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} Introduction

Access to Finance (A2F), especially
Access to Loans and Access to Sav-
ings, is an import issue for cocoa
farmers to either accumulate own
funds or borrow larger amounts of
money for productive and non-pro-
ductive purposes like business in-
vestments, school fees, emergencies
or health care.

While Access to Loans is still challenging
because of various reasons, such as the
absence of appropriate collateral and the
bank’s perception that agriculture is a risky
business, savings could play a crucial role
in cocoa farmers’ financial management.
Technically, a loan is nothing else than a
future saving, whereas savings come with
some advantages: There is no collateral
needed (which most farmers anyway don’t
have), no interest to be paid, and no
arrears possible. Every willing farmer could
participate and even if funds are used for
non-productive purposes, it is at least the
farmer’s own money.

Disadvantages are that a lack of discipline
might hinder farmers to save (while loans
are somehow a forced saving, since other-
wise collateral might be lost), temptations
to access the funds might be around, fam-
ily, friends and neighbors might request
funding for “emergencies” or money might
get lost if not properly stored (e.g. in a
rural or commercial bank) and most im-
portant, if used for productive purposes, a
loan could increase the income of a farmer
quicker than a saving, since the amount is
faster available.

10nly 21.6% of the cocoa farmers in Swisscontact’s
Sustainable Cocoa Production Program (SCPP) do have
a notarial deed, which banks in Indonesia consider as
good (hard) collateral and has usually a higher value
than e.g. other collateral like motorbikes with owner-
ship certificates.
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The following two charts show the use of previous loans and the need of money in the
future. This illustrates why there is no way around savings:

Use of previously received loans

Cocoa Farm School Fees
40,69% 38,38%

Daily
Expenses
29,17%

Other
Businesses
8,47% Buying
New Land
5,10%

Both red colored bars on the right side show that loans were used for non-productive pur-
poses to a significant extent. This means that loan interests increase the price for those
non-productive products and services, making them more costly for the cocoa farmers.
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Future money needs

School Fees
56,13%

Farm

investment

39,530

The red colored bars show the future
money needs for non-productive purposes.
Those are clearly saving topics and should
be treated like that. If no savings are build
up for these needs, farmers might not be
able to cover those costs. This could result
in lower education, if school fees cannot
paid, or chronical diseases, if funds for
health care are not available. Or the farmer
could end up under pressure to get imme-
diate funds, what could result in premature
harvests or borrowing money at unfavor-
able conditions.

Some farmers might say they are not disci-
plined enough to save, or that they tend to
spend all their little and big money for con-
sumer goods, and some might be indeed
too poor to save (but those shouldn’t get a
loan anyway).

This short paper describes a saving ap-
proach which might be replicated easily

in the agricultural sector in general and
the cocoa sector in particular. There are a
few assumptions: (1) The farmer does not
know before harvest how much he will
sell (uncertainty about exact income), (2)
the farmer sells reqular/frequent, thus has
a kind of reqular income (ideally, two to
three times a month and not only once or
twice a year), and (3) farmers are tempted

Emergencies

35,15%
Health
Care
Other 21,67%
Business
6,37%

to spend money they have in hand (behav-
ioral bias). Based on those assumptions a
trader saving system seems to be appropri-
ate to support cocoa farmers in their saving
efforts and reduce risks resulting from the
insufficient or lacking access to finance.

There are several possibilities how farmers
can save, e.g. at home, in a financial insti-
tution, with some private persons or in a
group, in-kind or even as a form of invest-
ments, depending on personal preferences
on security, trust, return and (opportunity)
costs. A bank far away requires a lot of
time to go to (but avoids frequent visits for
fund withdrawals). It also might be that
the farmer never goes there to deposit
(having in the end lower savings). A co-
operative saving account is not protected
by the deposit insurance scheme and the
distance constraints apply as well. Mobile
banking transactions (both, SMS transfers
or P2P transfers) done by an agent might
cause relatively high costs compared to the
transaction size and needs or farmer might
lack trust and/or literacy.




AKY AT KiS

i
St B wGO

] L

ar
diterimd d

ot SiA

oy A T ERIMA
~D A B

e ARLA

does it work?

If savings at home are too easily
spent, too hard to control or request-
ed by family and friends, and banks
are too far away, the question would
be WHERE a farmer receives money,
and if it would be possible to save

it there? The answer is surprisingly
easy: It is at a cocoa trader’s place.
There the farmer sells the crop. There
the farmer receives money. There he
haven’t had the opportunity to spend
it.

A cocoa trader is used to cash transactions
and keeps a certain cash position to pay

his clients immediately. This cash position
must be restocked from time to time, ei-
ther through cash payments while selling
his bean stock to a bigger trader, processor
or exporter, or through bank transfers. In
case the trader is paid by bank transfers, he
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} Why using a cocoa trader as agent and how

needs to go to a bank to get new cash. This
is the moment, when the farmer’s savings
can be deposited easily to the farmer’s
individual bank account, either with the
same bank or with another bank (depend-
ing on the service fees though). Recent
developments in Indonesia led to branch-
less banking products, which can make the
handling of savings even easier, because
cash deposits can be made directly at the
traders place and be transferred to the
farmers account by using a mobile phone.

Saving amounts depend on the farmer’s ca-
pacity and willingness to deposit. Obvious-
ly, a farmer with higher cash flows might
be able to save higher amounts. Although
a good rule of thumb is to save about 10%
of the income, the value of 1 kg dry cocoa
beans per sales transaction (currently about
2 to 2.5 USD) seems to be a good start.
During peak season(s), farmers should be
able to save more, especially if they have an

objective what they save for, e.g. upcoming
school fee payments, a wedding, fertilizer
purchasing or others.

Using a trader as a saving agent might bear
both risks and opportunities for farmers.

The latter ones are that there are almost no
opportunity costs to save. There is no extra
way to go, no transport cost to pay for. The
trader handles the transaction. Risks are, that
the trader might not
deposit the funds

in the farmer’s
accounts as agreed
(see model 1). But
this can be easily
controlled with a
receipt from a bank,
which a trader has to distribute to “his” sav-
ers before getting the new saving during the
next sales transaction. If the trader cannot
show such a receipt, the farmer should look
for another trader. Another option would be
a mobile phone transaction, e.g. SMS-banking
from the traders bank account to the farm-
ers bank account, peer-to-peer transactions
within a mWallet system (the saving account
is basically with a telecommunication com-

“Don’t save what is left after

spending, spend what is left
after saving.” (Warren Buffet)

pany), web-based banking applications, if
the trader uses a traceability system which
requires online connectivity, or the men-
tioned branchless banking products, offered
by commercial banks through a cocoa trader
as agent (see model 2). Those funds could
be transferred at any point in time to a bank
account, and obviously, the farmer needs at
least access to a mobile phone (what 83.2%
of the farmers do?), trust the service, being
literate to use it, and
last but not least the
technical require-
ments (like coverage
and availability) must
be in place.

But why should a
trader act as saving agent? It comes with
additional administrative work and additional
risk. The additional physical risk of keeping
money for saving transactions is considered
to be marginal, since the trader keeps any-
way cash positions and the amount of money
saved is compared to the overall turnover
rather low. The administrative work has to
be compensated, either with a fee (which
should be reasonable, knowing that the

2 pata from SCPP’ internal data management system based on
8,067 farmer questionnaires, 26th May 2015
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amounts are rather low) or through addi-
tional benefits for the trader. For branchless
banking transactions, the agent receives a
(small) commission paid by banks for de-
posit and withdrawal transactions as well
as account openings. An additional benefit
might be that savings would allow the
farmer to buy (amongst others) agri-inputs,
e.g. fertilizer. With a higher production (and
assuming that the farmer still sells to the
same trader), margins could be earned also
based on that additional output. The same
applies if the farmer would invest in an
additional piece of land, producing higher
volumes to be sold.

There might be also restrictions, especially
the unwillingness of the trader to act as an
agent. The main reason for this might be
the trader’s “side-business” lending, which
might be reduced in case farmers start to
save at scale. 30.8% of the farmers have
experience with loans from traders and
64.2% of the farmers perceive, if they have
a loan with a trader, they have to sell to
that particular trader. For the traders it is a
possibility to secure their supply.

Data fro nal data management system based on
8,067 farme naires, 26th May 2015

For savings, trader have the particular func-
tion to motivate farmers to save, without
forcing or annoying them. The message
has to be that farmers can be proud to be
able to save; and they can. Having a high-
er financial security through some saving
backup, farmers could smoothen consump-
tion and absorb financial shocks better.

One limitation is the withdrawal option.
Although this could be offered by a trader
for smaller amounts, larger cash payouts
should not be a core competency of an
agent. Therefore, farmers need to go to a
financial institution for a counter transac-
tion or use an ATM (whereby the ATM card
could come with some extra costs).

Another restriction, which makes savings
difficult at all, is inflation. It might be more
rational to spend money, rather than sav-
ing it, because the interests to be received
are lower than the inflation rate.

} 2 Models & Conclusion

Using a cocoa bean trader as saving agent to collect savings and deposit them on individ-
ual farmers’ bank accounts or make a branchless banking deposit transaction is a prom-
ising model to increase savings amongst farmers. The biggest constraints are trust in the
product/service, literacy to use it and the question why a trader should act as an agent.
Specific incentives have to be set, e.g. commissions paid and/or the outlook to higher
business volumes in the future. Farmers need a bank account (in a branch or branchless),
what might bear costs. More important is that farmers must be motivated to save and the
trader could function as easily accessible intermediary to do so.

Model 1: Own banking or cooperative saving account
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Model 2: Branchless banking account
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In any model the farmer is of course allowed to withdraw funds at any time from his own
account for whatever reason.
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