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Learning objective: To increase the awareness of risks and challenges associated with 
agricultural lending and the issues you will have to take into consideration when 
starting an agricultural lending program.    
 
Process:  This exercise will be done in groups of three. Individually read the case study, 
return to your group and discuss what your observations are. By reaching consensus provide 
answers to the questions below.  Write your answers on a flip chart.   
 
Time:  You have 40 minutes to read, discuss and write your answers.   
 
CASE STUDY: 
You are a newly assigned manager of Microfinace Association of Harmenistan (MAH), 
which has distinguished itself as a profitable, diversified provider of individual loans in the 
highly competitive Harmenistanian microfinance market. After inheriting a three-year-old 
urban lending portfolio from the parent organization (Ilend) in 1995 the MFI wanted to 
expand its portfolio and target group. 
 
In the beginning you were not sure how to expand MAH’s portfolio but after a few months of 
working in Harmenistanian environment you decided that you would like to expand the 
operations to rural areas  in 1998 as well as to add agricultural loans to MAH’s portfolio.  
The Board has approved your idea; however your task showed not to be as easy as you 
thought and you faced a spectrum of challenges.   
 
Harmenistan financial environment: In spite of regional financial instability starting in the 
mid-1990s and a recession that began in 1999, MAH and the regulated Harmenistanian 
microfinance industry as a whole continued to flourish through 2003, and those institutions 
with a substantial rural portfolio fared noticeably better than their exclusively urban 
counterparts.  The period from 1998 to 2002 saw a significant decline in the country’s formal 
banking sector, with a 33% decrease in lending, with an arrears rate three times higher than 
that during the previous three years, and gross losses.  Political uncertainty and borrower 
protests in urban areas accounted for much of this decline.   
 
Rural environment: Harmenistan has a natural advantage in the diversification of 
agricultural risk: its array of altitudes and microclimates even within small areas help protect 
against widespread crop loss.  Moreover, most rural families in Harmenistan engage in two to 
five different income-generating activities, as compared to urban citizens who typically have 
only one or two income sources. 
 

Key facts about MAH 

• MAH opened operations in Marane the capital city of Harmenistan in 1995 and it has 
distinguished itself from its competitors with a different approach: individual lending 
(as opposed to solidarity group loans).   

 

• Enormous swaths of the largely rural country were not being reached by banking 
services at all. Since the failure and departure of state-owned agricultural banks in the 
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1980s, only a few MFIs had ventured into this arena due to its real and perceived risk, 
leaving an enormous, untapped market.  

 

• MAH is hoping that rural expansion would help diversify its portfolio while also 
deepening its mission of improving living standards by providing financial services to 
the poor.   

 

• MAH established its first rural office in 1996 in Punana, a small town in the relatively 
well-populated agricultural department of Crechena.  MAH’s Punana office made 
loans to local farmers who possessed a diverse set of income sources – a potato farm, 
dairy cows and migrant wage labor, for example.   

 
 

 

 

Sector Breakdown of Outstanding MAH Portfolio as of December 31, 2002 

Sector Outstanding Credit ($) % #. of Loans % 

Trade 31,018,255 48.30% 17,824 34.90% 

Services 17,403,617 27.10% 9,653 18.90% 

Production 9,119,238 14.20% 7,916 15.50% 

Agriculture 3,853,199 6.00% 5,822 11.40% 

Salaried 
Employees 1,990,820 3.10% 1,788 3.50% 

Gold Pawn 834,860 1.30% 8,070 15.80% 

Total 64,219,989 100.00% 51,073 100.00% 

 
 
 
 
 

Agricultural Loan Portfolio 2000-2003 

  2000 2001 2002 2003* 

Outreach         

Active portfolio ($) 4,333,280 4,258,519 3,884,503 3,432,856 

Share of total active portfolio 9% 8% 6% 4% 

Growth from prior year  NA  -2% -9% -12% 

Number of loans outstanding  NA  5,755 5,815 5,006 

Average loan size ($)  NA  740 668 686 

Portfolio Quality         

PAR > 30 days as % of portfolio 6.29% 10.15% 8.26% 3.40% 
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While increasing the agricultural lending during the last few years you found out that: 

� Reaching clients in less populated areas was considerably more expensive than it had 
been in urban areas.  Not only were the dispersed clientele more difficult to reach, but 
the nature of their businesses also required more sophisticated and time-consuming 
appraisal processes, thus requiring retraining or new staff.   

� Your loan officers had to visit potential borrowers’ fields to assess crop investments, 
and detailed information had to be gathered on numerous household income sources.   

� Moreover, the seasonality of agricultural lending made for a higher cost of funds since 
the bulk of the rural loans were disbursed at the beginning of the planting season, and 
principal was not repaid until after harvesting.   

� Even though you operate in an environment where agricultural activities dominated 
the local economy, you realized that agriculture was seen as a risky investment.  Your 
loan portfolio was threatened by natural disasters (drought or unseasonable weather, 
pests, and other natural disasters) which posed grave threats to repayment capacity as 
well as the fluctuations in the prices for agricultural products. 

� Your urban lending methodology could only go so far in informing MAH’s work in 
rural areas.   
a) Collateral: Many of your potential rural clients did not possess sufficient 
assets or even registered land titles, and Harmenistanian law prevented many small 
farmers from using their land as collateral.   
b) Appraisal, disbursement and repayment: Your loan applications and processes 
did not suffice the needs of agro - businesses.   
c) Quick turnaround times:  Your loan process was not fast enough for 
agricultural lending.  
d) Communication and accessibility:  You found out that many of your rural 
clients not only had lower education levels than their urban counterparts, but also 
spoke only indigenous languages specific to a confined area.   

� You are faced with new borrower-related risks as you entered rural areas. 
� There is a rampant culture of non-repayment in rural Harmenistan (legacy of the 

socially driven state-owned development banks, which had previously provided 
subsidized credit to agricultural producers).   

 Evolution of Credit Portfolio 

  1996 1997 1998 1999 2000 2001 2002 

Total No. of MAH 
Loans 23905 29545 34838 39335 44180 46605 51073 

No. Rural Loans 906 1285 3312 5817 7770 7136 7833 

No. loans that are 
Rural 0.038 0.043 0.095 0.148 0.176 0.153 0.153 

Gross MAH Portfolio 
($) 11899908 20459135 28613915 35852453 46759853 52633850 64219989 

Rural Portfolio ($) 386586 740027 2547420 5073053 7103379 6337044 6132715 

% Rural 0.032 0.036 0.089 0.141 0.152 0.12 0.095 

Average Rural Loan 
Size ($) 427 576 769 872 914 888 783 
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� Many farmers’ only experience with credit involved unsustainably low rates and long 
terms, and ready loan forgiveness – none of which you could afford to offer.   

 
Questions: 

1. Identify 5 key challenges/risks you are facing in rural areas. 
2. How would you respond to the identified challenges? (What actions will you take to 

address each of the challenges? Think of costs, lending methodology, time 
managements, seasonality, risk, arrears etc.) 

3. How would you mitigate the risk of high delinquency in agricultural lending? Give 
one example.  

4. What information is not provided however is crucial for understanding and designing 
of agricultural loan products?  What other information would you need to 
increase/improve agricultural lending? Give two examples.  

5. What lessons/conclusions can you draw from the above challenges? 
 


