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Foreword
In concordance with the UN Millennium Development Goals (MDGs), this
publication deals with the importance of poverty reduction through agricultural
development and the indispensability of access to financial services for rural
populations in emerging and developing countries. Strong efforts are needed
to make progress on both fronts. These issues will become increasingly pressing
since the world population is expected to rise to around 9 billion in 2050.
Because of its cooperative background as well as its historical roots in the food
and argi (F&A) sector, Rabobank feels very strongly about both questions.
Rabobank has always been highly committed to both agricultural development
and financial inclusion. Actually, local credit cooperatives form the basis of the
current Rabobank Group. The reason for the establishment of the first credit
cooperatives more than 100 years ago was the effective deprivation of the
majority of the Dutch rural population of access to financial services. Hence, the
F&A sector has always been a focal point in our domestic banking activities. In
this respect, the global F&A sector has logically become the cornerstone of our
international activities as well.
We think that our cooperative roots and strategic focus on the agricultural
sector create obligations. This is evidently visible in our new Strategic
Framework 2013-2016. This Framework states in clear wordings that we have
the ambition to contribute to global food security and safety and thus to the
realisation of the MDGs. This publication underscores our ambitious
intentions and is deliberately released in the UN International Year of
Cooperatives 2012. This way, we also want to contribute to some of the
identified priority thematic areas of action for this International Year and
beyond. These areas concern food security, employment, poverty reduction,
financial inclusion, and the promotion of cooperatives.
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In this document, we clarify and emphasise the important role that agricultural
cooperative enterprises and rural finance solutions in emerging and developing
economies can play in achieving the MDGs. We hope that this publication will
provide multilateral organisations, financial institution, NGOs, policymakers and
other stakeholders with a practical framework for assessing the viability of F&A
cooperatives and rural finance solutions, also beyond the International Year of
Cooperatives. The document contains appealing and illustrative cases from Rabo
Development and Rabobank Foundation, which have acquired extensive
knowledge and experience about farmer cooperatives and rural finance solutions
in developing and emerging economies over the past decades.
We strongly believe that agricultural cooperatives can be an option to increase
agricultural production and to reduce poverty among the rural population in
emerging and/or developing countries. Here, we surely do not wish to idolise the
cooperative organisational form. Besides, F&A cooperatives can only be sustainable if
a proper enabling environment is in place. We also take the position that one cannot
stimulate rural development and/or F&A cooperatives without addressing the issue of
rural finance development. Both aspects are intertwined. Therefore, this document
also provides suggestions and options to improve rural finance. It concludes with
policy recommendations, which deviate on some points from the mainstream. It
goes without saying that we are more than pleased to advise organisations and
policymakers regarding all kinds of issues associated with the establishment and
development of both farmer cooperatives and rural financial services.
I sincerely hope that this publication offers food for thought regarding the
promising contribution of F&A cooperatives and rural financial solutions to
combatting rural poverty and hunger. Indeed, food scarcity and security will be
the major themes for the world population in the decades to come. Rabobank
has the ambition to play a pioneering role in these discussions.
Piet Moerland, Chairman of the Executive Board
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1 Introduction and background

equality, equity and solidarity.2 These values are
important, but not by themselves sufficient to
guarantee the viability of cooperative enterprises.
We think that economic aspects and forces
eventually determine the viability of cooperative
enterprises. Hence, we define cooperatives as
economic enterprises with member ownership
and control that are preferably established
voluntarily to correct or mitigate the negative
impact of market failures for the benefit of their
members. In cooperative enterprises, persons can
reach economic objectives by joining forces and
pooling their resources, which the individual
would be unable to achieve (Müncker, 2002).
Cooperative enterprises can facilitate and ensure
market access, create economies of scale and
scope, and independent market positions. As a
consequence, they can leave positive marks on a
country’s economic and social structures
(Armbruster, 2011). In other words, they can have a
‘presence’ or an ‘added’ value in society only if they
are economically viable in the medium to longer
term. Cooperative enterprises that are sheltered
from economic and market forces for social and/or
political reasons have no real legitimacy and no
reasonable chance of survival. In this situation,
they actually distort the market environment.

In this context, a definition of the term
‘cooperative’ is needed. According to ICA (2006)1,
cooperative enterprises are ideally based on the
values of self-help, self-responsibility, democracy,

This publication paints a realistic picture of the
opportunities, challenges and pitfalls of
agricultural/farmer/F&A cooperatives as well as
rural finance institutions in emerging and
developing countries to meet some of the

1 According to its website, the International Co-operative Alliance is
an independent non-governmental organisation that unites,
represents and serves co-operatives worldwide. It exists to provide an
efficient and effective global voice and forum for knowledge,
expertise and coordinated action for and about cooperatives. ICA
members are international and national cooperative organisations
from all sectors of the economy.

2 Admittedly, cooperatives were not always established for these
elevated reasons or goals in the past. A few decades ago,
cooperatives were perceived as instruments of ruling parties and the
state to transform private ownership of means of production into
collective (cooperative) ownership as a transitional stage towards
state ownership (Costa Pinto, 2009). The applied motto was ‘What
we cannot nationalise, we cooperatise’.

The popularity of the cooperative business
model has increased considerably throughout
the world in recent years. One important reason
for this is that the cooperative model has shown
relatively strong resilience during recent financial
and economic crises (Birchall and Hammond
Ketilson, 2009). In recent turbulent times,
cooperative enterprises have been seen as
beacons by clients and society in general.
According to recent studies, their relatively good
performance can be largely attributed to their
specific features, which have been neglected in
the past decades due to the prevalence of the
shareholder value model. The interest in
cooperative organisational forms has also been
stimulated by the United Nations. The UN has
declared 2012 the International Year of
Cooperatives (IYOC) in recognition of the
worldwide importance of cooperatives for
economic and social development. Cooperative
enterprises can make a valuable contribution to
poverty reduction and the improvement of
economic structures. Yet for this to happen,
important conditions have to be fulfilled as will
be discussed in this publication (Expert Group
IYOC, 2009).
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Millennium Development Goals (MDGs).3 It
complements existing reports and studies in
various respects. Firstly, it emphasises the
importance of a so-called enabling or supportive
environment for cooperatives (United Nations,
2001 and 2003). The enabling environment
encompasses many factors which determine the
viability of any cooperative. A very important
enabling factor is that national states provide a
sound socio-economic, political and legal
framework in which cooperatives can flourish and
act autonomously. This calls for good public
governance, since cooperatives must have
adequate room to act flexibly and thus depend on
the willingness of policymakers and governments
to grant them this freedom. Secondly, this
publication sheds light on the underlying reasons
for some widespread misperceptions concerning
the nature and role of cooperatives in the
3 According to Birchall (2004), there is increasing evidence indicating
that cooperatives can contribute directly and indirectly to meeting
several of the other MDGs, such as primary education for children,
gender equality and reducing child mortality.

countries in question. It is argued that these
misunderstandings usually stem from wrong ideas
about or blurred motives for cooperatives. The
cooperative business model is an organisational
form and should comply with general market
rules. Cooperative enterprises established for –
hidden – political reasons are doomed to fail.
Thirdly, this publication aims to provide
multilateral organisations, NGOs, policymakers and
other stakeholders with a practical framework for
assessing the viability of cooperatives and gives
concrete experiences from Rabobank.
There are various reasons for the focus on
agricultural cooperative enterprises, rural finance
and/or financial cooperatives. Firstly, the
cooperative Rabobank has extensive knowledge
of the F&A sector, due to its historical roots.
Besides, Rabobank has been active in setting up
and expanding F&A cooperatives and rural
finance solutions in developing and emerging
countries for several decades via Rabo
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Development and Rabobank Foundation.4
Secondly, productivity growth in F&A is generally
considered to be the key precondition for
developments in society, like reducing poverty
and malnutrition (World Bank, 2008). Thirdly, food
security and the food supply chain are the main
future challenges for mankind, given the predicted
increase in world population to around 9 billion in
2050 (Rabobank, 2012).5 Lastly, Rabobank takes
the position that the availability of financial
services for F&A cooperatives is indispensable for
their future expansion and necessary to reach a
critical mass. Hence, it is not about access to
finance, but access to appropriate financial
services by F&A cooperatives.
4 Rabobank’s history, Rabo Development and Rabobank Foundation
are briefly described in Appendix A.
5 The report by Rabobank (2012) deals with the global policy and
strategic challenges of food security and responsible management of
resources in the decades to come. Resolving the current and future
imbalances in food supply is impossible without tapping into the
underused agricultural production potential of small-scale farmers.
This publication provides concrete and practical suggestions to boost
the productivity of small-scale farmers and the rural sector in general.

The key factors for a successful introduction and/
or development of cooperative enterprises or for
assessing the viability of existing cooperatives are
displayed in Scheme 1.1. This list of factors helps
one to understand why different opinions about
the effectiveness and efficiency of cooperatives
exist until the present day. Cooperative enterprises
can only survive or thrive if certain thresholds for
each factor are simultaneously met. In this
publication, the importance of these factors will
be clarified with the help of actual cases. It is
acknowledged that these factors vary across F&A
cooperatives and/or rural finance solutions in
individual emerging or developing countries.
Indeed, market conditions in different countries
and continents are definitely not comparable. The
same holds for the wide variety of cooperatives
around the world. Consequently, the importance
and weight of each aspect vary across all kinds of
cooperatives in individual countries and
continents. However, all well-functioning
cooperatives share the same cooperative business
principles.
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Scheme 1.1 Key factors for successful and viable cooperatives
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Source: Rabobank

The basic notion is that each individual factor
must attain a certain threshold for each
cooperative enterprise, otherwise the cooperative
will not be successful and sustainable. For
instance, if members are not really involved or
simply forced to participate in a cooperative, the
chances for success will be very low. Furthermore,
various examples exist where cooperatives failed
in the end because they were used as tools by
governments to achieve their own goals
(Berdegué, 2001). In many cases, they were not
established in pursuit of self-help but mainly
motivated by socio-political objectives.
Sometimes they were launched for the primary
objective of being granted access to government
support, yet without contributing to a lasting
improvement of the employment and production
potential of the members, to poverty reduction or
to economic development. In many instances,
they did not function as a business of their
members or for their members and were not
supported, funded and controlled by their
members.

This publication is structured as follows. In
Chapter 2, we outline the economic nature and
business principles of cooperatives. Moreover, we
sketch the requirements of industrial organisation
that they need to meet, in order to be or become
successful and sustainable. Also in this context, we
will discuss the social postulations which are often
attached to cooperative organisations. Chapter 3
applies this general framework to F&A
cooperatives. Chapter 4 looks at the conditions
under which rural finance development takes off
and/or financial cooperatives might work. The
final Chapter summarises and contains policy
recommendations.

Cooperatives and Rural Financial Development | 11

2 Economic theory of cooperatives

Cooperatives are found in many economic sectors,
ranging from agriculture to retail of consumer
goods, housing, health care, energy, insurance,
etc. Their significance varies in each country and
in each sector. In cooperatives, consumers, small
entrepreneurs and self-employed professionals
collaborate to buy consumer goods and inputs, to
market their products and services, or to provide
inputs, services, business finance and insurance.
Today, cooperatives are undeniably important
elements of the economy and society in many
countries. However, data on the significance of
cooperatives worldwide barely exist, while the
quality of the data is relatively poor. Mayo (2012)
heroically attempts to demonstrate the
importance of cooperatives. He states that there
are three times as many member owners of
cooperatives as individual shareholders
worldwide. In the fast-growing BRIC countries
(Brazil, Russia, India and China), he finds four times
as many cooperative members as shareholders.
However, this is comparing apples and oranges.
Many countries report considerable numbers of
cooperative members, but the amount of
member-capitalisation is generally low and in
many cases there are a large number of just
‘paper’ or ‘involuntary’ members, who are not
committed to their cooperatives at all.
Worldwide, cooperatives are particularly
important in the agricultural sector and the rural
economy as a whole. For instance, agricultural
cooperatives have an aggregate market share of
between 50-60% of the total turnover in
agriculture and agribusiness in the European
Union (COPA-COGECA Website). In the USA, the
aggregate market share of cooperatives is about
33% for both processing and marketing and input
supply (USDA, 2009). In Australia and New
Zealand, marketing cooperatives have market
shares in dairy of more than 60% and 90%
respectively. In Latin America, the dairy
cooperative SanCor of Argentina and the coffee
marketing cooperative Cooxupé of Brazil are
leading companies in their sectors with
substantial domestic market shares and export
volumes.
Generally speaking, cooperatives should be
established by members in order to break up
monopolistic market conditions and correct other
failures of the market economy. However, even
when market conditions justify and may call for
the establishment of cooperatives, they may not
be established or viable due to various prohibiting
and impeding factors. In short, an appropriate
enabling environment for cooperatives is lacking
in many cases. In Scheme 1.1, we have
distinguished eight factors that may hamper the
establishment or endanger the viability of
cooperatives. There are no clear borderlines
between these factors, and each aspect influences

the other. Here, we want to stress one particularly
important aspect: members must have a clear
commitment to the cooperative and must be
willing and able to invest in the acquisition of
relevant skills and knowledge of production
methods, logistics, etc.

2.1 Cooperative business principles
Cooperative enterprises can only be successful,
viable and sustainable if they are or were created
to fill voids in the market place or to correct
market failures for groups wanting to improve
their own situation jointly. They have to be based
on business principles which are evidently
different from those of existing business
organisational forms in the markets, and
particularly the profit-oriented enterprises. These
basic notions have not always been properly
acknowledged by policymakers and academics, at
least in the recent past. This is one of the reasons
why the cooperative organisation form has been
somewhat neglected for a long time in the
literature or policy reports, in which the
shareholder value or profit-oriented enterprise is
generally considered to be the stereotypical
business form (Kalmi, 2007).
Social-political, socio-therapeutic and other
ethical inspired ideas about cooperatives still are
widespread in the cooperative literature across
the world. The early cooperative protagonists
have formulated many principles and
characteristics which ‘true’ cooperative
organisations should have. This created confusion
and was ultimately harmful for a sound economic
development of cooperatives. Eventually, two
general ‘sets of cooperative principles’ based on
social-political postulations emerged, namely the
‘Rochdale Principles’ for consumer cooperatives6,
and the ‘Raiffeisen Principles’ (Wülcker, 1995) for
credit cooperatives and (later) cooperative banks.
As a consequence, cooperatives are sometimes
sheltered from competition through specific
cooperative laws and tax regulations.
Cooperative enterprises are doomed to fail if they
are or were established as socio-political rather
than economic institutions. In practice, members
of cooperatives never pursue the proclaimed
social-political and socio-therapeutic postulations
of cooperatives. Such objectives are hardly found
in the articles of association of cooperatives. These
articles generally refer to economic objectives for
the benefit of each individual member. Experience
shows that socially inspired income transfers
amongst members within a cooperative are a
guarantee for a rapid failure and dissolution of the
cooperative. This does not mean that cooperatives
cannot have favourable social effects. On the
contrary, they can rectify unfavourable market
6 These principles were later baptised as the ‘ICA-Principles’. ICA
claims these principles to be universal and valid for all cooperatives
in any sector (ICA, 2006).
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cooperative to be commercial relations
subject to profit maximisation for the
cooperative. This cost price principle includes
a zero-loss policy, however does not mean a
zero surplus policy (see principle 3);

conditions and mitigate market failures. Efficient
cooperatives improve the terms of trade and the
prosperity of the groups of smallholders or
consumers. However, social objectives and social
effects are two different matters that must not be
confused.
Hence, a successful establishment and/or
development of cooperatives in developing
countries and transition economies depend on
sound cooperative business principles. These
principles will logically be applied by members
who establish or join a cooperative in order to
strengthen their economic position within the
market economy. Such principles are not bound
to time and place and can easily be understood
and applied by any cooperative, in transitional
and emerging markets as well as in mature
market economies. As opposed to the ICA (2006),
we think that only the following three cooperative
business principles really matter and must be
applied by members to ensure the continuity of
their cooperative (Van Diepenbeek et al., 2000):
1.

Service at Cost Principle: the cooperative will
process and market the products of its
members and supply their needed inputs
and services at cost prices. Other business
relations (non-members, clients, customers,
suppliers, etc.) are considered by the

2.

Proportionality Principle: the cooperative will
allocate the revenues and costs of its
transactions (according to objective qualityto-price keys) as well as the members’ rights
and duties (including capitalisation, liabilities
and voting rights) to its members according
to the economic principle of proportionality.
The ‘one-man-one-vote’ principle would
undermine the viability of producer and
marketing F&A cooperatives;

3.

Principle of Self-Financing: members should
provide the cooperative with risk-bearing
capital via member fees or retained profits,
and make the cooperative eligible for loans
from banks or other institutional lenders for
its core business. The cooperative must make
a profit to build sufficient reserves for
solvency, continuity and growth of the
cooperative enterprise. This business surplus
is an appropriation profit, which is principally
different from the independent profit of the
profit oriented firm that is earmarked to be
distributed to the investors (shareholders) as
their return on investment. The cooperative
should avoid attracting risk bearing capital
from external investors, because this could
eventually create a fundamental conflict with
the members’ interests.

All forms of cooperatives that do not apply these
three cooperative business principles consistently,
will not be viable as a cooperative enterprise, or
will eventually lose their cooperative nature. They
will enter into a mostly irreversible process of
cooperative deformation, hybridisation and finally
liquidation.7 The denial of the business-like and
economic nature of cooperatives has seriously
hampered and still hampers the development of
well-organised cooperatives in markets where
they could be very beneficial to large numbers of
independent farmers, small entrepreneurs and
consumers. These three business or economic
principles also show the limitations of the
cooperative model. In this context, it is wishful
thinking to believe that cooperative enterprises
are exquisite instruments for helping specifically
the poor or persons belonging to vulnerable
groups who have no economic potential and no
resources of their own to pool. Cooperative
enterprises have no resemblance with semi-public
7 The likely end result is a transformation into a profit-oriented
public joint-stock company, which recently happened with a
number of Irish dairy cooperatives. Financial cooperatives should
also act in accordance with these principles. Indeed, they depend on
member capital and saving deposits for funding. Moreover, a low
cost policy (i.e. an efficient operation) is also necessary to deliver the
required products and services at fair prices to the members.
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welfare institutions. The question is not how
cooperatives can help the poor and
disadvantaged, but how the poor and
disadvantaged can help themselves by forming or
joining cooperatives (Müncker, 2002).

2.2 Manifestations of cooperatives
The three cooperative business principles should
be the guiding principles for every cooperative,
irrespective of the sector or country in which it
operates. However, this does not mean that all
cooperatives around the world will look the same
or are organised in the same manner. The
geographical and product markets in which they
operate differ considerably, while the stage of
economic development is an essential factor. This
wide variation in the manifestations of
cooperatives can be explained by the modern
analysis of market structure, particularly through
the ‘Contingency Approach’ (Otley, 1980). This
theory asserts that the organisational shape of
any organisation is determined by dynamically
changing market structures and conditions. It
means that each individual organisation,
including a cooperative, has to adjust its
organisational structure and business model
continuously to find the optimum ‘fit’ to the ever
changing market structure and environment in
order to survive in the long run.

The market structure can be conveniently divided
into two components: (i) the number of
competitors or market players, and: (ii) the nature
and the distinguishing characteristics of the
demand and supply of goods and services (e.g.
market transparency, the degree of homogeneity
or heterogeneity of the goods and services,
financial and organisational barriers to markets or
specific requirements of complementary goods
and services).
In analysing the market structure of a cooperative
enterprise, it should be noted that the supply side
of the market (production) differs significantly
from the demand side (consumption). Secondly,
various market segments show also large
variations. For instance, financial systems have
completely different characteristics than the
market for, say, industrial processing.
Consequently, it would be irrational for a
cooperative bank and for instance a dairy
cooperative to have similar organisational
structures and business methods. This means that
differences between cooperatives are a matter of
economic logic and consistency, and that the
specific market segment determines the
operational optimum for the individual
cooperative.
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It is therefore pointless to compare cooperatives
operating within different industries by the same
organisational and operational yardsticks. What
eventually matters is whether or not the
cooperative is able to achieve market rectification
and to uphold an economic advantage for its
members in the short, medium and long term. In
a competitive economic environment, the
cooperative has to apply the required industrial
economies and business methods, and to supply
the goods and services demanded by its
members and clients in the most efficient way.

2.3 Policy environment
The policy and legal system of a country affects
the viability of cooperatives. Appropriate land
rights of farmers determine the viability of
cooperatives as they enhance their bankability
and thereby enable them to accept liabilities for
their cooperatives. Hence, if farmer-members of a
cooperative operate in an appropriate and
enforceable legal environment, their cooperatives
will become more readily and easily creditworthy
and bankable. In the case of rural finance and
financial cooperatives, a well-functioning legal
system with reliable and enforceable contractual
agreements – possibly with collateral in the form
of land – is a precondition for their development
and growth. Farmer-members need to have the
assurance that their investments in the
cooperative will be secure and not subject to state
interference and state failure, monetary failure,
corruption and fraud.
However, this situation does not prevail yet in all
emerging and developing countries or formerly
planned economies in Central and Eastern Europe
(Costa Pinto, 2009).8 In quite some countries, land
rights fail or do not exist because of constitutional
state ownership of land, absentee ownership and
feudal power conditions. Moreover, the political
structure is sometimes anti-democratic or corrupt,
with a ruling elite that effectively obstructs the
development of civil societies. No firm, whether
cooperative or not, can function properly under
such conditions and contribute to economic
development.
In the past, the state-controlled rural cooperatives
in many developing countries were established as
vehicles for developing the rural economy. These
cooperatives were in reality meant to monopolise
commodity exports in order to generate public
revenues. Peculiarly, the creation of such stateowned cooperatives was rather widely accepted,
and sometimes even supported by international
donors at the time. It was hoped that these
8 The same is true for some formerly centralised economies. Here,
restitution of land rights and land reform has not yet been realised or
finalised. Centralised and large-scale structures in primary
production (the successors of collective and state farms) still
dominate in the primary production sector in a number of Eastern
European countries. Land is not yet eligible as collateral for bank
loans. A rural banking system is effectively non-existent.

pseudo-cooperatives would accelerate the
required institutional development of the newly
independent states. The fact that cooperatives are
really private companies and that they have to be
based on autonomous economic motives and
decision-making by the participants in order to be
viable was ignored. Unsurprisingly, many of these
‘state’ cooperatives failed, but the chronicles of
such failures have unjustly put the organisational
form of cooperatives in an unfavourable light for
quite some time.9 This is also acknowledged by
the United Nations (2003) that listed the dos and
don’ts for States and Governments with respect to
cooperative enterprises. Despite the historical
difficulties that have existed between
Governments and cooperative enterprises, it is
very well possible for the State and cooperatives
to strike successful and effective partnerships.
While too much State influence is bad, no State
involvement can be equally unhelpful and shortsighted.

2.4 Governance
2.4.1 Organisational structure
Within each cooperative, two kinds of organisation
will co-exist: the organisation and decision-making
structure of the membership (Governance) and
the industrial organisation of the business
operations of the cooperative (Operations). These
two organisation structures need to follow
different regimes: the one being the settlement
pattern of the members (bottom-up), the other
being the industrial organisation requirements of
the operations of the cooperative (e.g. economies
of scale). Each of the two structures can have
several layers from local to central level. However,
it is important that the industrial organisation of a
cooperative is efficient, professional and has
sufficient economies of scale. For a low capitalised
supply cooperative, this issue can be less
important, but within a capital-intensive
processing and marketing cooperative, the
industrial organisation needs to be highly efficient.
Weak and poorly organised cooperatives are
useless, even detrimental for the primary
producers. Small local cooperatives can only
survive if they are organised in regional business
networks as soon as possible after their
establishment. In this case, they will be able to
allocate optimally their scarce resources and to
achieve the necessary scale of business, and to
appoint an adequate professional management
for carrying out the daily business. As for the
management, board members must be
responsible for organising the decision-making
structure of the cooperative, the capitalisation,
and members’ rights and duties. They should not
interfere with the daily business activities and
operations and leave this to professional
management.
9 Bryceson (1985) describes the case of the nationalisation and
re-establishment of cooperatives in Tanzania during 1960-1975.
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Scheme 2.1 Viable cooperative structure
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The key elements of a viable cooperative structure
are depicted in Scheme 2.1. The red line marks the
necessary split between the governance and
professional management and operations of the
cooperative enterprise. The scheme also emphasises
the importance of voluntary membership and the
prerequisite that members are familiar with the
workings and division of responsibilities inside a
cooperative enterprise. It has happened that
employed staff participated in the Supervisory
Board. In this situation, conflicts of interests will
arise. Members of the board of directors receive a
cash compensation in most cases.
Altogether, cooperative enterprises need to meet
the requirements of an industrial organisation in
all respects. A cooperative is an association and an
enterprise. Otherwise, it cannot have a noticeable
impact on the market conditions and it will be
unsustainable.

2.4.2 Member rights and obligations
Members need to understand the basic principles
of cooperation and the underlying rationales.
They have to be motivated and committed to
work together for their individual and common
benefit. They have to know their rights and
obligations and understand the rules governing
their joint organisation (law, regulations, by-laws).
They need to be prepared to make the required
financial contributions and to share risks.

Cooperative enterprises are as strong as their
members make them.
The core activities for producer cooperatives are
processing and marketing of products. For
financial cooperatives, the main activities concern
the delivery of financial services, as is similarly the
case for input supply cooperatives. The viability
and success of both types of cooperatives depend
on the readiness of their members to fulfil a
number of requirements. For processing and
marketing cooperatives, these requirements are (i)
a duty of delivery for all production concerned,
and (ii) the specification and application of
Product Regulation for the commodities to be
sold. Product Regulation is necessary to prevent
members from considering their cooperative as
an outlet for their lower quality production and
selling their better quality production directly to
private traders. This conduct threatens the
cooperative’s viability. Product Regulation ensures
that volumes and qualities meet market demands
and standards. It also enables the cooperative to
cover the fixed capital and investment costs, thus
making it creditworthy and bankable.10

10 Compared to processing and marketing cooperatives, supply and
service cooperatives can operate under a looser internal regime. The
reason is that they are trading companies with relatively low fixed
costs and low capitalisation needs. They are more readily bankable
as well.
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governance structures are necessary to ensure
viability.
Members will only accept and maintain the
required discipline if they have sufficient
knowledge and understanding of the market
conditions and business environment in which
their cooperatives operate. Therefore,
cooperatives have to organise a permanent
education service for their central, regional and
local board members and young potential
farmers, as well as a frequent information service
to their ordinary members. Education should
preferably be organised as an inter-cooperative
service of local, regional and national
cooperatives, for the sake of compiling qualified
education material and to secure the required
common cooperative business understanding
and philosophy of the farmers’ communities. In
addition, enhancing and deepening knowledge of
new production techniques and products are key
factors for the success and viability of any
cooperative.

2.4.3 Plural voting rights

Required Product Regulation for
Marketing and Product
Cooperatives
The Product Regulation has to be
determined by the cooperative’s General
Meeting and should define: (i) essential
good farming practices to be maintained by
all members, including all requirements
regarding the traceability and certification
of products; (ii) all logistics to be taken into
account by members regarding the
collection or delivery of the members’
production; (iii) weighing, grading and
handling of the produce, including the
proportional allocation of revenues and
costs to each supplying member; (iv)
minimum product quality to be accepted
and the rejection of inferior products; (v)
sanctions and possible deprivation of
membership of evidently non-complying
and non-performing members.
For financial cooperatives, different requirements
apply but the principles are the same. These
institutions depend on their members’ savings
and retained profits for funding. If members are
not willing to put their savings and a part of their
profits in their cooperative, it will fail or just lead a
marginal existence. Repayment discipline is
equally important and proper regulations and

Although legislation in many countries still
prescribes the atavistic ‘one man, one vote’
principle for cooperatives, differentiation of voting
rights in cooperatives is becoming more common
in practice; this is especially true for processing
and marketing cooperatives. A general application
of plural voting rights would result in clear
advantages for processing and marketing
cooperatives in emerging and developing
countries. The one man-one vote rule in primary
cooperatives usually means that the majority of
votes represents the minor part of the turnover
and capitalisation, but nevertheless overrules the
minority of members who generate the major
part of the turnover and capitalisation.
The one man-one vote rule implicitly indulges a
strong partiality with non-performing and nonqualifying members, at the expense of the betterperforming members. Due to their limited
financial potential, the small farmers’ majority will
easily block the necessary capitalisation,
investments and business discipline. They will not
be inclined to elect the most capable and
entrepreneurial farmers as governors of the
cooperatives – this would mean more emphasis
on discipline and larger investments – but stick to
conservative representatives of their group. In
many developing markets where plural voting is
not adopted, entrepreneurial commercial farmers
are generally reluctant to join cooperative
organisations, which in turn has a negative effect
on cooperative development.
The one man-one vote rule has created and still
continues to create disorganised, weak and
under-capitalised cooperatives of the poor
producers only, instead of business-like and
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entrepreneurial cooperatives in which all classes
of farmers work together in one and the same
cooperative. For processing and marketing
cooperatives, it is crucial that leading and marketoriented farmers with the human capacity and the
financial potential to organise and finance the
cooperative are involved as members from the
outset (Van Roosmalen et al., 2000). Once
established, the same cooperative can include
smaller farmers who are willing to comply with
the discipline and quality demands of the
business-like cooperative. Altogether, it is still a
widespread misperception that rural cooperatives
are a viable solution for small and poor farmers
only; processing and marketing cooperatives
should consist of large, medium-sized and small
farmers with ‘cooperative capacity’. 11 When plural
voting is applied, this does not necessarily mean
that this is on a linear basis of turnover.
Credit cooperatives or cooperative banks,
including many supply cooperatives, do not have
a uniform standard or distribution key for costs
and revenues similar to that applied for a single11 People who have nothing to pool and who depend on others for
their survival lack this cooperative capacity. This implies that
cooperatives for persons with difficulties (poor, farmers,
handicapped, unemployed, homeless, women, youth, elderly)
created by well-meaning promoters and built on the transfer of
external resources in order to help these persons usually fail to set the
self-help mechanism into motion.

purpose agricultural marketing cooperative, where
the member’s turnover is obviously the key aspect.
Cooperative bank members can alternate between
debtor and creditor, often being both, and will use
the various services of the bank to a different
extent. Moreover, cooperative banks generally
have relatively large numbers of members so that,
with regard to voting, the law of averages will
work. Hence, the rule of one vote per member can
be suitable for cooperative banks. However, this is
a matter of practicality, not a cooperative principle.

2.5 Structure, scale and scope
Most well-established cooperatives have evolved
over time from independent local cooperatives
into a two-tier network of the local cooperatives
and a central cooperative. Eventually, the two-tier
cooperatives can merge into a one-tier
cooperative organisation. This could be the
outcome of a steady re-allocation and
centralisation process of processing and sales
operations towards the most efficient business
unit. This evolution into a network is a necessary
step in the development of the cooperative. This
process will need to be accelerated in many
developing markets in order to remain
competitive in the global market place. Mergers
with colleague cooperatives also generally
increase the impact of cooperatives on market
conditions.
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Small-scale, local and standalone cooperatives not
operating in a tight regional network cannot
easily achieve efficiency, and can hardly exercise a
corrective influence on overall market conditions.
Although small groups of farmers are often able
to create additional value through cooperation, a
large-scale approach is often needed to exert a
significant impact on local market conditions or to
broaden the range of services to its members. A
small-scale approach and a lack of regional
networks have often been - and still are significant factors in the failure of cooperatives in
developing and emerging countries.12
Only large and well-organised cooperatives are in
a position to determine farm gate prices
according to market realities and offer benefits to
members which would otherwise have resulted in
excess profits for entrepreneurs operating within
the business chain. In the case of financial
cooperatives or rural finance institutions, scale is
required for risk diversification, use of IT, efficiency,
effective use of capital, attracting external funding
and employing professional staff.

2.6 Market orientation
Cooperatives must have a clear market orientation
and be exposed to market forces. For instance,
F&A cooperatives must fulfil the quality
12 Another reason is political failure, e.g. politically motivated state
control, political abuse, inadequate legislation and top-down
establishment of cooperatives. Cooperatives also have no chance of
success in case of poor management.

requirements of the – local and global –
commodities markets. This may seem obvious, but
in practice there are many cases where
cooperatives operate sheltered from competitive
pressures, are unable to thrive on their own and/
or can only rectify distorted market conditions to
a very limited extent. The effect on the market of
the existence of cooperatives should be that a
subjective pricing process determined by
negotiation between strong and weak market
parties is replaced by an objective pricing process
determined by economic proportionality. On
close examination, cooperatives have always been
established as a reaction to unfavourable market
conditions.
Objective pricing has been, and is, essential to
boost productivity in agricultural sectors. When
F&A cooperatives work well, members are paid
according to their performance in terms of both
volume and the quality of their production. This
will yield much better outcomes compared to a
situation in which they act as individuals with very
limited negotiating power in the market. In
addition, non-members can benefit from the
existence of strong cooperatives because the
cooperative’s competitors are forced to follow the
cooperative’s pricing and terms of trade.
Therefore, to rectify markets, it is not necessary
that cooperative enterprises have an extremely
large market share. It suffices if they are wellorganised and well-managed and have a critical
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mass to force the market into workable
competition. Without cooperative enterprises,
market failures are generally likely to prevail.

2.7 Cooperative legislation
2.7.1 Modern cooperative law
In many countries, the first cooperatives were
established without specific cooperative
legislation. Special laws for cooperatives were
usually formulated at a later stage. Existing
cooperative laws in many countries are generally
based on the ICA principles and sometimes differ
for specific cooperatives (agricultural cooperatives,
fishery cooperatives, craftsmen’s cooperatives,
small-scale industry cooperatives, etc.), particularly
in Eastern European, African and Asian countries.
We feel that this legislation is usually no longer
suitable for so-called modern cooperatives.
Modern cooperative legislation is called for,
because a good deal of the existing legislation is
partly based on the superseded idea that
cooperatives are established for socio-political
reasons. However, cooperative enterprises should
be considered as and function as business
organisations with mature legislation.
In recent years, the notion of cooperatives being
economic or business organisations of the
members has gained ground, particularly in Africa
and Asia. The establishment of these modern
cooperatives has been fuelled by the desire to
offer farmers the opportunity to reap the benefits
of the ‘green revolution’ (e.g. Mozambique) and of
globalisation in the agricultural sector. Farmers are
thereby offered possibilities to access the market
and to improve or consolidate their economic
position.13 Due to this favourable paradigm shift,
the drawing up of new, modern rules that
establish the nature and characteristics of the
modern cooperative has become inevitable, thus
offering assurance to all those concerned,
including the proper authorities.
Modern cooperative law should satisfy several
criteria. The State plays a crucial role in the design
of legislation. Firstly, cooperative law should be
suitable as a legal base for cooperative
enterprises being economic organisations of the
members. The members own the cooperative
and are consequently fully involved in its
governance. The law must guarantee their voting
rights, the right to attend the general meeting
and to stand for a position on the board of
directors or other decision-making bodies.
Secondly, the law should have provisions that
allow for proportional voting rights, the
possibility to create a self-financing system, and
concerning delivery obligations, etc. Thirdly,
cooperative law must contain both compulsory
rules and optional rules. Cooperatives should not
be allowed to deviate from compulsory rules, but
13 Examples for Peru, Thailand and Vietnam are provided in
Chapter 3.

should be granted legal room to formulate their
own rules in their articles of association that are
considered appropriate for their specific situation.
An example of a compulsory rule is the right of
every member to have at least one vote. An
example of an optional rule is the creation of a
proportional voting system in the articles.
Fourthly, a modern cooperative law should be
suitable as a general legal base for all types of
cooperatives (e.g. credit cooperatives, supply
cooperatives, marketing and processing
cooperatives). Some rules are applicable to all
types of cooperatives and laid down in the law.
Examples include the definition of cooperative
governance, certain formalities regarding
incorporation, methods of administration,
management and internal audit, and procedures
for the establishment and functioning of the
competent organs, dissolution and liquidation
procedures, transformation, etc. The diversity of
cooperatives, however, necessitates the existence
of specific rules for each type of cooperative
concerned (the objective, delivery conditions,
financing means, voting system, members’
liability). Consequently, cooperatives are mainly
ruled by their own specific articles of association
(or: articles, by-laws).

2.7.2 Articles of association
In practice, the articles of association of
cooperatives are at least as important as
cooperative law. This raises the question of what
the legal status of the articles is. Cooperative law
should contain provisions to enable all
cooperatives to complement, extend or adjust the
law to reflect the purpose of the cooperative
accurately and adequately. Moreover, this makes it
possible to formulate a set of legally binding
agreements and to position and organise each
cooperative as an economic instrument of its
members. Modern cooperative law contains such
a provision. Consequently, the legitimacy of the
articles is anchored in cooperative law.
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Scheme 2.2 Framework of cooperative legislation

1. Cooperative Law
Applicable to all types of cooperatives

2. ARTICLES OF ASSOCIATION
(1) Applicable to an individual cooperative
(2) Articles of association define the type of cooperative
Legal base: Cooperative Law

Cooperative
Legislation

3. REGULATIONS
Documents concerning certain internal technical and/
or organisational issues
Legal base: Articles of association of a cooperative

Source: Rabobank

The starting point for all cooperative articles of
association is the formulation of the objective of
the cooperative. This underscores the second
function of the articles: the articles can be
considered as a further elaboration of cooperative
types. That is firstly expressed in the objective of
the cooperative as defined in its articles and by
explicitly stating the type of the cooperative
concerned. In other words, the articles of
association should ideally replace the special
legislation on specific types of cooperatives that
applies in several countries.
In general, one can say that the issues regulated in
the articles may have to be modernised due to
changing market conditions from time to time. It
is therefore desirable that the articles can be
amended more easily than the law. The general
meeting of the cooperative has the right to
amend its articles of association.

2.7.3 Regulations
Regulations can be seen as internal agreements
within cooperative organisations, which have a
legal base in the articles and as such form an
element of cooperative legislation. It may be
desirable to lay down certain internal agreements.
In practice, the following regulations are
important:

•

‘Manager Regulations’ establish the
agreements between the board of directors
and the professional manager (being an
employee of the cooperative), who is in
charge of daily business operations and dayto-day matters;

•

‘Product Regulations’ contain stipulations
concerning the delivery obligation of the
products being produced by the members,
the quality requirements, the method of
transportation and other technical matters
relating to the members’ commodities.

These technical matters change regularly, and
therefore it is desirable that they can be easily
modified (generally by the board of directors).
The complete framework of cooperative
legislation is visualised in the scheme below.
Cooperative legislation includes modern
cooperative law, articles of association and
regulations.
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3 F&A cooperatives

At the beginning of the cooperative movement,
farmers in European countries were in the same
situation as many farmers in developing and
emerging countries are today. They were farming
on small plots, had little or no access to financial
services and no bargaining power due to small
production quantities. Moreover, the F&A supply
chain was very fragmented. Hence, F&A
cooperatives in developing and emerging markets
could in principle deliver market improvements
and increases in revenues for farmers as their
mature counterparts in the western world have
been able to achieve for their members. This
implies that the primary objective of a cooperative
enterprise has hardly changed over time: ‘The
primary objective of a cooperative is to maximise/
optimise the benefits, which members derive
from their business transactions with the
cooperative’ (ICA, 2006). They can bridge the gap
between the individual small farmer and the –
world – market.
Today, new cooperative enterprises face
completely different market circumstances and
dynamics than their western counterparts many
decades ago. Times have changed. Markets are
increasingly globally oriented, technologies are
very complex and alter rapidly, and a much more

rapid development of newly established
cooperative enterprises into larger, marketoriented, professional and well-managed
organisations is needed. The best way is to take
up the marketing function within a cooperative
enterprise in the first place. This will shorten the
supply chain and the margins of the middlemen
can be captured by the cooperative enterprise.
Sufficient scale and/or a strong umbrella
organisation, which can help remove high
transaction costs for new (and fragile) cooperative
enterprises, are essential.
The prospects for F&A cooperative enterprises in
emerging and developing countries are
promising, since it is recognised that agricultural
development functions as a fundamental driver
for economic development and poverty
alleviation (World Bank 2008). It should however
be acknowledged that the F&A sector is more
politicised than most other economic activities in
most developing and emerging countries due to
the link with food security and the high number
of people working in the F&A sector. Today, only
one third of the smallholder farmers in emerging
and developing countries takes part in some form
of group enterprise. Increasing the degree of
organisation could lead to considerable benefits
for many smallholders. 85 percent of the world’s
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460 million farms are small-scale, of less than two
hectares. By joining farmers’ interest organisations,
they would be able to upscale their production
well above household subsistence levels, thereby
producing marketable surpluses.
This chapter contains some concrete examples of
the general notions presented in Chapter 2 for
F&A/farmers/marketing and production
cooperatives. The text will be larded with
experiences of Rabobank in supporting the
establishment and further development of these
cooperatives.

3.1 Business principles of F&A cooperatives
According to the cooperative business principle of
self-financing, membership fees and retained
earnings should constitute the primary source of
funding and capitalisation of product and
marketing cooperatives. Fee payments are not
only important for funding and capitalisation, but
also reflect members’ intrinsic involvement in the
cooperative. Without such an attitude, there can
be no well-functioning cooperative. The entrance
fee is generally not a major hurdle to become a
member. In many cases, the entrance fee equals
the world market price of 40 to 50 kilos of the
commodity concerned.
Even if farmers are strongly committed to the
cooperative enterprise, they may not be able to
capitalise their cooperative adequately. However,
a certain amount of investment or working capital
is needed in most cases to finance the entire
business of the cooperative, i.e. the collection,
sorting and grading, handling, processing and
storage, packing and shipping of the product.

Without sufficient funding, the cooperative
cannot function properly and its future viability is
threatened. To overcome this hurdle, financial
institutions need to provide the necessary
working capital and/or investment capital
through loans (which can be encouraged in a
supportive political environment). They are of
course only willing to do so if cooperatives have
sufficient financial and non-financial collateral or
securities and are fully and voluntarily supported
by their members. In other words, cooperatives
need to be (or become) creditworthy and
bankable. To attract external finance, cooperative
businesses need organisational cohesion and
management capacity, especially in financial and
business planning. We feel that cooperative
enterprises that do not attain creditworthiness
will remain rudimentary organisations that are
unable to increase their members’ income (Van
Empel, 2012).

Mature F&A cooperatives should not
engage in banking activities
Mature producer or marketing cooperatives
should preferably not engage in banking
activities for their members, but should
transfer any banking services offered in the
initial phase to a ‘real’ bank. It has turned
out that many F&A cooperatives with
banking activities eventually fail because
they tend not to exercise sufficient
prudence when funding their members.
Banking activities somehow conflict with
their objective of encouraging high
turnover from their members. Besides, this
additional banking activity results in an
even higher sector-based risk, as most of
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Whether a cooperative can actually build a solid
financial base depends on the quantity and
quality of the production, the degree of efficiency
(operational costs) and the price-setting policy.
The market price is given for individual
cooperative enterprises. All these factors
determine the extent to which cooperative
enterprises can eventually generate surpluses and
consequently capitalisation. A consistent
reservation policy follows from a cautious pricesetting policy. In the entire process, three phases
can be distinguished.
1.

2.

Before the season, conservative projections
must be made for the quality and quantity of
commodities produced by the members of
the cooperative enterprise. These prudent
estimations form the basis for the projection
of its operating costs per unit. The estimated
cost per unit is increased by a safety margin
for unforeseen circumstances, leading to the
total cost margin per unit. These conservative
projections minimise the probability that the
cooperative enterprise will end up with a loss
after the season. The ultimate goal of the
cooperative enterprise is to generate material
and immaterial benefits for its members, but
also a surplus for itself after the season.
During the season, members bring their
commodities to the cooperative, which sells
them on the market. The selling price of the
cooperative enterprise needs to be higher
than the price that an individual farmer
would obtain in the market. The selling price
less the – fixed – total cost margin per unit
leads to the predetermined price that all
farmers receive when they deliver their
commodity to the cooperative enterprise
(Figure 3.1). Note that the members/farmers
bear the price risk of the commodity;
fluctuations in the selling price directly and
fully translate in identical movements in the
predetermined price level for the members.14
The conservative price-setting policy of a
cooperative enterprise ensures that the

14 Prices (prepaid prices, after payments) and conditions are the
same for all members. This means that the cooperative does not
negotiate with individual members on price.

cooperative enterprise will hardly ever be
confronted with a loss after the season. The
predetermined price for farmers should
exceed all production costs of the farmer,
implying that he makes a profit or realises a
personal net surplus. The more efficiently a
farmer operates, the higher his net profit will
be.
3.

After the season the actual sales revenues,
actual operational costs and prepaid amounts
to farmers are of course known. Now, it is also
clear whether the cooperative enterprise has
realised a net surplus. A net surplus is of
paramount importance for the capitalisation of
the cooperative enterprise for further
expansion, growth, development and in order
for it to be or become bankable. We think it is
crucial that at least 25% of a net surplus is
added to the general reserves of the
cooperative firm. We strongly recommend that
only half of the remaining 75% is distributed to
the farmers as an ‘after payment’. The other half
of this 75% should be transferred to a special
member account within the cooperative to
strengthen its creditworthiness and/or to
reduce the costs of loans for working capital or
investments. This money is owned by the
individual farmer but kept in the cooperative. If
a farmer ever decides to leave the cooperative,
he will receive this money back spread over a
certain period of time. A full and immediate
pay-out after the leave or retirement of the
farmer is not desirable, because this would
reduce the room for the cooperative to
leverage its capital base. Members can
consider their member account as a sort of
individual pension fund for the future.

Figure 3.1 Viable price-setting policy during the season

Selling price of
crop per unit

Total cost margin
per unit

Price

the members are involved in only one
agricultural sub-sector. Each activity of a
multi-purpose cooperative organisation,
including banking, needs its own critical
mass, expertise, etc. Experience has shown
that fundamentally different activities
within cooperatives are difficult to
reconcile. Another disadvantage is that
banking activities limit the possibility to
merge with other producer cooperatives,
which is the most effective way to create
economies of scale. Therefore the single
purpose cooperative is the preferred model.

Predetermined price
to members per unit

Time
Source: Rabobank
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Scheme 3.1 Capitalisation and reservation policy after the season

Surplus for
members

Actual
operational
costs of coop
Actual revenues
from sales and
services of
cooperative firm

After payment to members
(37.5%)
General reserves
(25%)
Member accounts
(37.5%)

Prepaid
payments to
members for
commodities

Source: Rabobank

Case 3.1 Africa: the benefits of
capitalisation for a producer cooperative
A few years ago, Rabobank Foundation and
Rabo Development visited a large African
producer cooperative with about a
thousand members. It appeared that the
main bottleneck for further expansion of
the cooperative was the absence of good
collection vehicles. Due to the poor state of
its trucks, the cooperative was often unable
to collect the harvest in time or to purchase
the harvest from its farmers at all. This
caused a loss of turnover or forced the
cooperative to hire expensive external
transport. Bank loans were hardly available
for investment in fixed assets, or very
expensive.

Foundation to purchase transportation
vehicles. This loan was only disbursed after
the Annual General Meeting agreed a
stronger capitalisation policy. The
conditions of the loan provided incentives
to boost capitalisation; the structure of the
loan included a shorter loan tenor than the
depreciation period of the trucks. Since
then, capitalisation has improved
considerably.

During the visit, it was explained how an
adequate capitalisation policy could solve
this problem. Retaining a part of the
turnover in a member account could
generate significant benefits like increased
efficiency of operations due to investments
made with these funds, and a high return
on capital on these member accounts
because expensive bank loans would no
longer be needed.

Without the implementation of a
capitalisation strategy, the owner equity
would only increase from VND
(Vietnamese Dong) 459 million in 2010 (i.e.
the paid-in capital) to VND 689 million in
2015, which is around 3.6 % of total
resources. The increase of capital in this
case was mainly due to entrance fees from
new members of the cooperative. With the
capitalisation mechanism in place, the
‘owner equity’ is projected to increase
from VND 414 million in 2010 to VND 6,247
million in 2015, amounting to 32.9% of
total resources. It is evident that without a
proper capitalisation capacity, this
cooperative will not be able to obtain a
bank loan.

At the same time, it was investigated how
temporary support could alleviate the most
urgent needs in the short term and to
improve profitability as a prerequisite for
further capitalisation. It was decided to
grant a loan of USD 450,000 by Rabobank

Case 3.2 Vietnam: capitalisation policy in
numbers
The positive effects of the implementation
of a capitalisation strategy (related to a
coffee cooperative case) are mirrored in the
following table.
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3.2 Policy environment
As discussed in section 2.3, an appropriate policy
environment has a positive effect on the
establishment and evolution of F&A cooperatives.
In this context, it is important to realise that F&A is
an economic activity with specific characteristics
that preferably requires a Ministry dedicated to
the F&A sector. In many developing countries, the
Ministry of F&A is currently also responsible for
rural development, including poverty reduction.
This leads frequently to inconsistent policies with
too little attention on making the F&A sector
economically viable.
Governments and donors can play an important
role in lowering the barriers for F&A cooperatives
to obtain access to financial services and to
increase their productivity. Small farmers generally
do not have access to formal credits, while many
production or marketing cooperatives also have
no access to credit either. Ideally, these
cooperatives should organise and finance the
inputs and market the production on behalf of
the members. The debts of the farmer/member to
the cooperative should be repaid on the delivery
of their harvest. But many cooperative enterprises
face difficulties in attracting funding for working
capital and investment purposes. Banks are
generally reluctant to finance F&A cooperatives,
due to insufficient collateral. In our experience,
cooperative capital is initially based solely on
members’ entrance fees and generally covers less
than 10% of the financing requirement. Even with

a consistent capitalisation policy in place, it takes
several years for the cooperative to build up a
capital base that is considered sufficient by banks
to provide finance. Government policies focusing
on improving farmers’ income by facilitating the
establishment of producer cooperatives and
providing education need to go hand in hand
with the development of adequate financing
structures/solutions for cooperatives and
improvement of the general business
environment.
Available options include (i) the provision of
reliable information to familiarise people and
financial institutions with the cooperative
business model, (ii) the development of
Guarantee Funds, and (iii) direct financial support
in the form of subsidies or intangible support in
the form of education. The latter two instruments
are especially useful in the initial phase of
development of F&A cooperatives, if targeted at
improving the efficiency and creditworthiness of
the cooperative. They help to boost the use of
new technology in agriculture and can encourage
desired developments in the agricultural sector.15
The goal of these supportive measures is to
enable cooperatives to obtain funding, to become
financially sustainable in the medium term, to
increase farmers’ income and permanently
strengthen capitalisation. Care must be taken that
15 In the past, many mature economies have used
investment subsidies to modernise the agricultural
sector.

Balance Sheet (million VND)

Assets

the end of year

2010

2011

2012

2013

2014

2015

Current Assets and
Short Term investment

860

13,934

15,227

15,687

17,122

18,819

Cash

860

4,003

4,043

4,033

4,240

4,649

9,931

11,184

11,654

12,881

14,171

Account receivable
Fixed assets

300

241

182

124

173

114

Original value

115

115

115

115

115

115

(23)

(46)

(69)

(92)

(115)

Accumulated depreciation
Long term prepaid expenses

185

149

113

78

150

114

Total Assets

1,160

14,175

15,409

15,811

17,294

18,933

746

13,754

13,800

12,985

12,947

12,686

Resources
Liabilities
Accounts payables-trade
(other services)

_

_

_

_

_

Payable to loans

746

13,754

13,800

12,985

12,947

12,686

Owner Equity

414

421

1,609

2,826

4,348

6,247

Paid in capital

459

505

551

597

643

689

Retained earnings

(45)

(84)

1,058

2,229

3,705

5,558

Total Resources

1,160

14,175

15,409

15,811

17,294

18,933

Source: Rabobank
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these instruments do not distort the functioning
of local markets. For instance, direct finance and
the associated interest rates should as far as
possible be in conformity with market practices.
Otherwise, cooperatives create market distortions
themselves, which is diametrically opposed to
their primary and original goal: to rectify market
failures.
Guarantee funds are still hardly used to improve
access to finance for F&A cooperatives. Rabobank
thinks that these funds can have a large impact on
enhancing the development of cooperatives,
provided that they are properly structured with an
appropriate risk-sharing mechanism between the
fund and the financial institution. It could also be
used to encourage cooperative mergers or stimulate
other desired developments for cooperatives. When
designing the guarantee fund, there has to be a
well-formulated exit scenario containing a time path
for the realisation of capital targets and a good track
record with the bank. Of course, F&A cooperatives
will only be eligible for these guarantees if they
comply with a set of requirements. They should
have a clear and approved business plan, zero-loss
and capitalisation policies, and good governance,
etc. Contributors to such a Guarantee Fund can be
governments, donor organisations, and
international financial institutions.

Case 3.3 Ivory Coast: effective
partnerships in supporting cocoa
smallholders
Ivory Coast has thousands of smallholder

cocoa producers, only a few of which are
organised in reasonably performing
cooperatives. Farmers face multiple
challenges, including the need to raise
productivity. Farmers’ incomes are barely
exceeding the survival level, which makes
the message of capitalisation difficult to
understand and accept. To access detailed
agronomic and product knowledge and a
strong local network, Rabobank
Foundation and Rabo Development work
closely together with ECOM, one of the
world’s leading cocoa merchants and
processors. ECOM’s focus is on
sustainability and long-term relationships
with its suppliers. A steady supply of
sustainably produced high quality cocoa
is in the interest of the company and leads
to a rise in farmer income, which in turn is
a prerequisite for further cooperative
development.
In this project, ECOM provides most of
the agronomic and administrative staff,
partly funded by Rabobank
Foundation. Currently, the project’s
main focus is on improving productivity
and the certification of cocoa. At the
same time, full-time assistance is
provided for cooperative training with
the objective of building strong
cooperatives based on economic
principles, an adequate governance
structure with zero-loss policies and a
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coherent capitalisation scheme. As a next
step, Rabobank Foundation has
approved a loan guarantee for a fertiliser
pilot which should allow the better
organised cooperatives to obtain funding
for inputs that can further improve their
income.
This case demonstrates the need to have a
diverse range of partners to overcome
multiple challenges in a sector. It also
shows that companies like ECOM have an
implicit interest in dealing with farmer
groups in an effective and result-oriented
way. The case firmly underscores the
importance of all parties involved thinking
about the subsequent stages in the
development, the achievable milestones
and providing the corresponding support
in each phase of the project in advance.

Case 3.4 Africa: guarantees for F&A
cooperatives in practice
Even when production cooperatives are
adequately organised and profitable, it is
often difficult to attract sufficient bank
finance. This applies to young starting
cooperatives with no track record as well as
to more mature cooperatives that want to
invest in fixed assets. This limits the
expansion of the cooperative, because its
capitalisation is not sufficient to fund
growth.

Most African banks predominantly finance
on a collateral basis. Even when a more
cash-flow based type of lending exists,
cooperatives are often deemed ineligible
for this because they lack a track record or
their environment is considered to be too
risky. In this situation, guarantees can
provide a meaningful temporary solution to
increase the willingness of banks to grant
loans, given that an exit scenario for the
guarantor is foreseen at the outset of the
programme. An exit scheme may consist of
a gradual scaling down of the guarantee,
which can only be used if the track record
improves and the cooperative takes serious
steps to implement a sound capitalisation
policy.
In this respect, Rabobank Foundation as
well as some other parties provide
guarantees to partner banks of Rabo
Development in Tanzania, Rwanda,
Mozambique and Zambia for financing
producer cooperatives. For instance,
guarantees are provided for financing
washing stations for coffee with a 3-4 year
tenor in Rwanda and Tanzania. These loans
enable cooperatives to increase the quality
of the commodity and to achieve a higher
price, turnover and profit and provide
necessary risk mitigation for the banks. The
potential for capitalisation thus improves
and the legitimacy of the cooperative for its
members is underpinned. Of course, social
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lenders such as Rabobank Foundation
could provide the loans directly to these
cooperatives, but we have deliberately not
opted for this strategy. We prefer to work
via (partner) banks, which ensures a clear
and respectable exit strategy for our
support. Through this structure,
cooperatives and partner banks are linked
at an early stage and cooperatives learn to
deal with the requirements of local
commercial banks. At the same time, banks
gain experience in working with production
cooperatives at acceptable risks.
While many arrangements have been
successful so far, guarantees are surely not
the solution for all the challenges of a
cooperative or the agricultural sector. A
sound credit policy of any bank also takes
into account the cash flows, internal
organisation and external environment.
Experience has shown that even if
guarantees and cash flows are solid, dealing
with smaller cooperatives can simply take
too much time to be commercially
attractive for a bank. The reason is that loan
officers are basically performing
cooperative training tasks. Rabobank
Foundation therefore also sponsors the
capacity building of such cooperatives,
often using the experience of Rabo
Development. For instance, in Tanzania
NMB Foundation was created together with
partner bank NMB and seven people are
committed on a full-time basis to building
the capacity of cooperatives in the country.

Financial support from governments and donors
should be subject to stringent conditions and be
temporary. The conditions should contain strong
incentives for farmers to make continuous efforts
to develop and capitalise their cooperatives.
Receiving external support should never become
a common economic interest in itself. If so,
‘members’ will lose their motivation and interest
as soon as external funds dry up. Economic
principles should be respected at all times, and
donor support should have a clear exit strategy
based on realistic financial projections. Members
and cooperative management should feel the
real costs of assets and contribute to it or be
reminded through regular loan repayments. In
some cases, a temporary funding of staff salaries
can help to reach the required scale for financial
sustainability but at all times donor support
should only be a catalyst. Members should make
a commitment by investing member capital and/
or accepting joint liability, and donors should test
this commitment before disbursing funds. During
implementation of a support programme,
milestones should be specified which make
continuation of support subject to the
achievement of agreed targets.
For small farmers, support to improve productivity
may be necessary, since their farming activities are
often not profitable enough to reach sufficient
capitalisation. The potential benefits of an
increase in productivity often outweigh the
advantages of a higher product price resulting
from market power through the establishment of
the cooperative. Intangible support in the form of
education and transfer of knowledge therefore
makes a lot of sense. Contrary to governments in
developed countries, many governments in
emerging and developing countries still do not
assume serious responsibility for education, the
extension of services, improving the infrastructure
etc. for F&A cooperatives. International donors can
play a constructive role in this respect. They can
either encourage governments to invest in
agronomic training or take up this responsibility
themselves when formal institutions do not
function properly.

3.3 Governance issues of F&A
cooperatives
The general governance requirements for F&A
cooperatives have been extensively discussed in
Chapter 2. In this section, some specific issues for
F&A cooperatives will be highlighted. To begin
with, it is essential to have a strong umbrella
organisation in order to have effective
cooperatives. Umbrella organisations can help
remove high transaction costs for new
cooperative enterprises. They can also help with
the transfer of skills and knowledge to their
members. It is equally important to have an
enabling environment provided by the
Government and other organisations to assist in
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the development of APEX organisations.
The following aspect may seem trivial, but it can
truly be said that the success of a cooperative
stands or falls on its member involvement and
commitment (see Scheme 1.1). Members must
make efforts to understand the working of the
cooperative and comply with its business policy. For
instance, all operational arrangements, such as
collection and transport, sorting and grading,
packaging, timing of supply, etcetera, are
determined by the members through a ‘Product
Regulation’ which can only be established or altered
by the General Meeting of the cooperative.
Committed and involved members are intrinsically
motivated to invest in education and the acquisition
of knowledge to increase their production in
quantitative and qualitative terms.16 This is
important, because a shortfall in working capital
and/or insufficient capitalisation as discussed in
section 3.2 are frequently the result of inefficient
operations or low earnings as a result of poor
knowledge, skills, infrastructure, etc. In many cases,
extremely low productivity due to inadequate
knowledge is a greater risk for the survival of a
cooperative than marketing inefficiency.
The cooperative is obliged to explain the goals
and conditions of its business policy clearly to its
member base to manage their expectations and
to create the correct perceptions regarding how
the organisation functions. Members of marketing
cooperatives will then easily understand and
endorse the necessity of a 100% ‘delivery duty’ for
their products. This duty is crucial to create a
16 Technical assistance and extension services from governments or
donors can help production cooperatives in particular to enhance
their production in terms of quantity and quality of products.

cooperative with real market impact, for the
following reasons:
1.

A marketing cooperative is more capitalintensive than other cooperatives such as
input supply cooperatives because the
harvesting and sales seasons do not exactly
coincide and stock financing is also needed;

2.

Substantial capitalisation is subsequently
necessary to cover fixed costs and to achieve
profitability for the members;

3.

Side-selling undermines the pricing process
of the product and causes underutilisation of
both assets and professional staff.

A lack of working capital for the cooperative and/or
cash shortages before harvest at farmer level are
often a main reason for farmers selling to other
buyers. Hence, access to working capital is often
crucial to achieve the desired economies of scale
and make it possible to pay acceptable prices to
the members. Working capital is thus of paramount
importance for a cooperative to reach maturity.
Especially in less developed economies with
homogeneously poor members living around the
poverty line, it is often difficult for a cooperative to
enforce member loyalty. To stimulate commitment
and loyalty to the cooperative, it may be helpful to
add value and offer all kinds of services to the
members. Admittedly, this is not the primary role
or responsibility of the cooperative. For example, in
cooperation with a Savings and Credit Cooperative
(SACCO) or formal bank (see Chapter 4),
cooperatives could design credit schemes to
address the cash need of their members preharvest.
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Large farmer

Scheme 3.1 Segmentation of farmers

Land
Labor
Technology
Resources
Production
Capacity

Farm income as function of skilled
labourer (SK) income

Value chain

Size of cultivated land is large(>500ha)
Mainly depending on skilled labor
Fully mechanized
Formal bank loans end/or external capital, skilled (risk) management
Fully commercial and often dolarized
Good market access, own storage logistics and access to market
information
Well positioned within the value chain

Medium size farmer
LARGE
FARMER
2 * SK
MEDIUM SIZE FARMER
(EMERGING)
0.8 * SK
COMMERCIAL SMALLHOLDER
0.3 * SK
SEMI COMMERCIAL SMALLHOLDER

Land
Labor
Technology
Resources
Production
Capacity
Value chain

Commercial smallholder
Land
Labor
Technology
Resources
Production
Capacity
Value chain

Size of cultivated land is small (2-20ha)
Depending on family labor
Hardly mechanized
Mainly informal finance
Semi commercial (at least one cash crop)
Marketing through group structures
Position depending on group strength

Semi commercial smallholder
Land
Labor
Technology
Resources
Production
commodities
Capacity
Value chain

= FINANCE GAP

Cultivated land is medium sized (20-500ha)
Combination of family members and external labor
Partly mechanized
Limited access to formal bank loans
Largely commercial
Reasonable market access but limited access to market information
Weak position

Size of cultivated land is relatively small (e.g. <2ha)
Dependence on family members for most of the labor
Low technology, little access to know how
Limited resources (capital, skills, labor, risk mgt, etc.)
May produce subsistence or commercial with on-farm and off-farm
sources of income
Limited capacity of marketing, storage and processing
Are often vulnerable in supply chains

Source: Rabobank

3.4 Structure, scale and scope of F&A
cooperatives
In many developing countries, anyone producing
any quantity of agricultural produce is considered
a farmer. In some countries, even anyone living in
a rural area is considered a farmer. There is no
clear consensus in the literature how farmers
should be segmented and defined, mainly
because of regional differences. For example, a
200-hectare farmer would be considered as small
in Brazil and as large in sub-Saharan Africa.
Segmentation of farmers by size of their farms is
not a good criterion for determining bankability,
because payment capacity depends on free cash
flow, which is determined by output, costs and
what the farmer needs for living expenses. This
last aspect is determined to a large extent by the
standard of living in the country concerned. As
agriculture should be considered an economic
activity, the net income generated from
agriculture should be used as an important
criterion for farm and farmer segmentation. We
define net income as the production volume of
the commodity times the market price less all
input and production costs.
This segmentation can be used for developing
specific policies for the different segments and for
financing agricultural strategies. In this
publication, we define a ‘true’ farmer as a person
whose net income generated from agricultural
activity is similar to that of a skilled labourer. This

definition clearly indicates that farming is
considered as a truly economic activity.
The segmentation shown above (including the
income benchmarks) is based on Rabobank’s
view, since there is no consensus in the literature
on income criteria for farm segments. The scope
for creating farmer-based organisations like
cooperatives coincides with the identified
financing gaps. Small, medium and large farmers
need to be represented within well-functioning
cooperatives. However, their proportional
influence needs to be taken into account.
The scaling up of farms is an inevitable process in
many developing countries to increase output
and to ensure sufficient income for farmers, but
also to assure food availability in an era of
increasing population and hence increased
demand for food. In many African and Asian
countries, farming is mainly a smallholder affair,
which accounts for 85%-95% of total agricultural
output. The smallholder farmers, due to their size,
lack access to finance and markets and have
limited bargaining power. Very often they have to
rely on their local collector (off-taker) to organise
their inputs to be repaid during harvest as value
chains are ineffective and/or lack transparency.
Bringing together individual farmers and their
production capacity through economic farmerbased organisations like agricultural cooperatives
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can greatly improve their access to diversification
methods and risk transfers. Effective grouping of
smallholder farmers into formal groups brings
down transaction costs in the value chain (e.g. for
banks, extension service providers and off-takers),
provides a critical mass for investments in logistics
and added-value processing, increases bargaining
power in the chain (towards both input providers
and off-takers) and increases the ‘bankability’ of
farmers in general. The weak market position of
the individual small farmer within the supply
chain of agricultural products thus underscores
the necessity of cooperatives or similar
organisations. In summary, a properly organised
cooperative mitigates individual farmer risk for
the bank.

Case 3.5 Brazil: the importance of
professionalism and scale (the coffee
cooperative Cooxupé)
The origin of Cooxupé dates back to 1932
with the founding of an Agricultural Credit
Cooperative, transformed in 1957 into the
Coffee Growers Cooperative. Today,
Cooxupé is the largest private coffee
cooperative in the world with 12,000
members with farms in the prime growing
areas of Minas Gerais and São Paulo,
producing Brazil’s finest Arabica coffees.
Cooxupé also has a network of warehouses,
branch agencies and reception stations
positioned throughout the growing
regions. These installations have a capacity
to receive each crop up to 5 million bags (60
kg) for export and local sales.
The success of the Cooperative can be
attributed to its solid governance and
quality improvements, with support from
third parties like Rabo Development. An
important task of the Cooperative since its
early days, besides arranging financial help,
was to provide agricultural assistance to
members. Soil analysis is provided by
professional agronomists who also instruct
on latest planting methods, tree varieties
and pest control. The Cooperative also
possesses credit facilities, as well as the
latest inputs and products to increase
productivity and improve quality. These
activities are centred at the cooperative
headquarters in Guaxupé, but are also
available at their branch agencies and via
Internet services at their nucleus stations.
On various occasions, Rabobank Brazil was
asked to assist the main decision-makers at
Cooxupé in formulating Strategic Reviews
for the main business areas17, the
cooperative structure with special attention
17 This included input distribution, coffee trading, coffee roasting
and grain origination, aiming to identify possible efficiencies and
inefficiencies and growth opportunities.

to member representation, the training of
member representatives, the articles of
association and the dynamics of the
Supervisory Board, the management
structure, training, accountability,
compensation and various Human
Resources issues, plus a review of the credit
policy and credit approval process.
Cooxupé successfully implemented most of
the proposed changes and exceeded the
targets of its business plans.
Creating scale is essential to achieve operational
efficiency. The best method to reach scale is to
merge cooperatives. In these cases, producers
should remain organised in a bottom-up manner.
It is possible to operate in a single-tier network
while having a multi-tier corporate governance
model. Alternatively, an umbrella second-tier
cooperative could be created which deals with all
the issues related to scale, like joint purchasing in
marketing, etc. In general terms, it can be said that
this two-tier structure is more appropriate for
input supply cooperatives than for marketing and
processing cooperatives, where the single-tier
merged structure is much more efficient.

Case 3.6 India: uniting smallholders in
a viable collective dairy company
(Intivelugu Mahila Dairy)
After being active in microfinance for a
while, the NGO GRAM and microfinance
institution IIMF realised that access to
(micro)finance would not be sufficient to
improve the lives of the rural poor in
Andhra Pradesh. Training and substantial
investment in agricultural value chains
were also seen as key requirements and
a dairy value chain was established.
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SHG
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SHG

Villages dairy committee

SHG

SHG

SHG

SHG

Villages dairy committee

Bulk Milk Cooler

DECCAN

Other buyers

Due to the very small scale of the women
dairy producers (several litres a day) and to
keep transaction costs acceptable, they
were first united in a Self Help Group (SHG)
consisting of 20 women. Five of these SHG’s
were organised at village level in a Village
Dairy Committee and ten of these
committees were delivering to one Bulk
Milk Cooler, a cooling tank of 5,000 litres.
Through this joint marketing of many small
milk deliveries, the income of the producers
increased by 40%.
Since the groups and central organisation
were formed, trained and advised by an
NGO, the next step was to work towards
independence of the producers. Intivelugu
Mahila Dairy Producer Company Ltd. (IMD)
was founded for this purpose. IMD is a
producer company under Indian law which
has its suppliers as the only shareholders
and has many cooperative characteristics in
practice. Governance is organised via
annual general meetings with
representatives from the village committees
and member capital is raised through
shares. A clear capitalisation policy exists
whereby accumulation of member shares is
proportional to the volume delivered.
After increasing the scale of operations
through the formation of more groups and
Bulk Milk Coolers (currently 13 are in place
at 10 locations) the next step was to
establish a milk processing company called
DECCAN to start producing tonnes of milk,
ghee and cream. The producers and IIMF
hold 51% of the shares in this factory while
a group of private individuals (dairy
experts) hold the remaining shares.
A profitable and financially sustainable
market outlet was thus created for more

than 13,500 small producers, which
currently employs more than 370 people in
its operations.
Since group formation was a timeconsuming process, substantial donor
funding was required from both Rabobank
Foundation and other organisations. Also
soft loans were needed for the initial
investments in coolers. As a next step,
Rabobank Foundation will, in cooperation
with a local financial service provider,
provide a more commercial working capital
facility to enable IMD to expand its
activities. Support for IMD was justified
from the outset, due to the clear exit
scenario and positive growth prospects,
allowing for internal capitalisation and
financial independence in the future.

3.5 Market orientation of F&A
cooperatives
First and foremost, members of F&A cooperatives
must be able to deliver good quality products for
the markets. Farmers in developing countries are
mostly very small-scale entrepreneurs who face, at
the opposite side of their market, powerful traders
and buyers, even large-scale and multinational
companies. Cooperatives can bridge the gap
between the individual small farmer and the large
market players, and can ensure that the farmers
obtain a better market position within the supply
chain. This translates into a fairer price for their
produce. The key point is that transaction costs
are reduced by combining output.
Farmer organisations can cover multiple activities
in the value chain as shown in Figure 3.3. The
primary production functions are of course the
core activity from a farmer organisation’s
perspective. However, the scope can be extended
forward and backward within the value chain. The
picture shows the imperfect value chain with a
large number of intermediaries between the
individual farmer and the consumer. Each
intermediary will take his profit and cost margin
and what is left from what the consumer pays
goes to the farmer. In other words, the farmer is at
the beginning of the production chain, but at the
end of the price chain. If market prices increase,
each intermediary will also try to increase his
margin. If prices decrease, all intermediaries try to
protect their margin as far as possible and the
farmer will receive less for his produce. The
farmer-based organisation or cooperative needs
to be well organised and of significant size to
counterbalance its counterparties within the value
chain.
Scale is required to play an effective role in the
supply chain by a cooperative to have sufficient
countervailing power within the chain.
Cooperatives can thus reshape market equilibrium
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Scheme 3.1 Capitalisation and reservation policy after the season

Role of the farmer organisation
The role of the farmer organisation in the value chain can vary from active
involvement on the input side in trade and logistics as well as in processing. It
can have linkages forward, backward or both ways.

Farm Inputs

Land, Labor, Seeds,
Fertilizer, Pesticide,
Livestock

Farm
Production

Crops, Livestock

Logistics,Trade
and Distribution

Processor

Wholesale
Trader

Food Retail and
Services

Middle-men,
Warehouse

Source: Rabobank

Commodity flow

Fresh Market

and improve the functioning of the markets.
Eventually, this increases the efficiency of the
supply chains, not only to the direct benefit of the
individual farmer but also for other stakeholders
in the supply chain (service and input suppliers),
including consumers. Cooperatives can be in the
common interest for all stakeholders in the supply
chain if they eliminate fragmentation and nonvalue adding multiple trading, and enhance
appropriate post-harvest and quality
management. By making the supply chain more
efficient (or shorter as the middlemen are
circumvented) all remaining parties can increase
their margins, without raising prices for the end
consumer (see Case 3.6 for an example).
Rabobank’s approach towards the development
of F&A cooperatives and rural finance solutions is
strongly focused on the characteristics of value
chains. Indeed, farmers are the parties most
exposed to price risks and will only be able to get
a fair price when the whole chain operates
efficiently. The success of agricultural
development depends on the creation of a large
group of professional local farmers producing

high volumes of marketable output at consistent
quality. This will reduce transaction costs
throughout the value chain. It is also imperative
that all participants share a common view
regarding the development of their joint
operations and contribute effectively,
constructively, and with commitment. It should be
acknowledged that obtaining a fair market price
and improving the operating efficiency of a
cooperative organisation is preceded or
accompanied by productivity growth. With low
productivity, a cooperative cannot flourish. Hence,
a viable common economic activity among
members is a prerequisite for proper cooperative
development. When this condition is not satisfied,
the cooperative in question is likely to fail. When
the condition is partly met, the cooperative can
play an important role in raising productivity, for
instance by creating a central platform for training
and input supply.

Consumer
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Case 3.7 Zambia: Improving savings,
access to finance and productivity for
smallholder maize farmers

DFAs to the farmers. The marketing of
maize is also coordinated by the ZNFU.

Zambia has many small maize growing
farmers. Maize is seen as a major national
food source, and the Government is
stimulating production in various ways. The
Food Reserve Agency (FRA) is buying
maize from smallholders at favourable
procurement prices. In addition, the
Government is supporting farmers with
access to inputs for maize production.
Farmers are organised through District
Farmers Associations (DFAs), which function
as regional ‘offices’ of the Zambian National
Farmers Union (ZNFU).

Zanaco is financing the smallholders
through the DFAs. Farmers who want to
participate in the LIMA scheme need to
deposit 50% of the required input loan in
the form of savings. These savings are the
only collateral available from the farmers’
side. Despite the fact that the default rate in
the LIMA scheme is almost zero, the rapidly
growing exposure in this scheme poses
challenges for Zanaco. 50% of the exposure
which is currently unsecured, is temporarily
guaranteed via a scheme provided by
Rabobank Foundation. In the meantime,
Zanaco and ZNFU are strongly encouraging
savings and are working on solutions for
farmers to get access to land titles.

The ‘LIMA’ financing scheme is a good
example how smallholder farmers can get
access to finance, with the help of a wellorganised value chain and good
cooperation among the major participants.
Zanaco, a partner bank of Rabobank, has
developed this financing scheme for
smallholders with the help of the Zambian
National Farmers Union (ZNFU) and Rabo
Development. ZNFU organises most of the
logistics and technical assistance for the
farmers. On behalf of the farmers, they
negotiate and buy the seeds and fertilisers
that will be delivered to their DFAs.
Subsequently, inputs are distributed by the

Rabo Development offers training courses
to staff of Zanaco and ZNFU on financial
literacy. Around 5,000 smallholders gained
access to finance through this scheme last
season, and productivity and average land
size per farmer have increased significantly
ever since. This has resulted in growing
farmer incomes, which is the basis for
increased savings, improved collateral
position and hence improved access to
finance.
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4 Rural financial services in
developing and emerging markets

In Chapter 3, we argued that productivity
growth as well as a sound capitalisation policy
by farmers, whether united in cooperatives or
not, are crucial to improve farmers’ economic
viability and general economic and social
circumstances in developing and emerging
economies. This chapter elaborates on one
specific aspect of the overall enabling
environment: the financial inclusion of people
in rural areas. Chart 4.1 shows that only 18
percent of the total population has a bank
account in the Middle East and North Africa,
as opposed to 89 percent in Europe and the
United States. 2.7 billion people are excluded
from financial services worldwide, implying
that they can only pay with cash. This leads to
high costs, but also impedes economic
growth.
Rural financial inclusion is closely related to
the presence of other supportive factors in the
agricultural sector, as discussed in the
previous chapter.18 However, even if wellmanaged cooperative firms or leading and
innovative farmers are willing and able to
pursue a healthy profit with sound
capitalisation and business policies in a
supportive environment, lack of access to
financial services can still occur and will
severely temper viability and growth potential,
and general economic and social progress as
well. Hence, a well-functioning rural finance
system is a necessary ingredient for rural
economic growth.
In this respect, the deprivation of access to
financial services for the rural population and
labourers in Europe more than a hundred years
ago is a good example.19 This situation has
ultimately led to the establishment of two
distinctive forms of member-based financial
institutions in Europe: cooperative banks and
credit unions.20 Both these institutions offered
opportunities for banking inclusion to large
groups in society. In economic terms,
cooperative banks and credit unions were
established to correct market failures and to
overcome the associated problems of

18 Here, we refer in particular to the policy
environment, governance, scale, scope and structure
and market orientation of farmers and/or F&A
cooperatives (see Scheme 1.1).
19 The practice of charging excessive interest rates was an ordinary
characteristic of the era. According to some early reports, annual
rates in excess of 30% were not uncommon in Germany (Guinnane,
2001, p. 368).
20 Cooperative banks concentrated on entrepreneurs, especially
farmers and small rural businesses. They are banks, so they operate
with a full banking license and often also serve non-members. Credit
unions mainly served labourers, which they encouraged to save.
They operate with a limited banking license and only serve members.

Chart 4.1 Bank account holders (as % of total population)
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asymmetric information in favour of
borrowers.21
Interestingly, a similar situation is still visible in
many developing and emerging countries where
many people in vast rural areas are still effectively
excluded from financial services. Over the past
decades, numerous attempts have been made to
set up rural finance systems, albeit with varying
degrees of success. Some initiatives were based
on genuine and noble intentions, whereas others
were inspired by questionable political motives. It
must also be recognised that views about the
most appropriate path towards the development
of rural finance have evolved over time. For
instance, roughly from the 1950s to the 1970s,
agricultural development banks (AGDBs) were
considered a panacea by politicians and donors
(Seibel et al., 2005). Their main initial task was to
finance progress in high-yielding agriculture and
to generate excess revenues to be invested in the
emerging industrial sector. However, most AGDBs
turned out to be a flop, because they actually
undermined rural development with cheap credit
(Adams et al., 1984). In the 1980s and 1990s, the
attention switched from merely agricultural credit
to broader rural finance and the focus moved to
the development of financial systems and
microfinance. Today, it is commonly accepted that
savings and payments services might initially be
more relevant for poor rural populations than
credit. Savings and payments enable them to
accumulate assets and to smooth volatile income
21 They could do so because member/consumers financed the
institutions and were involved in the decision-making process (Oliver
Wyman, 2008). Within small communities, relatively intimate
knowledge of each other’s credit and trustworthiness guaranteed
that loans were only provided to borrowers who could be expected
to repay them. Financial incentives for members to monitor each
other and the social relationships among members hence
contributed significantly to the flourishing of cooperative banks and
credit unions.
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streams. During the last 10 years, the attention of
many financial institutions has shifted from credit
push to financial inclusion.
This chapter does not pretend to provide a
detailed overview of the history and evolution of
rural finance. Besides, the range of topics related
to finance in rural areas is vast.22 Following the
World Bank (2011), we define rural finance as ‘the
provision of a range of financial services to rural
individuals, households and enterprises, both
farm and non-farm, on a sustainable basis’. We
want to emphasise the complexities of rural
finance and its relevance for rural development. It
is argued that helping all kinds of rural financial
institutions to achieve long-term sustainability is
paramount. In this respect, the main conditions as
well as possible directions to bring the rural
financial sector to a higher stage of development
will be explored. Under certain conditions, we see
good opportunities for cooperative financial
institutions holding a banking licence and for
networks of savings and credit cooperatives,
though we certainly do not wish to idolise this
organisational form. While the current state of
developed-country national cooperative banks
may be too sophisticated for replication
elsewhere, their experiences and the historical
factors that contributed to their development
may just provide useful lessons and, combined
with modern technology, could perhaps allow for
‘leap-frogging’ stages in developing and emerging
countries (Cuevas and Fischer, 2006).
The structure of this Chapter is as follows. We
commence with a discussion of two enabling
factors that are particularly important for rural
financial development and inclusion. This
exposition underscores the close relationship
between the stage of development of the
agricultural sector (see Chapter 3) and the rural
finance agenda. The discussion provides a
background for the description of the actual
situation in rural finance in Section 4.2. Thereafter,
we present our views on the features and
prospects of the main financial players in rural
areas.

4.1 Key enabling factors for rural finance
development
The key enabling factors for rural finance
development should not be confused with the
general factors determining the enabling
environment for financial cooperatives discussed
in Chapter 2. Nevertheless, interfaces exist
between the two. In this section, we underline the
importance of the policy and legal environment
and client segmentation in the agricultural sector.
22 The issues range from the financing of rural development and
infrastructure, to financing agricultural growth and private sector
development, to the sustainable provision of financial services to
rural populations.

4.1.1 Policy and legal environment
The development of a well-functioning rural
finance system rests primarily on good policies,
encompassing an enabling legal, regulatory and
supervisory framework, and a financial sector and
real sector infrastructure. Generally speaking, the
preferred role of the Government is to create a
conducive policy environment that enables the
private sector to play its role to the optimum
extent, while safeguarding the interests of all
relevant stakeholders from producers to
consumers. The policy instruments need to be
tailored to both the different commodities and
the farmer segment that requires intervention.
Direct government intervention in rural credit
markets through interest-rate subsidies, caps on
interest rates and credit forgiveness measures
undermines efforts to achieve sustainable rural
finance (World Bank, 2011).
Concretely, governments should improve
business conditions, develop vertical integration
in the financial sector, and strengthen links
between farmers. These measures will
permanently increase small farmers’ access to
finance. Financial institutions will also be less
reluctant to provide long-term finance to the
agricultural sector in stable countries with a good
enabling environment. Such a stable environment
reduces the risks for financial intermediaries to
grant long-term finance which is often needed in
the agricultural sector, especially for increasing
productivity. Reliable information is an essential
ingredient for well-functioning financial sectors.
Financial organisations need reliable information
about the risks and creditworthiness of individual
farmers and F&A cooperatives. If proper risk
assessments are impossible due to so-called
information asymmetries, they will not be inclined
to grant loans and provide financial services. This
demands transparent accounting standards, and
the establishment of independent, competent,
and reputable accounting firms and credit
agencies that provide reliable data on the
solvency of small farmers and cooperatives.
The legal environment is extremely important for
the development of a sound rural financial
system. Regarding the demand side, an impartial
legal system is indispensable for the financial
security of small farmers and F&A cooperatives. A
sound legal framework facilitates the drafting and
clarifying of land titles and settlement of contract
disputes. Concerning the supply side of the rural
financial system, the World Bank (2011) has
identified the following general pitfalls of legal,
regulatory and supervisory frameworks which
need to be rectified for the development of
sustainable rural finance:
•

Missing or inappropriate laws on property,
especially land, but also other kinds of
physical property, and their use as collateral
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•

as well as the lack of efficient bankruptcy
laws. Especially in rural areas, the role of
secure property rights, i.e. land rights, are of
great importance, both for credit purposes
and as an incentive for people to invest in
the development of that land. These rights
need to be administered and enforced by
institutions that have both legal backing and
social legitimacy, and be accessible by and
accountable to the holders of property
rights. However, not just property rights, but
also land transactions such as rentals and
sales are important to realise full benefits.
Most financial institutions will not provide
credit without collateral, meaning in most
cases land or the right to use land. However,
land as collateral by itself is only valuable if it
can be collected, or if the threat of collection
contributes to credit discipline. Efforts to
support land titling as well as the
establishment of property registries can
make a significant contribution to access to
credit for rural populations, as can efforts to
establish efficient markets for land.

•

Issues with the regulation of the financial
sector. These issues range from inadequate
regulation to excessive regulation, and
disagreements on which institutions should
be defined as being part of the financial
sector, and therefore subject to supervision.
Usually, unsupervised financial institutions
are not allowed to collect deposits, in order
to provide protection to depositors. These
institutions are thus likely to depend on
governments or donors for refinancing, or on
capital markets in more mature markets, and
often have limited growth potential.

•

Shortage of institutional capacity in banking
supervision. Supervising financial institutions
is costly and resource-intensive. This is
especially true for smaller institutions in rural
areas. Solutions such as delegated or
auxiliary supervision are being used for
cooperative financial institutions in some
countries and could be an example for other
networks of non-bank financial institutions.

Lack of contract enforcement capabilities or
willingness to take action against offenders,
even if there is an appropriate legal
framework.

In Chapter 3, we extensively discussed the point
that becoming ‘bankable’ as soon as possible is a
crucial objective for small farmers or F&A
cooperatives. We will not repeat all the

4.1.2 The importance of farmer segmentation
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processors). Under such schemes, the farmer
commits to supply 100 percent of a particular
crop to the off-taker, and the off-taker commits to
buy 100 percent of the farmer’s product. The
payment for the crop is transferred to the bank,
thereby allowing a direct repayment. Under these
structures, the repayment risk to the individual
farmers is converted into performance risk to both
the farmer and the off-taker. This works
particularly well for very specific niche crops such
as brewing barley, and perishable crops with
limited alternative side-selling possibilities such as
sugar cane.

requirements and arguments here, but we do
wish to emphasise the importance of market
orientation, scale and scope, in addition to a zero
loss and capitalisation policy. Moreover, we wish
to stress the importance of farmer segmentation
for the development of sustainable agricultural
finance solutions (see the pyramid in Scheme 3.2).
The reason is that only a small group of
commercial farmers has direct access to financial
services from formal banks, while most farmers
still belong to the group of subsistence farmers
lacking sufficient repayment capacity for bank
loans. The group between the subsistence farmers
and the commercial farmers consists of farmers
with small cash crops (for example, coffee, cotton,
or cocoa) with a low annual marketable surplus
and so-called ‘emergent’ farmers. This last group
have the potential to evolve into commercial
farmers, but they first have to overcome
shortcomings in both their financing and farmmanagement expertise. Rabobank thinks that
these hurdles could be overcome by establishing
solid marketing or producer cooperatives with
significant bargaining power, a joint marketing
approach and credible zero loss and capitalisation
policies. If these conditions are met, individual
members of these cooperatives would not have to
look independently for expensive loans or credit
from money lenders, middle-men and other
informal lenders. The producer cooperative can
play a crucial role in facilitating this activity,
achieving a better financial outcome for individual
members. We elaborate on the specific finance
issues facing small cash-crop farmers, emerging
farmers and F&A cooperatives respectively below.

Small cash-crop farmers
Rabobank takes the position that financing small
cash-crop farmers as individuals is only feasible
through a supply-chain approach.23 Unorganised
smallholders can be financed indirectly via
contract farming with better-rated ‘off-takers’ (or
23 Individual farmers could also unite in farmers’ cooperatives,
which can be more easily financed.

Systems involving warehouse receipts can also
provide additional financing to this target group.
Warehouse receipt finance is a form of secured
lending to owners of non-perishable commodities
like wheat, barley, maize, rice, cotton, cashew nuts,
etc., which are stored in a certified warehouse and
have been assigned to a bank through warehouse
receipts. Warehouse receipts offer the bank the
security of the goods until they are sold and the
proceeds collected (Van Empel, 2012). Warehouse
receipt finance has been used effectively by some
banks in which Rabobank has invested.

Emergent farmers
Emergent farmers justify an individual approach
since they have the potential to develop into
commercial or professional farmers with
corresponding growth of financial services. Strict
criteria need to be established regarding
minimum size, sufficient entrepreneurial spirit,
basic understanding of business planning, and
farm-management skills. With a combination of
financial services and technical support, these
farmers stand a fair chance of success.
Emergent farmers can be financed under the
existing retail structure of a particular bank (see
case 3.6 Zambia), but the local branches involved
would need to hire and train agri-finance
specialists who understand farming and have the
ability to appreciate the particular risks associated
with it (including, among others, climatic, disease,
and price risks). It is essential to form alliances
with other stakeholders in the value chain who
also have an interest in developing and investing
in the farming sector (for example, farmers’
organisations, commodity exchanges, agri-input
providers, and off-takers).

F&A cooperatives
Bringing together individual farmers and their
production capacity through cooperatives (i.e.
economic farmer-based organisations), and other
forms of collective enterprise greatly improves
their access to rural finance. Cooperatives can also
lead to diversification and mitigation of risks for
both farmers and financial institutions.
Cooperative enterprises lead to economies of
scale in market transactions and greater
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bargaining power to form more reliable and
profitable relationships with market players.
Globalisation of value chains and the expansion of
supermarkets in developing countries are factors
that enhance the need for farmer organisations to
support individual smallholders by providing the
necessary market linkages, economies of scale,
and quality control. Despite this growing pressure,
many smallholders are still operating as purely
individual farmers, where risk traps and barriers to
obtain access to finance are more severe.
Moreover, many farmer organisations do not
function properly due to a combination of weak
management, poor corporate governance, lack of
scale and weak communication to the members.
In this case, they will remain excluded from rural
finance (i.e. they stay ‘unbankable’).
Farmer groups that are to be successful have clear
business principles and a separation of
management from corporate governance. They
strive for scale by setting clear guidelines for their
members including mandatory supply (as sideselling undermines the group’s continuity). Just
like individual farmers, cooperatives need capacity
building and an adequate level of general and
financial management. Capitalisation and zero
loss policies (guaranteed by its members) are
prerequisites for the sustainability and further
growth of the farmer organisation. This way, the
cooperative becomes bankable and has the
capacity to attract debt funding on a competitive
basis. Its ‘bankability’ will be enhanced further by
direct export operations generating FX. This type
of cooperative is more common in South America

than in Africa and South East Asia. These
differences can be attributed to a mix of historical
reasons, cultural factors, dissimilarities in
cooperative laws and heavy government
interference, especially in parts of Africa.
Bankable cooperative enterprises have different
options at their disposal to obtain external finance
for themselves and their members. For larger
organised agricultural cooperatives with larger
members, commercial banks are often the right
parties to obtain financial resources, because the
volume of the funding required is usually beyond
the reach of savings and credit cooperatives
(SACCOs) and more complex financial services are
needed. For smaller cooperatives, access to preharvest finance can often be secured if members
of F&A cooperatives are also members of a
SACCO. When these SACCOs are large enough and
have a broad geographical coverage – and thus
are able to mobilise funding – they can perform
similar roles as commercial banks for pre-harvest
finance for farmers. This works especially well for
smaller amounts and this type of SACCO is often
better positioned to serve smaller and weaker
cooperative organisations than commercial banks
due to intimate client knowledge, control of
product/cash flows and cross-guarantee
mechanisms. In these SACCOs, savings of
members are often a very important source of
local funding. In this way, an incentive for
individuals exists to save in a well-designed and
reliable finance framework. These savings act as
buffer capital for external lenders, allowing the
community to obtain loans.
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Case 4.1 Peru: access to producer
finance (Norandino)
Rabobank Foundation has been working
with producer cooperatives in Northern
Peru for many years. After providing grants
for capacity building, relatively large sums
of working capital have been provided to
enable these cooperatives to purchase
coffee and cocoa from their members and
add value and member income through
direct exports. By linking export contracts
to the loans provided, a successful semistructured financing mechanism was
developed, and these loans have now been
taken over by the Rabo Rural Fund, moving
more towards market conditions, including
partial guarantees to local banks in order to
stimulate sustainable access to finance.
In combination with a sound capitalisation
policy by the cooperative, such working
capital loans are important to create more
value for the farmers. However, farmers also
need pre-harvest finance for either
investments in the production cycle or to
cover household expenses before the crop
is sold. Solving this issue is also in the
interest of producer cooperatives. Not only
because it concerns their members’ needs,
also due to the risk of losing production if
members sell their commodities to other
off-takers in case of urgent cash needs.
To address this issue, the producer
cooperatives Cepicafé, Oro Verde and
Cenfrocafé established COOPAC Norandino.
This savings and credit cooperative
provides pre-harvest finance to its
members, who are also a member of a
production cooperative. Rabobank
Foundation supported Norandino with a
grant to establish its banking infrastructure
in the early years and currently has a 5-year
loan of USD 500,000 outstanding.
Norandino operates in remote rural areas,
many of which lack basic infrastructure.
Access to affordable bank finance is limited,
since banks perceive risks and transaction
costs to be high as a result of the small size
of the producers. By creating Norandino,
the three cooperatives can continue to
focus on their core business and avoid
conflicts of interests and the administrative
burden of internal pre-harvest lending.
However, the benefits of client knowledge
and control of cash flows are fully retained.
Most loans are eventually repaid through
an agreement by Norandino with the
producer cooperative through sales of
crops. The producer cooperative is also
liable for the loans, and therefore plays a
role in recommending a member for a loan.
Through this institutional arrangement,

transaction and risk costs are reduced as
the producer cooperatives play a crucial
role in the loan assessment and
aggregation of borrower groups. In
December 2011, Norandino served 5,500
members with a balance sheet total of more
than EUR 8,755 million and loan portfolio of
EUR 5.52 million. Loan performance has
been excellent (with a Portfolio at Risk for
delays in payments of more than 90 days of
just 2%) and operations have been
profitable.
While the strong link to producers is a key
strength of Norandino, it is also one of its
weaknesses, as most of its members have
the same liquidity (seasonal) needs and
surpluses. This results in a net dependency
on external finance but in order to have
sustainable access to this, capitalisation is
key. Both Peruvian banks and international
social lenders were keen to provide loans to
Norandino, but when external finance
reaches more than 50% of the balance
sheet, this interest will decline. Norandino
accordingly intensified its capitalisation
policy. While the members were already
contributing about EUR 30 as initial share
capital, more was needed. Norandino
requested a 2% fee on loans disbursed that
was added to the member account of the
client. This money therefore remains the
clients’ property while acting as a capital
buffer for external lenders. As of December
2011, members’ equity was 17% and
savings/term deposits from members were
43% of the balance sheet total. With these
figures Norandino easily meets
international banking standards. Total
external lending at the end of 2011 was
36% of the balance sheet, one third of
which concerned loans from local banks.
For external lenders, including commercial
local banks, Norandino can be regarded as
an efficient and reliable platform for
providing pre-harvest finance to farmers.

4.2 Overall state of rural financial
inclusion
Access to financial services is pivotal to help (small
subsistence) farmers or cooperatives to increase
their production capabilities to achieve sufficient
scale, to be attractive enterprises and trading
partners, and to enable them to cope with risks
more effectively. Nevertheless, in spite of several
successful examples, relatively little progress has
been achieved in creating sustainable rural
financial systems, especially throughout most of
Africa. The main obstacles for financial institutions
to finance agriculture are unpredictable or erratic
government behaviour and interference in the
agricultural sector, i.e. a poor enabling
environment and poor organisation of farmers
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Table 4.1 Financial institutions and potential financial flows
Type of financial institution

Typical clients

Typical products

Potential market niche

Commercial banks

Large businesses

Short- and medium term
loans: deposit services

Short- and medium term loans for
medium-scale and large processors,
exporters, producer groups and microfinance institutions; terms deposits

Non-bank financial
institutions

Micro- and small
enterprises

Short- and medium term
loans

Loans to small-scale farmers and groups,
remittances; insurance

Community-level microfinance institutions

Micro-enterprises, poor
households

Short-term loans

Loans to micro-producers and micro- and
medium-scale enterprises; savings

Credit unions and farm
cooperatives

Rural households; microand small-scale producers

Short- to medium-term
loans; savings

Loans to micro- and small-scale producers;
savings

Source: Geoffrey Chalmers, Seminar presentation.

and farmer cooperatives. This holds particularly
true for cash crops like coffee, which are
important sources of hard currency in many cases,
and grains, of which many African countries are
net importers. In several coffee-exporting
countries, coffee exporting is not free, it is
regulated through auctions with only a limited
number of licensed private exporters. Prices for
grains are in many cases regulated by
governments to safeguard food security.
An unsupportive policy, legal and economic
environment reduces the willingness of financial
intermediaries, particularly commercial banks, to
interact actively with the agricultural sector. Small
farmers, and producer cooperatives, can rarely
meet the requirements set by financial institutions
even if good policies are in place. Many financial
institutions apply strict conditions because they
consider farmers and agriculture as high-risk due
to poor collateral and guarantees. Many
institutions lack appropriate credit technologies to
evaluate such risks accurately and products to
mitigate these risks adequately. Financial
institutions do not seem to be fully aware of the
great business potential that small- and mediumscale producers have to offer.
Non-bank financial intermediaries, such as
microfinance institutions (MFIs) and credit unions,
have been more willing to serve family farms and
small-scale producers. However, many of these
institutions do not possess the necessary skills to
adequately assess project proposals and develop
or adopt innovative financial tools for the F&A
sector. Their products are often ill-suited to the

needs of the agricultural sector in the case of
productivity enhancing investments. Table 4.1
summarises the general preferences and
comparative advantages of various financial
intermediaries in developing and emerging
countries.
Due to the obstacles erected by large banks and
the shortcomings of microcredit institutions, small
farmers still face a big gap in terms of access to
agricultural finance (Oxfam, 2011). Many smaller
producers have to rely on self-financing or
household financing, the sale of livestock and
other assets, borrowing from local money lenders,
or using remittances from household members
for investments, the purchase of inputs or
entrance to new markets. In the past, these
market deficiencies have frequently enticed
governments, international NGOs and other
donors to step in with state-dominated banks or
microfinance institutions focusing on agriculture.
Many of these initiatives have failed, as they were
too bureaucratic, too policy-oriented, too
concentrated on risk to only one segment of the
population, or too weak in customer focus. In
addition, clients often considered these
government-sponsored institutions to be
instruments that provided grants. Not surprisingly,
many of these financial institutions suffered from
poor loan-recovery rates.24

24 Poor loan recovery could also be caused by a mismatch between
the type of investment and loan duration.
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Table 4.2 Shift from the old world of directed credit to the new world of financial systems development and institution-building

Characteristics

The old world of directed credit

The new world of institution building

Policy environment

Banks as input providers

Banks as profit-oriented actors within a
market driven financial system

Legal framework

Publicly owned or publicly financed financial
institutions without supervision;
governments keep distressed institutions alive

Supervised private commercial institutions,
member-based cooperatives, NGOs and
public banks

Development
Approach

Supply-driven

Demand-driven

Institutional focus

Monopoly institutions

Various competing financial institutions

Clients perceived as:

Beneficiaries

Customers

Selection of clients

Targeting by donors and governments

Self-selection

Outreach

Banking as public service

Banking with clients

Loan products

Specified targeted loan schemes for single
purposes

Cash-flow based credit

Other products

Lack of savings facilities

Universal banking

Non-formal FIs

Informal MFIs ignored

Opportunities for mainstreaming

Semiformal FIs/NGO

No standards, no deposit mobilisation

Microfinance boom in urban and peripheral
urban areas; transformation to deposit-taking
formal FIs allowed

Financial cooperatives

Unsupervised, ruined by governments

Self-reliance

Agricultural Development
Banks

Highly subsidised; deposit mobilisation not
allowed

Reforms towards autonomy and viability

Rural banks (RBs)

Lack of opportunities for private RBs

Legal framework for private RBs

Commercial banks

Forced to provide funds

Some voluntary down-scaling of products to
poorer client segments

Source: Seibel et al. (2005)

Attention to agricultural development, and
thereby also interest in improving rural financial
services, has recently increased. This change was
already visible in the study by Seibel et al. (2005),
which presented an interesting table which
confronts ‘old-fashioned’ with ‘new’ insights
concerning many elements of various rural
finance solutions (e.g. agricultural development
banks, rural banks and MFIs). Since then, many
state-agricultural banks have decoupled their
policy lending activity from their commercial
lending activity. Some state agricultural banks
have been privatised into commercial banks with
a specific focus on rural finance. Moreover, some
existing commercial banks have recognised the
opportunities of the F&A sector and have
increased their rural finance portfolios
substantially; they are displaying an increasing
appetite for serving the rural population, also
partly as a result of technology innovations. The
product range for rural customers has been
broadened. We observe that (i) structured
products are increasingly used to reach small
producers like out-grower schemes, (ii) warehouse
receipt financing is gaining ground and (iii) the

popularity of supply-chain financing structures is
increasing. Finally, we have seen a consolidation
among the credit-union type of institutions into
banks with cooperative characteristics. Cases in
point are BPR Rwanda, Rural Cooperative Banks in
China and Sicredi in Brazil. It is true that there is
still some way to go before well-functioning rural
finance systems are the rule rather than the
exception around the globe. But experience
shows that any type of rural financial institution,
once reformed and well managed with the use of
modern technology, can provide finance in a
profitable and sustainable way for a wide range of
activities.
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4.3 Financial landscape in rural areas
The World Bank (2011) argues that financial
services are delivered to rural populations by
organisations that exist along a continuum from
formal to informal. Informal providers of financial
services include small groups that rotate internally
generated savings as loans to members, money
lenders, pawn shops, and businesses that provide
financing to their customers. Formal institutions
comprise public and private commercial banks,
state-owned agricultural and rural development
banks, cooperative banks, microfinance
institutions and special purpose financial
institutions.

Chart 4.2 Rural population in developing and emerging countries classified by available level of
rural finance in 2012

Full financial
services
10%
Extended
financial services
10%

Rabobank distinguishes five major categories of
financial intermediaries, ranging from very informal
to fully licensed banks. These are described in table
4.3. The dominance of a particular type of financial
institution often corresponds to a specific stage in
rural finance development. However, different
financial players, serving different target groups,
coexist at the same place and time. It is estimated
that about 60 percent of the rural population in
developing and emerging countries has no access
to formal financial institutions, whereas 20 percent
of all farmers have access to only basic financial
services (Chart 4.1). Approximately 10 percent of the
rural population has a higher level of financial
services at its disposal. The remaining 10 percent
has access to the full range of financial services
available. The rural sector therefore mostly has to
rely on ‘informal groups’, which means inadequate
funding and capitalisation and a lack of appropriate
products for agricultural and economic
development, in most cases at high cost. The
ultimate goal for governments and society should
be to reach category 5 of rural finance
development, with categories 3 and 4 acting as
intermediary phases where desired.

phases of rural finance development and in both
urban and rural areas.

4.3.1 Member-based financial institutions

Member-based informal groups and SACCOs

Member-owned financial intermediaries can be
classified as cooperative financial institutions
(CFIs), which are often referred to as credit unions,
savings and credit cooperatives (SACCOs),
cooperative banks, and other terms that differ
across regions of the world (Cuevas and Fischer,
2006). Their institutional structure and
governance, legal and regulatory status and
framework, scale and service portfolio vary widely
across countries. A most basic common
denominator is that they usually only collect
deposits from and do business with members, but
in quite some cases they also serve non-members.
CFIs usually serve many low income clients, but
also have – and need to have – middle-income
clients among their membership. The latter two
aspects actually allow CFIs to reach a large portion
of the poor rural population without necessarily
jeopardising their viability. With such wide
diversity in manifestations of CFIs, it should not
come as a surprise that they can be found in all

There are three reasons why both types of
financial institutions are historically found in
remote rural areas, where formal banks are not yet
well represented. The first is that they have low
operating costs due to their simple infrastructure.
Secondly, their salary costs are low, because most
of the work is performed by volunteers. Thirdly,
the financial risks are fairly limited, partly because
they mobilise their own resources (savings and
member capital). Within small communities,
relatively intimate client knowledge assures that
loans are primarily provided to borrowers who
can be expected to repay them. Financial
incentives for participants to monitor each other
and the social relationships among them
significantly mitigate the risks. For formal banks,
the low population density and inaccessibility of
remote areas in many countries mean it is not
cost-effective to open offices in these areas due to
the associated high transaction costs (and their
relatively poor knowledge of agriculture and local

Basic financial
services
20%

Lack of basic financial
services 60%

Source: estimations by Rabobank
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Table 4.3 Players and phases in rural finance development

Organisational
form

Informal Group

Standalone
formal SACCO

SACCO network

(Credit Led) MFI
network

Bank (licenced)

Most common
area of operation

Remote rural area
with no financial
infrastructure

Rural areas

Regional or national,
combination of rural /
urban

National coverage with
often urban bias

Strong national and
urban presence with
rural branch network

Characteristics

Small group of
people informally
save and rotate a
credit fund. Simple
informal procedures

Formal registration.
Strong local or
regional focus.
Mainly offering
savings and credit
with strong focus
on collateral.

Common liquidity
management, training
and audit in network.
Attract external
funding.

Focus on lending
through solidarity
groups. Often only
lending with limited
savings mobilisation.
Strong central
management of
operations.

Fully fledged retail
bank offering broad
range of financial
services to diverse
client base all over
the country.

Client Needs

Place to store money
/save
Simple loans
Smoothing of
consumption

Formal savings
account
Diversified loan
products

Loans at the right time
(season), at acceptable
interest rates
Savings account with
reasonable interest rate
More diversified
products and
conditions
Additional services

Loans, in absence of
viable alternatives due
to lack of collateral and
track record

Large loans
Long-term funding
Diversified products
International transfers
ATM services
Etc.

Bottlenecks of
organisation

Long waiting time for
loan based on
revolving character
of funding
Informal structure
Poor access to longterm funding
Lack of funding in
season. Liquidity
need correlated to
agricultural season
Risk concentration
Often yearly
liquidation of funds
and limited or no
equity accumulation.

Lack of qualified
staff to run more
formal operation
Poor access to longterm funding
Liquidity need
correlated to
agricultural season
Risk concentration

SACCO loses better
performing clients who
need more funding and
products
Governance is often
challenging
Funding often
inadequate to finance
larger groups of farmers

Dependency on
(foreign) funding
Interests of clients not
always warranted
because of top-down
structure
Shareholder structure
may not be in line with
interest of clients

Lack of rural
orientation
Lack of supporting
legal environment
(land titles, recovery
of loans etc.).

Possibilities for
rural finance

Individual, small
amounts, short tenor

Individual, small
amounts, short
tenor. Potential to
grow and upgrade
as institution in
network

Due to liquidity
matching and external
finance appropriate for
financing individual
farmers and small
farmer groups

Well run MFIs with
professional staff and
right attitude can move
to rural areas with
special agricultural
products

Large cooperatives,
emerging farmers,
large amounts with
longer tenor

Source: Rabobank
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conditions). Recent developments with respect to
technology solutions and agency banking are
changing this picture.
While providing valuable services in remote
places, member-based informal groups and
SACCOs are often confronted with challenges like
poor management, lack of scale, poor IT
infrastructure, lack of long-term funding to
support investment lending, a poorly-diversified
customer base and systemic weather and
seasonal risks. Poor regulatory and supervisory
frameworks often exacerbate this situation. The
better performing SACCOs and credit unions tend
to focus more on the urban areas and also on
households and SMEs rather than on farmers. In
these areas, they are often attractive places for the
middle classes to put their savings. Nevertheless,
SACCOs are widespread in the developing world
and have substantial outreach in countries like
Burkina Faso, Brazil, Kenya, China, India and Sri
Lanka. Some of these SACCO networks serve 20
percent or more of rural households.

Case 4.2 Ecuador: financial inclusion
for the lower segments of the F&A
sector (COOPAC San José)
This savings and credit cooperative is
amongst the largest in Ecuador with more
than 50,000 members, equity of 6.5 million
USD and savings deposits amounting to
USD 37.5 million. Most of the clients are
based in rural areas. This COOPAC is a clear
example of the success of the cooperative
model in recent times. Especially in recent
years with the arrival of a qualified
management team, growth has been rather
spectacular, from USD 9 million in total
assets in 2004 to USD 56 million today. In
addition to a professional management,
San José’s focus is not exclusively rural, it
also focuses on traders and other
businesses. This helps the organisation to
mobilise savings from a broader public
without dependency on seasonal patterns
for availability of savings which have always
been the main driver for growth of the
balance sheet. Involvement in relatively
profitable consumer loans for employees
and other products also adds to the
organisation’s financial sustainability. In
spite of these successes, many SACCOs in
this category are less able to reach the
poorest segments of the population or
underdeveloped regions.
San José has designed a specific concept for
the poorer and more remote segments of
the population. This is called Ventanillas
Rurales Cooperativeas (VRC) or Rural
Cooperative Windows which consists of
groups of 10-30 people that act as a
solidarity group and take loans from San

José as a group with joint liability. The
groups also pool their savings and support
each other in the development of their
businesses. This reduces transaction costs
for San José, and clients who had never
been eligible for a loan have received credit
for the first time in their lives. This concept
has thus helped thousands of small
businesses to develop and prosper.
This new concept contributes to the
diversification of San José’s portfolio. It also
offers an opportunity to expand the
customer base in future for individual loans
as well as attracting deposits. Credit-led
MFIs also apply this group lending concept,
but the VRC project is much more savings
based and therefore less dependent on
foreign or domestic external funding.
Clients can also influence the policy of the
SACCO as members. Since the VRC system is
initially more focused on credit rather than
savings, external funding is needed at the
outset, in addition to the contributions
from San José and the groups. Rabobank
Foundation therefore is supporting San
José with a 5-year loan of USD 500,000
specifically earmarked for groups lacking
access to banking services in remote rural
areas. This contribution helped to set up the
VRC lending activities, which preceded the
collection of savings and building up of
member capital. As at April 2012, there
were 149 VRCs in existence with loan
portfolios totalling USD 1.8 million and
savings exceeding USD 0.5 million.
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While stand-alone SACCOs and informal groups
definitely play a valuable role under certain
conditions and at a certain moment in time, they
generally do not offer sustainable solutions for
rural financial inclusion. To increase their
sustainability, these SACCOs should aim at a
transformation or inclusion into SACCO networks
or cooperative banks or other institutions to reach
a necessary scale and level of professionalism. The
establishment of a second-tier organisation
(APEX) is often a first step in this direction. Such
an APEX can provide centralised services at a
regional or national level, can match liquidity
surpluses in one region with shortages in others
and can offer training and auditing services which
improve the professional standards of individual
SACCOs and their members. It should also be
acknowledged that a minimum level of skills is
required to run a SACCO network efficiently.

Development of these skills often requires
disproportionate training efforts and investment.
National networks, preferably with a consolidated
balance sheet, have a much better chance of
success, especially when they can operate with a
full banking licence over time. Donors can play a
constructive role in stimulating cooperation or
consolidation among SACCOs, but the
commitment of the SACCOs must remain the
driving force. More decentralised member based
organisations can also provide a sustainable
solution to local management challenges.
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Case 4.3 India: linking the poor to the
formal financial sector (BWDA, Tamil
Nadu)
BWDA Finance Limited (BWDAFL) was
formed in 2003 at the initiative of the
Bullock Cart Workers Development
Association (BWDA), which is an NGO in
Tamil Nadu in southern India. BWDA
commenced microfinance operations in
1988 by forming thrift-based self-help
groups which could use pooled savings for
meeting members’ credit needs. It was
decided to separate the microfinance
activities from the development activities
(group formation, awareness programmes,
education, health and sanitation, vocational
training) of BWDA to ensure that each of
the two organisations could focus on its
particular strengths.
BWDAFL works with households that
previously had no access to formal financial
services, including the poor, and some very
poor. The target clients are mainly poor
women. The figure below shows the
organisational set up of BWDAFL.
BWDAFL provides its products to the rural
poor through the Self Help Group (SHG)
Model. Each SHG consists of 12 to 20
women members. The SHG opens a savings
account with a commercial bank and
savings are used for internal rotation on a
revolving basis among the members. Within
each SHG, members decide on the
allocation of funding for lending to the
same group members. To complement
internal funding from the SHG, BWDAFL
attracts loans from commercial banks and
lends these funds on to the SHGs. The SHG
repays the loan to BWDAFL and is
responsible as a group for timely
repayment.
BWDAFL is able to attract loans from
commercial banks in India on the basis of
its own strength and capitalisation. The
members of the SHGs have invested their
own funds for the establishment of
BWDAFL. This has led to the SHG members
holding around 50% in the company,
making this a unique community owned for
profit microfinance institution in India. The
large financial involvement of the target
group in their own organisation safeguards
the long-term strategy of serving the poor
and prevents the organisation from any
mission drift. Currently, BWDAFL has more
than 400,000 SHG members and in 2011
the net worth of BWDAFL amounted to
around EUR 3.7 million, with around EUR 15
million of loans outstanding to the SHGs.

Rabobank Foundation is working with
BWDA and BWDAFL since 2006 and has
given grant support for both the
establishment of new SHGs to expand the
reach of BWDA as well as for BWDAFL to
expand its operations. The support for
BWDAFL has been for equity – to have a
leverage effect and enable BWDAFL to
attract more local commercial funding –
and also in the form of a direct loan (via a
guarantee to Rabobank India). In the future,
if BWDAFL functions properly, the
organisation could become a regular
Rabobank customer in India.
The case of BWDAFL highlights an inspiring
organisational model that is worth
considering in other places. It maintains
small local structures (SHGs) where people
know and trust each other and which can
be operated with a limited training effort.

Banks / Financial
Institutions

SHG

SHG

BWDAFL

Transaction costs at this level are kept low
since savings and loan management takes
place at the group level. The transaction
costs towards banks are reduced, because a
group of 12 to 20 people has just one bank
account. At the same time, by building a
member-based, well performing and
capitalised financial service provider,
BWDFL has succeeded in linking a target
group that formerly had little access to
banking services to the formal financial
sector on a substantial scale. Key success
factors in the history of this case are the
presence of a well organised NGO with the
right focus on financial independence of its
target group. For linking with the financial
sector, the Indian government is providing
a strong incentive to Indian banks to invest
a part of their assets in microfinance sector.

SHG
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We do see a clear role for new SACCOs in the
initial stages of rural finance development.
However, for the short to medium term
(depending on the country), a series of recent
developments provide equally interesting
opportunities for remote rural populations to
obtain access to financial services. These
opportunities are related to mobile payments and
agency banking, where formal banks can serve
rural clients directly and profitably via virtual
distribution methods based on Point Of Sale
devices and telephones rather than relatively
expensive branch networks. These concepts offer
at least affordable and safe platforms for savings
and payment transfers. These technological
advancements might erode the traditional
advantages of the SACCO model in various ways.
For instance, a starting SACCO is a less secure
place to deposit savings. It is also questionable
whether existing SACCOs can offer these new
distribution methods to their traditional client
groups, because this would require huge IT
investment and, above all, a certain scale. The
recent technological developments again
underscore the necessity for existing SACCOs to
cooperate or merge. This would pose a major
challenge for individual SACCOs. How to ensure
local knowledge and local anchoring, to safeguard
client ownership in a larger SACCO network and in
the context of a rapid adoption of virtual
distribution methods in rural areas?

Case 4.4 Uganda: the added value of
an APEX organisation (UCCFS)
Uganda Central Cooperative Financial
Services Ltd was created in 2008 as a
tertiary cooperative based in Kampala,
Uganda. It has more than 120 members
who are mainly savings and credit
cooperatives. UCCFS demonstrates how an
umbrella or APEX organisation can provide
crucial support to savings and credit
cooperatives. It has opted for a similar and
proven development path of wellestablished European cooperative banks,
including Rabobank. One of its main tasks
concerns liquidity management for its
members. In this way, surpluses in SACCOs
from one region can be matched with
deficits at SACCOs from other regions. This
has the additional benefit that SACCOs can
maintain smaller cash buffers and use more
of their funding for lending purposes. Since
moving liquidity from one SACCO to
another creates mutual risks, UCCFS fulfils a
second important task; the auditing and
training of its members. A third task is to
attract external lending for its SACCO
network. Having verified that the
establishment of UCCFS is truly based on
members’ initiative and willingness to trust
their resources to the APEX organisation,
Rabobank Foundation decided to support

UCCFS with a loan for lending on to its
members. Grant support is moreover
provided to cover salary costs for additional
member training on a temporary basis. This
allows UCCFS to attain greater scale and
increase its own income.

Case 4.5 Brazil: the importance of
partnerships for APEX organisations
(Sicredi)
The Sicredi System comprises 115 credit
cooperatives, with more than 1,000
branches and outlets that operate a retail
network in rural areas across 10 Brazilian
states. It was formed only during the last 15
years from basically stand-alone credit
unions linked to production cooperatives.
As a three-tier cooperative with a strong
agricultural focus, Sicredi is now Brazil’s
seventh-largest financial institution in
terms of customer service points. Although
a relatively small retail player in Brazil’s
banking industry, Sicredi is strategically
located in the south and centre of the
country, and has a significant market share
in the main agricultural areas of Brazil.
In 2010, Rabo Development took a 25
percent strategic minority stake in Banco
Cooperativo Sicredi S.A., the central
organisation of the cooperatives. It has
turned out to be a perfect match. Like
Rabobank, Sicredi focuses on rural areas
and agriculture and is unswervingly
committed to its cooperative status.
Rabobank aims to help Sicredi to maximise
its added value for its credit cooperatives
and their members. The partnership offers
Sicredi access to Rabobank’s technical
assistance and management services. In
this respect, an operating review of the
company has been undertaken – evaluating
its process and operations, and identifying
strengths and areas of improvement. In
addition, a new growth strategy was jointly
developed to turn Sicredi into a fullyfledged retail bank, while maintaining its
rural orientation and strengthening its
corporate governance, operating efficiency,
client segmentation and its services to nonmember clients in lower income brackets.

Cooperative banks
When assessing the role, position and
performance of cooperative banking in rural
regions, the development stage of the country
concerned needs to be taken into account.
Cooperative banks, defined here as fully-fledged
licensed banks but with a cooperative ownership
structure, could actually be the next phase in the
evolution of SACCO networks, but other formats
are feasible as well. The structure of cooperative
banks is time and place dependent and is
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determined by the level of economic, regulatory,
legal and political development.25 When the
country reaches a higher level of development,
the optimal scale, governance model and product
range of financial cooperatives will surely change
as well. The optimal structure for banks with
cooperative principles depends on many factors,
including history, legal system, regulations
regarding the definition of capital, etc.
We observe that the enabling environment and
existing banking structures are in many cases not
conducive for financial institutions based on
cooperative characteristics in many developing
countries. Generally speaking, financial
institutions with a close link between their capital
suppliers (not publicly traded) and their client
base are more inclined to deliver rural financial
services than institutions for which these
stakeholder groups are completely separate.
Especially when the rural client base is also
involved in one way or another, one can consider
these institutions as a bank with cooperative
characteristics. In many developing countries it is
easier to structure these types of institutions than
a traditional cooperative bank.
A clear advantage of cooperative banks is that
they are a ‘natural solution’ to the problem of
25 It is in fact undesirable to aim at the incorporation of cooperative
banks with similar characteristics in every country. European
cooperative banks are also a highly heterogeneous group (Ayadi et
al., 2010), although they are all based on the same cooperative
principles (Groeneveld, 2011a).

adverse selection (credit rationing). Thus, they
remove the exclusion from access to financial
services for farmers, micro and small enterprises
which are otherwise rationed out in an investorowned banking system. The potential weakness
of a cooperative bank is the governance of the
contractual relations between certain of its
stakeholders. Cuevas and Fischer (2006) assert
that the member versus manager conflict
constitutes an important source of vulnerability in
the governance of cooperative banks operating
with a two-tier structure. Another potential pitfall
is that supervisors and promoters could be
inclined to shield cooperative banks from
competition in the market through e.g.
preferential tax treatment, control of rates, and
subsidised credit. Such policies are likely to
increase the risk of insolvency of cooperative
banks by making them more vulnerable to
management opportunism. Both potential
caveats underscore the importance of clear rules
and adequate internal structures as well as a
competitive and appropriately regulated
environment.
Taking into account the increasingly intense
competition in financial services delivery in many
developing and emerging countries, radical
changes are required for many cooperative
financial institutions to become sustainable and
competitive financial institutions. The following
issues can be identified:
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•

Consolidation of the balance sheet is
necessary to operate effectively in the
financial markets;

•

Cooperative banks could be hindered by
their specific governance to aim at
operational efficiency. In some cases, this
impediment can be offset by combining a
single-tier operational model with a multitier corporate governance, based on bottomup member influence. They also have to offer
modern distribution methods. Nowadays, an
increasing portion of the rural population
skips the formerly initial phase of physical
access to financial services and employs
virtual distribution channels directly for all
kinds of financial services;

•

To reach sufficient scale and stay viable,
cooperative banks cannot focus only on
serving subsistence farmers or the poor. They
need to have an open membership and a
broad client base including the middle class
and the urban population;

•

In some instances, national legislation
hampers or is even an obstacle to the further
development of cooperative banks. In this
case, the cooperative bank can change its
character and legal status, without having to
give up its cooperative principles;

•

Safeguarding a link between capital suppliers

and the client base is essential for a financial
institution with cooperative characteristics.
Such a link ensures adherence to the specific
mission of the organisation. When this link is
cut, conflicting goals between the external
capital providers and the members are likely
to emerge, which would undermine the
viability of the financial institution. External
investors usually aim at achieving a
maximum return on their invested capital,
which could conflict with the goal of
providing adequate financial services to the
target group.

Case 4.6 Rwanda: commercial bank
with cooperative characteristics and
background (Banque Populaire du
Rwanda)
Since 1975, Banque Populaire du Rwanda
(BPR) has provided basic credit and savings
services to the rural population. Up to 2008,
it was a loose association of credit unions
which was nearly bankrupt. In 2008, BPR
transformed from a group of 140 credit
unions into a single-tier commercial bank
with cooperative characteristics. Its 590,000
members became shareholders, owning a
combined 65 percent of the shares. The
remaining 35 percent was acquired by Rabo
Development. By transforming the former
members into the new shareholders, the
bank retained its cooperative characteristics
but had to adapt its governance structure,
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among other things. The new governance
structure is based on a system of locally
elected advisory committees of
shareholders at each sub-branch. Via two
subsequent elections, 54 representatives
are present in the general assembly.
Due to its cooperative roots and expertise
in agri finance in particular, Rabobank was
a natural match for BPR. Rabo Development
has provided management experience and
extensive technical know-how for BPR’s
transformation into a strong retail bank.
Since 2008, BPR has taken huge strides to
develop its IT systems and improve its
internal organisation. This has enabled the
bank to automate its network, introduce
innovative new products such as mobile
banking, and expand its ATM network
outside the main cities – all vital ingredients
for improving access to financial services in
both urban and rural areas in Rwanda.
To date, BPR is by far Rwanda’s biggest
retail bank in terms of number of customers
and branch network. BPR is developing
products for specific customer segments,
notably Rwandan individuals, SMEs, rural
enterprises and agricultural enterprises.
Agri finance is a primary growth area, and
BPR recently received a grant from the
World Bank to support its ambitions in this
sector. It is also forging stronger client
relationships with agricultural cooperatives
which in turn finance their member farmers.
BPR is thus strengthening its own loan
portfolio, reducing risk and creating
operational efficiency, while at the same
time facilitating finance for small-scale
farmers. BPR aspires to become Rwanda’s
leading rural bank with an orientation
towards SMEs and farmers. Its strategy and
progress are not only improving banking in
Rwanda, but are also impacting on the
country’s overall growth potential.

4.3.2 MFIs
Some credit-led microfinance institutions (MFIs)
have made inroads with financial services to rural
areas. MFIs are mostly supported or funded by
international parties or national governments,
which act as shareholders. These shareholders
have the power to direct or replace (local)
management of MFIs when needed. This generally
makes governance less complicated compared to
SACCOs. However, the sustainability and suitability
for rural finance of credit-led MFIs are rather
questionable for several reasons. For a start,
microcredit has turned out to be an appropriate
credit technology in urban areas to finance smallscale trading activities with high capital turnover
or service sectors with low capital intensity. This is
based on high interest-rate charges, which are

needed to cover the transaction and risk costs in
dealing with many small clients. Credit-led MFIs
usually have a higher cost structure compared to
SACCOs when it comes to dealing with farmers.
MFIs lack the ownership structure that SACCOs
have and also lack the internal ‘implicit’
commitment through internal funding via savings
and member capital. Also jobs are fully salaried,
whereas SACCOs frequently have a significant
voluntary labour component. This translates into
higher costs.
Most MFIs do not possess full banking licences or
the scale that commercial banks have, although
several countries are currently allowing them to
upgrade and attract savings. Consequently, most
of them have a limited product range and only a
few can afford expensive and modern technologybased distribution systems. Specialised products
for agricultural lending are scarce in this sector.
Loans usually have short tenors which do not
favour the long-term investments that are often
necessary to have an impact on productivity, such
as tractors and milk cooling tanks. A limited
product range and lack of adequate funding make
it generally difficult for MFIs to retain successful
clients, which somewhat ironically they have
helped to become successful during the initial
phase with small microcredits.26
MFIs are often better organised than SACCOs in
many less-developed countries. Also some MFIs
are moving towards deposit-taking institutions or
are transforming into licensed banks. There are a
couple of hopeful examples where wellestablished MFIs have designed special products
for specific farmers and value chains (Christen and
Pearce, 2005). By working with groups of small
farmers, transaction costs, risks and therefore
interest rates can be kept at reasonable levels. Our
experience shows that donors can play a
constructive role by financing a part of the
development costs for new products of MFIs.
Efficient MFIs with diversified funding sources
which are willing to invest in product
development for farmers can certainly play a role
in rural finance.

4.3.3 Agricultural development banks and
rural state banks
The history of agricultural development banks
(AGDBs) is pithily described in Seibel et al. (2005).
Many government-owned AGDBs have failed to
bring about the desired effects in the past, but
this can be largely ascribed to flaws in the design

26 Based on a review of case studies, Copestake and Williams (2011)
conclude that the evidence of the overall impact of microfinance is
limited and mixed, partly due to its heterogeneity. Besides, Cuevas
and Fischer (2006) state that MFIs are still primarily targeted on the
poor.
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of the banks by donor experts. In this respect,
closing the remaining AGDBs would be unjust.
Under the conditions of a conducive policy
environment, there are some examples of
successful AGDB reforms. They indicate that
reform may well be feasible and that their
financial performance and outreach can be
greatly increased (Seibel et al., 2005, p. 15).
The policy of donor-driven directed credit needs
to be replaced by a clear focus on financial
systems development and the building of selfreliant, sustainable AGDBs. In the past, large
amounts of money have been invested in the
infrastructure of AGDBs, some of them with
thousands of branches and tens of thousands of
staff members. It would be foolish to close these
institutions. However reforming them is essential
in order to make them into sustainable financial
institutions. Basically they need to refrain from
policy lending and broaden their client bases. A
good example of such a transformation is BAAC
(Bank for Agriculture and Agricultural
Cooperatives) in Thailand, which is now a broadbased retail bank with a rural orientation. The
experience gained from closing AGDBs in Latin
America and Eastern Europe shows that the gap
arising from these closures has never been filled
by new financial institutions, such as MFIs.
Depending on the political economy of a country,
ownership of AGDBs may be private, cooperative,
public or mixed. The preferred option is to
privatise in order to avoid political interference.
An important lesson from the emergence of rural
banks in mature markets should be taken into
account here. Financial institutions with strong
links between capital suppliers and the rural
customer base, like cooperative banks, usually
adhere to their rural mission more successfully
than financial institutions with weak linkages
between capital suppliers and the rural client
base. Publicly listed banks have traditionally
played little or no role in the development of the
rural sector. Even today, with the use of modern
technology, this is still the case in many
developing countries and emerging markets.
Therefore, when contemplating the privatisation
of existing AGDBs, it is recommended that rural
stakeholders become shareholders so as to
safeguard the focus of the institution on serving
the rural population.

4.3.4 Commercial banks with a rural focus
Commercial banks are generally not interested in
moving into rural areas due to low income levels,
lack of economies of scale, poor infrastructure, etc.
Moreover, few commercial banks are willing to
acquire knowledge about the most important
economic activity in rural areas: agriculture.
Commercial banks face constraints similar to
those facing MFIs when considering expansion
into rural markets, in the form of high transaction

costs to reach enterprises in the rural areas.
Combined with a lack of traditional collateral, the
gap between real and perceived risks of
agricultural lending, cultural and linguistic
differences, and often limited managerial capacity,
it is no surprise that agri SMEs are effectively
excluded from the financial mainstream and even
‘alternative’ financial markets. Some commercial
banks have recently been able to provide
payment and savings services to the rural
population using modern technology. The main
risk of this development is that rural savings will
be captured and used for urban lending. This will
further decrease the lending capacity of rural
finance institutions that are active in rural finance.
It can be observed that only those commercial
banks that have defined the rural sector as a
growth area in their strategy and have invested in
technology and knowledge will be successful in
rural finance.
From its long-standing work in developing and
emerging countries, Rabobank has gained ample
knowledge regarding the involvement of
commercial banks in rural finance. Firstly, it is
obvious that commercial banks should not be
forced or systematically subsidised to provide
rural financial services. Without commitment to
this sector, failure is pre-programmed. We have
also seen that rural banks which focus only on
rural areas are vulnerable, because the market
potential for attaining scale and diversification is
still concentrated in urban areas. So banks with a
rural orientation still need a strong urban
presence if they want to be active in agricultural
finance as well. Moreover, urban areas offer the
necessary scale for trialling new distribution
concepts or piloting new products. If successful,
these initiatives can be directly launched and
employed in rural finance.27 At the same time,
banks need to achieve sufficient scale and market
share in agricultural finance, otherwise these
activities will probably not generate enough profit
and will be disposed of sooner rather than later.
Client segmentation with the appropriate mix of
savings and lending products (including
microloans) and distribution channels is essential
to establish a well-balanced portfolio, thereby
reducing the concentration of risk. Of course, they
also need specialised knowledge-based
departments, including agriculture and small and
medium enterprises (SMEs), to serve these client
segments effectively. For a solid anchoring of the
rural mission, it is advisable to give rural and
urban clients influence in the corporate
governance of commercial banks. This minimises
potential conflicts of interest and/or the risk of
capricious behaviour.
27 Direct product distribution channels – including mobile-phone
banking, ATMs, agents and electronic Point Of Sale devices – are
becoming increasingly important for rural finance delivery. A
modern and up-to-date IT system is indispensable for an efficient
provision of rural finance solutions.
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Case 4.7 Tanzania: a broad retail bank
with a focus on rural finance (NMB)
Since its privatisation in 2005, NMB Bank
has developed into a leading financial
institution with a rural orientation in
Tanzania. It has the country’s largest
physical branch network, comprising more
than 140 branches and 420 ATMs.
Rabobank acquired a 35 percent stake in
the bank in 2005, when it was partially
privatised by the Tanzanian government. It
was Rabo Development’s first investment in
a financial institution, and the aim was to
make affordable financial services more
accessible to the Tanzanian population. In
addition to its investment, Rabobank began
offering management services and
technical assistance.
Over the years, NMB’s customer base has
grown from approximately 600,000 in 2006
to more than 1.6 million customers by 2011.
Of all Tanzanians holding a bank account,
40 percent bank with NMB. In 2008 the
bank introduced mobile banking, a money
transfer service which is currently used by
more than 550,000 customers, many of
whom live in rural areas.
NMB serves a wide range of customers in
rural and urban areas, including private
individuals, government, civil servants,
large corporations, SMEs, farmers and
farmer groups. Rabobank’s expertise
helped NMB to reach a growing number of
agricultural clients: from zero in 2005 to a
significant customer base today. The bank

has more than 3,300 financing relations
with agribusiness entities (individual
farmers, agri dealers and farmer groups)
involving financing activities for more than
280,000 Tanzanian farmers. On the liability
side of the balance sheet, the bank also
reaches out to several hundred thousand
Tanzanian farmers via savings and payment
services for private individuals.
A special farmer savings account was
introduced last year, the NMB Kilimo
Account. This savings-based loan product
enables farmers to borrow three times the
current balance of their savings account for
input finance. The provision of such a
product by NMB bank was made feasible as
a result of the Rabobank Foundation
providing a guarantee for these loans.
Coffee farmers and cashew nut growers are
benefiting from NMB’s warehouse receipt
finance schemes, and the bank is building
up a portfolio of clients cultivating and
trading sesame, tea and cotton.
NMB is developing new products attuned
to the various stages of the agricultural
supply chain in Tanzania. The country plays
an increasingly important role in the
production and export of commodities
such as coffee, tea, sugar, cotton, rice,
maize, cashew nuts, etc. Over 80% of the
Tanzanian economy is related to
agriculture, so it is only logical that NMB
plays a key role in financing this industry.
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5 Concluding remarks and policy
recommendations
5.1 Concluding remarks

The majority of the world’s poor live in rural areas
and world population is expected to increase to 9
billion people in 2050. Feeding this future global
population properly will be a major challenge.
Rural economic development is therefore one of
the main policy issues for the coming decades.
Rural finance is a necessary ingredient for rural
economic growth (World Bank, 2011). It makes a
significant contribution to increasing incomes for
farmers and other rural entrepreneurs and their
employees, while encouraging the diversification
of the rural economy. It also reduces the
vulnerability of the poor to economic fluctuations
by offering opportunities to save in good times
and to borrow in difficult times. However, access
to financial services is only one of the factors
influencing rural development. Access to quality
agricultural inputs, access to agricultural extension
services, improving skills and education, access to
markets and market information and access to
physical and communication infrastructure are
also essential. Equally important is that national
governments carry out a sustainable rural
development policy, building appropriate
infrastructure, water management, land
consolidation, and education and dissemination
services. In addition, a system of elementary
property rights (the rule of law, constraints on
government expropriation) is an important precondition.

In this publication, Rabobank has presented its
views on the conditions under which producer
and marketing cooperatives in the F&A sector
could add to general rural development in a
sustainable way, based on our observations and
experience. We are convinced that well-developed
cooperatives can contribute to the growth of the
rural economy. We realise that this publication
inevitably contains certain generalisations of
complex matters. Nevertheless, our opinions are
broadly in line with those of other international
organisations which propagate the cooperative
business model. Our views deviate from the
mainstream on several points, based on the
practical experience and knowledge acquired by
Rabo Development and Rabobank Foundation
over the years. We highlight these differences
below.
We want to stress that the policy, legal and
institutional environment largely determines
whether cooperative enterprises will prosper or
wither. It is evident that politically motivated
cooperatives cannot function properly, and will
only lead to distortions rather than improvements
to the market environment. Politically based
cooperatives harm the reputation of ‘genuine’
cooperative enterprises. Furthermore, in the
absence of elementary cooperative legislation,
cooperatives cannot develop into sustainable
organisations. At this point, we have to warn
against going to the other extreme. It is necessary
to leave ample scope for members to regulate
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their own cooperative business. In many
countries, legislation regarding cooperatives is
simply enumerative, which is in fact detrimental
to cooperative development. We also believe that
there is no single most appropriate manifestation
or form of a cooperative enterprise to be defined.
There is no one-size-fits-all prescription, because
of differences in stage of development, cultural
and historical background and market conditions
in each country or continent, all of which are also
undergoing constant change.
Cooperatives that operate in a sound legal
framework and a healthy market environment
should first and foremost aim at economic
objectives. Cooperative enterprises simply have to
operate as business-like organisations. This
assertion implies that member cooperatives
should have or aim to attain a certain scale (in
order to have an impact on the market conditions
for their members), and consist of a mixture of
small and medium farmers as well as larger and
more innovative farmers. Cooperatives primarily
directed towards the poor or subsistence farmers
or small standalone cooperatives are doomed to
fail. We strongly recommend therefore that voting
rights are assigned to members according to the
proportionality principle rather than the oftenfavoured one member one vote principle.

Member farmers should also have a clear market
orientation and produce sufficient volumes of
good quality commodities which can be sold in
markets around the world. Product regulation
agreements are needed to maintain and
safeguard high quality standards for the
commodities as demanded by the markets.
Membership should really be voluntary and
members should possess intrinsic commitment
and involvement. Members need to understand
that side-selling of their harvest will jeopardise the
entire cooperative. Cooperative enterprises must
pursue a healthy surplus and capitalisation policy
and should preferably operate with at least a twotier governance structure. Contrary to common
beliefs and practices, we want to emphasise the
importance of retaining a significant part of the
net surplus inside the cooperative in order to
facilitate further growth and enhance its
bankability. A part of the profit should be added
to the general reserves and another part should
be transferred to so-called member accounts,
which members can withdraw from the
cooperative when they decide to leave. Finally,
larger F&A cooperatives should be managed by
professionals supervised by member control or
boards (Berdegué, 2001). If all these prerequisites
are met, cooperative enterprises can play an
important economic and social role. With good
management, healthy profitability and strong
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low recovery rates and were implemented by
unsustainable financial institutions. Attention
shifted from agricultural credit towards a wider
range of financial services, rather than credit only.
At the same time, priority was given to the use of
market interest rates and the operational
efficiency and financial viability of rural financial
institutions.

capitalisation, they are in a position to contribute
to rudimentary goals like social development,
housing or education for their members. Indeed,
social coherence within society is often a precondition for building up regional and national
cooperative networks.
We believe that one cannot stimulate rural
development and/or F&A cooperatives without
addressing the issue of rural finance development.
Both aspects are intertwined. Over many decades,
Rabobank has gained valuable insights,
experience and knowledge about rural finance
solutions. Though Rabobank started as a number
of small credit cooperatives in the Netherlands
more than a century ago, we certainly do not see
the establishment of cooperative financial
institutions as a holy grail to overcome all
problems in rural finance. In quite some countries,
a cooperative business model or structure does
not work and other ways to go forward are much
more appropriate. We sketch several viable
alternatives for rural financial development below.
For many years, rural finance was simply defined
as the provision of credit to specific target groups,
mainly farmers. Governments in developing
countries often used their financial systems to
direct credit to the F&A sector by setting interest
rates at artificially low levels, by creating
development finance institutions to make specific
types of loans, or by directing existing institutions
to lend to the F&A sector. International donors
supported this approach through the provision of
funds for credit lines. This led to debt forgiveness
schemes on a large scale, which had a negative
impact on repayment discipline in general.
By the early 1990s, it became apparent that this
approach was not successful. The credit lines had

This policy shift did not mean that the availability
of credit or financial services for the rural sector
significantly improved. We have seen many
financial intermediaries withdrawing from rural
regions or remaining reluctant to grant loans to
the rural population. Sometimes this had to do
with the absence of a good enabling environment
for the F&A sector, such as the absence of
enforceable land rights, or corruption. This
hesitance was also often caused by the lack of
organisation among individual farmers or poor
functioning of the F&A cooperative and supply
chains in general (e.g. no enforceable delivery
duty, poor governance and management, low
profitability, and bad capitalisation policies).
Currently, many farmers as well as F&A
cooperatives are still considered ineligible for
banking services, mainly because they cannot
provide financial security or collateral. The risks are
still perceived as too high in many cases. The
result has been financial exclusion for innovative
farmers, well-organised new cooperatives and
even good functioning cooperatives. To
encourage banks to service the agricultural sector,
we are strongly in favour of so-called guarantee
funds and/or cost-sharing policy instruments in
specific cases.
Provided that the process of improvements in the
enabling environment for agricultural
development as well as urbanisation continues
and political interference in the financial sector
wanes further, we expect there to be a growing
role for formal banks in rural finance in future. In
this scenario, they will be able to base their
financial decisions on commercial grounds28 and
use modern technologies to reach the rural
population with a wide array of appropriate
financial services. Since the majority of the
population still lives in rural areas, the presence of
an informal financial sector is important. In the
absence of formal banks, these informal
institutions should be assisted to mature and
upgrade.
Reforming agricultural development banks and
encouraging commercial banks to become active
in rural finance are crucial factors in modernising
rural finance delivery, gradually bringing together
the informal and formal sides and possibly
eventually establishing close linkages. By using
28 For instance, it will become less likely that they are compelled to
provide hidden subsidies or a kind of income support to the rural
population via credits.
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available modern technology, formal banks could
skip an evolutionary process and reach out to
people that currently have to rely on informal
parties or standalone SACCOs directly through
mobile banking and agency banking, and offering
a wide range of financial services immediately.29
This approach has the advantage that there is no
need to build expensive branch networks first,
thus avoiding high transaction costs. We have also
seen that SACCOs united in networks generally
perform better than stand-alone SACCOs. For
commercial banks, one option could be to create
linkages with both SACCOs and MFIs so as to
combine the best of both worlds. In conclusion,
29 This development is discernible in Rwanda. A considerable part of
the rural population has moved from financial exclusion directly to
mobile or transactional banking.

we can see various ways to develop rural finance,
but the suitability and applicability of each
alternative depends on many features of the
country in question. The conclusion is that there is
no universal recipe. However, we hope that we
have given some ingredients that can be used to
develop the appropriate recipe in a specific
situation.
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5.2 Policy recommendations
Based on our views and experiences with
cooperative enterprises, this publication contains
insights and suggestions to increase agricultural
production via F&A cooperatives and to boost
rural financial development. In our opinion, the
following key policy recommendations can be
made:
•

•

National governments, NGOs and multilateral
organisations should promote and maintain
an enabling environment for new and
existing cooperatives, both agricultural and
financial cooperatives. In this respect, public
dissemination of objective knowledge and
information concerning the potential power
of cooperative enterprises is paramount,
especially for younger people. Economic
motives must be the guiding principles. This
means that permanent (implicit)
subsidisation and political interference are
fundamentally wrong.
Cooperative enterprises must be exposed
to global economic and market forces.
After incorporation, they cannot stand still
for too long. They have to develop rather
quickly in many respects, most of all
because they operate in mature and global
F&A markets and existing financial systems.
They have to professionalise their
organisational structures, expand their
scale to reach a critical mass, make use of
modern technologies, etc. Members should
be willing and able to take significant
steps, i.e. they must have ‘cooperative
capacity’. Newly established cooperative

enterprises have much less time to evolve
into professional and well-capitalised
organisations than their western
counterparts had many decades ago.
•

More weight should be attached to the
financial solidity and the bankability of F&A
cooperatives. We strongly argue for strict
capitalisation policies of F&A cooperatives
and the application of guarantee funds on a
much larger scale. In the latter case, banks
are more inclined to provide credits to rural
clients, which in turn could reinforce the
development of the cooperative enterprise.

•

Universally indispensable ingredients for a
successful establishment and/or sustainable
development of cooperative enterprises are
identified in this publication. While a
successful recipe will contain all these
ingredients, the optimal composition can
only be discovered via trial and error and
depends on the time and place in each case.
There are no instant solutions.

•

It must be acknowledged that various
courses are open for rural financial
development. It is wrong to rule out any
particular type of financial institution. It is
also unwise to think in rigid structures and to
continue dogmatically with a chosen option
if this does not seem to work after a while.
Flexibility and creativity are needed. To
ensure a long-term focus by financial
institutions on rural areas, both rural and
urban clients should be represented in their
corporate governance.
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Appendix A. Background
information about Rabobank

Rabobank Group
Rabobank Group is a cooperative bank that
provides a full-range of financial services in the
Netherlands and is internationally focused on the
Food and Agribusiness sector. Its origins lie in the
local savings and credit cooperatives in rural areas
that were founded in the Netherlands nearly 110
years ago by enterprising people who had
virtually no access to financial services.
Today, Rabobank Group comprises 139
independent Local Member Rabobanks plus
Rabobank Nederland, the umbrella organisation,
and a number of specialist subsidiaries like
Rabobank International and De Lage Landen
Leasing. Overall, Rabobank Group has
approximately 59,700 employees (in FTE) serving
around 10 million customers in 44 countries.
Rabobank Group is one of the highest-rated
privately owned banks by international credit
rating agencies, mainly due to its specific
governance and solid financial position.30
Rabobank has become the market leader in Dutch
retail banking and obtained an extensive
international presence, particularly in food and
agribusiness. Rabobank feels that this position
creates important obligations. In line with its
roots, Rabobank employs its extensive agricultural
knowledge and banking expertise for the
establishment and development of F&A
cooperatives as well to provide the rural sector in
emerging and developing countries access to
financial services.

30 See Mooij (2009) and Groeneveld (2011b) for a detailed
description of Rabobank’s history and current position.
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Rabo Development

Rabobank Foundation

Rabo Development, a 100 percent subsidiary of
Rabobank, continues to build on the bank’s
heritage of providing access to financial services,
particularly in rural areas in developing countries.
Supporting rural economies is a logical activity for
Rabobank. By providing people and companies in
developing and emerging countries with access
to affordable financial services, we want to remain
true to our cooperative roots. Since 1989, Rabo
Development has provided consultancy services
to financial institutions and agricultural
cooperatives in developing and emerging
markets. Following our expertise in this field, Rabo
Development started in 2006 to invest in some
rurally-oriented banks in developing countries,
helping them to evolve into leading financial
institutions. Rabo Development takes only a
minority stake in these institutions. Besides capital
support, Rabo Development offers assistance
regarding management services and technology,
using the expertise available within the Rabobank
Group.

Rabobank Foundation was established by
Rabobank as an independent not-for-profit entity
in 1973 and is funded by the net profit of Local
Member Banks and the Rabobank Group. In
addition to its activities in the Netherlands, the
foundation is active in 25 countries in Africa, Latin
America and Asia where around 250 partners are
supported annually.

Through our development work, we are building
an extensive network of partner banks, currently
in Brazil, China, Mozambique, Paraguay, Rwanda,
Tanzania and Zambia. These partners serve clients
in all market segments, from individual farmers to
small and medium-sized enterprises. We form
strategic alliances with our partners, providing
capital for the long term. Our general approach is
to collaborate as a minority shareholder and
hands-on board member, rather than acting as a
controlling majority shareholder. By holding no
more than a minority interest, we ensure our
partners benefit from our insights while retaining
local ownership and control. In addition to
collaboration with partner banks, Rabo
Development currently provides technical
assistance in banking and agri-finance for projects
in Africa, Asia and South America.

The support of the Rabobank Foundation focuses
on member-based organisations, facilitating
access to finance and stimulating agricultural
development. Again, these activities are fully
aligned with the roots and history of Rabobank.
Most of the partners are producer cooperatives
and savings and credit cooperatives, but
alternatives are also considered where
appropriate. Partners are supported in different
stages of development mainly through loans,
guarantees and technical assistance, but also with
grants where necessary. The ultimate target group
is farmers in developing countries that lack access
to finance. Rabobank Foundation is convinced of
the capacity of these groups to organise
themselves through member-based organisations,
and therefore provides support to catalyse and
accelerate these processes.
A clear exit scenario for support is a key element
of operating methodology, which translates into a
strong emphasis on mobilising members’
resources and facilitating links with local credit
providers at an early stage. In some cases,
additional support is provided to increase the
income-generating capacity of the organisation
and its members. Rabobank Foundation often
plays a role in access to finance in agricultural
value chains in close cooperation with the bank’s
international customer network and (partner)
banks, based on more than 110 years of
Rabobank’s Food & Agri financing experience.
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