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Foreword

Microfinance can help poor and marginal communities develop their 
economic capacities. In recent years, there has been a rapid increase in 
the number of microfinance institutions and clients. However, micro-
finance services remain limited in rural areas which are often sparsely 
populated and poorly developed in terms of economic and physical 
infrastructure. Efforts are, therefore, needed to identify ‘rural finance’ 
approaches -savings and lending systems- that respond to the needs 
and capacities of poorer clients and rural entrepreneurs.   

Rural financial services vary in scale and objective. Community-based 
savings and lending groups, for example, make small but essential 
amounts of money available to their members. Where agricultural 
production, processing and marketing is more capital intensive the 
demand for more formal financial service providers is stronger.  

This Agrodok describes current savings, lending, and insurance prac-
tices, identifies the service providers working in the informal, semi-
formal and formal sector and discusses current approaches and meth-
odologies. It targets those who want to know more about rural finance 
as well as development practitioners concerned with identifying the 
financial services most appropriate for their project or organisations.  

Designing and executing rural finance programmes requires ‘expert’ 
knowledge. Although this Agrodok pays some attention to good prac-
tices in rural finance, it is not a training manual. It does not set out to 
show readers how they can develop and implement programmes. The 
Useful Addresses list contains the addresses of organizations that can 
be consulted when this type of assistance is needed.  

The author would like to thank all those who have contributed to this 
publication with their valuable comments on earlier drafts, in particu-
lar Gabrielle Athmer, Frank Bakx, Harry Clemens and Cor Wattel. 

The author, Wageningen, 2008 
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1 Introduction

Rural finance refers to financial services such as savings, lending, in-
surance and remittance services that can be provided by a variety of 
actors. These actors can be friends, relatives, shopkeepers, traders, 
money lenders, traditional savings and lending groups, microfinance 
programmes or banks. Rural finance is a term used to cover those fi-
nancial services provided in rural areas for agricultural as well as non-
agricultural purposes. 

Within the rural sector different groups and categories of individual 
require services designed to meet their particular needs. While poorer 
groups might need savings facilities and micro-credit to cover produc-
tion costs and emergency expenses, farmers and farmers’ organiza-
tions involved in cash-crop production will probably require larger 
amounts of credit to finance production, inputs, processing and mar-
keting. 

1.1 What is rural finance? 

Rural finance is the provision of financial services, including savings, lending, 
insurance and remittance services to rural households and entrepreneurs. 

 
All rural households save, although the amount will vary from house-
hold to household depending on the capacity, motivation and determi-
nation of the farm family. 
? At harvest time, subsistence farmers will sell part of their food crop 

but they will also try to store as much as they can to carry them 
through to the next harvest and build up their reserves. 

? Some of the money received from the sale of cash crops will be 
saved to meet future household expenses. It will either be saved in 
cash or used to buy small animals, jewellery or other valuables that 
can be sold when money is needed (savings in kind). 

? Income flows from non-agricultural activities such as trade or wage 
labour are not evenly distributed over the year. For this reason peo-
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ple save to have enough money for when there is little cash avail-
able. 

? People save to prepare themselves for recurring expenses such as 
school fees, for special occasions like marriages and funerals and 
for unforeseen events such as sickness or poor harvests. They also 
save so they can make investments later. 

 

Figure 1: Farmers store as much food as possible to carry them 
through to the next harvest 

Borrowing patterns vary. Some people borrow regularly, others very 
occasionally. Poor people are often forced to borrow and contract 
debts because they need money to pay for everyday expenses or cope 
with medical and other emergencies. Business (wo)men and farmers 
borrow to obtain working capital and pay for investments. In cash 
economies producers borrow because they need capital. 

Savings can be seen as a form of insurance to be used when problems 
arise so the household does not get into debt. Access to lending can be 
seen as a form of insurance. Social capital - the willingness of friends, 
relatives and others to help each other in emergencies - is also a par-
ticularly important and common form of insurance. 
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Recently, financial service organizations - insurance companies, banks 
and microfinance organizations – have been exploring the possibility 
of developing insurance services for the poor. These include health 
and life insurance and, on a smaller scale, animal and crop insurance. 
However, this is a relatively new field and much still needs to be done. 

Remittances form an important part of rural income. Relatives who 
migrate in search of cash employment send money back to assist their 
families. This money is often used to meet immediate family needs, to 
pay for emergencies or school fees or invested in building. Remittance 
money is not generally used to finance the development of economic 
activities. 

 

Figure 2: Relatives who migrate in search of employment send 
money home to their families 

If migrants deposit part of their remittance in a savings account at a 
local bank or microfinance institution, these funds can be lent out 
again. This means that more capital will be available for investment in 
local production and local development will be strengthened. 

Local banks and microfinance institutions depend on external funds, 
loans from donors and larger banks to build up their loan capital. It is 
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not always easy to get external funding and it is usually more expen-
sive than funds acquired through clients’ savings. Remittances provide 
local banks and microfinance institutions with the opportunity of be-
coming less dependent on borrowing from external funds. 

Rural finance covers informal, semi formal and formal institutional savings and 
lending arrangements. 

 
Households and individuals can save by storing their cash themselves 
or by investing it in valuables such as jewellery or (small) animals. 
Some individuals will save through traditional savings and lending 
groups. In some countries there are money collectors who regularly 
collect savings from rural producers and entrepreneurs. The main pro-
viders of loans to the poor are family, friends, shopkeepers, pawn-
shops, traders, moneylenders and landlords as well as traditional sav-
ings and lending groups. Because they are not regulated by law, this 
type of saving and lending activity is said to belong to the informal 
sector. 

The formal financial sector is controlled by law and consists of banks 
that are regulated by banking law and - in countries where this sector 
is regulated - microfinance institutions. 

Table 1: Rural finance: informal, semi-formal and formal sectors 

Rural finance 
Informal sector Semi-formal sector Formal sector 
? Friends 
? Relatives 
? Shopkeepers 
? Traders 
? Pawnshops 
? Landlord 
? Money lenders 
? Money collectors 
? Traditional saving and 

lending groups 

? Micro finance pro-
grammes of NGOs, in 
countries where the sec-
tor is not regulated by law 
or where small-scale fi-
nancial activities of un-
registered organizations 
are allowed 

? Banks 
? Microfinance pro-

grammes in countries 
where the sector is regu-
lated by law 
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In some countries the microfinance sector is not regulated but devel-
opment organizations are allowed to collect savings and lend on a 
small scale. This type of organization is typical of the ‘semi-formal’ 
financial sector. In the semi-formal sector the NGO microfinance pro-
grammes and the small-scale financial activities of unregistered or-
ganizations predominate. 
 

Rural finance targets the rural farm and non-farm population and includes 
both agricultural finance and rural microfinance. 

 
Rural households are involved in agricultural as well as non-
agricultural activities: small restaurants, crafts, hairdressing, food 
processing and trade are amongst the ways cash is earned. The stan-
dard lending practice of most microfinance programmes is based on 
short-term loans. This type of lending strategy is well adapted to short 
business cycles. Petty traders, for example, may need credit to buy 
stock which they hope to sell within a few days or weeks. Once prod-
ucts have been sold and the loan repaid, the trader can begin a new 
(short) business cycle. Because income has been generated relatively 
quickly the loan can be repaid - in instalments - over a short period of 
time and repayments can be started soon after a loan has been dis-
bursed. 

Agricultural activities, however, require a different type of financial 
support. Loans made to help farmers increase their agricultural pro-
duction must take into account the time crops and livestock need to 
mature. Farmers can face difficulties if they have to start repaying 
loans too quickly and they have no other source of income like money 
earned from non-agricultural activities or from crops harvested and 
marketed at different times of the year. If farmers or rural entrepre-
neurs install new equipment or infrastructure they cannot expect im-
mediate results. These types of investment require mid- or long-term 
loans. 
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Risks within the agricultural sector often extend beyond the individual 
farm household to affect a whole region. Crops can be destroyed by 
drought, floods or insect pests. Herds can be devastated by disease and 
hunger. Unpredictable markets also threaten farm livelihoods and in-
comes. Since such events affect large groups of farmers at the same 
time, they represent a high risk for microfinance programmes and 
banks because many clients will have repayment problems. For this 
reason, financial service providers are reluctant to extend their ser-
vices to a risk-prone agricultural sector. Specially adapted rural fi-
nance programmes are required to deal with these types of risk. 

1.2 Specific needs 
There are different approaches to rural finance. The needs of a specific 
target group or the characteristics of a region determine the approach 
selected. The financial needs of the poor or those living in marginal 
areas will not be the same as those who have access to more resources. 
Poor households depend largely on subsistence agriculture. They are 
not in a position to take risks and their on- and off-farm activities are 
usually small scale and yield little income. Savings services - tailored 
to their capacities and needs - are very important to them. 

Farmers with access to more resources often produce and market cash 
crops. They earn more and are able - and willing - to take more risks. 
They often need credit so they can invest and improve their produc-
tion. 

Marginal regions 
Many regions, especially in rural Africa are only marginally involved 
in the market economy. Low rainfall, poor soil fertility as well as in-
adequate infrastructure are among the factors that make it difficult for 
farmers to produce for market. The unfavourable terms of interna-
tional trade and the growing dependence of urban communities on 
imported foods has also disadvantaged local farming and pastoral 
communities. 
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Farmers in marginal regions prefer to minimise their risks. They prac-
tice multiple cropping and meet their basic needs by growing crops 
that require little capital input. They do not commit themselves fully 
to the market economy because they are unable to take the risk that 
bad weather and poor prices may destroy their crops, income and food 
supply. However, they do need cash to pay for services and goods and 
they raise it either by selling farm products or - if this is not possible - 
by engaging in non-agricultural activities. 

 

Figure 3: Non-agricultural activities such as basket making can 
provide rural households with much needed cash. 

Because their economic and financial capacity is limited, households 
in marginal areas do not need much capital and non-agricultural ac-
tivities are usually conducted on a small scale. Rural families do not 
need loans but they do need to save. The conventional way of dealing 
with emergencies and recurrent expenses is to sell valuable assets such 
as livestock and equipment. If farm families have access to savings 
facilities they can put aside part of their earning to meet future ex-
penses and in this way avoid going into debt or having to sell their 
assets. 
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Box 1: Seasonality of income, expenditure, savings and 
credit in Arusha, Tanzania 

Because of the seasonal fluctuation in income in rural areas, the poor save 
money during high income seasons so they have enough cash for the months 
when money is scarce. This practice is known as ‘income smoothing’. 

In the Arusha district of Tanzania, farmers can expect to earn money in the pe-
riod July to December when crops ripen and there are jobs in the tourist in-
dustry. People save part of this income to carry them through the period 
January to June when there is little money around to meet school fees and 
household expenses. Health bills also tend to be higher in the period January 
to June because there is more illness and disease at this time of year. House-
holds rely on a combination of savings and loans to meet their expenses in 
these difficult months. 

From: Use and Impact of Savings in Tanzania. L. Mutesasira. Micro Save, Au-
gust 1999 

Marginal groups 
Landless labourers, small landowners and women predominate in 
marginal groups. Because they earn little cash from agriculture and 
other activities, they can benefit from saving facilities that help them 
‘smooth’ their income. 

Credit can be supplied to marginal groups wishing to undertake (new) 
income generating activities. However, it is essential that a careful 
study is made of the proposed activity to ensure that it will make 
enough money for farmers to repay their loans and continue produc-
tion. Costs and risks can be reduced if the working capital or invest-
ment can be (partly) financed from the producers own capital or sav-
ings. Risks can further be reduced if activities are started on a small 
scale using only small loans. As their experience increases and risks 
decline, farmers will be in a better position to take on larger loans and 
extend production. 

Rural entrepreneurs and stakeholders in the value chain 
Farmers producing for market and traders and artisans doing business 
on a significant scale, need money to buy inputs, hire labour and in-
vest in the future of their enterprise. Often their own financial reserves 
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are small and they need access to appropriate credit facilities to keep 
their businesses going. If credit is not available on acceptable terms, 
farmers may cut back on investment and - as output declines - cease to 
market their products. 

A new approach is to analyse the bottlenecks in production and mar-
keting and identify ways in which producers can attract added value to 
their products and activities. This involves evaluating the production 
or value chain as a whole. At farm level the production chain may be-
gin with an initial input of seed, fertilizer, labour and the purchase of 
livestock or machinery. Once agricultural products are ready for mar-
ket, farmers, traders and other rural entrepreneurs may consider proc-
essing them to increase their market value. Marketing the product and 
the price consumers are prepared to pay for the goods on offer is the 
final link in the chain. 

Farmers can add value to their product at any point in the chain. They 
can improve their production efficiency, bargain over the price of in-
puts or try to sell their products in new markets. Farmers who are di-
rectly involved at different stages in the chain will benefit from the 
added value achieved through processing and selective marketing. 
More money can also be earned when farmers’ organizations start to 
explore new markets and begin marketing products themselves. Rural 
finance has an important role to play in this process. It can provide the 
funds needed to pay for inputs and the cost of production, processing 
and marketing. 

Regions, sectors, producers and producer organizations with develop-
ment potential need specifically tailored credit facilities. Credit facili-
ties can be of particular help to those involved in cash crop produc-
tion. However, the extent to which individual farm households or pro-
ducers can benefit from credit facilities will depend on their access to 
land, knowledge and other critical assets. 

If development is successful, farmers and other rural entrepreneurs 
will be able to improve their living conditions, invest in production 
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and have more opportunity to save. As rural incomes improve, the 
demand for insurance services is likely to increase. As their capital 
investment increases, farmers who can afford to pay the premiums 
will consider insuring themselves against possible risks. 
 

Box 2: Case study Savannah Farmers Marketing Company, 
Ghana 

In an attempt to help alleviate poverty, the Association of Church Develop-
ment Projects (ACDEP) in Ghana has developed a strategy to improve the in-
come of small-scale farmers by making them part of the value chain. The Sa-
vannah Farmers Marketing Company (SFMC) was created and given the re-
sponsibility of finding markets that offered farmers a good price for their prod-
ucts. Credit was extended to farmers groups’ that took part in the project. 

The farmers involved were members of local farmer-based organizations and 
these organizations sold their products at a fixed price to the SFMC. The 
SFMC signed contracts with several large companies. These contracts set out 
pricing policy, quality standards and the services to be provided. The products 
purchased from farmers’ groups are sold directly to these companies. 

The SFMC buys certified seed and this is made available to farmers on credit. 
It also provides credit for land preparation services and farmers receive agri-
cultural training when necessary. After the harvest, farmers bring their crops to 
fixed collection points. The crops are inspected and then stored ready for sale. 
Once the farmers have been paid they repay their loans. 

The project has been extremely successful and more and more farmers have 
joined the scheme. As a result the SFMC decided to concentrate on marketing 
– where it had considerable experience – and hand over credit-related activi-
ties to two rural banks. 

Now a small unit within the SFMC liaises with these banks and helps farmers 
obtain credit. The unit assesses farmers’ credit applications and provides the 
banks with a list of farmers it considers credit worthy. The banks themselves 
must then decide which farmers are eligible for micro loans and it is the banks 
that carry the risk if loans are not repaid. 

There are plans to create two separate business units. The first - the SFMC – 
will focus on marketing. The second - ACDEP Financial Services (AFS) will be 
responsible for all credit-related activities. The AFS will assess and monitor 
credit applications and pass its recommendations to the rural banks. As soon 
as credit is given to clients, AFS becomes responsible for monitoring loan re-
payment and retrieving unpaid loans. 
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In this way it may be possible to overcome the problem of credit applications 
from vulnerable farmers – especially those from farmers living in more remote 
areas – being rejected by the banks. It is hoped that AFS can become a 
strong, profit generating unit able to operate beyond the current client base of 
the SFMC. 

From: Study Support Methodologies for Rural Finance among the Dutch Mi-
croNed members. MicroNed, The Hague, the Netherlands (2007) 




