

an estimate of 850 000 households of smallholdendes.
4.2 Context of volatile macroeconomic conditions (19926008)

The authors of a UNDP Zimbabwe discussion docum&uté et al (2008),

described the period between 1997 and 2008 aotretleepening economic crisis.
Several characteristics characterise this volatilitt hyperinflation has been the main
feature. The agricultural sector experienced negagrowth and literature does not

indicate any real improvement in terms of extensibaredit to farmers.
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4.2.1 Aspects of volatility

The basic structural transformation of the natioeebnomy came in 1997 when
Zimbabwe experienced an economic crisis that becaorse after the post-2000
events. Doréet al (2008) referred to this as the moment that defiagdndamental
rupture with the country’s previous growth patteribere are several events that
contributed to the volatility of the economy. Theigh of the Zimbabwean dollar on
Friday, 14 November 1997 was one major factor. Tagthas since been referred to
as the “Black Friday”. This was followed by the wdlgeted issuing of large sums of
money (about Z$4.5 billion) to war veterans, legdio a budget deficit and inflation
(Lee 2009). From 1998 to 2003, Zimbabwean soldwurght a war in the Democratic
Republic of Congo with an estimated cost rate oD®E Million per day. The fall of
commercial agriculture after 2000, following thesFarack Land Reform Programme
(FTLRP) led to the decline in supply of domestiputs and the national economy as
a whole. Controversy surrounded the land reformgmmme implemented by
Government in view of equitable agricultural deyetent. Government also reversed
liberalization policies and reintroduced interventst policies, with the intention of
promoting private sector performance by providifgap bank finance at negative
interest rates. However, not much progress was ruisge private sector also faced
difficulties, for instance, lack of foreign exchanduel and power (Dorét al 2008).
Unemployment in the formal sector is now at 90% arfchstructure has generally
deteriorated. The country is now bankrupt. Its itpmedebt has continued to grow and
in April 2009, the Governor of the Reserve BankZohbabwe (RBZ) admitted to
having stolen money from foreign currency accowftsidividuals and organizations

to cover Government shortfalls (Lee 2009).
4.2.2 Gross Domestic Product, Hyperinflation and Stabiliation

Hyperinflation, the hallmark of Zimbabwe’'s economiollapse (Hanke 2008),
followed a continuous decline in productivity irethountry. The initial contraction of
the economy was largely associated with chaotizuseiof commercial farms, the
backbone of the economy, but other factors have edstributed in recent years.
According to Cooret al (2007), these factors included:
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(i) high and accelerating inflation; (ii) price thstions due to extensive controls
and regulation, particularly relating to the exapamate which is fixed by the
Reserve Bank of Zimbabwe (RBZ) at a highly overedluate; (iii) the collapse
of investor confidence due to unpredictable padicend lack of respect for
property rights, particularly in agriculture andmmg; and (iv) minimal external
financing because of poor relations with creditansl donors and deteriorating
economic and social conditions. (p. 4)
As shown in Figure 2 (below), the economy shrunkl@®5 but has not recovered
since the collapse in 1997. A period of negativengh started in 1999 and in 2003
the economy reached a negative growth of 10%. TH& growth rate of about -7%
showed no signs of immediate recovery, (Detéal 2008). The real GDP is

estimated to have declined by about 30% betweefl 488 2007 (Cooregt al 2007).

Figure 2 GDP growth rates 1994-2007 (at 1990 prices)
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The deepest decline was experienced in 2008 whdn 88ched close to -15%, while
a slowdown of the decline is projected for 200% (Begure 3). Despite the expected
recovery of some sectors, agriculture was not erpeto experience positive growth
in 2009.
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Figure 3 Growth by sector (2000-2008) and projectiofor 2009
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Sources: Zimbabwean authorities and IMF staff estt@s, (cited in IMF 2009).

While production and growth declined, money-supplyreased as the RBZ printed
money that flooded the market and resulted in hgflation. According to the
official records of the Central Statistical offi¢eee Figure 4), inflation reached
hyperinflationary levels of over 1 000% in Februaf07 (Doréet al 2008). Coorey
et al (2007) cautioned that the official CPI in Zimbabwas likely to substantially
understate inflation and that many in the privagetar believed that the true rate of
annual inflation was closer to 3,000% in Februa®@?2 In mid-November 2008
monthly rate of inflation was estimated at 79,6idml percent (see Figure 5), making
Zimbabwe the first country in the 2Century to have such an inflation record and
second to Hungary in the list of the highest imBlatrecords in the world’s history
(Hanke and Kwok 2009).
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Figure 4 Zimbabwe's CPI inflation, annual average2001-2007
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Source: Central Statistics Office in Dazal 2008.

Figure 5 Zimbabwe's hyperinflation: March 2007 to Mid-November 2008

Month-reer-month Year-overyear
Date inflation. rate (%) inflation rate (%)
March 2007 50,54 2,200.20
April 2007 100,70 3,715.90
My 2007 55.40 4,530.00
Jume 2007 56,20 7.251.10
Juby 2007 3160 7,634,580
August 2007 11.80 f,502 B0
Sep'bem%ler 2007 38.70 T.8682.10
October 2007 135.62 14840065
Movember 2007 15142 26,470,758
December 2007 240,06 66,212.30
Jammary 2008 120,83 100,580.16
Febmary 2008 125,56 164 900,29
March 2008 281.20 41782313
April 2008 21254 650,500.00
My 2008 433.40 2,233 713,43
June 2008 A38.50 11,268,758 .00
Juby 2008 2,600.24 231,150,888 87
Augnst 2008 3,190.00 9,600,000, 000, (0
September 2008 12, 400,00 AT 00,000, 000,00
ctober 2008 R0, 000, 000,00 3, B0, 000 CoDR0, 0 0000, e 0000

14 November 2006 T9,600,000,000.00 55,700,000, 000, (900, 000,000, 000,00

Source: Hanke and Kwok 2009

According to Munoz (2007), inflation was fuelled kgpid money growth due to the
Quasi-fiscal activities of the RBZ since 2004. Frber analysis, Munoz realised that
the inflation of Zimbabwe was caused more by Qtiasal activity by the bank than
the normally presumed government budget deficite Quasi-fiscal activities of the
central bank were carried out outside the budgétveithout adequate provisions for
their financing (Munoz 2007). These activities soqed concessionary funding

mechanisms. Some of these mechanisms included ulmmal Sector Productivity
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Enhancement Facility (ASPEF), the Basic Commoditp@iy Side Intervention
Facility (BACOSSI facility) and the Agricultural Méanisation Programme (Malaba

2008). Figure 6 is an example of some of the magrdrs’ cheques that the RBZ
printed.

Figure 6 Zimbabwean bearer's cheques
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Source: anonymous.

The restoration of fiscal discipline and introdoctiof stable monetary policies were
considered to be some of the measures that Zimbabuld take in order to stabilise
its economy (Cooregt al 2007; Munoz 2007). According to Hanke (2008), sittwe
source of Zimbabwe's hyperinflation was the RBZslinited financing of
Government spending, the solution lay in the cériamk stopping to print money
and immediately adopting a different monetary systgiven that it had no abilitge
factg to resist Government's demands for cash. Accgrtinsome IMF analysts,
while better governance and a comprehensive stalateform (e.g. property rights,

land and agriculture reform) might help to achievesustained growth, a general
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stabilization process consisting several esseat@ahents needed to be urgently set
off:

(i) a transfer of all quasi-fiscal activities toetlyovernment budget; (ii) strong
fiscal adjustment, including newly-absorbed QFAsi§Qi-fiscal activities]; (ii)
exchange rate unification and full liberalizatioh the exchange regime for
current international payments and transfers;l(pgralization of price controls
and imposition of hard budget constraints on pudtiterprises; and (v) a strong
monetary anchor. (Coor&t al 2007, 14).

When the inflation rose to about 79.6 billion percen mid-November 2008, people
simply refused to use the Zimbabwean dollar andehgflation came to an abrupt
halt (Hanke 2009). The abrupt halt of the hypeaitidin was also triggered by the
intervention of the Reserve Bank of Zimbabwe, whpcited the country’s economy
via the Old Mutual rate whose share price movembaty according to Gono, the
Bank’s governor, no relationship with economic fanmentals and actual corporate
performance of OIld Mutual itself (Gono 2008). ThesBrve Bank ordered the
Zimbabwe Stock Exchange to close down and thisttethe death of the local
currency and dollarization of the economy. By Jan@®09 inflation had fallen to -
2.3% and was estimated at -1.0 in May 2009, acogrdo the official inflation
statistics (Hanke 2009). The demise of the Zimbamaollar also coincided with the

political negotiations and changes that were taiage, (cf. 4.2.4).
4.2.3 Debate regarding poor agricultural performance

Agriculture, which, like other sectors, has beerpesiencing negative growth
throughout the crisis period (see Figure 3), hasnbsubject to debate, especially
regarding the consequences following the implentemtaof the Fast Track Land
Reform Programme (FTLRP) and how a way forward lbanforged. Land seized
from white farmers in a highly politicized and cawersial environment, was sub-
divided into numerous small-scale farms (up to alfohectares in size) occupied by
Al model farmers and larger-scale farms occupieddynodel farmers. Researchers
show concern about agricultural productivity, whantinued to decline despite the

volumes of concessionary loans ushered to the aawefrs.
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While they generally agree that there was needldod reform in Zimbabwe,

researchers tend to differ regarding the FTLRP fzowl it was implemented. Ndlela
and Robinson (2007) argued that had President Rddegabe accepted and
implemented a land reform programme proposed eantian 1998 at a meeting that
brought together wide cross-section stakeholdées|and reform programme could

have taken a better route than it did.

However, Moyo and Yeros (2009) argued that the FFltRanaged to overcome the
dualism that had characterised the agriculturalesysand that research showed that
about 70% of the acquired land directly benefitd® Q00 poor households mainly
from rural areas and some from urban areas. Thebsrsefited about 18 000 new
small- to medium-scale capitalists with an averafgel00 hectares, while the
remaining large scale farms have been down-sized &n average of 2 000 hectares
to an average of 700 hectares. In a different st&dpones (2008) argued, from his
research in the Masvingo Province, that some ofAthdarmers demonstrated great
potential because of what they managed to achiexspit little credit and

hyperinflation.

In critique of some terms of reference issued by World Bank on Zimbabwe,
Moyo, Scoones and Cousins (2009) pointed out thats incorrect for the Bank to
refer to the time before the FTLRP as the golden adragriculture in Zimbabwe.
They argued that the beef industry was constantykiwg at a loss and food was
sometimes imported into the country. Regarding lt#rel issue in Zimbabwe, the
authors suggested a forward-looking approach bdéined the fact that the reform

marked the end of extreme dualism in the countgiscultural sector.

During the period of macroeconomic instability, ditfor farmers never went well.
While the Government-driven land reform programmnes wnderstood to have given
birth to a new breed of farmers, financial instdos perceived them as too risky to
extend financial services. Commercial banks grdaguaithdrew their outreach in
rural areas citing several challenges such asdackllateral in the absence of legal
title to land (RBZ 2007). Meanwhile, AFC had beeivatised in 1999 and operated
as Agribank and farmers had remained without anynrnoiited financier. In

realization of this gap, Government repossessedb&gk and converted it into an
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agricultural development bank to fund agricultuespecially the new farmers.
However, Agribank faced viability constrains due lamk of capitalization and a
consideration of it entering into partnership witlevelopment-oriented private
organization was suggested as way forward (Mal&o&R

In their assessment of various financial serviceereled by Government for the
agricultural sector, Mukwereza and Manzungu (2008jed that Government was
involved in too many types of financial activitiemnd this compromised its
effectiveness. They also observed that Governmantop much focus on short-term
loans while it neglected infrastructural developimém addition, it did not interrogate
enough why private sector was not providing shemat loans. The authors also
observed that poor institutional capacity was treatgst threat to the sustainability of
the financing system. Some of the Government agsenttiat the authors studied
showed that they operated without any framework #rah found it difficult to
administer the funds they received from Governmé@nie other hurdle that they
identified regarded, not only the inadequacy of lbans, but also the delays in
providing them. However, Mukwereza and Manzungu 080 considered the
stabilization of the economy as paramount for theval of the agricultural sector.

Using econometrical methods to evaluate the impactcredit availability on
communal and commercial sector maize output in Ziome, Musuna and
Muchapondwa (2008) found out that communal sectarzen production did not
respond to credit incentives. For the authors,fith@ings imply that an increase in
concessionary provision of credit that started@042did not make any difference. In
addition, the study also revealed that communabsenaize output was not affected
by the area under cultivation. This implied thatdliad more land to the sector would
not bring any increased production. The evaluasioowed that the sector responded
to rainfall and hence: investment in the constorctof dams and supplementary
irrigation would be important to make the commuar&as more productive. Since the
commercial agricultural sector proved to positivegspond to credit availability,
more investment should be made in this sector aoeroto improve agricultural

productivity.
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4.2.4 Signs of recovery, a beginning of a new era?

The forming of the Government of National Unitydhgh the September 15, 2008
Global Political Agreement (following hotly contestMarch 2008 parliamentary and
presidential elections in which many lives werd lihse to political violence) resulted
in Zimbabwe adopting policies that have helpedebenomy to show some signs of
recovery. However, whether this marked the begmrohthe end of the crisis era
may be too early to tell. The new but fragile Gowveent of National Unity has since
started taking measures to stabilise the econongnbing the Quasi-fiscal activities
of the central bank and introducing dollarizatibmough a multicurrency system. In
May 2009, Zimbabwe had a monthly inflation ratdawg as -1.0% and in June it rose
to 0.6% {[The Zimbabwe Independen23 July 2009). It also removed unsustainable
price controls, initiated cash budgeting and reepethe stock market. The Unity
Government also authored a recovery document eshti8hort Term Emergency
Recovery Programme (STERP), which reinforced supgor equitable land
redistribution and the importance of food secumtyd self reliance (Lee 2009).
However, RobertsonThe Zimbabwe Time4, April 2009) observed that instead of
restoring the collateral value of its land in orderget credit for its own recovery,
Zimbabwe, as reflected in STERP, was only focusingnobilizing external funding
amounting to US8.4 billion to bankroll the recoveWhether this can be said to be

the start of a new era for the Zimbabwean econdimg will tell.

While the aim of this chapter has been to proviweliackground to agricultural credit
in Zimbabwe as well as describe the context in Whids research was carried out,

the following chapter presents the main findings.
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5 Findings - Perspective of Stakeholders

Findings revealed that some of the problems reggrdagricultural credit in
Zimbabwe were not necessarily related to hypetioiia Government loans and
inputs schemes took too long to be disbursed, blgmo which existed even before
hyperinflation. Repayment favoured the borrowecsimflation eroded the value of
the loans borrowed at fixed interest rates. Thesis high shortage of inputs as local
producers did not find their business viable dueptme control of agricultural
products. In addition, a shortage of foreign cuckeim the country made it difficult to
import the shortfall. Most institutions approachedhe research could not fulfil their

mandates due to the harsh economic environment.
5.1 Profiles and operations of stakeholders

The range of respondents belonged to various dgnial stakeholders whose
operations are critical to the success of agricelim the country. They included

finance, commodity and inputs supplier institutiamsl a farmers’ organization.
5.1.1 Financial Institutions
Agricultural Development Bank of Zimbabwe (Agribank

Agribank started operating as private commercialkbafter inheriting AFC assets
and liabilities in 1999, following Government’s liaie to fund AFC’s operations. The
then new bank invested in improving the technolofjthe broad network of branches
it inherited from AFC so as to provide competitivenking services to farmers, its
intended customers. However, it lacked skills tmpete with established commercial
banks and could not, therefore, manage to mobdidequate deposits to run its
operations. In October 2003, Government reclaimecshesship of Agribank and

though the latter continued trading with the sarame, its official name became the
Agricultural Development Bank of Zimbabwe. Agribackntinued operating as a
commercial bank but with a specific responsibifity agricultural development. Its
mandate entailed funding agriculture in all shongdium and long-term facets. It
meant mobilising deposits and creating partnershipis private and public sectors

for the development of agriculture. There was acglation that the bank would
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develop a fresh crop of viable and sustainablegemtbus commercial farmers, most
of whom had benefited from the FTLRP (D, 12/08).

Part of the reason that AFC converted into a comialebank was that Government
was finding it difficult to fund this institutionThe same problem resurfaced after
2003, when the bank had, once again, become stateeb Agricultural development
activities are carried out at a subsidised ratentdrest and anything outside the
market has to be funded by someone other thamstieution itself. The deposits that
the institution mobilised could not fund agricukusecause they were at a higher cost
than farmers were willing to take. Since 2003, fngdvas basically provided by the

Reserve Bank through its Quasi-fiscal activities IR/08).
ZB Bank

ZB Bank, which used to be known as Zimbank, is ohthe two commercial banks
that the researcher approached. It is 100% ownedByFinancial Holdings, a
holding company of a group of companies that previemmercial and merchant
banking and other financial services. ZB bank hasagribusiness unit meant to
provide the agricultural sector with certain finehcservices such as infrastructural
developments, working capital, capital expenditua@d Agricultural Sector
Productivity Enhancement Facility (ASPEF) faciltieln 2008, ZB Bank and
Agribank were included in the list of institutiotigat were put under sanctions by the
United States (US) Government. These sanctions ilptok).S. persons from
conducting financial or commercial transactionshwihese banks and other listed
entities. When ZB was listed under sanctions, nafsits clients withdrew their
accounts and this reduced the deposits. It maeligd on ASPEF funds from the
RBZ. However, the shift to the use of foreign caog meant that ZB Bank could no
longer receive concessionary loans from the cebtaak, leaving it with little to lend
farmers (F, 02/06/09).

Commercial Bank of Zimbabwe (CBZ)

The Commercial Bank of Zimbabwe’s Agribusiness Umihose headquarters is
located at Westgate in Harare, is the second Wamkesearcher sourced information
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from. The bank was once known as the Bank of Ciaatit Commerce or Dual Bank
until the mid 1990s when it diversified lendingardll sectors of the economy, one of
which was the Agribusiness Unit. This unit consft20 staff members, 18 of which
are housed at Westgate in Harare and the remawmg@re each posted in Chinhoyi

and Karoi, the busiest agricultural centres (GO68)9).
5.1.2 Government Commodity and other Support Service Instutions
Grain Marketing Board and the Tobacco Industry &arketing Board

During the period of hyperinflation, Government-agncommaodity institutions such
as the Grain Marketing Board (GMB) and the Tobdoclustry and Marketing Board
(TIMB) also ran Government supported farming inpstfiemes. These parastatals
distributed fertilisers, seeds and chemicals wAteibank catered for the cash loans.
Loan repayment by the farmers were expected dfterharvests (H, 04/06/09; J,
08/06/09).

Agricultural and Rural Development Authority (ARDA)

The Agricultural and Rural Development AuthorityRBA) is a parastatal whose
mandate is to produce for the nation. It is therenake sure that the nation has food
self-sufficiency in terms of grains and livestockogiucts. In addition, it supports
smallholder farmers by providing them with techhiextension assistance and
helping them to identify sources of finance frorndrs. It also runs donor-funded
dairy development programmes for the smallholdemé&as. The institution offers
tillage, planting and marketing services to farmsattled in the surrounding areas of
its estates. ARDA also assists farmers that arenisgd in groups to prepare
bankable project proposals for financing so thaytlcan access assistance from
Agribank and seed companies (N, 08/06/09).

Agricultural, Rural and Technical Extension serd¢AGRITEX)

The Agricultural, Rural and Technical Services (AGRX) is a department in the
Ministry of Agriculture whose core function is tdfer extension services to farmers

through training. Its structures include a headceffn Harare, provincial and district
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offices and frontline staff or extension workerstire communal and resettlement
areas. The majority of the farmers they assistcaremunal, A1 and A2 farmers.
AGRITEX trains the farmers in the use of farmingheology and it also advises
them on how and where to get credit (Q, 09/06/09).

5.1.3 Inputs Supplier Institutions
Seed companies: Pannar and SeedCo

Pannar Seed, is a company providing seed produatesearch, development and
marketing. It is located in Ruwa, about 20km eaftHarare. Pannar operates
internationally and its headquarters are in Greyto8outh Africa. Maize seed is its
main product but it also produces sunflower, songhsoya beans and sugarcane
seeds, amongst others. Pannar Seed sells its psomuthe farming community of
Zimbabwe through national customers that are spaeeass the country. It contracts
commercial farmers to produce the seeds for thmifey community in general (K,
10/06/09).

Seed Co-operative Company of Zimbabwe (SeedCa)catéd in Harare and has a
long history of producing seeds dating back to 1#9d0s and 1950s. This seed
company is a leader in the sector and is now fannother African countries. It is
self-financed and produces maize and other gradisséor the country and other
countries in the region. SeedCo contracts comniefaraners from Mashonaland
West region to grow seeds. Like the Pannar Seedb@oyn SeedCo provides farmers
with fertilisers, chemicals and foundation seeds #en deducts its inputs costs when
farmers sell their produce. For distribution withtime country, SeedCo has depots
spread out across the country. They are found itavitaayo, Gweru, Masvingo,
Mutare, Rusape, Bindura, Karoi, Chegutu and Chmifignese distribution points sell
the seeds to wholesalers who, in turn, sell themetailers. The seed is delivered to
these depots for free in order to maintain a lost ©b the seed product (L, 15/06/09).

Windmill Private Company

Windmill is a private fertiliser company that s&dtin 1947. Its core business is to
manufacture and distribute fertilisers and to folaites and distribute chemicals. The
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private company, whose head offices and two plamés based in Harare, also
produces products for animal health and livestdCkreal, tobacco, cotton, soya
beans, tea and potato fertilisers are some of Wilisinproducts. In addition, it
distributes Ammonium Nitrate, Calcium Ammonium Mdie and Urea. Windmill has
its own network of stockists across the countrydistributing its products to farmers.
There are also traders who buy for resale and farmtigat buy directly from
Windmill. The GMB depots, Farm and City and Redr 3t of which have branch
networks are some of the outlets for Windmill proidu The company has a tradition
of availing credit facilities for their products t@armers who meet their criteria.
However, during hyperinflation, it availed no crethcilities and resorted to strict
cash transactions (M, 23/06/09).

5.1.4 Farmers

The Zimbabwe Farmers’ Union (ZFU) comprises of farsnfrom all groups in
Zimbabwe, namely, large and small commercial, A2, @ommunal and resettlement
farmers. However, most of the members of the uai@enfrom communal areas. The
union is structured according to levels rangingrfneational, provincial, district, area
to ward levels. The mission of the Zimbabwe Farfméhsion is to promote and
advance farmers’ interests and welfare. It does ttiirough representation,
networking, information dissemination, capacityltung, formation of commercially
viable enterprises and mobilisation of resources amembers. Other services
provided by the union include lobbying Government tonducive agricultural
policies and negotiating on behalf of farmers fettér producer and input prices (R,
03/06/09).

A few Al farmers (three male and two females) whdipipated in this research by
way of group interview were from Macheke area. Ehe®re allocated a farm that
used to belong to a white commercial farmer. Howethee interview was carried out
in Harare at tobacco auction floors where the fasmead come to market their
tobacco produce. An A2 farmer who was a key informa this research runs a farm
in Bindura but works in Harare for one of the agltigral parastatals presented above.
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5.2 Emerging Issues
5.2.1 Small and large farmers important for increased praluctivity

The research sought to find out which, among threowa groups of farmers did the
respondents consider as most important in the isaotb what assistance would they
need. Respondents generally agreed that both sttdh(Communal, Resettlement
and Al) and large (commercial and A2) farmers wateémportant for increasing
agricultural productivity in the country and hersfeould all be extended appropriate
support. While the smallholder sector was noted iferimmense contribution in
ensuring food security in the past and its prepeténtial, commercial farming was
considered important for export purposes and falwdinkages. However,
respondents emphasised the need for giving finesajport to the often-forgotten
smallholder farmers. According to one respondent0®06/09), contribution by the
smallholder farmers went unnoticed because theadyme usually remained at
household level and did not reflect in the GDP.rikntioned that about 70% of the
country’s livestock was in the hands of the smadlbo farmers and that was not

usually reflected in the GDP. Even so, banks weteseen as making enough effort:

“Mabhengi, dai akaedzawo kuwana nzira yokubatsiasmallholder farmers

pane kuti varegerwe vakadaro vachinetseka vari Vefdganks should try to

find ways of accommodating smallholder farmerstsd they can support them,
instead of leaving them to struggle on their owH].04/06/09)

In order to ensure that farmers gave their besagnculture, some respondents
indicated that there was need for change in paity mentality. The economist at the
Zimbabwe Farmers’ Union (R, 03/06/09) pointed dwttbesides providing inputs in
good time and efficient extension and marketingises, focus should also be on a
policy shift from extensive to intensive use of darAccording to him, emphasis
should be put on increasing, not the area undeduyotoon, but productivity. An
agronomist at Pannar (K, 10/06/09) raised the heekbaders to stop politicizing the
agricultural sector and show more results. He teggethat some people acquired
large farms from white farmers but were not makudguse of them. The interviewee
from Pannar also stated that the agricultural seseded a paradigm shift whereby it

is considered agriculture to be a legitimate bussnéarmers could invest in.
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According to him, Government should also help thi®iappen just as it helped turn
mini-buses into a proper taxi business, repladmgReugeot 404 in the 1980s. A key
informant from Agribank believed that if Governmeintvested in infrastructure,
improving irrigation facilities and dams, this wduhutomatically change the mindset
of smallholder farmers. With irrigation facilitied their disposal, smallholder farmers
will automatically produce, not only for consumptjobut also for commercial
purposes (D, 12/08).

5.2.2 Reduced lending activities by private credit suppkrs

The macroeconomic conditions discouraged servigglmrs from availing loan
facilities. According to the SeedCo sales manalggperinflation and credit cannot

coexist:

Normally, offering credit means that the suppli@sho find value in giving
credit. Since inflation means [that] things arangsvalue, the supplier becomes
even more exposed to loss of value. You can’t tafkcredit in such
[hyperinflationary] times since the two things [diteand hyperinflation] run
parallel. (L, 15/06/09)

The Windmill fertiliser company stopped providiagedit facilities to farmers during
the period of hyperinflation and settled for casdnsactions only. The company’s

marketing manager summarised it this way:

We stopped extending credit facilities because werated in an unhealthy
macroeconomic environment. Prices were constafithnging and banks no
longer administered loans in a normal way. The -@vaeasing high interest
rates set by the central bank and the high exchaatgs that prevailed also
discouraged us from providing the credit facilitigs our customers. (M,
23/06/09)

In commercial banks, reduced agricultural lendingswnot necessarily due to
hyperinflationary factors but to the fact that aft€overnment’s land reform
programme, farm land collateral value dropped tw.z@otential borrowers in the
rural areas could not qualify for credit since theainly relied on the land.
Commercial banks gradually reduced their outreactural areas since most of the

new landowners did not have the alternative calétef urban property or farm
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equipment that the banks required (D, 12/08). Tiratland lost collateral power was

also echoed by the ZB Bank relationship managérarAgribusiness Unit:

Due to acquisition of farms by Government, farmgemeo longer a tangible
security that banks could depend on since it woeldifficult to sell the farm in
the event of a default. Properties in town couldsblel in the event of default.
(F, 02/06/09)

5.2.3 Government loans

Findings showed that Government was the main fuonflegricultural loans during
the crisis period. It engaged in various programraesh as Agricultural Sector
Productivity Enhancement Facility (ASPEF) and irgpatedit schemes. Regarding
inputs credit schemes, parastatals such as the @&hBhe TIMB received funding
from Government, sourced farm inputs from suppli@nsl provided farmers with
these inputs with the view of recovering the cradibarvest time. While ASPEF was
targeted at large farmers, smallholder farmers vpeowided for through a scheme

called the Public Sector Investment Programme.

ASPEF was the principal mechanism for funding agtice in the country since
2003. This facility was provided by the Reserve IBdhrough its Quasi-fiscal
activities and was accessed by all the banks (8)2For the Commercial Bank of
Zimbabwe, 90% of its agricultural loans came frolS8PEF while only 10% came
from deposits (G, 03/06/09).

Among those that managed to access ASPEF fundsAeamd commercial farmers,
agro processors, seed houses and commodity corspamiebrokers, most of which
had immovable property in towns that served asatertal. The large size of farms of
A2 and commercial farmers attracted low administeatosts. Dealing with such a
class of farmers meant less paper work to pro@ge lloans and less transport costs
in the monitoring phases. Besides low administeatiosts, the banks preferred to deal
with A2 and commercial farmers because of the lasksr involved since their
farming methods, which included irrigation schemeg&re superior to those of
smallholder farmers that solely relied on raint&ll 02/06/09; G, 03/06/09).
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At the Commercial Bank of Zimbabwe, smallholdemiars were only offered loans
if they were into horticulture (G, 03/06/09). Thalp way ZB Bank dealt with
smallholder farmers was when they joined contraaivgr schemes by companies, for
instance, the Cotton Company of Zimbabwe (Cottcbhese would normally
approach the banks, acquire money, purchase irgmasthen further lend them to
smallholder farmers (F, 02/03/09). The numerous llbwlder farmers were not
extended loans by the commercial banks due toigteddministrative costs and risks
involved (F, 02/06/09; G, 03/06/09).

Under ASPEF, there were some medium term loansrfall livestock production.
The facility also offered other lines of crediténable farmers to access service from
particular service providers. Some of these indutle supply of diesel from the
National Oil Company of Zimbabwe, tillage by Agrtual and the Rural
Development Authority (ARDA), the District Develogmt Fund and other private
companies that could rent out tractors. Irrigatioahabilitation and farm
mechanisation were other available credit linewviplex by the Reserve Bank. These

were also negatively affected by hyperinflation (B/06/09).

Although ASPEF was not a development but an aduwil productivity
enhancement fund, it ended up being used for dpredatal purposes. The farmers
that had acquired land through FTLRP had no badrastructure for productivity.
Big farms were divided into smaller farms and sqreeple received parts that had no
production infrastructure aside from their land.eTASPEF ended up serving as
capital, not for production, but for developing taed itself. According an informant
from Agribank, ASPEF wrongly assumed that there wesductivity. “You can’t
enhance where there is nothing” (D, 12/08).

Since smallholder farmers were not covered by ASR&bvernment funded them
through the Public Sector Investment Programmey @wribank, among all the
banks, has access to this facility. The Public @davestment Programme was an old
intervention that Government used to have with AFCessence it would “write a
cheque” to the inputs supplier institution in orderfund farmers. However these did
not benefit much from the facility since Governmditt not have enough money (D,
12/08).
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5.2.4 Delays in the dispatching of Government Loans andputs
In a group interview, one smallholder farmer had th say:

The rain season is not a family car that can veaitybu to put on your shoes. It
doesn’t wait for you to source inputs. Once it sdtsthat’s it, no matter what
(T, 23/06/09).

Delays by Government in dispatching loans was noéw phenomenon (D, 12/08)
but it made things worse during hyperinflation (B/06/09; Q, 09/06/09). In order to
access ASPEF funds, farmers had to file applicatwith the banks. The banks went
through their own processes of assessing the wabil the projects of farmers and
this entailed visiting the farms. The banks wouddrn forward the applications to the
RBZ for approval. This approval could take aboue¢hmonths. By the time the
farmer received the money, it had lost value. Tdrenér failed to purchase the inputs
since prices were rising on an almost hourly b&usne of the banks received a lot of
top-up requests from farmers who needed to meeat dhginal needs. Nonetheless,
the banks could not afford to raise these shostfé, 02/06/09; Q, 09/06/09; R,
03/06/09). According to the Agribank key informatitis behaviour by Government

was not news:

The funding problems that AFC experienced in thdye#980s still show
themselves today after Government has, reposseAgetbank. In 2007,
Government allocated funding for livestock at nadiblevel. The money could
have funded the purchase of at least 1000 herattdédad it been dispatched
in time. However, it could hardly fund 10 cattle tne time the money reached
the bank. The delay in delivering the allocation®yvernment gave a chance
for inflation to erode the value of the funding., ([2/08)

According to the economist of the Zimbabwe Farméhsion, these delays affected,
not only the farming planning, but also the natlostatistics. A farmer could apply
for support to work on 20 hectares but when theegyarame, it only sufficed for two
hectares due to erosion by hyperinflation. The m#xoof those running ASPEF
would, for instance, show that a total of 2000 Aext were sponsored, while in
reality, only a tenth of that figure was finally@sored. In such a situation, farmers
found it difficult to plan. In most cases, they lechdown their operations in order to
match the reduced value of the loans (R, 03/06/09).
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The Head of Planning and Business Department of ARI2moaned the slow
manner in which Government funds were dispatchexlséid that it was no secret
that disbursement from Government took a long timbe effected. He narrated that
in January 2008, Government allocated ZW$1.8 drillito the ARDA farmer
programme of dairy development. At the time of @diiton, this amount was enough
to cover for the whole year as planned. It wasnidéel to complete the construction of
three smallholder rural dairies, to purchase vekiand support the year’'s operations,
which included visiting and training of farmers. Whthe money was disbursed in
March, ARDA could not even buy one vehicle usingttmoney. Government was
approached for supplementary budget but it hadimgtto give. According to this
respondent, this project collapsed because of imffsion but was made worse due
to delay by Government (N, 08/06/09).

Farmer respondents complained about delays in patyméiich made it impossible
for them to purchase inputs for the seasons thiawed (S, 10/03/09; T, 23/06/09).
The GMB, as the monopoly buyer and exporter ofrgraias very slow to pay the
farmers. This negatively impacted on farmers gitre: high rate at which the local
currency depreciated (R, 03/06/09). It also fueBetk-marketing as farmers avoided
the official grain buyer and sold their produceptovate buyers who never supplied
them with inputs in the first place (T, 23/06/0®ue to its culture of delay, some
banks hesitated giving loans that were meant teebevered by the GMB by way of
stop orders (G, 03/06/09). The operations manafjgneoGMB also confirmed that
farmers were not happy with what they were paidtiy GMB, alluding to the
experience that by the time the money reached temds, inflation would have
eroded it (J, 08/06/09).

5.2.5 High rate of loan recovery

Regarding the level of loan repayment, most respotsdpointed out that repayment
was not a problem during the time of hyperinflativ¥then it came to repayment of
loans, the hyperinflationary conditions favourea ttarmer more than the credit
supplier since the borrowed money rapidly lost galDue to this, there was a high
demand for lending (F, 02/06/09; G, 03/06/09).
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Without much hesitance, informants from the two omercial banks estimated that
there was about 100% loan recovery rate (F, 02006/8, 03/06/09). Agribank,

whose clients inherited from AFC were notorious foon-repayment of loans,
estimated a 99.99% repayment rate on ASPEF lodresedonomist at the Zimbabwe
Farmers’ Union, also a farmer, wondered whethek®avere making any profit out
of credit extension since repayment was too easyhifn, “you could easily payback
using money from your back pocket and this was macte since the value of money
changed by morning and evening” (R, 03/06/09).

However, exceptional cases of problematic repaysecturred when there were

poor harvests due to droughts (J, 08/06/09). InctHse of some of the diary projects
for smallholder farmers facilitated by ARDA, therfeers failed to repay because they
could not access their cash from the banks. Inrotloeds, they had money in their

banks but they could not withdraw it due to theitéd cash withdrawals imposed by

the central bank. Although this crisis stemmed fiitvn banks it could still be traced

back to hyperinflation related problems (N, 08/@j/0

Fixed rates also helped farmers to effortlesslyayeput did little to support the
viability of credit institutions. Traditionally, Ik loans are issued on compound rate.
However, both ASPEF and the Public Sector InvestnR#ogramme had a fixed
interest rate of 25% per annum, even when montiilgtion was above 300%. This
interest rate was much lower than the Reserve Bamkeérnight accommodation rate
of 40 000%. Agribank, which managed the two faeiit could not grow much from
such interest rates which were well below the hiyfletionary rate. The difference
between 25% and 40 000% represented the bank’sacaposion. Put differently,
Agribank was unable to grow by a factor of 39 975¥his made the bank
unprofitable and unsustainable, hence dependeeitloer Government or the Reserve
Bank for its funding activities. The bank failedrteeet the 2008 capital requirements
of USD12.5 million for commercial banks. It alsaléa to pay its foreign creditors
for the banking system (D, 12/08), even though It repayment rate reached
99.99%.

A case of an A2 farmer that the researcher inteieshows how easy it was for the

borrower to repay. This farmer received tobaccalispriced at ZW$60 600.00 in
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October 2008. While hyperinflation in the countrgsyat that time, estimated to have
reached the quintillion percent mark, the farmér isianaged to get inputs pegged at
a rate as low as 11.87%. In March 2009, when theareher interviewed the farmer,
the farmer owed his financier only ZW$67,795.48&(3able ). By that time, a trip

by a commuter taxi cost ZW#$3 trillion, which wagthequated to USDO0.50 or R5.00.
One could literally repay this loan at cost equavdlto that of commuter taxi fare and

still remain with some change.

Table 1. An inputs credit account of a tobacco farmr

Name of H

Farmer

Farm Number

Financier T.I.M.B

Approved 500,000.00

Balance 67,795.48

Date Document Description Debits Credits Balance
No.

16/09/2008 IPO-016332 | Bactac 54,000.00 54,000.00

16/09/2008 IPO-046128 | Monocrotophos 4,000.00 58,000.00

01/10/2008 IPO-046174 | Copper 2,600.00 60,600.00

Oxychloride
09/03/2009 Interest 7,195.48 67,795.48
Grower owes financier - Balance 67,795.48

An inputs administration officer of TIMB indicatetthat while it was easy for the
farmers to repay the loans, the eroded value ofepaid loans sent a bad signal for

the season that followed:

The one who borrows has no problem in repayingthreiproblem is passed on
to us who extend the credit. We cannot restock@pgration for the next cycle
of credit using the money that we get from the yepent. (H, 04/06/09)

This high rate of repayment was neither an indocataf improvement in terms of loan
repayment (especially in the case of Agribank t¢sienor increase in productivity. It
was only a sign of the hyperinflationary environtnenthe country. The farmers,
most of whom were either civil servants or self-éogpd, could easily pay back the
ASPEF loans from their salaries six or less moatfter borrowing. This means that
with hyperinflation, farmers did not really needpiaduce in order to repay the loans.
There was discordance between the funds ploughedagriculture and productivity
(D, 12/08). There were reports of farmers who deeroans to lucrative activities

such as parallel markets in order to source foreigmency. Such farmers could
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manage to repay the loans barely two months afterotving (10/03/09). As the
informant from Agribank put it, “inflation, not pductivity, took care of repayment of
farm loans” (D, 12/08).

5.2.6 Shortage of inputs

One of the issues that stood out from the expeeiesfcthe interviewees was the
shortage of inputs. When farmers got money, prigeat up. In response to that,
Government tried to control prices. As a resulivgde inputs suppliers could manage
to recover their costs. This forced them to scalerdtheir production. Demand grew
and some inputs ended up being sold at black matketuption loomed under these

circumstances.

While banks could have managed to provide the lotdrese was a time when the
inputs could not be found in the market (F, 02/06/03/06/09). According to the
respondents from the seeds and fertiliser insbitsti hyperinflation and price control
of their products were some of the factors that enttkir business unviable (K,
10/06/09; L 15/06/09; M, 23/06/09).

In its operations, SeedCo contracted farmers tavgte products and for that, it

supplied the contract farmers with all the necessgvuts. They would then deduct
the input costs when the farmers delivered the ymedor sale. Government put price
control on agricultural products, including the demaize. Due to hyperinflation,

SeedCo could not manage to recover the input ciosgldition, Government did not

frequently review the controlled price of maize de® that it matched the rate at
which inflation rose. According to the SeedCo salemager, the cost recovery was
almost zero. This made it difficult for the compatoy source new inputs for the

seasons that followed. The money it got from then&as’ repayments could not

suffice to purchase foreign currency which it nekfte importing some of the inputs

(L 15/06/09).

The controlled and uncompetitive seed price fuebeglaching of contract between
SeedCo and the seed growers as the latter divénedproduce to commodity

suppliers of mealie-meal who offered competitiviegs (L 15/06/09). The experience
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by SeedCo is echoed by other private inputs sugpln agronomist at Pannar Seed
Company believed that the biggest constrain in Hastor was that Government
controlled the price of the maize seed and yetroitnguts such as fuel needed to
produce the seed remained uncontrolled. In this, veagd production became an
unprofitable enterprise because inputs costs cookdbe recovered and the seed
company reduced its production. While Government plie national seed
requirement at about 40 000 tonnes, only about0f2tbnnes were produced by all
seed houses in the country in 2008. The shortfal wugmented through imports.
The agronomist acknowledged that other factors sash drought and the
underutilization of farms acquired under FTLRP cbalso have contributed to the
shortage of the seed product (K, 10/06/09). Behyerinflation, Windmill used to
push about 280 000 tonnes of fertiliser into thekaa In the time of hyperinflation,
this figure dropped down to an average of 35 0Kk SeedCo, due to lack of foreign
currency Windmill could not afford importing sométbe raw material and finished
products it needed. According to the Windmill satemnager, while Government tried
to supply inputs it also crowded out Windmill stestk (M, 23/06/09).

The Government-owned ARDA had to battle with shgetaof fuel and spare parts
for tractors it hired out to till for smallholdearimers. Affordable fuel was in short
supply and unaffordable fuel could be sourced ftbenblack market. The head of a
department of ARDA said that in most cases, thead“to relynemakorokozdgon
black market] in order to make ends meet” (N, 08JOh

Since supply of inputs was low, demand became &ighthe few but available inputs
were, in some occasions, sold at black market. Smcknvironment led to a lot of

irregularities and corrupt practices. Smallholdarnfers who participated in the

research indicated that they endured a lot from d@momaly. Some were unfortunate
to have spent fortunes on ‘maize seed’ from thelkbhaarket, only to realise at the

time of planting that it was fake (S, 10/03/09).cAding to the group of Al farmers,

political affiliation also mattered:

The distribution of Government inputs in our relgatient area was very much
politicised. Kwedu mbeu yanga ichitori nyaya yezvenyika. Waiicda
kuratidza kuti uri wemusangano kuti uwane chisamiiambeu[You had to be



Page|61

a member of the ruling party for you to be ableyéb a pocket of maize seed].
(T, 23/06/09)

Those who had money and good connections with léjsc[political leaders]
swept away all the inputs in the market at cheageprand then them sold to us
on the black market at very high prices. (T, 2300%/

At one time, | bought bags of fertiliser from théack market at triple the
official price, only to lose them to the police whé failed to produce a
purchase receipt.] (T, 23/06/09)

5.2.7 Coping strategies

According the fieldwork responses, institutions disarious methods to militate
against hyperinflation. In order to reduce loss/alue of inputs, SeedCo introduced
an inflation-fighting scheme which ensured thatgdt valuable repayment while
farmers also got a form of capital for their opinas. It did this by advancing inputs
to the farmer but converted the value of the input® seed equivalent units.
However, this strategy had legal complications esificnaturally invited the use of
foreign currency in determining the equivalent yhit 15/06/09). The Commercial

Bank of Zimbabwe introduced a global facility wheyet allowed its farmer-clients

to overdraw their accounts so that they could sihesécure farming inputs, reducing
the delay by the RBZ (G, 03/06/09). Both commertiahks reduced the lending
periods for the working capital so that they cailec with the production cycle,

which would vary from one to four months, dependorgthe product in question.
This helped them to recover the loans before treg/lbst much value (F, 02/06/09;
G, 03/06/09). According to the informant from Zinblwee Farmers Union, farmers
could have opted for projects such as poultry, Wwhidfered quick returns (R,

03/06/09). For the administration officer at Tobadedustry and Marketing Board, it
was high time that black farmers learnt somethirmgnf the practice of the white

commercial farmers and bought their inputs wekldvance (H, 04/06/09).

Even though Government only introduced the us@&#ign currency towards the end
of 2008, some respondents claimed that, despitalldgality, the use of foreign

currency in local transactions started long bef8y dollarization, Government was
only legalizing what was already a common pradticthe society, for “Government

systems are always slower than the people on thendf' (N, 08/06/09).
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5.2.8 Ineffectiveness of stakeholders

Most of the respondents held the view that thefirous institutions could not manage
to fulfil their mandates during the time of hypdiation. As a development bank,
Agribank failed to fulfil its development mandate @overnment continually failed to
capitalise it. This implies that the majority ofrrigers remained without support (D,
08/12). Due to hyperinflation and inadequate céipadon from Government, ARDA

failed to achieve its goal of ensuring adequatel feecurity in the country. It failed to
effectively engage in commercial agricultural progion and supporting of rural

development:

We failed the nation. In a nutshell, we, as an afmGovernment and
Government itself included, failed the nation. Had not, then we would not
have been importing food from South Africa. (N, @&@09)

Besides hyperinflation, the operations managerhef GMB blamed it on climatic
conditions: “We were not able to meet our targstthare was drought” (J, 08/06/09).

A close look at the findings also shows that thebfgm of agricultural credit in

Zimbabwe has symptoms that go beyond hyperinflatiprtauses. The problem of
delays by Government institutions, for instances Weere before hyperinflation. That
financial institutions were reluctant to extend diteto new farmers was not
necessarily due to hyperinflation. Instead, it naainly to do with how the issue of
land reform was handled. In other words, the pmobiegarding agricultural credit in
Zimbabwe existed before hyperinflation and awaitenl@bwe even after the
stabilisation of the economy.
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Chapter Five

6 Analysis - Future of agricultural credit in Zimbabwe

The discussion emerging out of this research cdikéeed to a football game which
needs, not only a good turf on the playing field good rules regulated by referees,
but also well-trained players. While the playingldi, the game rules and referees all
represent the macroeconomic environment, the ciestitutions and the farmers are
the players of the game. A bad game can be du@domplaying field, bad refereeing
or incompetent players. In the case of Zimbabweth bthe macroeconomic
environment (playing field) and the credit instituts (players) need improvement.
This claim is made on the basis of insights from literature reviewed and findings

in this research.

Results from fieldwork indicated that operations kéy stakeholders in the
agricultural sector were ineffective under hypdatibnary conditions. This calls for
political leaders to demonstrate commitment to imwprthe economic situation in the
country. It entails elimination of hyperinflationné@ creation of conditions that
encourage extension of financial services to ther o rural areas. Since the history
of agricultural credit shows that there was a ¢eltof non-repayment and a general
reluctance to extend credit to the poor, it is seaey to shift mentality on the part of
both the borrower and the supplier in order to madeglit accessible to the poor in a
sustainable way. This, in turn, calls for the nded development of financial

institutions.
6.1 Stable macroeconomic environment for better finanal services

The findings showed that regardless of effort, klieg stakeholders in agriculture
approached during this study were not effective tthuehe harsh macroeconomic
environment characterised by hyperinflation (se.8). Literature on the
development of financial institutions (see 2.3) gegjs that a stable macroeconomic
and socio-political environment is important foretemooth operation of financial
institutions. According to Yaron and Benjamin (2D0Ris the duty of government to

see that such an environment is created sinceattledf it creates uncertainty and
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reduces the expected returns to credit supplieee (2.3.3). In this regard,
hyperinflation, the number one enemy of macroecaacstability in Zimbabwe,
needs to be eliminated first before one can tallarof other aspect that reinforces
macroeconomic stability and the extension of adfucal credit.

6.1.1 Hyperinflation

For a country that is experiencing hyperinflatioifhe challenges encountered
regarding the demand and supply of credit in Zimelre not surprising since they
mirror the main characteristics of hyperinflatiasalissed in Chapter Two (see 2.4.1).
That the money printed by the central bank raplidst value and people ended up
using foreign currency whenever possible even thaugvas considered illegal (see
5.2.7) was a clear sign of hyperinflation. Whilgbyinflation is also characterised by
a decrease in physical production (Solimano 19@@yvernment’s resort to control
prices of agricultural products without constantiviewing them according to the
rising inflation also exacerbated the shortagenpfits and fuelled corruption as some
suppliers avoided the formal market and sold theaducts on the black market (see
5.2.6). The high rate of repayment of the heaviljpssdised loans was very
misleading since it was not necessarily related high productivity but to
hyperinflation (see 5.2.5). That hyperinflation atgely affected national statistics
because the loans issued could not meet the neegsich they were intended due
to the fast erosion of their value is also valictdaese productivity never increased
despite the subsidies. The coping strategies thkélsolders in this research adopted
neither removed hyperinflation nor brought abougrall success in the agricultural
sector (see 5.2.7). As the adjective clearly pgstrahese were only strategies for
coping with and not eliminating the hyperinflation. The duty to cure the
hyperinflationary environment, which economists $&g to do with discipline in

both fiscal and monetary policies (see 2.4.1)mately lies with government.

Findings in this research also establish some aiitids with experiences regarding
the political economy of agricultural credit dissad in the literature review. In some
cases farmers had to demonstrate their partyaifih in order to access loans or
input (see 5.2.6). This indicated a degree of jpaddtion and patronage. Ladman and

Tinnermeier (1981) referred to this when they adgtieat agricultural loans for
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economic development can be used for political psep and that these loans are
increased when there is inflation (see 2.4.2). ®is0 led to corruption as some
Government officials (chefs) diverted the subsideshemselves (see 5.2.6). In line
with the theoretical framework of Ladman and Timmeier, this was inevitable
because an environment of cheap loans is conddicivgrooming corruption (see
2.4.2). Using subsidies for seeking patronage, aradheristic of a populist
government, was not a new thing for the ZANU (PR)v&nment. As discussed
earlier on, in the 1980s Government concentrateduoning subsidised programmes
(in sectors of education, health and agricultungf) sidelined the more challenging
structural changes such as land reform. The sulpsimlyrammes were economically
unsustainable (see 4.1.2). According to Sachs (1@&8@ 2.4.2), such programmes of
populist governments are short-lived — they bloam 4 while and then blow up
because they are not sustainable. Referring to &b, Jenkins (1997) argued that
credit to the rural farmers in the 1980s was enotglvin votes for the populist
ZANU (PF) Government, without the need of changimg structures that determined
rural poverty. That some farmers had to demonstmtalty to the ruling party in
order to benefit under some of the Government irgadit schemes says volumes

about how loans and inputs might have been usegbldical patronage.

As discussed already, the hyperinflation has dsegtasince the Government of
National Unity came to power (see 4.2.4). Stabllira measures in line with the
traditional measures of curing hyperinflation (4.1 and 4.2.2), namely through
commitment to fiscal and monetary discipline, dik lseing employed. By adopting
the use of a multicurrency system it meant that déetral bank stopped printing
money to fund its Quasi-fiscal activities that fadl hyperinflation. Though the
respondents in this research tended to considegrimflation as a thing of the past,
the definition of hyperinflation by Cagan (1956ted in Siklos 2000) only considers
hyperinflation to end when it is less than 50%\erg month during at least one year
(see 2.4.1). By this definition, Zimbabwe is stdkperiencing hyperinflation.
Nonetheless, that people already speak of hypatiofi as a thing of the past

indicates a thread of confidence in the economy.
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6.1.2 Land tenure and credit rights protection

A recurrent issue raised by the respondents was#mks were hesitant to give loans
to the farmers who acquired land through the relzm reform programmes because
most of these farmers did not have any collatezalisty (see 5.2.2). Though this
happened when Zimbabwe was already in the peri@d&epening economic crisis,
it had not yet experienced hyperinflation. Accogdilo Townsend (1979), it is only
when there are appropriate mechanisms to enfoeceefpayment of loans by seizing
collateral that banks can be confident to give $o@ee 2.4.2). Given this position, the
behaviour of the financial institutions in Zimbabvedter the land reform was,
therefore, not unusual. In their study, Dehetsal.(2007) showed that in the absence
of clear credit rights protection and low inflatjdmanks are unwilling to give credit
(see 2.4.2). Since Zimbabwe has so far managedntaia the hyperinflation, it
continues to struggle to develop land tenure ldwe encourage banks to go into
credit business with farmers. It does not reallyteravhether they are land title deeds
or leases but that the type of tenure adoptedsigerted and enforced. The incident of
the governor of the central bank stealing moneynfrccounts of individuals and
private organizations (see 4.2.1) and is not ewastipned by police speaks volumes
about how unsuitable the environment has becomeh®rproper functioning of
financial institutions. The elements of a conduamacroeconomic environment for
the financial institutions discussed in Chapter Tvgee 2.3.3) also apply to
Zimbabwe: deregulated interest rates; exchanges &atd agricultural policies; legal
system that protects property rights and land-ugkts; autonomy of financial

institutions and regulatory authorities and dualgyocess.
6.1.3 Improving rural infrastructure

While findings from this research show that bothalholder and large farmers
should be given appropriate opportunities to ineeeagricultural productivity (5.2.1),
the infrastructure in the communal and resettlenaeaas where smallholder farmers
live is very poor. The history of the agricultussctor of Zimbabwe is characterised
by dualism whereby formerly white-owned large conutrad farm areas were more
developed than communal areas. The large comméacrakrs had access to the ralil,

roads and irrigation facilities (4.1.1). These liies made it easier for the white
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farmers to go into commercial agriculture. The camal areas continue to establish
a great contrast. They basically have no infrattinecand this makes it difficult for
them to access normal services. They are poorlyraamcated since most areas do
not have proper roads. Some of the areas recemrergimfall and yet there are neither
irrigation facilities nor dams. The lack of infrastture discourages financial
institutions from investing in such areas. Thislduma was not by accident but design
and has generally remained like that to date. Blation of dualistic structures in the
agricultural sector does not only mean land redistion, but also developing
communal lands by building roads, bridges, danmgaition facilities etc. As one of
the informants in this research put it, if Govermtnavested in infrastructure by
improving irrigation facilities and dams, this wduutomatically change the mindset
of smallholder farmers. With irrigation facilitiemsailable, smallholder farmers will
produce for both consumption and commercial purpo@ee 5.2.1). When the
smallholder farmers turn commercial, there may beneed to convince private
commercial banks that there is business in the aomahareas since most of the risks
regarding agriculture (e.g. lack of roads and paarfall) would have been reduced.
Hence: the best way for Government to convince daolextend financial services to

the smallholder farmers in the rural areas is byrowing the rural infrastructure.

It is only when rural infrastructure is developattéanks made available that one
can speak of the ‘economic opportunity for the poeferred to by Semboja (2004)
(see 2.3.2). In his findings in Kenya and TanzaBemboja (2004) showed that it
was the infusion of credit into an atmosphere anecnic opportunity that creates
income, potential and prosperity otherwise no amadrcredit can help the poor to
find their way out of poverty. The implication ikat given the poor infrastructure
under which the smallholder farmers operate, imst@aprioritizing private credit,
which may not reach all the intended smallholdem&s, Government should invest
in building rural infrastructure if it wants to prmte agricultural development on
long-term basis. After carrying out an economegv@luation of maize smallholder
farmers in Zimbabwe, Musuna and Muchapondwa (268@&mmended construction
of dams in the rural areas since their findingsasftbthat availing subsidised credit
did not increase productivity and that it was raihfthat mattered (see 4.2.3).

International evidence indicates that returns twgbe inputs subsidies are usually
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lower than returns to investments in public goodéth this in mind Haggblade

(2007) argued that investment in public goods sashagricultural research and
extension, rural roads and irrigation is bettemtia input subsidies, which tend to
encourage rent-seeking behaviour. The desire hyorekents that all smallholder

farmers should be supported may never be realistidtlue structures in which these
farmers operate are not improved. It falls underrtandate of Government to see to
the improvement of the macroeconomic environmemrder to encourage extension

of financial services to the rural areas.
6.2 Need for development of institutions

Just as a good turf on a football field and pratesd refereeing does not produce
good football without good players, and so it istle credit business - a stable
macroeconomic environment, with low inflation, goadd well-respected market
rules and improved rural infrastructure does notthke trick without competent

players. The players in this case, are the cradtitutions and the farmers. Some of
the problems experienced in the extension of Idhat surfaced during the peak of
hyperinflation were indications of an already fgudlystem that needed restructuring.
In this way, hyperinflation only made these probdemore evident than they were
before. However, a crisis (see 1.3) can serve agppaortunity to provide permanent
remedy to the identified problems in the institnBo Some of the challenges
discussed in the previous chapter go beyond prablextated to hyperinflation. It

then becomes relevant to consider the developmeribath public and private)

financial institutions, a concept discussed atflemg Chapter Two (see 2.3).
6.2.1 Building institutional capacity

Institutional capacity is one of the aspects the¢dhto be looked into, especially
regarding public financial institutions and othembpc agencies that provide credit
facilities to farmers. Negative effects caused bg tlelays in the dispatching of
concessionary loans from the RBZ might not havenbéelt much before

hyperinflation. However, these negative effectsenmagnified during hyperinflation.
Farmers failed to meet their budgets due to fassien of the money. That, for

instance, a sum of money that could have purchasdelst 1000 herd of cattle in
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2007 ended up failing to buy 10 herd of cattle iy time it reached Agribank (5.2.4)
was unfortunate. Nonetheless, it demonstrated hgtvthe cost of these delays was
under hyperinflation. In cases such as that ofydela payment by GMB, farmers
ended up receiving money that could hardly helpntb@ buy anything for the seasons
that followed. The elimination of hyperinflation &® not automatically solve the
problem of credit extension since the problem dage would still remain. This is
because it is some internal factor which incapsestahe concerned Government
institutions. The delays are only a tip of the ie&p The lack of competent staff,
shortage of staff, poor technology and lack of naiton due to poor incentives are
some of the factors that negatively affect the grenfince of public institutions. The
problem of lack of institutional capacity of Goverant agencies was also highlighted
by Mukwereza and Manzungu (2003). These authorstgdbiout that because they
did not have any operational framework, some Gawemt agencies they studied
found it difficult to facilitate the distributionfdGovernment subsidies to farmers (see
4.2.3). Agribank also lacked the skills to competth established commercial banks
in winning farmer-clients even though it had impedvthe technology of its broad
network of branches it inherited from AFC. Develgpithe institutional capacity of
the concerned public institutions is critical ifetie institutions have to be effective

players in ensuring efficient financial serviceghe farmers.
6.2.2 Building a culture of loan repayment

While hyperinflation highlighted the problem of dgé in public institutions, it

concealed the old problem of non-repayment, duthéodeceiving record of 100%
rate of loan repayment. As revealed in the findinge loans had fixed and low
interest rates which were not revised accordinthéorise of hyperinflation and they
were to be paid at the end of the season. A ragmd bf value of the loans due to
hyperinflation made it easy for the borrower toagpHowever, that repayment only
represented monetary figures but not productivifistory shows that smallholder
farmers had a poor record of loan repayment witlfCAdhd Agribank. It could be

argued that the culture of non-repayment would estilst regardless of hyperinflation.
It, therefore, needs attention. The misconceptiat toan subsidies are like social

transfers that do not need to be repaid needs torfbected. The tendency to consider
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Government subsidies as nobody’s monieya(i ye hurumende, haina muni8,
10/03/09]) encourages neither the borrower to reqaythe public lending institution
to follow-up in the event of default. Suggestingamation through group approaches
may be like trying to reinvent the wheel. Reseastiows that these types of
approaches generally do not work since farmers laekessary homogeneity
characteristics (see 2.3.2) and they never reatisked for Zimbabwe (Bond 1998).
However, the success story of Cottco, which wasingivcredit facilities to
smallholder cotton growers and had a record of 8% of repayment in 1999 needs

to be closely examined for best practice purposes.
6.2.3 Partnership with private sector

Another problem related to public institutions, adgdyy Agribank, was the lack of
capitalization. Government had no money to fundi#grk and the latter could not
manage to mobilise enough deposits to sustairpegsations. It was due to the need to
supply credit that AFC was created but it was duthé lack of capitalization that it
was privatised and became Agribank. The viciousleircontinued because the
Agribank, as private bank, could not supply credithe poor and the Government
repossessed it in order to ensure credit suppktoHi repeated itself as Government
lacked capital. Entering partnership with organae that prioritise development
goals is one way that Agribank can solve its pnoblef lack of capital. Malaba
(2008), the Bank’s executive manager argues fan Sulic-Private-Partnership. In
addition, this can also reduce the problem of jgalitinterference, which is typically
experienced by many parastatals (see 2.2.2). hiterahows that there are cases such
as that of the Banrural Bank of Guatemala wherealiyli®-Private-Partnerships have
worked well in extending credit to the poor (se8.4). The agricultural policies of
both Kenya and Senegal referred to by Anseeuw (26id€d in Padayachee 2010
[forthcoming]) also consider it important for statestitutions to make partnership

with the private sector (see 2.1.4).

The concept of institutional innovation of finarciastitutions with the aim of
improving their efficiency regarding sustainabilitputreach and quality of their
services to the rural poor discussed in the liteeateview (see 2.3) is also important

in Zimbabwe. Respondents from all the stakeholdgsproached in this study
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indicated that it was critical to extent creditifities to smallholder farmers since they
possess the potential to ensure food security aodde other cash crops such as
cotton. As pointed out by one informant, banks #&hotry to find ways of
accommodating and supporting smallholder farmestead of leaving them to
struggle on their own (5.2.1). Under favourable raaconomic conditions achieved
through the measures discussed above (see 6.hj\aerdthat they have also invested
in rural areas, both private and public banks dnellenged to find ways of
penetrating their rural clients. This may involdemtifying hidden opportunities (e.qg.
use of cattle as collateral) and eliminating basri@.g. language or gender related) of
accessing financial services by rural people aridhgy may have great potential of
being bankable (see 2.3.2).

6.3 Political will

The future of agricultural credit in Zimbabwe albes in the political will of its
leaders. The profiles of various stakeholders gaaticipated in this research show
that the country has potential in stimulating agjticral activities but their efforts
could not be effective under harsh macroeconomieditons (see 5.2.8). The
determination of the political leaders and the kifigholicies that they put in place do
matter. Could the Government of National Unity be beginning of a new era that
can revitalise the agricultural sector? This wipénd on the kind of policies that it
adopts and on how seriously it implements them.oputist approach has not been
sustainable in the past (4.1.2) and neoliberakadiof the 1990s have not lifted the
smallholder farmer out of the poverty trap eith@r1(3). The Short Term Economic
Recovery Programme (STERP) of the new Governmentabional Unity is already
being criticised for failing to prioritise the fihang of land tenure security (4.2.4).
Patrick Bond (TheMercury, [South Africa] 29 September 2008) fears that political
leaders in the new establishment may forget theems of thepovo (the masses).
According to him, thgpovo may remain trapped in between the interests otwioe
rival political parties (with ZANU [PF] fighting toremain in power and the
Movement of Democratic Change [MDC] inclining it neoliberal policies). The
views of stakeholders in this study demonstrated tiiey know what it is necessary

for them to develop the agricultural sector. Howewas Adesina (2007) suggested for
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farmer organizations in Africa, Zimbabwe farmergjanisations need to increase the
political cost for politicians who falil to live ug their promises (see 2.1.4) and force
the politician’s rhetoric to translate into actidgnfortunately, Zimbabwe may not be
an exception to John Sender and Sheila Smith’sredsen: the working class, which
carries the potential to turn the political langsearound, is often muffled by post-

Independence regimes under the guise of nationigl (see 2.1.4).

Since the problem of agricultural credit in Zimbabwas symptoms that go beyond
hyperinflationary causes, it needs a solution #dab goes beyond hyperinflation.
While Government has to restore stability in théamal economy and improve the
regulatory framework and rural infrastructure, mgtl needs to be done in order to
develop financial institutions and systems. Thidl wnhable these institutions to
increase their outreach to the poor and in a st way. However, without enough
political will to formulate and implement most ohet policies, agricultural

development through credit may never come to tniti
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Chapter Seven

7 Conclusion and Recommendations

This research has been built on the assumption abatulture is important for
development and poverty reduction and that thenfieasector can contribute to
agricultural development through extension of drddi farmers. The deepening
economic crisis in Zimbabwe, which started in 19@ached its peak by registering a
world-record hyperinflation between 2007 and 2G6gnalling a collapsed economy.
Insight from literature showed that agriculturaédit does help farmers to increase
productivity but the supplying institutions alscedeto be sustainable so that they can
continue extending credit to the farmers. Howeweperience from countries that
experienced hyperinflation indicate that under sachumstances, emphasis shifts
from lending in general to finding ways of bringirdpwn hyperinflation and

establishing stabilization, usually through disiplin fiscal and monetary policies.

The research took a qualitative approach and usedeastudy methodology to collect
and analyse views of key informants from stakeholdstitutions in agricultural
sector. The historical features of the country’sattural sector was characterised by
dualism that had a bias for white farm lands ansl fisature did not disappear after
independence. The context of Zimbabwe was that de@ining economy in the
aftermath of a series of factors, some of whicHuided a highly controversial and

politicised fast-tracked land reform programme.

Findings from the field brought forth several issuéelfhey showed that both
smallholder and large farmers were considered itaporfor increasing agricultural
productivity in the country and should all haveesxto credit. Private banks reduced
their lending to new farmers, mainly due to lack ifllateral security. The
Government remained as the main funder of agrilltuactivities through
concessionary loans provided by the RBZ. Theseslom@re part of what fuelled
hyperinflation and the central bank printed more amre money to cope with the
hyperinflation. The slow speed at which the loasemeleased could not catch up
with the rise of hyperinflation. Government triedontrol prices but this only led to

shortage of inputs. It tried to provide inputs, kagain, they usually came late.
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Corruption and politicization of these inputs iféeed in the distribution process. The
various copying strategies that the stakeholdemoaghed in this research were

ineffective to produce positive results.

An analysis of these findings indicated that inyadrinflationary environment such
as that in Zimbabwe, agricultural credit does nenidjit the nation in the long run as
high prices trigger the printing of more money tod the sector. Instead, credit only
leads to development if it is administered in dktanacroeconomic environment. In
the case of Zimbabwe, a stable macroeconomic emwieat means eliminating
hyperinflation and establishing proper rules treatolur extending of credit by banks
and the building of rural infrastructure. The deyshent of financial institutions and
systems in order to encourage both innovation reptti more outreach to the poor by
financial institutions and financial sustainabilisyanother challenge that Zimbabwe
has to face in order to uplift the agricultural teec These challenges existed before
hyperinflation. The latter merely brought them itih@ limelight. This crisis presents
an opportunity for Zimbabwe to set the record gtrtabnce and for all and reclaim its
position as the bread basket of Southern Africavelt@eless, nothing will change
unless Government, not only formulates proper pedicbut also implements them. It
is at the level of implementation that many govesnis in Sub-Saharan Africa
usually fail (see 2.1.4). The Government of Natladaity, which the civil society
should, nonetheless, make sure it keeps its pramisestill to pass the test of
stabilizing the economy.

This paper offers a few policy and further researetommendations. In order to
promote access to rural finance Government needsutagpriority in establishing
communal or rural infrastructure. This entails Bung of roads, dams and provision
of irrigation facilities. The fundraising, plannirgnd implementing of this programme
may need creating synergies with various ministaied the private sector involved in
development and service delivery systems in rurebs@ Since the economy of
Zimbabwe is agro-based, it is necessary for Goventrnto speedily establish with
finality, the land tenure provisions so that prevabmmercial banks can be assured of

security when they issue loans to new farmers.eS{aovernment cannot capitalise
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Agribank, we recommend it to allow this bank toderpartnership with private

organizations that value development goals.

In terms of further research, there is still needind out how financial institutions
can optimally increase both their sustainability aatreach to smallholder farmers. A
repayment rate of 98% to Cottco by smallholder fasmis remarkable. Future
research can be made in order to closely estatbiesktory behind the achievement by
Cottco and verify if all parties are winners in fr®cess. This case study can serve as
best practice for other institutions. Another aotaesearch concerns the access to
foreign currency by smallholder farmers. Given hiitory of poor financial services

in the rural areas, future research may also eaplloe mode and extent to which
foreign currency has been circulating in the ranadas since the introduction of the

multicurrency system.
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Interview Date | Position Gender Institution Location
code
D 12/08| Key Informant M Agribank Harare
F 02/06/09| Relationship Manager M ZB Bank Rotten Row
Harare
G 03/06/09| Senior Manager M Commercial Bank of Westgate,
Zimbabwe Harare
H 04/06/09| Inputs Administration | M Tobacco Industry and Harare
Officer Marketing Board (TIMB)
J 08/06/09| Operations Manager M Grain Marketing Board Harare
K 10/06/09| Agronomist M Pannar Seed Ruwa
L 15/06/09| Sales Manager M SeedCo Stapleford,
Harare
M 23/06/09| Marketing Manager M Windmill Westgate,
Harare
N 08/06/09| Head of Planning and| M Agricultural and Rural Harare
Business Department Development Authority
(ARDA)
Q 09/06/09| Officer M Agricultural Rural & Head Office,
Extension Services Harare
(AGRITEX)
R 03/06/09| Economist M Zimbabwe Farmers’ Union Harare
S 10/03/09| Key Informant M A2 Farmer Harare
T 23/06/09| Focus Group M&F Al Farmers Macheke
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Appendix 2: Interview guide

Questions directed to institutions that supply dred

How can your operations be described with regard taagricultural credit
under current conditions?

What do you supply credit facilities for? Whereyt get your money from? |s
it easy to get? Which group of farmers do your rice? How do you select
them? What do you consider most in selecting thésni® helpful to exteng
credit to poor farmers given that they may faiteépay you? Why? How do yqu
get repayment? What has been your experience egfrd to credit recovery?
Do you make any follow-up on defaulters and what @en your experience in
doing so? What credit constraints are linked to enyplation and what

constraints are general? What measures have youtakieg to overcome the
challenges associated with hyperinflation? Whaido think should be dong?
What do you think you could have done better aseditsupplier? What can
farmers do better?

Which group of farmers (smallholder or large farg)eto you think should bE
targeted in terms of extending credit? Why thistipalar group and not th
other one?

\v2)

Is what you are doing effective, given the currecdnomic conditions? If ye
why? If not, why?

Questions directed to farmers or organizations tlegresent them

How can your activities as farmers in relation to cedit acquisition and use
be described?

Where do you credit from? Why do you choose thatiqdar credit supplier
and not the others? What do you need to get tltbterks access to credit easy?
What do you use the credit for? Is it enough fourypurposes? How do yqu
repay? How has been your repayment practice? Wdgapems if you fail tg
repay? Does the supplier make any follow-up if yailito repay? What credit
constraints are linked to hyperinflation and whamstraints are general? What
measures are you taking to overcome these corns?aithat do you think that
you should have done better as farmers during mffsiion? What should th
supplier have done better?

D

Which group of farmers (smallholder or large farg)ato you think should bE
targeted in terms of extending credit? Why thistipalar group and not th
other one?

Is what you are doing effective, given the currecbnomic conditions? If ye
why? If not, why?

\"2)




Appendix 3: Key periods in Zimbabwean history

Sources: Ndlela (1980), Palmer (1977), Nziramas&bga0), Riddell (1978) (cited in Ndlela and Rolmn2007)

Political & Economic
Dates Framework Land Policy Agricultural & Food Policy
13th-15th
Century Mhunumutapa Food production to sustain the Mhunumutapa
Great Zimbabwe empire. Cofton cloth also produced. Trading.
Reserves set aside for Africans, white Policy intended to promote European agriculture,
1890-1923 British South Africa Company settlers provide
ruling under a Charter from cheap wage goods & limit reserves to
Britain occupying the best agricultural land reproduction of labour
Land Apportionment Act 1930 Dualism of agriculture entrenched through
1923-1953 Southern Rhodesia entrenched distortions in
self-government under white factor & produce markets & operation of
minority highly inequitable land distribution marketing boards.
1933-1963 Federation of N&S Rhodesia Growing maize and tobacco exports
and Nyasaland
Unilateral Declaration of Liberation war focus was on the Sfrong government support to white large-scale
1965-1979 Independence alienation commercial
Rhodesian regime under int'l
sanctions of land from the indigenous peoples fammer.
Spread of marketing facilities and extension
1980-1989 Independent Zimbabwe Piloting of land reform models. senvices
Planned reforms ran out of steam in into remote areas. Prices based on cost of
Controlled economy 1985 production
Growing concern over neglect of land Commercialisation and some privatisation of
1990-1999 Structural adjustment reform. agricultural
Int conference plan (1998) rejected by parastatals. Prod prices more closely linked to
Liberalisation of the economy President world prices.
2000-2004 Precipitous structural change Fast-track land reform associated with Land reform beneficiaries not necessarily farmers.
Pro-inflation macro-economic
policies collapse of agriculiural production Collapse of input supply. Massive subsidies
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