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Aostract: International trade liberaization often inplies increased
potertials for export production. In order to invest in increasing
capacity in agricuture, farners need to have credit access. Hwever,
farners in Gentral Erope and East Arica, anong other places, are
credt constrained, due to cdlaterad ressons. Anodd illustrates the
additionad producer gains fromhaving access to credit; the gans are
conposed of a price effect, an investnent effect, and a socia -capita
externality. The nodel and enpirical findings suggest that inprove-
nents of agricutura credit can be achieved by relying on existing
socid structures, such as farners’ socia capita. The paper concl udes
that such externdities need to be addressed when designing optinal
agicdtud credt imstituions.

| ntroducti on

Agriculture is an inportant issue in the upcoming Vérld
Trade Qganization (WQ round. Sone of the largest eco-
nonic gai ns arise fromreducing agricultura trade barriers. To
be able to extract these gains, countries wll have to overcone
a nuntber of constraints, of which the WOidentifies capacity
prodl ens as the nost severe (More, 2001). Inaccessibility of
credit is often a particdarly inportant constraint when
enhancing or restructuring agricultural supply capacity to neet
opportunities created, for exanple, by trade and conmercial -
ization (see, for exanple, Mthijs & Swnnen, 1999). In an
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Arican context, the prodemof credit is crucia. Neverthel ess,
as Msley (1999) points out, distinction nust be nade between
individual credit narkets, such as urban versus agricuturd
credit narkets, wich is adso the case of the CGntra and
Eastern European countries ((EEQ ((hl oupkova, 1996).

Al around the worl d, there are nunerous cases of discrim
ination against lowincone farners' credit, based on the |ack
o sutade cdlaterd, the high transaction costs of rurd lend-
ing, and the various governnent interventions in the narket. *
Therefore, substantia denand for agricultural credit remains
unnet, particularly in the [owincone segnent. The objective
of this paper is thus to conceptualize the inportance of agri -
cutuad credt narketsinseizingthe ful patentia of increased
access to internationa narkets. Asinple nodel illustrates the
theareticd effects of credt cowstraints. As a consequence of
the endemc lack of relevant data for econonetric ana ysis,
regional cases fromGntral Biurope and East Africa expl ain and
docunent the effects derived fromthe nodel .

The paper is structured as folovs: first, a nodd used for
and yzing the inportance of credit access is presented, and agri -
cultural credit narkets in the tw selected regions are
described. The next section addresses the potentia of trade lib-
eralization. The section folowng describes the gains from
trade liberadization wth and wthout avoiding credit con-
straints. The last two sections suggest a design of agricdtud
credit institutions and offer sone tentati ve concl usi ons.

The Mbodel

In an ideal situation, farners would respond to new narket
opportunities by increasing supply. Snce farners often oper -
ate a the lint of their supgy capacity, they nust invest in
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order to selze these opportunities. The prerequisite for such
investnents is the availad lity of financiad capita fromretai ned
farmearnings or from having access to various sources of
credit. Yet lowincone farners are often unabl e to retain earn-
ings, ether because there are no saving fecilities or because
earnings are not sufficiently high, thus they have to rey on
obtaining credit. Hwever, farners al over the world often
face credit constraints and are therefore unable to selze new
opportunities, and nay even struggle to naintain the current
level of suppdy. In ather vords, having access to agriculturd
credit is crucid in order to seze opportunities arising from
trade liberdization

Inthefdlowngillustrative adysis, theagicdtud sector
faces a beneficia exogenous-denand shock in the formaof new
narket opportunities. This shock is indirectly depicted in
Fgure 1 as the derived producer-price increase. For reasons of
sinplicity, the andysis igores awy effects of the donestic

Figure 1: Producer gains from trade liberaliza-
tion and access to credit
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narket; thus the analysis assunes that production for foreign
and donestic narkets respectively are conpl etel y separat ed.

FHowre ldepicts asituationinwichthe agricutural sector
intialy produces the quantity qg and producers receive the
price pg= ps/ (1#), were pf is the price inthe foreign nar -
ket, t isthe gydied tariff leve, ad pgis the price received on
exports tothe foreign narket. Followng atrade |iberaization,
such as a renova (or reduction) of tariffs, the producer price
oninternational ly traded agricu tural conmodi ties increases to
pP1 = pf. In other vords, farners in genera receive higher
export prices folowng trade liberdization

Aea Ain FHgure 1 represents direct producer gains from
trade liberalization as a consequence of the higher prices
recei ved on exports. The trade |iberalization enabl es an export
expansion, wich in turn allows the production to increase.
Note that the analysis inplicitly assunes that the exporting
country is snall, because the denand curve is flat. Area Brep-
resents the indirect gains froma producti on expansi on | eadi ng
to atrade expansion. This can be achieved only by investing in
producti on capacity when farners are operating at or near the
capacity lint, whichis assuned inthe fdlowng These poten-
tial gains frominvestnent thereby inply an increased denand
fa cedt. > Aea Crepresents additional potertia edterndities,
€0, positive spill-overs that can be achieved by certaininstitu-
tiond setups, discussed later in nore detail. The tatad gain (A
+ B+ Q is divided anong producers, consuners and trade
apts. *Qly the gains of producers are considered in the fd -
| ow ng.

Aea Arepresents the gai ns fromrecei vi ng hi gher producer
prices on exparts to the foreign narket. Wth access to credit,
the farner is ade to invest in increased capecity and thus
extract the ful inmmediate gain of liberdization, AA and AB
These gai ns are unanti guousl y positive.

The benefits arising fromexterna ities, wvhich are depicted
as ashift of thesuppy curvein Fgure 1 gererating area G are
specificaly comected to socid capita. Socid capitad can been
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defined in a multitude of ways, the nost popular of which
refers to “featwres of socid organizations, such as trust, norns
and networks, that can inprove the efficiency of society by
facilitating co-ordinated actions” (Ritnam 1993, p. 167). Inthe
present context, the nest promnent feature is socia networks
that enadl e efficiency gains through resource sharing.

These externalities nay derive fromlearning spill-overs
associ ated wth the credit-d shursenent process, such as soci d
capital augnenting hunan capital. Suich learning spill-overs
can arise wen clients attend neetings at the credit institution
and interact while waiting, thereby inproving their networks;
for exanple, learning spill-overs cotribute to the socid capi -
tal of farners by enabling themto draw upon the hunan capi -
tal of one another. BEnhanced social capital might lead to
i nproved know edge or adoption of new nethods creating a
productivity externality, which produces positive gains if and
only if the transaction costs are rd atively snall in conperison
to the productivity gains. Drawng on other forns of capital
through such socia networks nay create even nore socia cap-
itad ad thus ather positive exerrdities.

In sumary, this nodel illustrates three effects—both
direct and indirect—ef increased narket access depicted in
Fgre ' AA the imnmediate gain from producers receiving
higher prices ontheir exports; AB the additiond indrect gan
to be captured when farners invest in an increased supply
capecity, and AG a patetid socid-cgpitd effect exerrd to
the i nvestnent decision. These effects are discussed in the next
section

Agricultural Gedit in Gentral Europe
and Eastern Africa

The nodel described above illustrates the inportance of well -
functioning agricutural credit narkets, but in transition coun-
tries, credit narkets do not function well, and in sone
devd oping countries, fornal agricutura credit narkets are
entirey mssi ng.

Vol une 4 Nunibber 1 2
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Agricultural Qedit in Gentral Eiurope

Central Errope represents the transitional economes that are
front-runners for the BJ enlargenent. Agriculture under the
communi st regines was collectivized in nost Central
Bropean countries. Later, in the process of transition, nest
colectivized farnhand vas restituted, athough a substantid
part of this farnhand has been | eased back to the transforned
cooperative farns. Fol and was an exception; it naintained pri -
vate owership of eighty percent of the land and farmassets,
thereby maintaining snall and inefficient farns throughout
the communi st period (European Gonmission, 1998). This
coexistence of reaivedy snall private farns and large-scd e
cooperative and state farns is typical of the dualistic character
of agricuture in al CGntral and BEastern European Guntries
(CEEO .

The process of transition fromcentral ly planned to narket
economes, conpl enented by the renoval of state subsidies,
led to lovered profitability. Furthernore, the process of tran-
sition nade nuch of the existing agricutural capital and infra-
structure unfit for the energing agricutura structure,
necessitating additional investnent in restructuring produc-
tion. However, reforned credit institutions are often rel uctant
to finance agricu tura investnents. This lack of investnents
futher lovers profitability thereby putting a “brake” on addi -
tiona investnents.

The lack of investnent in agricdtwe is closedly related to
the land narket, which is not functioning well in the GBEC
(Swrmen et a., 2001). Snce lad prices are low (due to the
lovered profitability in agicuture), the denand for land is
linted, and thus banks are reluctant to accept |land as a cdla -
eral (Lukas, 1999). In addition, some CEEC have introduced
neasures that distort land narkets. For exanple, Hingary,
like Ruissia, linked agricuturd |and purchase wth the require-
nent of professional qualification and obligation of cultivation
(AMTAS 2001).
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As a response to these problens, Gentral European coun-
tries have launched various neasures to tackle the lack of
credit. For exanple, the (zech Republic has enployed the
Sate Quarantee Fund for Farners and Forestry-SG+HF (in
Czech: Podpurny a garancni rol nicky a | esni cky fond)—to pro-
vide cdlateral guarantees and interest-rate subsidies through
various prograns. Qher (EEC have applied sinilar neasures.
These prograns have successfully treated synptons, but
negl ected the nai n source of the problem land cannot be used
as colatera, and as denonstrated by Siditz and Vi ss (1981),
sunsidies lead to credit-rationing prod ens. * These probl ens
nust be solved in order to enable the nuch-needed
i nvest nent s.

Agricultura credit in BEast Arica

The CEEC have rel atively minor credit problens in conpari -
son to the situation in developing countries. As Yaron &
Benjanin (1997, p. 40) docunent, the endemic failure of previ -
ous agricutural credit schenes in devel oping countries was
partly a consequence of “biased sectora policies, excessive gov-
ernnent intervention, and legd and regd atory barriers.” In
conparison to a nunber of other Arican countries, East
Arican semfornal rura financia narkets are relatively deve -
oped, although they exenplify the problens typical of devel -
oping countries. East Arican financia narkets are shallow as
indicated by broad noney (M) being only twenty-five of
@Pabout half of the average for Gentral Europe—npl yi ng
thet the generd access to credt isrestricted ° Inaddtion, |im
ited existing credit sources are usud |y alocated to urban pur -
poses, which neans that fornal types of agricutural credit are
virtualy nonexistent for a least three-fourths of the
popul ati on.

A nuniber of high-profile microfinance organizations in
these countries provide bath urban and rura financial services.
In addition, a fewfornal banks have entered the nicrofinan-
cia narkets, but Bast Aricais still far fromhaving wel I -func-
tioning agricultura credit narkets. For exanple, only one
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semfornmal organization in Wyanda, FOOCAS, focuses
etiredy on agricutural credit. In addition, the Gntenary
Rural Devel opnent Bank (CQROB) serves the non-poor rural
popul ation. F ndings showthat even microfinance schenes dis-
crimnate against farners, for exanple 82 percent of the
Wandan popul ati on works in agriculture, while only 46 of the
nicrofinance clients are farmbased, inplying that even these
subsidized, high-profile nmicrofinance schenes discrininate
against agicutue (Barnes e d., 1999). The average | oan size
at the GIB is 877 USs—-about 80 percent of yearly QP per
capita, indicating that the poor segnent of the popul ation,
which includes nost farners, is not served by the bank.
Mreover, nationwde, there is less than one bank branch per
120,000 inhabitants, inplying that less than 20 percent of
nmcroentrepreneurs, including the vast nyjority of farners,
have access to credt (Jacobson, 1999).

Inother East Arican countries, agricutura credit narkets
are dsothin. Foma potentia of 4 mllion Tanzani an infornal
enterprises, of wiich asubstantia part are basedinagicutue,
semfornal credit institutions currently cover only about
40,000, or 1%dof the prospective narket (Hilne, 1999). The
coverage in Kenya is higher but unsatisfactory in relation to
the total denand, pointing to a large | owincone agricul tural
popul ation wthout sufficient access to credit. This popul aion
is excluded fromthe benefits of investing in farmproduction,
and, as the worldwde inventory by Paxton (1999) suggests,
lowincone farners in devel oping countries in general have
significant denands to be net. Gurrently, the effect of micro-
finance in Aricais limted, but the experiences fromSout heast
Asia denonstrate its potentia .

The Inportance of Gedit Mirkets

As the nodel illustrates, an agricdtural sector receiving a pos-
itive exogenous denmand shock, for exanple through an
i ncreased narket access provided for by various trade liberdiz-
ing agreenents, wll be abletoreact optinally, and thus benefit
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fromthe increased expart opportunities, if efficient agricu -
tural credit narkets are in place. The nodel shows how the
effects lead ng to producer gains can be spit into three com
ponents, which are treated separately bel ow Because the BJ
narket is inportant for both regions, it serves as an exanpl e of
the foreign narket in the nodel (Mnistry of Agricuture of
the Czech Republic, 2001).

Inmmedi ate Gains fromTrade Liberalization

The BU enlargenent and the Gotonou Agreenent are exam
ples of such potentially beneficia denand shocks. In the pres-
ence of ill-fuxctioning credt narkets, the good Wil of the
Bropean Lhion's trade agreenents might not be exploited
optinally. The BJ accession will alow Gntral BHirope, as
vel| as the BJcountries, to trade fredy and thus benefit from
their conparative advantages, entailing an increased agricu -
tud -export potentia reaed to increases in producer prices.
For exanple, producer prices on (zech and Hingarian beef
exports, identified as inportat by QECD (199%5), wll
increase by 20 to 25 percent. ® Based on avai l dd e deta, a guessti -
nate of the AAgains (see Hgue 1) inthe beef sectar areinthe
vicinity of 600,000 UBb for the Czech Republic, and 4 to 5 nil -
lion USh for Hiungary.

In the BEast Arican context, the “Bverything but Ang’
initiative dranatica ly increases the access of Least Devel oped
Quntries (LDO to BJnarkets, thereby increasing the export
potentials of Wanda and Tanzania. The AA gains for the
Wandan beef-production are in the vicinity of 100 000 UB$,
fdlowng afifty percent increase in producer prices. Smlar to
the CEEC accession to the BJ extracting the full potential
o the EBA initiative requires investnens.

Gins fromlnvestnents

s shomninFHgue l, the patentia investnent effects, AB can
only be captured by investing in production capacity or by
enpl oying any excess capacity that farners might possess at
preset. “ Khandker & Farugee (2001) provide a striking exanpl e
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of Pakistani agricultura credit narkets. The study docunents
the severe constraints inthe Pkistani agricutura credit nar -
ket. In 1985 only ten percent of rura househol ds borroved
fromformal institutions, and a negligible share of the house-
hol ds borroned from semfornal institutions. Neverthel ess,
the study estinates that narginal returns to agricuturd pro-
duction are 69 percent Borrowng from the Agricultura
Devel opnent Bank of Paki stan hence translates into a six per -
cent average nargina return to credit on agricutura incone.
The results indicate that poor househol ds benefit nuch nore
than richer househd ds.

A study sponsored by WBAID estinmates the inpact of
Wandan credit schenes, which denonstrate that the inpact of
having access to credit can be signficatly positive for |ow
incone clients, raising their incone by as nuch as 50 percent
(Brnes e d., 1999.°Deininger & Qinto (2000) undertook a
simlar quatitative study in Zanbia The conclusion of the
study suggests that apart fromthe quite substartia effects of
investing in production (livestock, fertilizer, etc.) conparad e
to the study fromPakistan, there is an additiona benefit of
havi ng access to credit, corresponding to ACin the nodd .

Gins fromexternalities

The findings of Deininger & Qinto (2000) suggest that there
ae sigificat exerndities corected to credt access. Al
other things being equal, these additional benefits work
“nagic” on total factor productivity. The increased productiv-
ity is not explained by a standard econonic i nvest nent frane-
vork and coul d perhaps be attributed to various psychal ogi cal
and socia effects. The “supervision” externaity nentioned by
Deininger & Qinto (2000) can for exanple be attained
through an increased responsibility level and by signaing a
higher level of trustworthiness. Such signals and the know -
edge of increased responsibility will be spread in conmunities
(the farmers’ social network) through a shared “social
| anguage. ”
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In other words, the externality probably works through
increasing socia capital a the individua and the conmunity
level, which is conplenentary to other forns of capital.

Figure 2. Externalities
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The bereficia effects of socid capitad can, for exanpl e, include
inpacts of learning spill-overs (Kilpatrick & Falk, 1999,
increased capacity utilizationfor exanple, from sharing
nachi nery—Weijland, 1999), and inproved common pool
resource nanagenent (Anderson et al., 2000).

FHogure 2 shows these potentia gains from socia -capitd
edardities, AC The nagni tude of these gai ns depends on the
design of credt instituions. In an entirdy infornal institu-
tional franework (the act of borrowng fromfriends and fam
ily) credt depends on farners' socid capita tothe extent that
lenders nust trust borrovers; in other words the socia capitd
relied upon consists of bonding socia capita —trust inthe net -
vork nucl eus forned by famlies and cl ose friends (Vdol cock,
1999). 9Smlarly, fornal banks a so seemto rely on and create
sone social capital (Deininger & @into, 2000). However, this
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socid cepitd is of a nore institutional character, conprised
nore of rules than norns. Because this cepita is partidly sep-
arated fromclients’ networks, it shoul d perhaps be dencted as
irstituiod caatd.

The largest externalities probadly arise in connection wth
borrowng a semfornal institutions. These institutions,
depicted in the mdd e of the fornality scale, usudly rely on
formng groups wthjoint liablity and responsibilities instead
of relying on fornal rues. These groups receive access to
credt a the semiformal organization, vhich is thereafter dis-
bursed anong group nenbers. Repaynent thus depends on
trust and norng wthin the group, or in other words, the soci a
capita of the group (B arnskov, 2000).

Ingenera, Ganeen replications and village banks rely rel -
atively nore on socia norns, whereas cooperative structures
rely nore on fornal rules. Bthinstitutiona structures rely on
and creste lridging social capita, o trust and networks of
nore distant friends and acquai ntances. The externaities aris-
ing fromsemfornal institutions are therefore larger than in
either fornal or infornal institutions because they create re a-
tively nore socia capita by expanding clients’ networks
(Larance, 1998).

The total nagnitude of these externalities associated wth
having social capital nmight be greater than the sinple sumof
its various subconponents, due to potentia cross-effects
between single conponents that create a synergistic effect.
These effects lead to the additiona producer gain depicted in
Fgue 1 by area C In other words the nagnitude of these
externalities depends on the accumiation of sociad capitd
atribuad e to faners participationinthe credt institutions.
As is evident inthe nathenatics of the nodel, it nust not be
forgotten that even these positive benefits cone wth sone
transaction costs, nainly the tine spent outside productive
activity. Researchers have recently criticized nany nicrofi -
nance institutions for not being sufficiently anare of this prab-
lem An awareness of the inportance of nininizing
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transaction costs is often seen as the key to the success of Latin
Anerican prograns (Bhatt & Tang, 1998). Therefore, at the
end of the day it nust be considered where best to invest farm
es tine

Suggestions for Institutional Design

The sinpl e nodel and research findings point to the need for
taloring the institutiona design to its sociad and econonic
environnent. In nany countries, agricultura profitability is
lonered due to constraints in the agricutura credit narket.
These constraints call for inpoving the agricdtura credit
institutions. By providing lowincone farners wth sufficient
credit, efficient investnent decisions can be taken, thus
incressing agricutud capacity ad profitability. If farners
gan sufficient access to credt, there wll be no use far state
inervertions, and in particdar nat for distortionary interest
rate susides that work only as “pain killers.”® Lhder the cur -
rent circunstances, the use of collatera subsidies nay be nec-
essary during a transition period, because they function as a
“bandage on a wound’ while the proper institutions are being
s& p

To sd ve the credit issue in devel oping countries |ike East
Arica, the formation and use of nicrofinance institutions
should be encouraged, providing access to both savings and
credit facilities. The institutions do not need to be senfornal ,
but can be a part of an aready existing fornal bank structure:
a top-down approach. Hwmever, the success of the Kenyan
Riral Bterprise Progranme has shown that nicrofinance can
aso evdve into formal bank structures, illustrating the feas -
bility of bottomup developnent in the financial sectors
(Geritoneko et al, 1998).

As B arnskov (2000) points out, governnents and interna-
tional devel opnent institutions shoul d probably subsid ze the
education and training conponents of these institutions, but
nust avoid direct subsidy of the actual financial conponent of
the institutions. The financia conponent should focus on
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achieving financia sustainability in the nediumto long term
while nmininzing transaction costs for both borrowers and
lenders in order to function wthout destabilizing pditica
intervenrtion ® Research suggests that socid capita can be accu-
nul ated fromparticipation in both conponents, leading to a
virtuous circle of economic benefits thereby furthering addi -
tiond access to credit (Gootaert, 2001). In addition, govern-
nents shoul d take any additional benefits to this socia capitd
into account when supporting the institutional design.

Apart frominproving the access to credit, the institutiona
design in devel oping countries should focus nore on soci &l -
capital externalities thanin Gentral Eiuropean countries, were
other institutional neans for education and the distribution of
learning are in place. For nost countries in Gntral BEirope,
the transaction costs of standard microfinance sol utions are
probably too high, taking the current agricultura structures
and history into account, but possible so utions that build on
the insights gained fromnicrofinance coul d be used. ™ In par -
ticuar, apositive feature to be borroved fromnncrofinance i s
the use of the existing socid structures, includng the soci d
capita of rura conmnities. For exanple, if a group of five
farners join together in order to purchase a shared i nvest nent
item and ama obtainng credt wth jont liadility, these
lessons show that their success will depend both on the self-
sel ection of neners of the group (the nenbers nust trust
each other) and the legal provisions for jont-liability |end ng
operations. Farners joining resources for buying nachi nery,
for exanple a harvester, can use their sociad cepita both for
obtaining the needed credit and for sharing the harvester, as
vel | as perhaps obtaining additional infornation and | earning
fromeach ot her.

Simarizing interns of the nodel, the access to credit as
such enabl es farners to extract gains AB An optinal institu-
tional design adsotakes a least sone of the edterrdity gairs,
AG into account. The issue is relaively nore inportant to
East Arica than to Gentral Birope, where fornal educational

D Vol une 4 Nunfbber 1



Gounting Social Capital

and institutional structures are fairly devel oped, but the i npor -
tance of accouting for such effects is a lesson to be learned
frommcrofinance in both regions. Athough access to credit
initself hods the promse of reducing poverty, the nodel and
evi dence suggest that the reduction efforts could be nagnified
by accouting for beneficid socid-capitd edterndities.

Qoncl usi ons

Agricutura sectors nust be able toinvest in necessary changes
of production structures and capacity inorder toreap the gains
fromincreased international narket access. For these invest -
nent purposes, farners need to have access to credit.
Neverthel ess, access to credit is a red bottleneck in bath
Cntral Brope ad East Arica, as well as in arange of other
countries. Fornal banks in these countries are usud ly rel uc-
tant to lend to lowincone farners, often because farners’
assets are not accepted as sufficient cdlateral because narkets
for such assets arethin Inaddtion enforcing cdlaera rigts
in devel oping countries is often inpossibl e

In Gntral Hrope, various state prograns are addressi ng
the synptons by subsidizing interest rates and providing ca -
lateral guarantees, rather than addressing the causes. Athough
at first sigt successfu, this approach only postpones a red
soution of the cdlaera issue. Inaddtion, the experiences of
several devel oping countries show that sinply subsidizing
interest rates for agricutura credit can be both expensive and
danger ous.

Based on a sinpl e nodel and enpirical findings, this paper
argues that the cause of the prodemcan be aleviated by tap-
pinginto existing socia structures, for exanple by relying on
jornt liddlity to suppenent the tradtiond cdlaterd. In an
East African context, this can be achieved by encouragi ng the
provision of traditional microfinance. Sone of the |essons
learned fromnicrofinance, such as farners’ ability to share
colateral and responsibility, can be applied in Gntral Birope.
Bwploying social capita often crestes additiond socid ad
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economc benefits external to the origina investnent
dedi Si Ors.

The increased capacity and profitability inthe agricutura
sector derived from inproved financial institutions can
provide direct benefits torura areas by inproving | owi ncone
farners’ welfare. These benefits nmay inply that such |ow
incone farners do not leave rural areas to seek aternative
enpl oynent opportunities in overcronded urban areas, and
nay thereby be supporting a nove towards a nore sustai nabl e
rural and socia devel opnent.
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1 The first wave of microfinance proved that interventions often had
adverse effects (see Yaron & Benjamin, 1997). Dwring the last decade, Russia
introduced a simlar approach wth sinlar consequences (Végren, 1998). In
sone (EEC highly subsidized agricultural credit schenes have not sol ved the
issue of access to credt ether (Svmen et d., 2000).

2 Inred lifesituaions, it nust not be fargotten thet as farners gai n access
to new narkets, their conparative advantages coul d change, inplying that the
optinal production structure will shift as well. This one-sector nodel captures
only one aspect of the problem irrespective of other influences comng from
wthin or outside of the sector, necessitating further investnents.

3. The share of thetota gains accruing tothe trading agents depends ontheir
relative bargaining strength. The renaining gain is divided between producers
and consuners, wth the consuner share increasing and producer share decreas-
ing wth the degree of conpetition.

Il =pY - rK - wL = pOK*L'-Hw)B - rK - wL

In order to nake inforned guesses about the size of the effects, the nodel
can be formul ated in nathenatical terns. The nodel uses a profit function prox-
ying because wel fare consists of a production function (QGbb-Douglas for sim

plicity), aprice ad a repaynent term
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P1-Py
Py

2+
A4 =3dp (1+:) D OK® L1 HB §p =

AB=p119K°‘L1‘°‘Hﬁ(2 i r)[(1+M) |-+ M
r

1+ K

1-o
t
AC =p,0(K + M)* L1 HB {(I—L) obP-1

vhere p = producer price, & =a technol ogy coefficient, K= conposite cap-
ita, L=1labor, H=hunan capital, r = interest rate, w= vages, and w (in -
tidly =1) isthesocid copitd term Tobe ade to cgpture the ful gains, faners
borrowthe anount M which is repaid over two periods. This yields the effects

Inthe ACeffect, socia capital augnents hunan capital, naking w>1, which
tends to nake the effect positive. This is countered by the negative effect of the
transaction cost t associated wth creating and naintaining socia capital.

4. For exanple the Czech SGHF has an inpressive 96.5%repaynent rate
(ininterviewwth S3H-, Qtober 2001). However, the underlying probl emof
farners’ high indebtedness has not been addressed (Swnnen et al., 2001).

5. Averages for both regions concea the fact that the Czech Republic and
Kenya have better-devel oped financial narkets (data based on Vill, 2001).

6. Gilculations are based on data fromUNCTAD (2001) and TAR Q (2001).

7. For the lack of estinates on product specific suppy dasticities, AB cannot
be calcu ated wth any accuracy. Hwever, relying on estinates of the supply
easticity of tota agricdturd sectors, Gntral Eropean suppdy responses, and
hence ABgains, ingenera wll be approxinately three to five tines larger than
East African responses (comnmunication wth Hains G Jensen, SIH, Qtober
2000).

8 The study is, honever, nethodologically flaned, not correcting for self-
selection and a range of other client characteristics, as Hanskov (2000) pointed
out. Results should therefore be interpreted wth sone caution.

9. For exanple, the Mlaw Modzi Fund had a sufficient |oan recovery for
sone year, but due to one instant of failed harvest, repaynent rates dropped dra-
natically. They did not recover the followng years, and the Fund therefore cad -
| apsed, denonstrating that sinply subsidizing ordinary credit disbursenent can
be harniul (Hil ne & Msl ey, 1996).

10. Bxanpl es fromRussia and Senegal enphasi ze the adverse |ink between
party politics and decision-naking in credit prograns (Végren, 1998, Vérning &
Sadoul et, 1998).

11. Gontrary to snall and nedi umsi zed enterprises, for whi ch nicrofi nance
sol utions seemto be working in Gentral Burope (the Funduz Mkro in Pol and,
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for exanple), relatively high transaction costs and the disnal experience of
forced agricultural cooperation in the conmunist period in general nakes stan-
dard group-loan solutions not apt in all but the poorest parts of Gentra and
Eastern Europe.
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