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1. Identify 5 key challenges/risks you are faced with? 
Challenge 1. High cost of reaching rural clients 
Challenge 2. Mitigation of general agricultural risk 
Challenge 3. Adaptation of loan products to meet the needs of rural/agricultural 

enterprises 
Challenge 4. Managing borrower-specific risk in a more complex environment 
Challenge 5. Change rural borrowers’ perceptions and habits surrounding financial 

services.   
 

2. How would you respond to the identified challenges? (What actions will you take 

to address the challenge? Think of costs, lending methodology, time 

managements, seasonality etc.) 
 
 

 

 

Challenge 1. High cost of reaching rural clients (these answers are actual 

interventions undertaken by MAH 
� MAH took a number of steps to minimize the costs associated with the physical 

distance between rural clients. MAH strategically selected the locations of its rural 
offices, focusing on small town hubs in the more densely populated rural regions, 
and favored areas that had good irrigation systems and a sound base of crops with 
well-established markets.   

� Loan officers travel to meet with potential borrowers and gather necessary 
information, and return to the office to process loan applications.  Clients must 
then visit the office to receive notification and disbursement(s), and to make 
payments.   

� To economize their travel time, loan officers amass several requests for loan 
applications in one village or area, and bundle those visits into one trip.  

� They generally do not revisit borrowers in the field after a loan has been 
disbursed, except in rare cases of default or to help address a problem such as 
drought.  

� Several practices also serve as a form of cross-subsidization, contributing to the 
viability of MAH’s agricultural portfolio.  None of the rural offices lend 
exclusively to rural clients, so the lower cost of lending to clients in town, 
combined with the slightly higher interest rates charged for agricultural loans, help 
to cover the expense of reaching and lending to clients in more isolated areas.  
Similarly, the (cautious) provision of some consumer credit to salaried employees 
helps to offset agricultural lending expenses.   

� In keeping with its individual lending methodology in urban areas, MAH also 
makes larger first loans to agricultural clients if warranted, basing loan sizes on 
repayment capacity rather than the stepped approach that requires borrowers to 
establish a credit history by starting with smaller loans and working their way up.   

� At the same time, MAH also moves up-market with its clients, making 
increasingly larger and longer-term loans as their enterprises grow.  These 
practices boost efficiency and balance the agricultural portfolio, allowing MAH to 
continue reaching out to new lower-income borrowers. 

 

 ���� In order to tailor loans and assess risk accurately, you have to have a keen understanding of 
the local culture, people and environment, and a technical knowledge of agriculture and 
farming enterprises. 
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Challenge 2. Mitigation of general agricultural risk 
 
 
 
 

� Borrowers with more diversified enterprises may access larger loan amounts than 
farmers relying on fewer income sources. 

� MAH worked with IPC to develop a lending technology that treats the various 
activities of a rural family as a single socioeconomic unit and accounts for the 
cash flows of this entire multi-faceted rural enterprise. 

� Factoring borrower-level diversification into the loan valuation helps MAH 
maintain a high repayment rate on its agricultural portfolio.  And by also 
diversifying its overall portfolio to include urban clients and rural borrowers not 
engaged in agriculture, MAH effectively mitigates its general agricultural 
investment risk.   

 
Challenge 3. Adaptation of loan products to meet the needs of rural/agricultural 

enterprises 
MAH took the following measures to adapt its methodology for a rural market: 

� Collateral: MAH had already developed a flexible approach to collateral for its 
urban portfolio.  This approach is psychological, focusing on the pledged assets’ 
value to the borrower, rather than the recovery value for the lender.  Similar to the 
practice in urban areas, rural loans under $7,500 can be collateralized with farm or 
household assets, and non-registered land titles may be deposited with MAH as 
collateral for up to 50% of the value of the loan.  Larger loans fall outside the 
government’s classification of micro-loans and thus require a formal real estate 
mortgage as collateral.  For term loans, borrowers are required to make a down 
payment of 20% of total investment costs.   

� Appraisal, disbursement and repayment: To accommodate the rural borrowers’ 
broad range of enterprises, MAH is committed to evaluating and flexibly 
administering each loan according to the enterprise’s specific characteristics.  
Applicants’ willingness to repay is assessed through verification with national 
and/or local credit bureaus and interviews with acquaintances.  Rather than using 
a standardized cash flow analysis as for urban loans, the rural loan officer 
examines seasonal cash flows from all aspects of the enterprise to determine 
repayment capacity, loan structure, and disbursement and repayment schedules.  
Disbursements can be made in installments corresponding to the crop cycle, and 
payments are set according to revenue flows.   

� MAH offers several disbursement and repayment plans, depending upon the 
borrower’s needs and risk level.  These are: 
a) Single disbursement with a single lump sum payment of capital and interest at 

the end of the term; 
b) Single disbursement followed by periodic repayments with two variations – 

fully amortized with periodic payments in equal amounts, or partially 
amortized with periodic interest payments and a balloon payment at the end of 
the term; 

c) Two or three periodic disbursements with one final capital and interest 
payment at the end of the term; 

d) Different and irregular disbursements and repayments tailored to the 
enterprise’s cash flow schedule.  

���� Focus loan products towards clients who diversify their own risk either through the 
cultivation of multiple crops, planting in several locations, and/or combining dairy farming, 
livestock, or other income generating activities with crop production.   
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� Quick turnaround times: Despite the distances and individualized attention 
devoted to each potential borrower, MAH emphasizes a rapid application and 
disbursement process and uses sophisticated computer software to develop 
balance sheets and cash flow statements for efficient, systematic analysis.  
Approvals are decentralized, with branch managers responsible for loans of up to 
$5,000, and regional directors, up to $20,000.  Staff remuneration is tied to the 
size, number and quality of officers’ loans, providing an incentive to process loans 
quickly and accurately. The process takes an average of three to seven days, and 
repeat borrowers enjoy faster service.  

� Communication and accessibility: To foster good communication and long-term 
relationships between MAH staff and clients, MAH carefully selects loan officers 
for their ‘people skills’ and experience living in their service area.  Local language 
ability is especially emphasized for MAH’s rural and agricultural lending. 

 
Challenge 3. Managing borrower-specific risk in a more complex environment 

� Since MAH depends on its staff to identify sound investments, structure and 
administer loans, nurture client relationships and encourage timely repayments in 
a tough environment, the organization invests heavily in the recruitment and 
training of its loan officers.   

� All of MAH’s rural loan officers have degrees in agriculture and/or backgrounds 
in agronomy, and significant experience living in the local area, thereby ensuring 
a thorough knowledge of agricultural inputs, risks and business models, as well as 
culture and language.   

� MAH trains new loan officers in lending methodology and credit analysis, and 
then provides approximately one year of on-the-job training under close 
supervision of the branch manager.  Loan officers receive healthy base salaries, as 
well as performance-based pay, tied to the size and quality of their portfolios, 
worth up to 100% of base salary. 

 
 
 

� MAH also takes a hard stance on repayment.  Having launched its rural lending in 
areas where environmental and other factors indicated a high probability of 
repayment capacity, MAH made a point of establishing a reputation for not 
tolerating delinquency.   

� MAH loan officers visit clients immediately after the first missed payment, in part 
to help address any business problem before the damage multiplies – an even 
greater threat in agriculture, given its particular covariant and political risks.  
When necessary, MAH staff escorts the local police to the borrower’s home.   

� Penalty interest rates are charged to delinquent clients, while reduced interest rates 
are offered to repeat clients in good standing, as an incentive.  It is rarely 
necessary for MAH to foreclose on pledged collateral.  On top of these practices, 
MAH also maintains extremely prudent loan loss provisions. 

 

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

Give one example.  

Agricultural portfolio risk can be mitigated: 
• by targeting diversified agricultural borrowers. 

���� Your staff has to have an excellent understanding of rural community, in depth knowledge 
of agricultural activities and agricultural risks.  Train your staff.   
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• by diversifying the overall portfolio to include urban clients and rural borrowers 
not engaged in agriculture. 

• by tailored loan products that are in line with seasonality of agricultural activities 
• by offering insurance product in relation to the loan product 
• by strict monitoring control systems in place 

 
4. What information is not provided however is crucial for understanding and 

designing of agricultural loan products?  What other information would you 

need to start an agricultural lending program? Give two examples. 

The information missing is seasonality analysis, in order to design the agricultural 
loan product you need to fully understand the rural environment in which you operate.  
Without fully grasping the issues related to various economic activities and 
seasonality you will not be able to design appropriate loan products. 

 
Some of the additional information you need: 

� Agricultural economic activities in the community and cash patterns 

� Guarantee mechanisms available (e.g. do your clients have land ownership) 

� Understanding of political environment related to agriculture sector 

� Repayment discipline in the community 
 

5. What lessons/conclusions can you draw from the above challenges? 
The following lessons can also be drawn from MAH’s experience in agricultural 
microfinance:  

 
• Agricultural loans can be sustainable – and even profitable – if combined with 

other types of rural and urban financing. 
• When first expanding into rural areas, choosing the more populous, lower risk, 

high-opportunity regions to establish technology and reputation before expanding 
to more challenging areas can be an effective strategy. 

• Agricultural portfolio risk can be mitigated by targeting diversified agricultural 
borrowers. 

• Loans should be awarded to rural enterprises on the basis of all agricultural and 
non-agricultural income streams. 

• Loan structure and repayment schedules should be tailored to fit the inherent 
seasonality of many rural enterprises. 

• Maintaining conservative loan loss provisions is important to protect against the 
added risks of agricultural finance. 

• Agricultural lending requires stricter control mechanisms and monitoring than 
urban lending. 

• Diversification to agricultural lending can actually help preserve an MFI’s 
profitability during economic recession. 

• Political instability poses a grave threat to agricultural, as well as urban, 
microfinance, particularly when candidates’ desire to appeal to the masses leads to 
the creation of adverse incentives to default. 

 
 


