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Executive Summary 
Throughout the world 1.2 billion people have to survive on income levels of less than 
1 US$ per day; 75% of them live in rural areas sustaining their livelihoods largely with 
agricultural activities on small holdings. Locked into a scenario where spatial 
expansion of a household’s agricultural production area, due to dense population 
patterns, is not possible any more, a more intensive use of their assets i.e. land and 
labor through irrigation might therefore be a way forward.  
It is estimated that Africa alone has a potential of about 700,000 ha which could be 
utilized by using small-scale irrigation (SSI) technologies to exploit water resources 
that would otherwise not be developed, thus allowing up to 4 million low income 
households to intensify their agricultural production.  
The insufficient access to financial services is an important development constraint 
for the establishment and operation of SSI. This problem is particularly prevalent in 
Sub-Saharan Africa (SSA), where less than 10% of the population has access to 
financial services. 
To address this problem World Bank has commissioned GTZ to carry out this study 
on current practices and experiences in ‘financing small-scale irrigation in Sub-
Saharan Africa’. The study has been implemented in three consecutive steps: (i) 
conduct of a literature review, (ii) preparation of a case study1 documenting 
experiences in Kenya and finally (iii) this summary report with the formulation of 
concepts and strategies for strengthening financial services supporting SSI in 
countries of SSI.  
This summary report draws heavily on the results of the Kenyan case study but also 
reflects the gained experiences against the documented practices from other 
countries. The broad definition of SSI2 should assure that the relevance of the 
findings will apply to a wide range of circumstances in different countries of SSA. 
Irrigation development was in the past in many countries the sole responsibility of 
government who developed suitable areas usually on a larger scale. The staggering 
cost has slowed down irrigation development in many parts of Africa. However, the 
availability of low-cost SSI technologies developed during the last decades tailored to 
the needs and conditions of individual households offers new opportunities and 
opens a huge potential to rural entrepreneurs to utilize water sources that were 
previously not accessible to them.  
Small scale irrigation is of increasing importance for smallholder farming systems in 
SSA and contributes especially in areas with lower and erratic rainfall conditions 
substantially to the increase of agricultural incomes, employment and reduction of 
poverty and malnutrition. In comparison to other agricultural activities, irrigation offers 
a number of advantages: (i) farmers are less vulnerable to weather conditions which 
reduces agricultural production risks considerably; (ii) irrigation supports the 
intensification and diversification of the farming system and improves significantly 
agricultural productivity also by reducing the effects of seasonality; (iii) it allows 
farmers to cultivate crops with diverse vegetation periods not only during the 
conventional rainy season but also in the off-season. Such staggered planting is 
                                            
1 A summary of the two studies is provided in chapters 2.2 and 2.3.  
2 In the context of this study the term ‘Small-Scale Irrigation’ has been applied in a wider context 
including all irrigation activities that involve ‘small farmers who own and manage an individual plot or 
are part of a community-managed scheme’. 
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especially important for the production of high value vegetable crops, it allows a 
longer and stronger presence in the market with positive effects on prices and 
incomes and a more even cash-flow thus contributing to a reduction of credit risks.  
SSI development from a technical point of view can be distinguished into three 
categories or technology levels: 
• Technology level 1 includes low-cost irrigation ‘manually operated’ technologies 

(e.g. bucket and drum kits, treadle pumps) that allow SSI-farmers with a relatively 
modest investment (up to about US$ 200) to develop small areas (typically 
between 50 m² up to about 0.6 ha) under irrigation and hence to increase 
production and productivity. Low-cost irrigation technologies are private 
investments of individual farm households. 

• Technology level 2 is comprised of medium-cost ‘motorized’ irrigation 
technologies that require a more substantial investment in pumps and water 
distribution equipment costing about US$ 600 to 800 for a typical irrigation unit of 
1 ha. Thus, such an investment allows farmers to develop a larger area under 
irrigation and to increase production and productivity more substantially. The 
technology requires not only technical know-how to operate and maintain the 
equipment but also to use more advanced production techniques. To a great 
extend, such technologies are explored by advanced individual farmers or micro-
entrepreneurs who operate under commercial terms and conditions. 

• Technology level 3 are community-owned schemes serving on average 150 – 250 
farmers involving relatively high initial investment costs on main infrastructure and 
infield distribution systems amounting for a typical irrigation area of a smallholder 
in such schemes of 0.4 ha to about US$ 1.700. While maintaining the access to 
and the supply of water as a joint initiative, usually managed by a WUA, 
production on the irrigated plots remains the responsibility of the respective 
individual small-scale farmers. 

It is particularly through the use of individually owned SSI technology that SSI 
farmers or agricultural entrepreneurs become important players in the value chain.  
In the absence of financial services, SSI farmers frequently have a limited capacity 
for investment into SSI technologies and / or rely on informal sources that are often 
highly expensive. A reliable access to financial services has shown to boost the 
ability of entrepreneurial SSI farmers to undertake investments that enhance 
productivity and scale of farming operations and to exploit new market opportunities. 
Small scale irrigation development and expansion does not depend on special 
financial products for the dissemination of the technology. Irrigated agriculture is 
basically an entrepreneurial activity that requires the facilities and products the rural 
financial market is supposed to provide on a sustainable base:  
• short term working capital loans for financing farm inputs. Such loans may be 

required by SSI farmers several times a year, depending on the cropping pattern. 
Timely availability and flexible financing mechanism are essential; 

• short term investment loans are required for investing into low-cost irrigation 
technologies and related equipment (technology level 1), but also into more 
advanced technologies (technology level 2); 

• medium term investment loans3 / leasing are required for investments into more 
advanced technologies (technology level 2) as well as in communal schemes with 

                                            
3 Short term or medium term investment loans are adequate to satisfy the financial requirements 
associated with the establishment of SSI technologies. Long term loans with maturities of more than 
five years are not required. 
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co-financing arrangements for the share of farmers in scheme investment cost. 
Leasing is another valuable option for financing more expensive equipment; 

• secure savings facilities that are an integral part of financing mechanisms. 
The focus for improving the access to financial services to SSI farmers is on 
commercially viable institutions that reach large numbers of clients on a sustained 
base. SSI farmers need financial institutions that are in reach and that offer the whole 
range of financial services to fully exploit their potential. Ideally, they receive such 
services from one institution in order to develop a valuable relationship as well as to 
avoid inefficiencies on their part and to overcome the problem of information 
asymmetry on the part of financial institutions.  
There is general consensus that the agricultural produce market is the most effective 
driver for success in irrigation development. Market opportunities attract the private 
sector all along the value chain and also into financing of irrigation equipment and 
infrastructure. However the utilization of such opportunities must be embedded in  
respective policies4 and implementation strategies that enhance the efforts of the 
private sector. 

The overall concept for the introduction, strengthening and scaling-up of financial 
services to the SSI sector focuses on an interdisciplinary concept. This is primarily 
the development of rural financial markets and the support on commercially viable 
institutions that are operating in rural areas. It focuses on institutions that are 
committed to serve the low-income population to which SSI farmers belong and that 
are most likely to reach large numbers of SSI farmers but also other clients. 
Depending on the institutional variety in the respective countries SSI farmers will 
select institutions that meet best their financial requirements. Any strategy will 
therefore not concentrate on specific types of rural lenders but on the respective 
ability of institutions to provide viable financial services to the SSI sector. 
The overall concept recognizes in an interdisciplinary approach the importance also 
of complementary services as well as the irrigation farmer being part of the value 
chain. It promotes linkages between SSI farmers, traders, processors, input 
suppliers, exporters, service providers and financial intermediaries. 
The concept promotes commercial approaches for individually owned low and 
medium cost irrigation technologies that build on the dynamics of agricultural markets 
and the financial sector. The focus is on demand-driven irrigation development 
without direct subsidies, which implies that farmers have to take full responsibility for 
their investment and operating cost. Likewise, the creation or provision of financial 
services for seasonal farm inputs and irrigation operation and maintenance (O&M) 
cost to beneficiaries of community irrigation systems should always follow 
commercial principles. However, it is recognized that there is generally a need for a 
deviation from this principle in the case of the relatively high initial infrastructure cost 
of communal irrigation schemes exceeding the financing capacities of most low 
income small scale farmers. . More advanced approaches promote a mix of grant 
funding and commercial term finance.  
 
 
                                            
4 SSI development is affected by four different policy areas: macroeconomic policy, financial sector 
policy, agricultural sector policy and water/irrigation policies. The essence of a successful rural and 
agricultural policy framework is the skilful integration of these different policy areas and to avoid 
inconsistencies.  
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Limitations of the financial sector and risks in serving the SSI sector include: 
• serving low potential areas without markets, economic potential and high poverty 

levels. It is also recognized that micro credit is not the appropriate instrument to 
assist very poor populations who lack access to economic opportunities and are 
too vulnerable to take risk; 

• financing of the entire development cost of community irrigation schemes. The 
quasi non-availability of medium term finance in countries of SSA in general and 
the high initial investment cost in combination with weak financial and technical 
capacities of smallholders in particular, represent the major constraints for access 
to commercial finance in this type of SSI development;  

• political interference especially in view of subsidized interest rates, directed credit, 
‘mass forgiveness’ and subsidies. 

Key strategies of the concept for financing SSI focus on three different areas: 
Closing the Information Gap and Improving the Commitment of Financial Service 
Providers to Serve SSI Farmers: The necessary reduction of the large information 
gap between financial service providers and rural smallholders can be addressed 
through a number of measures that will ultimately result in better financing options for 
SSI farmers.  
First, financial institutions have to be convinced that financing SSI is an interesting 
business venture.  The emergence for low and medium cost irrigation technologies 
has created a high demand for financial services among economically active 
smallholders. Therefore, commercial banks, rural financial intermediaries, equipment 
or input suppliers as well as marketing organisations and processors can significantly 
increase their business activities if the high potential of SSI are understood and a 
strategic choice is made to engage into smallholder lending. The driving force for 
such expansion is competition.  
Second, rural smallholders need to be better informed about available financial 
services. This will ultimately lead to more informed choices and better use of financial 
resources in general. The information status of farmers can be improved by 
agricultural extension staff and should also be supported by financial institutions that 
find their entry point through better marketing and simple, customer-friendly 
procedures and financial products. A key strategy to address this issue is to support 
rural financial intermediaries in product development and marketing.   
Financial Broadening by Widening the Range of Financial Products to the SSI Sector: 
SSI farmers need a permanent access to financial services to finance investment and 
production cost of SSI systems. Ideally, they would develop durable relationships 
with their financing institution to better manage the heterogeneity of lending needs. 
These requirements must be balanced with the overall objective of institutions to 
operate viably. Client orientation and knowledge of the irrigation sub-sector are pre-
conditions for the successful entry into the market. Although SSI farmers do not 
require a special product range delivery channels and lending methodologies must 
be adopted, especially with regard to collateral requirements and repayment 
schedules.  
A valuable alternative to standard financial products in reaching large numbers of 
smallholders is the introduction of microleasing. Leveraged leasing is especially 
relevant to SSI farmers that market their production on a regular and predictable 
base to capable marketing organizations. Wholesale lending to the private sector and 
community-based financial intermediaries is another option to reach a large number 
of SSI farmers in a cost effective way. Further, risk reducing measures such as 
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tripartite arrangements and / or the use of insurance need to be explored. A value 
chain approach is an important element of the overall strategy, by linking different 
actors at all levels. 
Financial Deepening by Increasing the Outreach of Financial Institutions to SSI 
Farmers: the challenge is to take into account the special characteristics of financing 
SSI development and to attend to a larger number of SSI households without 
impairing the sustainability of rural financial intermediaries. Agricultural potential and 
the resulting economic activities vary significantly among different countries/regions 
in SSA. Rural outreach of financial institutions is highly skewed towards the more 
productive agro-ecological zones. The coverage strongly decreases with the 
economic potential of different zones.  
Agricultural potential, access to water sources, connectivity to road and 
communication infrastructure, and security of tenure are, in addition to an established 
market demand, crucial elements for successful financial intermediation that can be 
found mainly in areas with higher agricultural potential. In such areas, it is 
recommended for increasing the outreach of financial services to concentrate on 
‘upgrading’ or ‘downscaling’ promising institutions but also through ‘greenfielding’ if 
no institutions with potential are present. Instruments will vary according to different 
institutional solutions that can be found in different country contexts. Potential 
partners for SSI farmers are (i) commercial banks with focus on the lower income 
market; (ii) financial cooperatives; (iii) experienced deposit-taking NGO-MFIs; and (iv) 
community-based financial intermediaries. Low potential areas with high poverty 
levels and lack of access to markets and basic infrastructure often face serious 
limitations for effective and sustainable financial service provisions. Approaches to 
alter the situation are strengthening community-based financial intermediaries and 
the linkage approach. 
Communal irrigation schemes continue to be an important instrument for poverty 
reduction, notably in low potential areas with high poverty levels where due to 
physical conditions an existing irrigation potential can economically not be utilized 
through individual farmers. A purely market-driven approach to irrigation development 
in such schemes would politically be hardly enforceable. The initial investment cost 
into communal infrastructure will continue to contain a grant element as long as more 
affordable technical solutions are not available. In cases where a purely commercial 
approach is not feasible and government funds are involved it is important to clearly 
separate the grant element from financing. A possible loan to SSI farmers for the 
share of initial investment must, however, always follow commercial principles and 
the provision of permanent access to financial services for O&M cost as well as for 
farm inputs must be ensured. Therefore, the inclusion of financial sector expertise in 
the design of irrigation projects is required. 
To conclude, the aim should be the availability of a range of viable financial 
institutions that serve SSI farmers with a variety of financial services on a permanent 
base. However, sustainable irrigation development is only possible if farmers see 
economic incentives for intensifying their production. In this context, the Kenya case 
has revealed that the boom in SSI development was mainly underpinned by the 
opportunities of a liberalized horticultural market. SSI development offers a wide 
range of interfaces where the mechanism of public-private-partnerships (PPP) can be 
usefully applied and can contribute to effective produce marketing, to SSI technology 
development and distribution as well as to value chain development. In such a 
conducive environment the sustainable access to financial services will boost the 
abilities of rural smallholders to invest into promising technologies, to increase 
incomes - and overall to escape poverty. 
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1 Introduction 
Approximately 70% of the world’s poor live in rural areas faced with limited 
opportunities outside agriculture. Dependent on rainfed production in an unreliable 
natural environment communities are faced with regular drought and yield losses. 
Agricultural land resource potentials are in many countries already fully utilized.  
Figures (for 1997-99) show that some 200 million people - or 28% of Africa’s 
population - are chronically hungry, compared to 173 million in 1990-92. Whilst the 
proportion of the population affected by hunger is dropping slightly, the absolute 
numbers are rising relentlessly. The underlying cause is the low farm productivity: in 
2001 cereal yield in Africa averaged 1,230 kg/ha compared to 3,090 kg/ha for Asia, 
3,040 kg/ha for Latin America and 5,470 kg/ha for the European Union. The result is 
a growing dependency on food imports. The last years of the 20th century have seen 
a growth in food imports with Africa spending an estimated US$ 18.7 billion in 2000 
alone (110).  
The New Partnership for Africa’s Development (NEPAD) sees support focusing on 
sustainable land management and water utilization through small-scale irrigation 
(SSI) as an important element of a broader development strategy for the continent. 
The provision of access to suitable financial services is identified as one of the main 
drivers to revive the continents rural economies. This analysis is widely shared by the 
international donor community. 
Currently there is still far less than 10% of the continent’s irrigation potential 
developed. Expanding SSI and water harvesting systems could provide a sizeable 
segment of rural farming households with an opportunity to move beyond 
subsistence farming (107). Key to develop a substantial part of these resources for 
SSI is broad access of the population to adequate financial services for investments 
into new SSI technologies.  
The last two decades have seen the development of new SSI technologies and their 
refinement to suit different socio-economic conditions. In several countries the 
utilization of these technologies has provided large numbers of smallholders with the 
opportunity for intensified and expanded agricultural production, resulting in improved 
incomes and household food security.   
Despite this positive development, analytical literature on the use of private sector 
finance for investments in SSI technologies is still very limited. It would suggest that 
the topic of so-called ‘intermediate technologies’ has not been perceived as ‘big 
enough’ to attract the full attention of the major donor organizations. NGOs have 
been and still are in the forefront of SSI technology development and dissemination.  
Ambiguity may also stem from the way the terminology is being used, where SSI 
technology is widely associated with a specific set of devices such as treadle pumps. 
However in the context of this study the term ‘Small-Scale Irrigation’ has been 
applied in a wider context including all irrigation activities that involve ‘small farmers 
who own and manage an individual plot or are part of a community-managed 
scheme’.   
Such an interpretation includes a much wider range of irrigation technologies, and in 
combination with the provision of financial services, opens a new broad field for 
development initiatives. The influx of private capital in an area formerly exclusively 
dominated by government grant funding adds a new dynamic to irrigation 
development. These new approaches should help to overcome the stalemate of the 
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last two decades when international finance for irrigation development dropped 
sharply.  
In order to establish an overview on current efforts and existing strategies on 
financing irrigation development in smallholder environments World Bank has 
commissioned GTZ (Deutsche Gesellschaft für Technische Zusammenarbeit) to 
carry out this study. This investigation on ‘financing small-scale irrigation in Sub-
Saharan Africa (SSA)’ is being implemented in a process consisting of three different 
studies: 

• step 1: initial desk study with literature review and summarization of 
information on the existing situation and experiences in the provision of 
financial services to the small-scale irrigation sector;  

• step 2: conduct of a case study in Kenya (during July / August 2006) to 
compare results from the literature review to actual development trends in the 
field;  

• step 3: summary of results from steps 1 and 2 and preparation of 
concepts and strategies for strengthening financial services for 
promoting SSI through the local private sector in countries of SSA. 

This report represents step 3 and provides a summary of the overall findings.  
The study is part of a broader cooperation between the World Bank and the German 
Federal Ministry for Economic Cooperation and Development (BMZ) aiming at the 
development and dissemination of extension concepts for strengthening the delivery 
of financial services in the water and basic sanitation sectors of countries of SSA. As 
part of this cooperation BMZ has commissioned GTZ to carry out studies with a focus 
on financing drinking water and basic sanitation through the private sector in 
countries of SSA. In this context, a desk study, two country case studies and a 
summarizing concept study will be conducted later in 2006 and in 2007.  
The following are the major issues to be analysed in the overall summary and 
concept study: 

• preparation of a summary / synthesis of key findings, conclusions and 
recommendations of the studies carried out including a summary and 
assessment of already existing experiences in the provision of financial 
services to water user groups and small-scale irrigation farmers. General 
experiences, with relevance for the SSI sector are also to be included in the 
summary; 

• based on major study findings, concepts with key strategies are to be 
prepared for the introduction, strengthening and scaling-up in a financial 
system development approach of financial services in the SSI sector. The 
proposals are to be specifically geared towards the conditions, demand and 
financing needs of water user groups and small-scale farmers in countries of 
SSA;  

• identification of complementary services such as training and other supporting 
measures on the side of the enabling environment in the water and financial 
sectors; 

• preparation of recommendations on the potential roles of national stakeholders 
and donor organizations in development concepts. 
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2 Significant Key Findings and Conclusions from the 

Already Completed Studies with Relevance for the 
Financing of SSI Development in Countries of SSA 

2.1 General Experiences with Relevance for Financing SSI 
The findings from the desk study and the country case study have revealed a number 
of issues that are important to highlight. Although they are not directly related to SSI 
development but rather general experiences of agricultural finance or financial sector 
development they are of high relevance for the findings and conclusions of this study. 

2.1.1 Financing SSI in the Context of Agricultural Finance 
Financing SSI is a sub-set of agricultural finance dedicated to financing mainly 
investments into SSI technologies and farm inputs. In this respect, SSI farmers face 
the same constraints than other farmers when it comes to financial services. General 
lessons of agricultural finance and rural finance do therefore fully apply to the specific 
topic of financing irrigation.  
In consequence, the study follows the principles of the financial systems 
development approach and traces the evolution of ‘best practice’ in the field of rural 
finance. It underlines the importance for the creation of an infrastructure for the 
provision of effective financial intermediation services and the need for creating 
efficient and viable financial institutions. The role of government is to create an 
enabling environment for the promotion of rural financial services, such as the 
provision of public goods, regulation and supervision and support to innovation that 
are likely to enhance outreach to rural entrepreneurs and increase the efficiency of 
financial intermediation. In many countries of SSA donor interventions are required at 
all three levels (micro, meso and macro) in order to enhance the growth of the sector. 
In this context, it should be underlined that efforts to develop SSI should not be 
limited to the question of financing but to the provision of financial services in general, 
including savings and payment services. The international debate has come a long 
way in recognizing the important role of savings in any financing strategy. This is of 
special relevance for SSI farmers who operate in a risk prone environment and for a 
distinct approach in supporting rural financial intermediaries.  

2.1.2 Failure of Directed Credit for Agriculture 
During the three decades prior to the 1990s, supply-led and directed credit 
programmes5 were an important tool to spur agricultural development in many 
countries. It was argued that enhanced access to credit would accelerate technical 
change, stimulate agricultural production and improve rural income. However, this 
approach failed to produce the desired results. In fact, directed agricultural credit 
programmes proved to be subsidy-dependent,  and ineffective in achieving their 
objectives. Instead of building a sustainable financial infrastructure, many of the 
                                            
5 Such government or donor programmes had targeted the agricultural sector and supported loan 
programmes often for specific ‘beneficiaries’ who benefited from ‘soft’ loan conditions, including 
subsidized interest rates and/or high tolerance to loan defaults. The assumptions behind these efforts 
were that (i) farmers face liquidity constraints; (ii) farmers are too poor to save; and that (iii) financial 
institutions are too conservative to lend to the agricultural sector. Directed credit programmes focused 
on overcoming these constraints.  
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directed credit programmes undermined the development of a viable financial market 
with the result that as of today the rural population has even less access to financial 
services than before.  
The lessons from past experience of directed credit are that subsidized interest rates 
and ‘soft loan conditions’ have the opposite effects of those intended and local 
financial markets cannot develop under such distortions. Such conditions have most 
often resulted in (i) low loan collection rates because clients consider cheap loans as 
grants that do not have to be repaid; (ii) limited number of borrowers served  due to 
high default rates with shrinking loan capital; (iii) rationing of loans, which typically 
favours more wealthy and politically connected rent-seekers; (iv) institutional 
corruption and fraud because staff may try to capture the difference in the interest 
rate by eliciting side payments from clients; (v) continued reliance of financial 
institutions on subsidies, because they are unable to reach financial self-sufficiency 
given that their interest rate margin does not cover their administrative and financial 
costs over the long term. 
The flaws of directed credit led to the formation of the financial systems development 
approach which focuses on the primary goals of rural development: increase of 
incomes and poverty reduction. It is based on the assumption that a commercial 
approach is much more likely to reach large numbers of clients on a sustained basis. 
.The present study takes into account these learning’s. In cases where a purely 
commercial approach is not feasible and government funds are involved – especially 
in the installation of community-irrigation schemes – it is important to clearly separate 
the grant element from financing. A possible loan to SSI farmers must still follow 
commercial principles. 

2.1.3 Financing SSI in the Context of Financial Sector Development 
SSI farmers as defined for the purpose of this study, irrigate areas up to five hectares 
but typically less than one hectare. Often, they are relatively resource-poor, rely 
heavily on family labor and are weak in bargaining power. Regarding their poverty 
level, SSI farmers can be situated as follows: 

Figure 1: SSI Farmer’s Level of  Poverty 

      
Source: Adapted from Helms (2006)          

(1) Figure 1 shows only a very small intersection between SSI and farmers with 
subsistence oriented production systems. The agricultural produce market is the key 
driving force and of significant importance for the expansion into private sector 
irrigation development. Many subsistence farmers are located in remote, resource 
poor areas and the lack of market access is the major constraint for investments in 
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SSI development. As the Kenyan case has shown, SSI development takes mainly 
place in higher potential areas with well developed markets.  
(2) Figure 1 also shows quite a large intersection between SSI farmers and typical 
microfinance clients with regard to poverty levels. This may imply that the 
microfinance industry6 is in the position to serve the lower segment of SSI farmers. 
However, it has to be recognized that MFIs do traditionally not focus on rural areas 
and that they have little or no experience with agricultural lending. Unfortunately, 
agricultural lending is still perceived as the most risky business and associated with 
high transaction costs. Products and methodologies do most often not correspond to 
the specific requirements of SSI farmers. For example, typical microfinance loans are 
characterized by weekly or regular repayment schedules, are mainly short term and 
focus on micro and small enterprises (MSE) that have a fast turn-over of funds. On 
the other side, useful practices that can be also applied for SSI farmers are (i) the 
graduation approach; (ii) collateral substitutes such as group lending; (iii) 
supplementary collateral such as blocked savings.  
It can be concluded that MFIs can be an interesting partner for SSI farmers in many 
respects. The driving force for the microfinance industry to enter into SSI business is 
competition. If new market segments need to be developed SSI farmers can be an 
interesting choice.  
The focus for improving the access to financial services to SSI farmers should be on 
institutions that are able to provide at least savings and credit services (versus credit-
only MFIs that have serious limitations). The most appropriate institutional form 
appears to be commercial banks focussing on the lower income market because first, 
they offer a full range of banking services to their clientele, second, they are 
regulated and supervised by Central Bank; third, they have the largest outreach; and 
forth, they have most probably the necessary institutional strength and financial 
resources for expansion into agricultural lending. Finally, these institutions are in the 
position to retain customers with growing business. Accepted approaches for 
fostering such developments are ‘green fielding’ or ‘upgrading’. Prominent examples 
are Pro-Credit Bank in the Balkans and K-Rep Bank in Kenya.  
 (3) Figure 1 shows also that the upper segments of SSI farmers are not necessarily 
covered by the microfinance industry. However, with the existence of promising 
institutions that enter into commercial banking it is expected that also the upper SSI 
segment can be tapped. Not only because such institutions want to retain their best 
clients but also because expansion into the upper client segment is a useful strategy 
for diversification and therefore to spread risks.  
Larger and highly commercialised operating SSI farmers will most probably approach 
other institutions of the rural financial market such as commercial or cooperative 
banks. These institutions face other problems including: (i) products and 
methodologies are often very inflexible; (ii) other than traditional collaterals (usually 
land titles) are rarely accepted; and (iii) client-orientation and customer-friendly 
procedures are rather an exception. However, ‘downgrading’ of these banks has 
resulted in better client-orientation and is an accepted approach for increasing the 
outreach of financial institutions to the lower client segment. 

                                            
6 Included are all financial institutions that focus on the lower income market such as commercial 
banks, financial cooperatives, NGO-MFIs and community based financial organisations (CBFO). 
 

5 



In conclusion, a clear attribution of SSI farmers to the microfinance industry does not 
sufficiently take into account different development scenarios in the financial and 
non-financial sector of different countries. In the absence of viable financial 
intermediaries SSI farmers may rely entirely on non-financial service providers such 
as suppliers, traders and processors; in the absence of viable institutions focussing 
on the lower income market (financial cooperatives, banks, NGOs or community- 
based financial organisations) smallholders may rely on the formal banking sector. 
Therefore, the focus is on commercially viable institutions that reach large numbers 
of clients on a sustained base. Depending on the institutional variety in the respective 
countries SSI farmers will select institutions that meet soonest their financial 
requirements.  
 

2.2 Key Findings of the Desk Study 

2.2.1 General Remarks 
The literature review has only partly provided the desired results. The experiences 
reflected in the literature mirror the intervention approaches for irrigation development 
from a technical point of view. The prominent statement is that the availability of 
finance is the main bottleneck for the development of SSI because farmers are 
resource poor and have not the necessary financial capacity for investments into SSI 
technologies. A more detailed demand analysis for financial services is rarely 
provided, given the wide range of technical solutions and different development 
scenarios in view of economic and geographical potentials.  
On the other side, literature regarding agricultural finance underlines the sector 
principles and advocates a commercial approach. The challenge for agricultural 
finance in agricultural development lies in the support for solving the real sector 
challenge by creating rural financial markets that provide the economic actors with 
sustainable financial services. References to irrigation are rarely provided.  
Hence, literature covers both topics comprehensively in isolation, but does in most 
cases not link the two areas. There are references about the importance of better 
integrating those areas in general but the lack of detailed analysis of existing 
practices and experiences suggest that the topic has not been given the attention it 
deserves. 
The authors depended entirely on literature available through the internet, but had no 
access to evaluation reports of irrigation projects and related access to lesson’s 
learned.  

2.2.2 Irrigation Development 
There is agreement in the literature about the crucial relevance of irrigation 
development in achieving some of the Millennium Development Goals (MDG) 
especially with regard to direct effects on food security, improved incomes with 
contributions to poverty alleviation. Land resource potentials are already limited and 
yield levels in Africa trail the rest of the world by a significant margin. Irrigation 
compensates for irregular rainfall, which plagues yield levels in most SSA regions. 
According to estimates more than 90% of Africa’s irrigation potential remains unused 
so far.      
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The reviewed literature is largely dominated by appropriate irrigation design and 
review of development concepts. This dialogue is based on the experiences of 
practitioners from developing countries and major donor organizations. Researchers 
and practitioners are united in their analysis of the ‘mega-scheme’ era. The limited 
success of these large-scale projects was responsible for the review in strategy and 
has resulted in a sharp decline in the allocation of financial resources, thus halting 
the pace of expansion of large perimeter developments.  
Mainstream thinking mirrored in the literature is strong on policy and conceptual 
aspects and their operationalization in an institutional environment. It deals, however, 
only briefly with the translation of the proposed concepts and strategies into designs 
and the role and suitability of different technologies. Questions as to which potential 
requires which design or irrigation technology remain largely unanswered.  
The literature identifies the role of the market as a crucial factor in guiding 
investments in the agriculture sector in general. Venturing into some of the irrigation 
technologies represents major investments for small farmers. A realistic market 
analysis is therefore suggested before investments are undertaken. It is the local 
dynamic in a country that will guide investment decisions. 
SSI technology development and dissemination are still very much spearheaded by 
non-governmental organizations (NGO). The international literature acknowledges 
the existence of these low-cost devices, but their potential in irrigation development 
remains so far undervalued on policy and strategy level. SSI technologies such as 
treadle pumps and small motor pumps are designed to economically empower 
individuals specifically and to utilize specific small water resources (e.g. small wells, 
tube-wells, dambos) which would not be developed otherwise.  
It was the prevailing conditions in large parts of the Indian subcontinent (high 
groundwater tables, small farm environment, suitable topography, etc.) that led to the 
development of the treadle pumps and their fast adoption in the region. The 
development of drip irrigation technology designed for  larger commercialized farmers 
has found its technical adaptation to small rural and peri-urban households in 
connection with bucket and drum technologies.  
The broad-scaled adoption of these technologies in many African countries is 
however hampered by several factors. These include especially: 

• lack of access to appropriate financial services by individual agricultural 
entrepreneurs (especially savings as well as seasonal and term finance);  

• availability of SSI technology in a country / region. In many countries in SSA SSI 
technologies and related equipment must still be imported. This increases costs 
considerably, especially when import duties are charged as well; 

• lack of market opportunities to sell produce. 

2.2.3 Financing Small-Scale Irrigation Development 
The effective provision and outreach of financial services to the economy and the 
population in countries of SSA is inadequate and generally lagging strongly behind 
most parts of the world. Less than 10% of the population has access to financial 
services. In rural areas the situation is even worse.  
The financial systems development approach is largely accepted by the international 
community which is reflected in most of the literature reviewed. However, the switch 
from directed credit to financial market development is often only partial. In many 
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countries of SSA, directed credit and subsidized schemes do still exist and hamper 
the development of rural financial markets. In this respect, literature on financial 
sector development is far ahead of the realities in the field, especially regarding 
interdisciplinary concepts that involve agriculture. The difficulty is clearly to close the 
large gap between development perceptions and successful implementation of 
concepts.  
The availability of low-cost irrigation technologies and related equipment has started 
to unlock large human and natural resources through individually owned and 
operated SSI systems. The available literature suggests that operators realize 
attractive returns on their investments from such systems. The overall importance of 
SSI technologies, remains, however, generally underestimated or not sufficiently 
highlighted. On the other hand, a critical debate on the shortcomings of heavily 
subsidized, supply-driven, ‘one size fits all’ irrigation development programs is only 
slowly taking place. It would be very helpful if past experiences are analyzed and 
important lessons would be drawn.  
The development of SSI technologies has a significant impact on the demand of 
financing because it shifts the focus from supply-driven approaches to demand-
driven private sector initiatives that need not only financing but a whole range of 
financial services on a permanent base. This shift has not sufficiently being 
considered in literature because the importance of new SSI technologies has only 
recently been acknowledged and a financial systems development ‘lens’ has not yet 
been integrated into SSI development concepts.  
Literature identifies the quasi non-availability of finance to the agricultural sector as 
the major bottleneck for the development of SSI. Without question, it has to be 
recognized that there is a supply – demand gap for financing SSI, especially when it 
comes to term-finance7. Further, in a market-driven environment not only financial 
services are a bottleneck for the development of SSI, but also all issues that are 
related to the marketing of agricultural production. 
In fact, the commitment to commercial approaches and the introduction of low-cost 
irrigation technologies would reduce - as compared to the standard situation in the 
past8 - the demand for financing immensely. On the demand-side, it has to be 
distinguished between the demand for irrigation equipment and facilities and the 
respective demand for financing. If funding is provided SSI farmers are likely to 
demand large, expensive irrigation schemes; but farmers do not demand financing in 
form of a loan because they are risk averse9. Private investments must be affordable 
and an established market demand is a pre-condition for sound investment decisions. 
The recognition that the presence of subsidies in the sector has created a hyper-
demand for more expensive technical solutions that is in contrast to economically 
sound and feasible investment decisions of individual SSI farmers is not sufficiently 
analyzed in literature and leads to the incomplete assumption that only the absence 
of financing hampers SSI development.  

                                            
7 See chapter 3.2 and desk study (chapter 5.4) where worldwide experiences of financing medium 
term investments are analyzed. Noteworthy is that these experiences are not specifically geared 
towards financing irrigation.  
8 This refers to more expensive larger community irrigation schemes based on imported equipment. 
9 Poor farmers are risk averse and don't like to break from tradition when they are confronted by 
uncertainty. In other words, with their limited ability to absorb risks (mainly related to price and yield of 
crops produced), poor and low-income farmers opt for low-risk / low yield patterns of production. 
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In a risk prone environment a much larger emphasis must be given to the self-
financing capacity of SSI farmers and therefore to the crucial importance of deposit 
facilities. Encouragement of savings and building-up financial reserves of SSI farmers 
will strengthen their financial management capacities and their ability to access 
financing.  
Low-cost solutions do not work in all circumstances. In a purely market-driven 
approach, irrigation schemes that involve more capital-intensive investment cost for 
infrastructure (headwork, major distribution network) would likely to be discontinued. 
The question to be resolved is therefore if such systems targeting SSI farmers who 
are due to their geographical location excluded from access to water should generally 
disappear or if the infrastructure measure should still be provided with the full or 
partial support of subsidies by donors or governments. Literature does not treat these 
essential questions in detail. Common practice shows that the promotion of grant 
supported irrigation schemes is still a very accepted development approach to 
irrigation development that will not disappear in the near future. The challenge is to 
critically deal with the subject and to find consensus on a design that will not 
undermine current development trends and that is in line with the financial systems 
development approach.  

2.3 Key Findings of the Case Study – Kenya  

2.3.1 General Remarks 
The country can look back on an impressive record with regard to SSI development 
and the production and dissemination of low-cost irrigation technologies. Kenya 
therefore provides a perfect example for the case study. Important lessons can be 
drawn in translating the situation to less advanced countries. 
The financial sector in Kenya exhibits greater financial depth and more institutional 
variety than most other SSA countries. The financial services industry focusing on the 
lower income market has achieved considerable growth rates. A number of dynamic 
institutions are committed to ‘best practices’ and even rural outreach has been 
improved in recent years. The emergence of commercial banks focusing on the lower 
income market and other financial intermediaries such as Savings and Credit 
Cooperative Societies (SACCO) or community-based financial organizations (CBFO) 
has led to increased competition in the market and to a moderately better service for 
the rural population in terms of accessibility and availability of rural financial services. 
Rural outreach remains, however, highly skewed towards the more productive agro-
ecological zones. The coverage decreases with the descending economic potential 
of different regions. 
The impetus for the success of the current expansion in irrigation development in 
Kenya originates from the national and international horticultural produce market. The 
most important driving force of the massive development in the SSI sector has been 
the fast expanding export market. The dynamic growth in Kenya’s irrigation 
development stems from the close interaction of the agro-processing and exporting 
sector with small-scale horticultural producers. This ‘pull effect’ of the market has 
been able to mobilize private capital and is purely market-driven. SSI systems 
meanwhile account for an impressive percentage of the country’s irrigation area. The 
adoption of SSI technologies is based on individual entrepreneurship seeing the 
activity as an opportunity for economic advancement and finding the resources to act 
on it. 
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2.3.2 Irrigation Development in Kenya 

2.3.2.1 Relevant Policy Framework 
The country’s development vision is articulated in several central policies and 
strategies, all underlining the importance of agriculture in general and irrigation in 
particular for the national economy. A special irrigation policy exists only in a draft 
format. An important milestone for the improvement of the legal and regulatory 
framework conditions in the financial sector is the ‘Savings and Credit Co-operative 
Societies Bill’ (SACCO Bill) which is now being considered by Parliament as well as 
the ‘Deposit-Taking Microfinance Bill’ that is expected to be passed by Parliament 
soon.  
The country looks back on a long history in smallholder irrigation development. The 
government in its efforts to address landlessness and poverty saw irrigation 
development as an effective measure to support the rural poor. Large perimeters and 
community schemes designed as settlement projects were to address these 
challenges. All developments were based on social objectives and therefore entirely 
financed by grants. Institutionally the implementation units for the two different 
approaches were separated. There was no uniform policy guiding development and 
operation of these projects.   
After critical reviews especially also of the public irrigation sector the Government of 
Kenya (GOK) in the early 1990s reduced its budget for irrigation and on the side of 
large settlement schemes no further perimeters were supported. On the side of 
community managed irrigation schemes the 100% financing policy by the state had 
turned out not to be sustainable also in view of the high costs for the government. It 
had especially also negative effects on the development of ownership by farmers and 
resulted often in weak Water Users Associations (WUA) with unsatisfactory 
performances in scheme management and operations as well as on-farm level. The 
new policy aimed at full cost recovery for irrigation development on titled smallholder 
land. However, even the economic incentives from a deregulated and fast expanding 
horticultural market could not overcome the communities’ scare of the huge initial 
investments in such schemes. As a result no community scheme development took 
place for nearly a decade under the new policy.  
In the late 1990s the government adopted a new approach with an adapted financing 
mechanism of the overall scheme development cost based on a loan to grant ratio of 
20% to 80% in gravity-fed sprinkler irrigation systems installed on 0.2 ha irrigation 
area on the farm of each participating farmer. Encouraged by the response the 
government has of late introduced a 50 : 50 grant to loan ratio, but providing water 
for an irrigation area of 0.4 ha per farm. These policy developments represent a 
landmark and also attracted private sector capital to finance irrigation infrastructure. 

2.3.2.2 Existing Irrigation Potential and Current Development Trends  
Kenya has so far developed about 106,000 ha (1985 = 52,000 ha) for irrigation out of 
its total estimated potential of 539,000 ha. It is crudely estimated that about 15% of 
this resource lies within areas of high agricultural potential, 50% in the areas with a 
lower potential, and the remaining 35% in the Arid and Semi Arid Lands (ASAL) 
region of the country. 
The fast growth in Kenya’s irrigated area stems from the close interaction of the agro-
processing and horticultural export industry with commercial and smallholder farmers, 
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who account for 48,000 and 50,000 ha of irrigated land respectively. About one third 
of the smallholder irrigation area has been developed using individual SSI systems, 
the other two thirds represent community-managed schemes. 
Specifically commercial and individual smallholders invested in a variety of 
technologies suitable to their respective farming situations. The bulk of this 
development took place in the high potential areas. Major enhancing factors include: 

• socio-economic parameters: (i) farmers hold titles to their land, (ii) have already a 
commercial orientation through the cultivation of cash crops (anchor crops) such 
as coffee and tea and (iii) are members of respective marketing cooperatives 
providing access to credit;  

• natural conditions: the areas have high agricultural development potential with (i) 
relatively good rainfall conditions; (ii) many perennial streams providing a large 
number of farmers with direct access to water; (iii) fertile soils;  

• communication and marketing infrastructure: (i) the areas are densely populated 
and therefore there is an easy access to market centers; (ii) good road and 
communication infrastructure with traders able to buy produce at or near farm 
gate; (iii) good access to a major consumer market (up to four hours drive to the 
market of the capital) as well as to an international airport; (iv) contract farming 
arrangements provide producers with a secure market.  

It is a strength of SSI technologies that they can use small water and land resources 
that would otherwise not be utilized. Even for the design of community schemes the 
government has adopted smaller design units.  
Environmental aspects: currently Kenya has developed about 20% of its identified 
irrigation potential. There are already signs that the abstraction capacity of several 
major catchments is being exceeded upstream, threatening not only irrigation water 
use but even domestic water supplies downstream. In several regions in the high 
potential areas the Ministry of Water and Irrigation has halted issuing new water 
permits to community schemes and individual SSI farmers alike. Along some streams 
water rationing has already been introduced where farmers and schemes are only 
allowed to irrigate on special days. In order to utilize the irrigable land potential the 
country needs massive efforts to increase its dam capacity. 

2.3.2.3 Adoption of Relevant SSI Technologies in Kenya 
The fast expansion in the use of low and medium-cost irrigation technologies went 
largely uncoordinated and technically and financially unassisted by the public sector. 
The development was purely driven by market forces with a high concentration in the 
high potential areas where a combination of favorable framework conditions exist 
(see chapter 2.3.2.2). Depending on the size of their land and the physical conditions 
on the farm (water source, topography) individual farmers invest in a range of 
technologies to irrigate their land: 
Low-cost technologies such as rope-and-washer pumps and especially different 
types of treadle pressure pumps account meanwhile for more than 13,000 ha of 
irrigated land benefiting about 35,000 rural households. To put this into context, the 
large public schemes operated under the National Irrigation Board developed over 
several decades cover only 12,000 ha benefiting about 5,800 settler families. In 
addition small systems such as bucket and drum drip irrigation systems have been 
sold by the Kenya Agriculture Research Institute (KARI) to about 17,000 households. 
Though the number of reached households looks impressive, these units may 
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altogether irrigate only about 180 ha due to the relatively small areas being irrigated 
per unit.  
For medium-cost technologies such as motorized pumps purchased by smallholders 
no detailed information is available. It is nevertheless estimated by the Ministry of 
Agriculture that also the use of this system perceived by smallholders often as an 
upgrade of the labor intensive treadle pumping systems is with the availability of 
lower-cost motorized pumping units strongly on the increase in more commercial 
oriented farms. 
Community irrigation schemes cover about 37,000 ha and are mostly based on 
gravity-fed water supply systems which are in smallholder schemes due to frequent 
mechanical problems with engines and pumps and difficulties in maintenance and 
repairs in many circumstances the preferred option. The smallholder schemes are 
owned, operated and managed by the farmers’ through their respective WUAs. They 
are being developed in different land tenure systems. In most cases the development 
takes place on private land where farmers hold individual titles to the land. The size 
of the schemes varies in terms of irrigated area from 20 to 200 ha and the irrigated 
area developed per farmer is often ranging between 0.2 ha and 0.4 ha. To fit the 
prevailing physical and socio-economic conditions on-farm water distribution is either 
by sprinkler or by furrow irrigation. The design for example of a gravity-fed sprinkler 
irrigation scheme includes bulk infrastructure such as intake weir, sediment settling 
tanks, main supply pipelines, and pressure control devices. Installations on farm level 
include a farm hydrant and movable equipment such as piping and sprinklers. This 
scheme type is more costly because the infrastructure layout for a 40 - 100 ha 
irrigation area may be embedded into a farming area of 200 - 500 ha of land with 
each of the 100 - 300 farmers receiving water for a plot of 0.2 - 0.4 ha. Such 
schemes incur high initial investment costs of between US$ 4,000 to 5,500 per ha 
irrigated area. Though, technologically in a different category, by their ‘modus 
operandi’, farmers in such schemes are individual and independent operators. They 
face the same challenges regarding access to finance as users of other SSI 
technologies do.   
The development potential for the different SSI systems is strongly linked to the 
different land potentials and availability of water resources: 
Bucket and drum drip irrigation kits can fit many rural and peri-urban household 
settings throughout the country, provided there are water sources available to 
recharge the respective containers. Drum systems (containing 80 to 500 liter of 
water) are therefore more limited in their use than buckets (10 liter). 
Rope-and-washer pumps and the various treadle pumps depend on a water source 
on the farm and have specific requirements for the topography on the farm. These 
conditions prevail mostly in the high potential area where numerous little streams 
converge into the major rivers. There groundwater tables are often within reach and 
can be accessed by digging wells. In the areas with a lower agricultural potential 
there are fewer but larger streams providing only a small number of farmers with 
direct access to a water source. In addition suitable arable land is scarcer and 
therefore the opportunities for the use of manually operated pumps are more limited.  
The treadle pump distributor Kickstart estimates that the technology could 
nevertheless be applicable to over 350,000 households in Kenya.  
Small motorized pumps are being used across the different land potentials, but they 
also depend on a water source on or close to the farm.  
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Community managed irrigation schemes account for most of government supported 
irrigation development. Such schemes will continue to play an important role as an 
instrument of assistance for impoverished communities with no direct access to water 
nearby. Designs vary considerably depending on the topographic conditions and the 
water source. Future developments require owner operated irrigation farmers 
participating in such schemes to co-finance scheme development cost. The 
communal schemes in ASAL regions are in most cases operated by tenants. In these 
cases the government as the owner of the land is expected to continue to provide 
100% of the investment costs.  

2.3.3 Financing Small-Scale Irrigation Development 
2.3.3.1 Financial Requirements of SSI Farmers 
The SSI development potential depends largely on the natural and economic 
conditions with high potential areas having a relatively high degree of economic 
potential and development options also for SSI farmers. Low potential areas are 
limited through their restricted economic potential and unfavorable natural conditions 
also in SSI development. The same applies for the access to financial services: while 
in the high potential areas the access to financial services is meanwhile often 
improving, the low potential areas suffer from lack of institutions and private sector 
players that can provide financial services in a sustainable way. 
Low-cost irrigation technologies have the advantage in comparison to irrigation 
schemes that farmers can start with affordable small SSI systems requiring small 
investments which can later be upgraded stepwise with increasing technical know-
how and access to markets. 
SSI development and expansion does not depend on special financial products for 
the dissemination of the technology. Irrigated agriculture is basically an 
entrepreneurial activity that requires the facilities and products the rural financial 
market is supposed to provide on a sustainable base:  

• secure savings facilities: savings are an integral part of financing mechanisms. 
Not only for seasonal input loans but also for short- and medium term investments 
a substantial amount of own resources is required; 

• short term working capital loans: seasonal or working capital loans may be 
required by SSI farmers more than once a year, depending on the cropping 
pattern. Timely availability and flexible financing mechanism are essential; 

• short term investment loans: short term investment loans are required for 
investing into low-cost irrigation technologies (technology level 1), but also into 
more advanced technologies (technology level 2); 

• medium term investment loans / leasing: medium term investment loans are 
required for investments into more advanced technologies (technology level 2) as 
well as in communal schemes with co-financing arrangements for the share of 
farmers in the scheme investment cost. Leasing is another valuable option for 
financing more expensive equipment.  

In summary, SSI farmers do need a whole range of financial services, especially a 
combination of savings and financing not only on a timely but also on a permanent 
basis. They need institutions that have enough capacity and flexibility to adopt terms 
and conditions as well as lending methodologies of existing and innovative products 
to the specific needs of agricultural production.  
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2.3.3.2 Financing Mechanisms that Work 
According to several studies the agricultural credit market in Kenya is at present 
dominated by commodity based credit providers (CBCP) such as exporters, input 
suppliers and marketing cooperative societies, especially for tea, sugarcane and 
French beans, whose provision of credit for farm inputs represents almost two thirds 
of agricultural credit provided in the country. Therefore, the main share of agricultural 
credit is at present provided by private sector players who are involved in the value 
chain. Other financial intermediaries play only a secondary role at present. 
The product range offered to the rural population through financial intermediaries for 
agricultural production is at present rather narrow and limited mainly to short term 
financing and simple savings accounts. Although medium term loans are offered by a 
number of institutions, their share in agricultural lending is minimal at present10.  
Nevertheless, the country has seen a dynamic growth of SSI development. This has 
taken place mainly in the high potential areas with its relatively good infrastructure 
and stems from the close interaction of the agro-processing and exporting sector with 
small-scale horticultural producers. In these areas anchor crops like tea and coffee 
are produced and many SSI farmers have the financial capacity and technical know-
how to invest into new technologies and to expand their production through irrigation. 
In the absence of term finance, SSI farmers in these regions are likely to be able to 
finance the equipment with short term loans in combination with own resources. This 
is not an optimal solution and it is assumed that a multiple of investments could take 
place if medium term finance is available. In medium potential areas, observations in 
the field revealed a low use of low-cost irrigation equipment. The main reason 
appears to be lack of financial resources as well as lack of access to financial 
services but at the same time an unreliable horticultural produce market. 
The range of financing provided by CBCPs is very narrow and limited to seasonal 
credit and short term advances. These arrangements are not designed for term-
investments in equipment or facilities to expand or start new operations. But given 
their large volume and success some lessons could be drawn: 

• the arrangements work because there is a clear link to the marketing of 
agricultural produce; 

• both parties profit from the arrangement: SSI farmers are able to finance their 
agricultural inputs timely and have already an established market demand and 
the buyer can count on the quality and quantity produced (win-win situation). 

Savings and Credit Cooperative Societies are the second important provider of 
financial services to the agricultural sector. Access to loans is restricted to clients with 
multiple number of savings, typically three times. The loan term is negotiable but 
exceeds rarely 12 months. The outcome is often significant credit rationing and terms 
that do not fully correspond to members financial requirements. Nevertheless, the 
SACCOs are very accepted from the population and have a significant rural outreach. 
Examples from commercial banks focusing on the lower income market in financing 
agricultural activities are available on a limited scale only. These examples, however, 
show that customized financial services from the mainstream financial service 
providers are in principle available for agricultural production purposes and therefore 
also for SSI farmers. Loan contracts are either secured by agribusiness contracts or 
through solidarity group mechanisms.  
                                            
10 The issue of financing medium term investments is further elaborated in chapter 3.2 and 4.3.2.4 (2) 
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Without question, outreach and financial depth need to be improved but the following 
lessons can be drawn: irrigation does not require a special product range but 
flexibility within the product range and adopted methodologies. Farmer’s 
entrepreneurial activities are diversified and different activities can be hardly 
separated from each other. What is important on access to financial services for SSI 
farmers is: 

• timely availability, fast processing and customer-friendly procedures; 

• flexibility within the product range, especially regarding repayment modes and 
collateral requirement; 

• the combination of loan products and savings; 

• proximity of financial institutions or delivery mechanisms that allow easy 
access to financial services.  

In Kenya SSI development has taken place mainly in the high potential areas. This 
underlines the assumption that increased investment takes place when financial 
capacity and technical know-how has reached a certain level. Further, established 
marketing channels and good infrastructure are important factors for the successful 
expansion into SSI development. A close interaction with CBCPs is desirable, where 
ever possible. 

2.3.4 Proposed Approach 
The variety of financial services that SSI farmers demand can be met by institutions 
that (i) operate in rural areas, (ii) offer a whole range of financial services, notably 
deposits and financing but also other financial services, and (iii) are committed to 
serve the low-income, economically active population on a large scale. In Kenya, the 
financial service industry, notably the commercial banks focusing on the lower 
income market, the SACCOs as well as those institutions that will be registered under 
the future ‘Deposit-Taking Microfinance Bill’ are best suited to provide such a range 
of financial services on a sustainable base to SSI farmers.  
Competition in the Kenyan financial market had already positive effects that are 
important for the expansion into agricultural lending such as: 

• increased efficiency; 
• decreasing interest rates; 
• new delivery methods such as joint liability groups; 
• new delivery channels such as mobile banking units, phone banking. 

Further, the emergence and success of low-cost irrigation technologies provides a 
sound base entering into SSI financing. Cost and risks of on-farm investments are 
substantially reduced.  
The financial sector in Kenya has its own dynamics. What is important at this stage is 
not to disturb positive developments and to apply a market-driven approach. Directed 
credit and subsidized interest rates should be phased out where they still exist. 
‘Burning’ issues such as the improvement of the regulatory and legal framework 
conditions of the SACCO sector and the enactment of the Microfinance Bill should be 
solved.  
The rural financial market will not work in isolation. Traders, processors, input 
suppliers and exporters, insurance companies play a critical role for inter-linking 
arrangements to reduce the risk associated with agricultural lending. Chapter 2.3.3.2 
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has already outlined the opportunities of interlinked credit arrangements. The 
potential of enhancing public-private partnerships by creating commercially viable 
business for both parties (win-win situation) is immense11. PPP interventions are 
particularly useful in supporting the establishment of new commercial ventures e.g. 
agro-processing in the medium and low potential area, technology development, etc. 
Limitations of the financial sector and risks to provide financing to the SSI sector 
include: 

• serving low potential areas without markets, economic potential and high 
poverty levels; 

• financing of the development cost of community irrigation schemes exceeds 
the financial capabilities and ability of most smallholders and requires support 
by government. For the financing share of farmers the availability of medium 
term loans must be negotiated with financial institutions which relies on 
guarantees or credit lines provided by donors or government;   

• political interference especially in view of subsidized interest rates, directed 
credit, ‘mass forgiveness’ and subsidies.  

                                            
11 See also chapter 4.6. 
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3 Major Conclusions and Assessment of the Relevance of 
the Findings under Consideration of Already Existing 
Experiences 
 

3.1 Synthesis 
Based on the literature and the in depth analysis of the country specific situation in 
Kenya in this chapter major conclusions are synthesised taking into account the 
already existing experiences for the situation of financing SSI in SSA.  

3.1.1 Irrigation Development 
SSI technologies deserve a lot more attention in the international discussion. Their 
scope and potential for impact makes them an important factor in the design and 
implementation of a country’s irrigation strategy and can contribute substantially to 
the growth of the agricultural sector directly, but also give important incentives to the 
agro-processing industry. Kenya is an excellent example of this, where private sector 
capital was used to develop a large segment of the country’s irrigation potential. 
Based on the results of the literature review and the insights gained in the Kenya 
case study several points become apparent regarding irrigation development: 

• project type: in implementation practice donors and implementing governments 
alike, concentrate their irrigation development efforts to a large extent on 
community-managed irrigation schemes and the respective support mechanisms 
for them;   

• private sector: though the role and the importance of the private sector are 
reflected upon positively in many studies, there are rarely strategies discussed on 
how to co-opt the sector into a planning and implementation framework; 

• policy aspects: irrigation is still treated as an isolated technical development 
program. The fact that substantial irrigation development in a region changes the 
economic development much beyond the boundaries of the irrigated plots is not 
being adequately considered; 

• role of the market: there is general consensus that the agricultural produce market 
is the most effective driver for success in irrigation development. Market 
opportunities attract the private sector all along the value chain and also into 
financing of irrigation equipment and infrastructure. However the utilization of 
such opportunities must be embedded in the respective policies and 
implementation strategies that enhance rather than hamper the efforts of the 
private sector. 

The Kenya case is a very good example of the impacts of the market on irrigation 
development. The tremendous expansion of private irrigation, commercial and 
smallholders farmers alike, is basically the result of a dynamic market that involves all 
players of the value chain. Based on a deregulated horticultural market, 
entrepreneurial acumen expanded on the opportunities of the international and 
national markets resulting in a broad-based development, funded entirely by private 
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capital. Most of this development is confined to the regions where the most favorable 
conditions prevail.   
Considering the involvement and performance of the private sector in translating 
market opportunities into implementation strategies Kenya is far ahead of the 
theoretical concepts reflected in the literature. It is particularly through the use of 
individually owned SSI technology that these agricultural entrepreneurs become 
important players in the value chain. The immense potential in private sector SSI 
development can significantly contribute to reduce poverty of the rural population and 
to boost agricultural sector growth. Not only that many households can be reached 
with this approach it will also limit the use of scarce government resources to areas 
that need further support. 

3.1.2 SSI Technologies and Respective Financial Requirements 
The development and availability of SSI technologies has opened a new era of 
irrigation development that is able with a significant outreach to contribute to poverty 
reduction. The focus on market-driven SSI development has significant impact on 
questions of financing of SSI.  
In Table 2 SSI systems with their different investment requirements have been 
categorized into three technology levels: low-cost technologies, medium cost 
technologies and communal irrigation schemes which have relatively high investment 
costs.  
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Table 1: Financial Service Requirements for Different SSI Technology Levels 
Technology 
level 

Level 1 Level 2 Level 3 

Classification LOW-COST MEDIUM-COST SCHEMES 
Example Bucket kit, drum kit, rope-

and-washer-pump, 
different types of treadle 
pumps, hip pump 

Motorized pump unit (4 hp) Gravity-fed sprinkler irri-
gation scheme for 200 
farmers with 80 ha 
irrigation area 

Investment 
cost/unit 
(typical 
examples) 

bucket kit (for about 50 m² 
irrigation area) 
US$15;drum kit (500 m²) 
US$ 110; treadle pumps 
(4000 to 6000 m²)  US$ 
112 to 185; rope-and-
washer-pump (2000 m²) 
US$ 40; hip pump (2000 
m²) US$ 73 

US$ 550 to 800 for a unit 
irrigating 1 ha 

Scheme development 
cost per 0.4 ha irrigated 
area/farmer = US$ 1,665 
(in-field equipment cost = 
US$ 330) or >US$ 4,100 
per ha; total investment 
cost of the scheme = 
US$ 0.34 million; under 
50:50 cost sharing 
arrangements the farmer 
is required to finance 
US$ 833  

Description Low-cost irrigation 
technologies allow SSI 
farmers with a relatively 
modest investment to irrigate 
areas between 50 m² (bucket 
kit) to 0.6 ha (pressure treadle 
pump) and hence to increase 
production and incomes and 
become less vulnerable to 
weather conditions. Such 
investments are often the first 
attempt to change traditional 
production systems and 
provide an ideal ground for 
knowledge generation and 
building-up of experiences. 
Low-cost SSI systems are 
private investments of 
individual farm households. 

Medium-cost SSI systems 
require higher investments and 
allow SSI farmers to develop the 
area on a larger scale and to 
increase production and 
incomes more substantially. The 
technology requires not only 
technical know-how to operate 
and maintain the equipment but 
also the use of advanced 
production technologies. To a 
considerable extent, such 
technologies are used by 
expanding SSI micro-
entrepreneurs operating under 
commercial conditions. 

High cost irrigation 
technologies depend on the 
establishment of capital 
intensive scheme infrastruc-
ture.  They are constructed 
for a number of farm 
households often ranging 
between 150 to 250 farmers 
who are organized into 
WUAs to manage, operate 
and maintain the system. 
While the access to water is 
a joint initiative, production 
on individual farm plots is 
an individual entrepreneu-
rial activity, just the same 
as for technology levels 1 
and 2. 

Financial 
service 
requirements 

(1)Savings; 

(2) Short term working 
capital; 

(3) Short term investment 
loans. 

(1) Savings; 

(2) Short term working 
capital; 

(3) Short term investment 
loans or medium term 
investment loans or 
leasing. 

(1) Savings; 

(2) Short term working 
capital loans;  

(3) Medium term loans 
for the farmers’ 
contribution to scheme 
development costs  

(4) Government grant 
finance for the scheme 
development cost not 
covered by farmers 

Source: own compilation.  

The adoption of technology level one and two are market-driven and therefore not 
only a function of natural potentials but basically a function of entrepreneurial 
initiative and market demand. Irrigation technology is not generating cash income for 
smallholders unless there are market opportunities to exploit. Therefore, the market 
driven expansion of SSI technologies has and will primarily occur in areas of the high 
and medium potential zones where SSI farmers can market their produce in a 
profitable way. The adoption of technology level three is dependent on substantial 
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government or donor grant finance and is often based on socio-political 
considerations. 
SSI farmers do need a full range of financial services, not only one-time but on a 
permanent base. While the demand for savings and working capital loans occurs 
continuously during the year, investment loans are needed at the time of the 
installation of the SSI system. Short term or medium term investment loans are 
adequate to satisfy the financial requirements associated with the establishment of 
SSI technologies. Long term loans with maturities of more than five years are not 
required. SSI farmers may also need financial services for their off-farm activities and 
/ or consumption.  
At present, the demand for secure deposit facilities is rarely met. A large percentage 
of the savings potential is not yet tapped by the financial markets. At the same time, 
the market is at present not able to provide a significant share of medium term 
finance for agricultural purposes. Seasonal loans are often provided by CBCPs, 
traders or the informal sector.  
To conclude, the access of SSI farmers to financial services is not yet satisfactory 
and farmers are often confronted with a very fragmented service. SSI farmers need 
institutions that are in reach and that offer the full range of financial services notably 
credit and savings but also money transfer and insurance to fully exploit their 
potential. Ideally, they receive such services from one institution in order to avoid 
inefficiencies on their part and to overcome the problem of information asymmetry on 
the part of financial institutions.  

3.1.3 Supply-Driven Versus Market-Driven Approaches to SSI Development 
Before the introduction of low- and medium cost irrigation technologies, irrigation 
development in Kenya has concentrated on capital-intensive community irrigation 
schemes that were mainly financed through grant finance. Experiences have shown 
that such supply-driven schemes have often not been successful. Main constraints 
were/are the (i) lack of ownership of farmers and their WUAs; (ii) difficult access to 
markets; (iii) limited technical know-how of farmers; (iv) unsatisfactory performance of 
WUAs with problems in management, operation and maintenance of the system, and 
(v) the lack of access to adequate financial services. 
In contrast, the demand-driven approach focuses on individual rural entrepreneurs 
that take investment decisions according to their preference, individual conditions 
and opportunities. A demand-driven approach functions clearly without direct 
subsidies, which implies that individual farmers take the full responsibility for their 
investment and the resulting operating cost. Thus, the system must be financially 
attractive, viable and affordable for rural micro-entrepreneurs bearing the full risk for 
their investment. In this situation it is of special importance that the market demand is 
well established and that a whole range of financial services is available on a 
permanent base.  
With the rise of promising SSI technologies that work under market conditions the 
importance of irrigation schemes decreases. From a macro economic view, simple 
low-cost irrigation technologies have the potential for immense outreach and 
increasing incomes for many households while capital intensive community irrigation 
schemes are rather restricted also in view of sparse government resources to a 
limited number of beneficiaries. However, natural conditions and access to water do 
not allow the use of low and medium-cost SSI technologies in all circumstances. But 
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wherever feasible preference should always be given to market-driven initiatives of 
rural entrepreneurs. 
A purely market-driven approach on irrigation would consequently result in the 
disappearance of community irrigation schemes because a significant share of 
infrastructure cost has to be provided from outside sources. In contrast to medium- 
and low cost irrigation technologies where investments can also take place gradually, 
the high initial up-front investment of irrigation schemes in combination with weak 
financial and technical capacities of smallholders represent the major constraint for 
access to commercial finance.  
Politically, a purely market-driven approach would be hardly enforceable. Irrigation 
schemes are the ‘darling’ of governments and donors and are still an important 
instrument for poverty reduction, notably in low potential areas with high poverty 
levels. In this context standardized criteria for the selection of irrigation project areas 
need to be developed and a uniform approach towards the treatment of grants is to 
be adopted on a country-wide level and applied also to all donor initiatives in 
irrigation development. 
Further, from a financial sector perspective, the creation or provision of financial 
services to beneficiaries of irrigation systems should follow commercial principles. 
Important lessons from past experiences should be taken into consideration in the 
design of new irrigation projects as outlined in chapter 2.1.2. The risk to return to 
discredited approaches is high, if the principles outlined in chapter 4.4 are not 
applied. 

3.2 Financing Term Investments  –  Worldwide Experiences 
Translated into Financing SSI  

Financing agricultural-term investments remains a challenge worldwide. SSI farmers 
demand medium term loans for the purchase of advanced equipment such as 
motorised irrigation pumps that can increase productivity significantly. Even in a 
country like Kenya with one of the most diversified and developed financial sector in 
SSA term-finance for agricultural purposes is hardly available. The major constraints 
of term lending in SSA are the limited capacity of designing and managing term loan 
products and the limited access to refinancing.  
The desk study (chapter 5.4) has analysed different case studies on term-lending and 
provided insights into successful agricultural lending practices around the world that 
are also relevant for lending to SSI farmers. The following trends can be observed: 

• the loan portfolios are mainly financed by concessionary and / or commercial 
sources; 

• loan portfolios are diversified (urban / rural and agricultural / non-agricultural 
loans); 

• some institutions have linked the term loans to the marketing of produce; 
• long-standing financial institution - client relationships and / or established 

track record is required; 
• individual lending technology is used, sometimes secured by joint liability 

groups; 
• most institutions lend only to experienced farmers and / or for existing 

activities. 
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These experiences should be taken into account when designing term lending 
products for SSI farmers. Term investments require substantial experience in 
production, a long-term relationship with financing institutions and previous payment 
history, and an established market demand for the products to be produced by the 
client. From the perspective of the financial institution a diversified portfolio and 
reliable sources of funds for agricultural lending are of special importance. The 
design of products and the development of financing technologies are other 
important tasks. Second-tier institutions on the meso level have a significant role to 
play, notably in refinancing and training. 
Leasing is an attractive instrument to finance farm equipment and particular 
attractive for the acquisition of motorized diesel pumps. It is an alternative to standard 
medium term loans for equipment. Leasing is of interest for SSI farmers because 
security for the transaction is provided by the leased asset itself. Financial lease 
arrangements for new equipment are therefore able to remove the collateral 
constraint. Worldwide experience has shown that the access to lease is often 
restricted to the upper segment of clients. Leases on used equipment are an 
alternative for low income SSI farmers; they offer the advantage that they are more 
affordable and are likely to attract more clients 
Basic principles in leasing arrangements include that: (i) the financial institution 
continues to own the equipment until it has been fully paid; (ii) the lessee is 
monitored through the duration of the lease; (iii) usually 25% down payment is 
required; (iv) in the event of default, the financing organization can repossess the 
equipment without any specific litigation. (68) 
Poor handling and maintenance of the equipment have been reported as specific 
problems in leasing arrangements that need to be resolved. 
Not only financial institutions but also equipment suppliers can engage into leasing of 
SSI equipment. Requirements for institutions to engage into leasing are reliable 
technical structures and solid financial resources. At present, unclear legal frame 
conditions are an important constraint for the development of leasing in countries of 
SSA.   

3.3 Policy Implications 
SSI development is affected by four different policy areas: macroeconomic policy, 
financial sector policy, agricultural sector policy and water/irrigation policies. The 
essence of a successful rural and agricultural policy framework is the skilful 
integration of these different policy areas. Important policy aspects with specific 
relevance for SSI development are summarized below. 

3.3.1 Macroeconomic Policies and Legal Framework 
The macroeconomic policy conditions and legal framework that exist in a developing 
country can either enhance or hinder the development of agriculture and the financial 
sector. The so called ‘enabling environment’ is essential for any private sector 
development and therefore of high significance for SSI farmers. It encompasses legal 
aspects of business operation as well as a sound business climate. 
Appropriate government policy support measures that facilitate the role of the private 
sector, and in particular, provide favorable investment opportunities for SSI farmers, 
should recognize the interdependence of the financial and the non-financial sectors.  
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Areas of the enabling environment with high importance for SSI development include: 
(i) effective road access and communication infrastructure to regions with a SSI 
development potential; (ii) the efficiency of court systems; (iii) land and property 
registries (iv) contract enforcement; (v) legal frame conditions for leasing, especially a 
framework for easy and fast repossession of leased assets, and (vi) deregulation of 
markets and exchange control regulations.  

3.3.2 Financial Sector Policy 
The challenge is to promote a variety of viable financial institutions that are client 
oriented, that mobilize deposits efficiently, and that provide access to loans to a 
broad spectrum of economically active farmers, agribusiness entrepreneurs and 
other rural clients. An aspect that is of special importance for financing SSI is that 
policies should facilitate the experimentation and adaptation of new financial 
technologies and development of attractive financial products.  
It has already been outlined that competition in the financial sector is the most 
important driver for financial institutions to discover new client segments such as SSI 
farmers. Therefore, policies must support the creation of a conductive environment  
in which competition can take place. 
The development of rural financial markets requires a supportive legal and regulative 
framework. The formulation of appropriate prudential banking laws and procedures 
for the effective enforcement are important areas for policy intervention that have a 
direct impact on the access to financial services for SSI farmers. 

3.3.3 Agricultural Policy 
Agricultural policies deal with agricultural production aspects, national and 
international markets and aspects of trade. Given the challenges the continent faces 
with achieving food security, falling agricultural output, a dwindling resource base, 
agricultural policies are seen as the vehicle to deliver the programs to address all 
these challenges.  
The Kenyan example shows the importance and resulting impact of agricultural 
policies. The deregulation of the agricultural produce market has created the space 
for the private sector to continuously increase the country’s share in the horticultural 
business which has been the basis for the demand-driven SSI development. 
Given the potential for expansion of irrigated agriculture the market will not absorb 
unlimited quantities of horticultural produce. A diversification of the agricultural 
production under irrigation will need to take place on the continent addressing food 
security and unemployment. This could require adjustment to the often subsidized 
staple food items, but also complementary measures to establish agro-processing for 
a range of other crops. 
The critical issue in agricultural sector policy is the profitability of farming. As long as 
this remains low, lending for agricultural production will be risky. It is essential that 
the agricultural sector becomes more profitable if it is to attract funds for viable 
investments. 

3.3.4 Irrigation Policy 
The technical literature reviews experiences in irrigation development worldwide and 
in regional contexts identifying best practices and lessons learned, but rarely 
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recommends policies. It is the responsibility of national governments to adapt the 
experiences to their respective policies. Key aspects with importance for the design 
of effective irrigation policies identified in the literature include: 

• Irrigation policy is to be part of the national water policy: it is important that 
irrigation policies are derived from the respective water policy of a country. These 
should outline the regulatory framework how water is used and under which 
conditions.  
At this stage Kenya has a modern water policy which, however, does not deal 
with irrigation at all. The water policy provides the institutional framework and the 
procedures of water allocation, which will also be binding for irrigation 
development. The formulation of the new irrigation policy of the country needs to 
be aligned on the provisions of the water policy.  

• Irrigation design: the international trend in irrigation design is to move to smaller 
scheme units designed in cooperation with the beneficiaries and managed by the 
respective communities through their WUAs. The use of motorized pumps by 
individuals finds mention in some strategy reviews, but manually operated pumps 
are not yet part of mainstream concepts. 
Kenya is in line with these international trends in scheme design. In its support to  
community-managed schemes the country now experiments with some co-
financing concepts by beneficiaries. Careful monitoring of this new approach will 
show where the limits lie with regard to the most suitable loan/grant ratio under 
different natural and socio-economic conditions.  
Individual investments in SSI technology by smallholders are at this stage not 
even reflected in the draft irrigation policy document. The current magnitude of 
area coverage and the scope for further expansion makes low and medium-cost 
technologies a key factor in the country’s ambitious irrigation expansion.   

• Economic and financial viability of investments: the literature upholds the principle 
that investments in irrigation must be based on a realistic assessment of the 
investment costs versus the expected income. Examples of analysis in different 
countries can only be seen as procedural blueprints on how to carry out an 
analysis. As the cost as well as expected income from irrigation activities often 
differ widely from country to country12, a case by case assessment is always 
required.  
Major international and Kenyan policy papers view irrigation development as the 
most effective measure to address food security. This has important 
repercussions for the viability of irrigation schemes, because local food crops 
return net margins that are far below those obtained from high value horticultural 
crops seriously affecting the viability of investments in irrigation infrastructure. The 
situation may be further worsened in countries where markets are distorted and 
prices for staple crops are controlled by the government and kept on a low.  

Meanwhile there is considerable experience available amongst implementing 
agencies world-wide on the use and the impact of SSI technologies. These 
experiences with SSI technologies and their respective impact in socio-economic 
terms as well as on national economic situation deserve systematic analysis and 
consideration in a country’s relevant policy papers. 
                                            
12 For example, in 1992 the sinking of a tube-well cost in Nigeria US$ 79 and in Ghana US$ 313 (142). 
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4 Interdisciplinary Concept with Key Strategies for the 
Introduction, Strengthening and Scaling Up of Financial 
Services for the Promotion of SSI in Countries of SSA 
 

4.1 Introductory Remarks on the Role of the Financial Sector in SSI 
Development 

 4.1.1 What Can the Financial Sector Achieve? 
Small-scale irrigation is in locations with usable water resources of increasing 
importance in the smallholder farming systems of many countries of SSA. It 
contributes especially in areas with lower and erratic rainfall conditions substantially 
to the increase of agricultural production. Irrigation farmers are less vulnerable to 
weather conditions which reduces agricultural production risks considerably. Irrigation 
supports the intensification and diversification of the farming system and improves 
significantly agricultural productivity also by reducing the effects of seasonality. It 
allows farmers to cultivate crops with diverse vegetation periods not only during the 
conventional rainy season but also in the off-season. Such staggered plantings are 
especially important for the production of high value vegetable crops. They allow a 
longer and stronger presence in the market with positive effects on prices and 
incomes and a more even cash-flow thus contributing to a reduction of credit risks. 
The overall objective of the proposed activities in the water and financial sectors is to 
expand the access of financial services to individual farmers and WUAs for improving 
the financing of SSI development. This is expected to contribute to the increase of 
agricultural incomes primarily of low-income households, employment and reduction 
of poverty and malnutrition. 
The reliable access to financial services will boost the ability of entrepreneurial SSI 
farmers to undertake investments that enhance productivity and scale of farming 
operations and to exploit new market opportunities. It will therefore contribute to 
agricultural growth and to economic development in general.  
Access to financial services is an important ingredient of SSI development. As 
mentioned before the availability of financial services alone will not enhance the 
development of the sector. The creation of reliable marketing structures, the 
availability of affordable SSI technologies and related equipment and the 
entrepreneurial ability of SSI farmers are other important factors that need to be 
addressed simultaneously.  

4.1.2 Limitations and Risks for the Provision of Viable Financial Services 
to the SSI Sector 
There are several risks and limitations for the provision of viable financial services to 
the SSI sector. 

4.1.2.1 Political Interference and Influence 
The agricultural sector is in many countries of SSA highly politicised and prone to 
political interference. Subsidized lending rates and directed credit do still prevail in 
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the sector and have the effect that commercial financial institutions will limit their 
operations in the rural sector in view of the ‘unfair’ competition. If directed credit and 
subsidized interest rates are channelled to rural areas, the development of the 
financial sector is hampered.  
SSI development in the past was often dominated by supply-driven approaches and 
relied heavily on grant funding. Due to the fact that vast amounts of government 
credit schemes had weak repayment enforcements, the local credit culture is a 
challenge in itself. The impact of directed public credit programs varies across 
different countries in SSA but can seriously affect the provision of financial services 
to the sector.  
Further, effective financial intermediation is closely related to the profitability of 
promoted investments. If returns are low because of adverse macroeconomic and 
sectoral conditions it will be impossible to develop strong rural financial markets and 
thus to support a sustainable rural development. 

4.1.2.2 Low Potential Areas 
The provision of financial services in low potential areas with low population density 
and limited economic potential remains a challenge worldwide. Financial 
intermediaries can hardly operate on a cost-covering base and can therefore often 
not meet the aim of sustainability. Promising approaches include the emergence of 
community-based financial intermediaries such as village banks, but their impact for 
SSI development remains very limited. Not only the rudimentary product range but 
also the lack of other preconditions (e.g. markets, services) will make it very difficult 
to enhance SSI development in these regions especially for individual small-scale 
farmers. Another option is the linkage approach where informal or semi-formal self-
help groups are linked to the formal banking sector. 
In general, the provision of credit is not the appropriate instrument to assist very poor 
populations who lack access to economic opportunities and are too vulnerable to 
take risk. 

4.1.2.3 Community Irrigation Schemes 
Capital-intensive community irrigation schemes have mainly for socio-political 
reasons always been subsidised in the past. The high initial up-front investment of 
such irrigation schemes in combination with weak financial and technical capacities 
of smallholders represent the major constraints for access to commercial finance. At 
the same time, the financial sector in most countries of SSA is at present not able 
and / or willing to extend term lending to agriculture with large grace periods. First 
attempts to alter this situation are recent donor interventions and government policies 
as also documented in the Kenyan case study that require smallholders to contribute 
meanwhile up to 50% of the investment costs with the support of a loan. A guarantee 
fund is provided to the bank by the donors to cover parts of the credit risk. 
The emergence of more cost-effective technical solutions and the development of 
markets can positively influence decisions of financial institutions to provide the 
required financing on a commercial base. 
The question of financing capital intensive community irrigation schemes through 
commercial sources is a step forward regarding irrigation development but bears the 
high risk of non-conformity with the financial systems development approach. First, 
the construction of irrigation schemes is rather a political decision as compared to 
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purely market-driven and private investment decisions. Financial institutions may be 
pushed into lending to the beneficiaries of the scheme although their systems or 
strategy may not be compatible with it. Second, beneficiaries within a scheme vary 
considerably in entrepreneurial ability and financial strength. The risk of overstraining 
the capacities of single smallholders within the scheme is high, because the 
contribution is determined on a pre-determined ratio but not adapted to the individual 
household situation. Third, the absence of financial sector expertise in the planning 
process of irrigation schemes may lead to unsolicited terms and conditions such as 
ubsidized interest rates or the like.  s

 

4.2 Overall Concept under Consideration of the Financial Systems 
Approach  
In view of the large differences in physical, socio-economic, institutional and policy 
conditions prevailing in the different countries of SSA a concept with key strategies 
for improving the financial services for SSI development in SSA can only serve for 
general orientation and guidance and needs to be adapted to specific country 
situations.  
The overall concept for the introduction, strengthening and scaling-up of financial 
services to the SSI sector focuses in an interdisciplinary approach primarily on the 
development of rural financial markets and the support of commercially viable 
institutions that are operating in rural areas and that are able to offer a full range of 
financial services, notably deposit services and financing on a sustainable basis. It 
focuses on institutions that are committed to serve the low-income population to 
which SSI farmers belong and that are most likely to reach large numbers of SSI 
farmers but also other clients. Depending on the institutional variety SSI farmers find 
in their respective countries they will select institutions that meet soonest their 
financial requirements. Any strategy will therefore not concentrate on specific types of 
rural lenders but on the respective ability of institutions to provide viable financial 
services to the SSI sector. In the absence of institutions that provide a full range of 
financial services a more fragmented approach may be necessary.  
The overall concept recognizes in an interdisciplinary approach also the importance 
of complementary services as well as the players being part of the value chain. It 
promotes linkages between SSI farmers, traders, processors, input suppliers, 
exporters, service providers and financial intermediaries.  
The concept promotes market-driven approaches that build on the dynamics of the 
financial sector and agricultural markets. The focus is on demand-driven irrigation 
development without direct subsidies, which implies that farmers have to take the full 
responsibility for their investment and operating cost. 

4.3 Key Strategies that Enhance the Provision of Financial Services 
to the SSI Sector 

The following chapters will outline concept elements and key strategies for expanding 
the provision of financial services to SSI farmers that operate under market-
conditions. It focuses basically on the financing of low- and medium cost irrigation 
technologies and the provision of access to financial services for O&M cost and farm 
inputs to beneficiaries of community irrigation schemes. The financing of investments 
into capital intensive community irrigation schemes is addressed in chapter 4.4. 
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The recommended key strategies for expanding the provision of financial services to 
SSI farmers focus on three different areas: 

Closing the 
Information Gap 

and Improving the 
Commitment of 

Financial Service 
Providers to Serve

SSI Farmers 

Financial 
Broadening by 
Widening the 

Range of 
Financial 

Products to the 
SSI Sector 

Financial 
Deepening by 
Increasing the 

Outreach of 
Financial 

Institutions to 
SSI Farmers 

 

4.3.1 Closing the Information Gap and Improving the Commitment of 
Financial Service Providers to Serve SSI Farmers 

The degree to which financial service providers are able to serve the SSI sector is 
dependent on a strategic choice of institutions or companies to enter into agricultural 
smallholder lending:  
 

• Traditional microfinance is mainly urban centered and has made substantial 
progress in providing finance to rural off-farm micro-enterprises and for the so 
called ‘consumption needs’ (health care, school fees, emergencies). An 
expansion to rural smallholders implies greater flexibility within the product 
range and adaptation of lending methodologies. It requires also a good 
knowledge about rural livelihoods and agricultural features. 

 
• Commercial banks serve traditionally the upper segment of the population and 

have concentrated on financing larger enterprises. Increasingly, commercial 
banks are - attracted by profitable growth opportunities - entering the lower 
income market. Commercial banks can enter the market directly by expanding 
their operations to the ‘micro-level’ or they can take an indirect approach by 
providing wholesale lending to existing rural financial intermediaries. The 
extent to which commercial banks enter into the agricultural market depends 
largely on the economic attractiveness of the sector and its activities.   

 
• Equipment or input suppliers can increase turn-over significantly if they 

provide financing to SSI farmers who want to invest into SSI equipment and 
facilities and / or farm inputs. Know – how of financing technologies and 
refinancing are important pre-conditions. 

 
• CBCPs such as marketing organisations and processors can promote the 

reliable and timely production in the right quality and quantity of horticultural 
produce by smallholders by entering into contract farming arrangements with 
them that may also include other service provisions such as technical advice, 
input supply and financial advances for investments into SSI technology.    

 

28 



For all potential providers of SSI finance, the driving force for expansion into SSI 
lending is competition. If market niches have to be identified and new client segments 
need to be discovered, financing SSI development can be good strategic choice. 
 

Why should institutions provide financing to SSI farmers? 
 Irrigation improves substantially agricultural productivity, provides reliable 

income and thus increases the borrowing capacity of smallholders.  
 SSI farmers belong to the economically active poor. They are an interesting 

clientele if new market segments need to be identified. 
 SSI reduces agricultural risks. SSI farmers are less vulnerable to weather 

conditions, which reduces the climatic production risk substantially. 
 Irrigation reduces the effects of seasonality, provides a more even cash-flow 

and allows a stronger presence at markets. 
 The emergence of low- and medium cost irrigation technologies has opened a 

whole range of new investment opportunities for SSI farmers. The demand for 
financial services is high.  

 
At the same time, a whole range of mind-set of rural smallholders has to be changed. 
Bias against financial institutions, unawareness of financial services or of the 
conditions under which they are available and financial illiteracy have to be 
overcome. Therefore, it is necessary that rural financial service providers (i) present 
themselves in different ways; (ii) that procedures and financial products are simple 
and demand-driven; and (iii) that fundamental financial information is provided.  
Improving smallholder’s bankability and financial management skills will benefit both 
parties and help to close the gap between financial and non-financial institutions and 
the rural poor. Beside the institutions themselves, agricultural extension staff should 
also play an important role in the provision of information especially on the financial 
service options available to SSI farmers. Basic financial education should be included 
into curriculum of schools.  

4.3.2 Financial Broadening by Widening the Range of Financial Products 
to the SSI sector 

As already outlined SSI farmers need continuous access to savings, working capital 
loans and short to medium investment loans to finance production costs and 
investments into low and medium cost SSI systems (Table 2). Their requirements to 
financial services can be summarized as follows:  

• timely availability, fast processing and customer-friendly procedures; 
• flexibility within the product range especially with regard to repayment mode 

and collateral requirements; 
• proximity of financial institutions or delivery mechanisms that allow easy 

access to financial services. 
 
These requirements must be balanced with the overall requirement of institutions to 
operate viably. Transaction costs in serving SSI farmers are high compared to urban 
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areas mainly due to the dispersion of farmers and the generally relatively small 
amounts involved in the transactions.  
SSI farmers need not only one-time financing. Ideally, they would develop durable 
relationships with their financial intermediary to better manage the heterogeneity of 
lending needs and to smoothen irregular income streams through savings. 
In the absence of financial intermediaries that provide both, savings and credit 
services a combination of different actors is possible. A crucial role in such 
arrangements could be played by an institution such as the Post Bank in Kenya with 
its country-wide service outlets but also by CBCPs, traders and input or equipment 
suppliers.  

4.3.2.1 Client-Orientation and Knowledge of the Irrigation Sub-Sector 
Expanding into new markets requires employing new methodologies or modifying 
existing ones. An essential requirement is to know what SSI clients require/want. It is 
also essential for financing institutions to gain sufficient knowledge about the 
characteristics of the farming and production system such as regional/local 
development potential, production potential, intensity and returns on production, 
cropping patterns and notably markets and market channels. This allows to assess 
the production and market risks and opens possibilities for inter-linked credit 
arrangements. Product research and development are required to adopt or design 
products13 that best fit the requirements of SSI farmers and at the same time protect 
the integrity and viability of the institution.   

4.3.2.2 Delivery Channels and Lending Methodologies 
A lending methodology is the way in which a lending institution structures 
relationships with its clients.  
Financial intermediation services must reach smallholders in their dispersed 
locations. The use of new technologies such as mobile van banking, palm pilots, 
phone banking, and smart cards needs to be explored. These technologies open a 
whole range of possibilities to reach SSI farmers in their locations and at the same 
time contribute to the reduction of transaction cost.  
An important feature in dealing with SSI farmers is the adaptation or introduction of 
financial products that fit the income and investment cycles of SSI farmers. Loan 
products need different repayment options that fit the income flow of SSI farmers. 
This requires a large amount of flexibility within the system and at the same time 
qualified bank staff that can handle such loan products. In fact, individual repayment 
schedules have to be developed taking into account the household income and 
cropping patterns.  
‘Graduation’ is a concept that takes into account increasing management capabilities. 
For SSI farmers that start with irrigation and that have never dealt with financial 

                                            
13 Loan products for SSI farmers are basically short or medium term loans that the rural financial 
market is supposed to provide. Therefore, it has been stated before that SSI development and 
expansion does not depend on special financial products for the dissemination of the technology. 
However, lending methodologies, delivery channels as well as collateral requirements may 
significantly vary compared to other loan products. If institutions just enter the rural markets they may 
decide to design new loan products and/or introduce term lending. For the purpose of better marketing 
it may also be an option to provide very specific products such as ‘treadle pump loan’ or ‘money maker 
loan’.  
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institutions this is a very adapted approach. Especially low-cost irrigation systems 
allow farmers to start small and to expand to larger units with higher income potential 
gradually. This practice is not only useful for SSI farmers to build-up a track record 
with financial intermediaries but also to better manage the risks associated with 
agricultural production. 
There have been many discussions internationally about individual lending versus 
group lending methodologies. Without doubt, SSI farmers need both: 

• for SSI farmers who just start with low-cost irrigation systems, a group scheme 
may in most cases be the most appropriate methodology. Amounts required 
for financing are small and farmers may not have any other form of collateral. 
This approach also reduces the transaction cost of micro lending and provides 
a guarantee mechanism; 

• for other micro-entrepreneurs, notably those with growing business and 
especially those with interest in investing in medium-cost irrigation systems the 
group approach may not fit. Financial service providers that work exclusively 
with the group lending methodology should introduce individual loan products 
to retain their best clients that have ‘graduated’ and to attract new ones. 

4.3.2.3 Loan Collateral 
With regard to loan collateral, rural financial institutions that deal with SSI farmers 
should explore all kinds of supplementary collaterals such as blocked savings or third 
party guarantees as well as inter-linked (tripartite) loan arrangements with exporters, 
agri-business firms or contractors. Under contractual arrangements with marketing 
organizations the buyer of the produce will pay directly to the financial institution that 
will deduct the loan amount.  
Collateral substitutes such as reputation, savings track record and group lending 
should also be enhanced not only for access to financing but also to build-up 
savings. 
In countries where farmers own titles of their land, individual lending to SSI farmers 
can become a very important line of business mainly for advanced or growing SSI 
farmers. The fast and cost-efficient processing of registries is an important pre-
condition to fully exploit the potential. 

4.3.2.4 Standard Financial Products 
Below an overview is provided of financial products that are relevant and needed to 
support SSI expansion and outlines specific features applicable for SSI farmers:  

(1) Flexible short term working capital and investment loans for low and medium-cost 
irrigation systems: the availability of low-cost irrigation technologies and related 
equipment is increasing the demand for financing significantly. Short term loans are 
the most important source of finance for SSI farmers. SSI farmers have different 
investment needs and may require seasonal and / or investment loans or a 
combination of both.  
SSI farmers may apply for seasonal production credit several times a year, 
depending on their cropping pattern. Irrigation allows farmers to cultivate different 
crops with diverse vegetation periods not only at the traditional planting season but 
also in the off-season. Timely availability and flexible financing mechanism are 

31 



essential. Ideally, a special credit line or an overdraft would be provided not only to 
reduce transaction cost but also to serve SSI farmers in the most efficient way.  
Short- and medium term investment loans for irrigation equipment need an 
assessment of economic feasibility and market demand. Therefore, the financial 
institution needs to be familiar with the local economy to be in a position to carry out 
an appraisal. Ideally, the ‘household approach’ is applied where not only the income 
from the investment is considered but all diverse income sources of the farm 
household. If the group-lending methodology is applied, the financing institution may 
be satisfied with the guarantee mechanism within the group and can forgo an 
individual appraisal.  

(2) Medium term investment loans for more advanced irrigation systems: investments 
into more costly irrigation equipment such as motorized pumps require on the side of 
the producer appropriate know-how and experience in more advanced levels of 
farming, familiarity with financial institutions and a well established market demand 
for the products to be produced. The loan size must be considered as affordable 
under the real socio-economic situation of a micro entrepreneur. It also requires a 
long-standing relationship or track-record with the financial institution.  
Risks are related to the duration of loans since the uncertainty of farm incomes and 
the probability of losses increases over longer time horizons. An established track 
record results in better information about the SSI farmer and increases confidence in 
the farmer’s management capabilities. 
Term finance is rarely available in countries of SSA (see also chapter 2.3.3). Non - 
deposit taking MFIs, cooperatives, CBFOs and also non-financial companies have 
not enough stable funds to engage into term lending and often lack the required 
know-how. Formal banks do offer medium term loans but are reluctant to extend 
them to the agricultural sector.  
To overcome these constraints it is necessary to provide long term refinancing to the 
sector. Further, institutions need to be encouraged to get licensed with the Central 
Bank of a respective country in order to be able to engage into savings mobilisation.  
The other important constraint is lack of knowledge of the irrigation sector and the 
perceived risks with term lending to SSI farmers. This can be overcome by: 

• adopting a relationship approach where SSI farmers establish a ‘social capital’ 
with rural financial intermediaries. A positive history and savings track record 
will provide information to the lender on the character, cash flow and 
management skills of the client; 

• the use of substitute collateral, supplementary collateral but also conventional 
collateral such as land titles, where applicable.  

An ideal combination for SSI farmers seems to be the relationship approach together 
with savings and interlinked contract arrangements with a buyer/marketing 
organisation. International experiences as summarized in chapter 2.3.3 have 
systematically to be taken into account in the design of medium term loan products.  

(3) Deposit facilities: deposit facilities are of crucial importance for SSI development 
and are usually available only from banks and member based institutions. Options of 
NGO-MFIs that are not registered under the banking act to engage into savings 
mobilisation vary greatly among different countries.  
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Especially where well performing rural financial intermediaries are absent, institutions 
with a widely established service network like the Post Bank in Kenya are a valuable 
option for savings mobilization.  
A substantial amount of investments for low-cost irrigation systems can be financed 
by farmers themselves out of savings. Further, savings track record can ease the 
access to finance.  
From an institutional perspective, savings improve sustainability by developing 
relatively stable means to finance the portfolio and may contribute to an expansion 
into term lending.   

4.3.2.5 Innovative / Other Products for Financing SSI Development  

(1) Microleasing: the specific features of leasing have been outlined already in 
chapter 3.2. Microleasing is a valuable alternative for SSI farmers to standard 
medium term loans for the acquisition of new or used motorized pumps or other 
advanced equipment.  
The main difference as compared to a standard loan product is that (i) the investment 
risk for financing institutions is reduced because the lessor retains full ownership of 
the equipment; (ii) the ability to make repayments is assumed to be derived from the 
productive use of equipment. Viable leasing depends therefore even more than 
standard medium term loans on accurate appraisal of the produce markets.  
The administration and monitoring of large numbers of small value lease contracts 
will generate high transaction cost. Equipment suppliers are in a good position to 
provide technical training and after-sales services. Linkages can be created to reduce 
overheads and to alter the risk of break-down of machinery.  
Microleasing institutions should seek linkages with buyers of agricultural produce 
(leveraged leasing). Leveraged leasing is especially relevant to SSI farmers that 
produce on a regular and predictable basis for larger companies within the value 
chain where both parties have incentives to increase investment in productive capital. 

(2) Wholesale lending: financial institutions can provide indirect lending to the SSI 
sector by financing the private sector within the value chain or smaller community-
based financial intermediaries that use the loan for financing their clients: 

• equipment suppliers are of increasing importance in the provision of credit to 
SSI farmers. They use deferred payments or leasing to promote the sale of 
equipment. In addition, they are in a good position to provide technical training 
and after-sales services; 

• processors or marketing cooperatives might be interested in financing farm 
level investments to ensure reliable quality and quantity of horticultural 
produce. They secure the marketing outlet and can additionally provide 
support services such as input and extension to the farmer; 

• input suppliers provide short term advances to farmers in kind; 
• community-based financial intermediaries such as village banks, financial 

service associations or self-help groups provide financing to members that are 
not in reach of financial institutions.  

All of the above institutions need to finance their activities. Wholesale lending to 
private sector players and community-based financial intermediaries reduces 
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significantly transaction costs for financial institutions and benefits SSI farmers 
directly.  

(3) Non-credit financial services: non-credit financial services include domestic and 
international money transfers such as remittances. They can play an important role 
for smoothening seasonal income flows of SSI farmers and also for investments into 
SSI equipment and facilities.  

4.3.2.6 Financing Mechanisms to Reduce Risk and / or Transaction Cost  

(1) Combination of financing and insurance: the linkage of insurances and loans are 
instruments to reduce production risk. Well designed insurance products can 
substitute traditional collateral and allow farmers to access loans. Insurances can be 
quite costly and the feasibility of the different schemes require careful analysis based 
on a specific crop in a given region during a certain season. 
(2) Tripartite arrangements: for SSI farmers and financial institutions, tripartite or inter-
linked arrangements with exporters, agribusiness firms or other contractors are an 
interesting choice. The provision of loans is to be closely related to the marketing of 
agricultural produce. The advantage of such arrangements is two-fold: SSI farmers 
need to establish market demand before they start production and financial 
institutions can substantially reduce risks, especially if the produce buyer pays 
directly to the loan account. Such arrangements do exist at present mainly for 
seasonal loans but could also be extended for investment loans if trustful 
relationships are established. 
(3) Warehouse receipts: the concept of warehouse receipt refers to the practice of 
depositing agricultural produce in a warehouse and receiving a certificate. This 
receipt can be used as collateral for availing a loan. The interesting concept allows 
farmers to reduce the effect of price fluctuations and to increase profits on the sale of 
agricultural produce. For investments into SSI equipment the warehouse receipt has 
only limited impact because (i) horticultural produce is difficult to store (exemption: 
onions, potatoes) and (ii) it serves only to overcome a short period until the prices go 
up. Nevertheless, increased profits can be used by interested farmers in self-
financing irrigation equipment. 

4.3.3 Financial Deepening by Increasing the Outreach of Financial 
Institutions to SSI Farmers 
The challenge is to take into account the special characteristics of financing SSI 
development and to attend to a larger number of SSI households without impairing 
the sustainability of rural financial intermediaries. 
Agricultural potential and economic activities vary significantly among different 
countries and regions in SSA. SSI farmers find different conditions that need to be 
considered for the introduction, strengthening and scaling-up of the provision of 
financial services to the small-scale irrigation sector. 
Different zones and related promotional strategies for the improved provision of 
financial services can broadly be classified as follows: 
High potential areas are characterized by fertile soils, comparatively good road and 
communication infrastructure, access to local and / or export markets and numerous 
non-agricultural economic activities. These zones have the best potential to develop 
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sustainable financial institutions because the pre-conditions for an effective financial 
intermediation are mainly existent. The strategy will be to focus on existing rural 
financial intermediaries and strengthen their capacity for better outreach through 
scaling-up their product range specifically geared to the demand of SSI farmers as 
described above, increasing efficiency and transparency as well as human resource 
development. The aim must be sustainability and growth. This can be reached 
through ‘upgrading’14 or ‘downscaling’15 promising institutions but also through 
‘greenfielding’16 if no institutions with potential are present. Instruments will vary 
according to different institutional solutions that can be found in different country 
contexts. 
Medium potential areas have less favourable conditions than above. These zones 
often have a considerable potential for SSI development; its utilization require, 
however, the simultaneous development of a favorable market environment. Once 
rural financial intermediaries are well established in the high potential areas and have 
reached satisfactory financing technology and operational performances such 
institutions will in search of new markets gradually expand into less developed 
regions and the above strategies are then also to be applied. The development of 
community-based financial intermediaries, the extension of branch networks and new 
technologies in areas with lower development potential may justify initial support 
measures/subsidies for institutions that are interested to penetrate into such areas. 
Low potential areas have the least potential for the development of sustainable 
financial intermediation. The limitations of the financial sector to provide financial 
services sustainably have been mentioned already. The problem may be not only the 
absence of financial services but also the absence of markets for agricultural 
production and basic infrastructure. Although some promising examples from 
Mongolia exist, where formal financial institutions are providing financial services to 
low population density areas profitably, the challenge remains to serve such areas on 
a viable base. In the absence of formal financial institutions the support and creation 
of community-based financial intermediaries (village banks, financial service 
associations) and the linkage approach17 is an interesting option.  
With the considerable share of poor rural households with unsatisfactory access to 
financial services in SSA, existing institutions have a great growth potential. In this 
situation it is important to support the sustainable growth of promising institutions. 
Institutional capacity building efforts, improving management information systems, 
support to the introduction of new technologies are proven strategy elements to 
support gradual extension in a sound manner.  
Different institutional models offer different opportunities for outreach and scaling up 
financial services to SSI farmers. Depending on the institutional variety that can be 
found in various countries of SSA the following institutional options may be of 
relevance and need to be supported with appropriate interventions on the micro, 
meso and macro levels: 

• commercial banks; 
• financial cooperatives; 
• experienced deposit-taking NGO-MFIs; 
• community-based financial intermediaries. 

                                            
14 ‘Upgrading’ refers to the transformation of NGOs into regulated financial institutions. 
15 ‘Downscaling’ refers to commercial banks that want to enter new client segments on the lower end.  
16 ‘Greenfielding’ refers to the establishment of new financial institutions. 
17 ‘Linkage’ approach refers to the linkage of self-help groups to financial institutions. 
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Non-financial service providers such as suppliers, traders and processors may also 
require support in the design of suitable lending methodologies and procedures as 
well as reliable sources of financing.  
 

4.4 Financing of Capital Intensive Community Irrigation Schemes 
Experiences have shown that supply-driven and capital intensive community 
irrigation schemes had often only limited success in the past (see chapter 3.1.3). 
With the availability of a range of promising lower-cost SSI technologies that are 
suitable for individual farmers and work under market conditions the importance of 
communal schemes is expected to decrease in irrigation development. Wherever 
technically feasible, preference should always be given to such market-driven 
individual initiatives.   
However, such lower cost solutions suitable for individual farmers do not work in 
conditions where the water source is not bordering the agricultural area to be 
developed and the cost advantages of gravity systems are to be utilized. In such 
cases there is the need for capital intensive infrastructure investments which are 
under conditions of small-scale farming only economical if a minimum number of 
farmers participate in such schemes.  
The implementation of community irrigation schemes should primarily be supported 
in suitable locations of regions with a lower development potential and high level of 
poverty. Beneficiaries are mostly rural communities living in fragile agricultural 
production environments who are often also regular recipients of famine relief 
support. 
The design of community irrigation systems is far beyond solving technical solutions 
only and demands an integrated approach. Taken into account the past experiences 
there are some key aspects which need to be taken into account in the design of 
communal schemes (see also checklist below): 

• the access to markets has to be ensured; 
• the demand for financial services needs to be addressed. The availability of 

financial services is a condition to enable SSI farmers to finance seasonal 
loans and their share in investment costs, if any. This includes also the 
appropriate integration of savings into the system. The creation of community-
based financial intermediaries, the linkage approach or the initial support of 
existing institutions to expand their branch network to a scheme area are 
valuable options if increased economic development is expected;  

• furthermore, technical know-how and management skills of SSI farmers need 
continuous improvement. Irrigation systems need strong and viable WUAs 
that are able to manage, operate and maintain the system. To advise and 
support farmers and the WUAs a competent and well performing extension 
service is required. The access to specialized services like repair services has 
also to be ensured. Interesting in this context are the so-called output-based 
approaches (OBA)18 that link the grant element to the performance of the 
system. 

                                            
18 OBA is a mechanism for providing subsidies to support the delivery of basic services in different 
sectors (water and sanitation, electricity, telecommunications, transportation, health and education) 
where policy concerns – such as limited affordability for some customers, the desire to capture 
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Checklist of key aspects to be reviewed in the design of communal irrigation 
schemes: 
√ Feasibility of use of low-and medium cost SSI systems? –  If yes, reject the proposal. 

√ Can access to markets be ensured in a viable way? 

√ Can competent extension services for technical and institutional advice to farmers and 
WUA be developed? 

√ Are financial services available or can they be established in a viable way? 

√ Can technical back-up services for equipment and facilities be ensured? 

√ Can a strong and viable WUA be developed? 

For the financing of communal irrigation schemes it has to be taken into account that 
the high initial investment clearly exceeds the financing capacities of potential 
beneficiaries who are often living in poverty. Nevertheless, farmers should for the 
maximum creation of ownership participate substantially to scheme development at 
least in labor and kind (e.g. locally available building materials) but also in financial 
contribution. The financial contribution should be based on the expected financial 
performance and viability of the respective perimeter and the socio-economic 
situation of the beneficiaries. The financing of operational production costs as well as 
repair, maintenance and replacement costs should always be the responsibility of 
farmers for which they need access mainly to short term loans and savings. It is 
important that the setting of criteria for farmers’ contributions are uniform and 
transparent throughout the different development zones of a country. 
Government policies may already envisage co-financing arrangements of investment 
costs by farmers. Such arrangements are to be encouraged if the farmers own the 
land and if their financial capacity allows such important investments; it should 
generally not be below 20% to 50% of the scheme development cost taking into 
account the capacity of the weakest participants.   
Scheme development in areas, where beneficiaries are tenants, may need - also 
considering the socio-economic conditions and the scheme financial viability to be 
expected - a special approach based on full grant funding of investment cost. Under 
this condition even more emphasis has to be put on labor and in kind contributions by 
farmers in order to support participation and the development of ownership. 
From a financial sector perspective, the creation or provision of financial services to 
beneficiaries of communal irrigation systems is not unproblematic and have already 
been outlined in chapters 2.1.2 and 4.1.2.3 While the demand for savings and 
seasonal short term loans is just the same than for SSI farmers that invest into lower 
cost technologies, the difference is the high contribution to the costs of scheme 
development. Medium term loans on a commercial base are not available in the 
market and massive donor support is necessary to create them. While the reasons 
for failure of directed credit have been widely analyzed19, important lessons need to 
be considered. Designer’s of irrigation systems are often not familiar with the financial 
systems approach and are only interested to ensure one-time financing and do not 
take into account the need for financial viability of financial institutions and the need 

                                                                                                                                        
positive externalities, or the infeasibility of imposing direct user fees – justify public funding to 
complement or replace user fees. 
19 See chapter 2.1.2 and Agricultural Finance Revised: Why? Page 1-6 (35) 
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for a permanent access to financial services of SSI farmers to finance farm inputs 
and O&M costs of the scheme. The risk to return to discredited approaches is high, if 
the guiding principles summarized in the box below are not strictly applied.  
 

Guiding principles for the implementation of new irrigation schemes: 
√ Strict separation of grant element and commercial financing20

√ Don’t subsidize interest rates to end-clients 
√ Ensure maximum contribution by farmers in labor, and kind to promote ownership 
√ Base financial contribution of farmers to investment costs on expected repayment 

capacity and socio-economic situation of beneficiaries. Use very conservative 
projections21 for expected performance of the irrigation perimeters 

√ Ensure that financial institutions involved are not violating their business strategy 
and that institutional capacities exist to manage administration and follow-up  

√ Operational production costs and scheme maintenance, repair and replacement 
costs are always the responsibility of farmers 

√ Enhance entrepreneurial skills 
√ Ensure arrangements for repair and maintenance 
√ Include financial sector expertise in the design of irrigation projects 
√ Consistent policies on national level for the use of subsidies 
√ Promote donor harmonization 

4.5 Environmental Aspects of SSI Development  
In concept and strategy development for SSI development and its financing 
environmental aspects need appropriately to be taken into account and negative 
effects have to be avoided. 
Irrigation is seen as being an important factor in transforming the continent’s rural 
economies. Currently the continent utilizes only a small fraction of its irrigable 
potential, but there are already signs in several countries that extended water use 
impacts severely on regional water balances.  
Upper river catchments often endowed with a better agricultural potential are usually 
densely populated. In search for good agricultural land the natural vegetation is 
cleared away and cultivated with arable crops. The expansion of agriculture results in 
seasonal exposure of the soil, after harvest and before planting, reduced water 
retention capacity of the soils and thus higher rates of runoff at the time of 
precipitation.  
The degradation of the catchments result in faster peak runoff changing the hydraulic 
characteristics of river systems which subsequently contribute to higher floods and 
                                            
20 See chapter 2.1.2 
21 In such assessments it has to be taken into account that: (i) a 100% achievement of the planned or 
potential productivity increases is generally not realized in the first years; (ii) the profitability of 
agricultural crop enterprises varies considerably due to various farm endogenous (e.g. the skills of the 
farmer) and exogenous factors (e.g. markets and prices); and (iii) the production and marketing risks 
may influence the success or failure of the activity. Therefore, for a loan decision, a very conservative 
appraisal needs to be done. 
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longer periods of low flow. The problem is compounded by increased irrigation 
activities in the upper catchments reducing the runoff considerably. This limits the 
expansion of irrigation development in downstream regions, but more importantly 
threatens the availability of water for public water supplies. Reduced river flow levels 
reduce also their recharge capacity of aquifers which are the main source of water for 
public water supplies. A shortage of storage capacity for surface runoff in the rural 
areas and along river systems limits in many countries the agricultural production 
cycle considerably and threatens domestic water supplies. Increased dam capacity 
provides a more even supply of water to all its users; it especially enhances water 
security for the broader community in a given catchment.      
Reports from West-Africa (38) indicate increased levels of salinity in areas with a high 
concentration of SSI. A similar threat exists around the Dambos in Southern Africa, 
which are mainly recharged through surface runoff from the surrounding areas.  In 
addition environmental threats stem also from the contamination of groundwater and 
surface resources through the inappropriate use of agro-chemicals and fertilizers. 
However, carefully planned crop rotation and good irrigation and crop husbandry 
practices can contain the problem. 
Health hazards such as malaria, bilharzias and other water borne disease may also 
occur even in small water storage and conveyance systems. Small irrigation 
developments in remote areas provide ‘crystallization points’ for increased human 
settlement with all its positive and negative side effects. The development of social 
infrastructure e.g. schools, health facilities, water supplies must therefore keep pace 
with agricultural development activities.  

4.6 Support to the Promotion of Private Sector Partnerships in SSI 
Development 
 
Irrigation development always aims at an increased production on farm level and 
faces therefore the challenge of effective produce marketing.  The development of 
effective well functioning value chains for the wide range of agricultural and 
horticultural produce grown under irrigation provides often a considerable challenge 
that can not be met by the conventional partners ‘farmer-trader-financier’ in the chain.  
SSI development offers a wide range of interfaces where the mechanism of private-
public-partnerships (PPP) can be usefully applied. It is an important role of the public 
sector to facilitate the cooperation of the private sector with agricultural entrepreneurs 
(farmers). Furthermore it is the role of governments and donor agencies in such 
partnerships that they provide loan or grant finance to strengthen certain links in a 
value chain.  

4.6.1 Role of the Market and Potential Areas for PPP in SSI Development 
There are the challenges of increasing poverty levels especially in Africa on one 
hand, and a vast untapped potential for irrigation on the other. This contrast is even 
further accentuated by the decline in public funding for irrigation development. 
Irrigation development has nearly always the objective to propel the respective users 
of the more productive irrigation technologies, from subsistence cultivation centered 
on household needs into a market-oriented production of cash crops.   
Irrigation development and irrigated agriculture are complex undertakings and 
depend in their success on a range of public and private sector role-players. Some of 
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the necessary interactions just happen, but often fruitful PPPs in irrigation 
development need to be pursued in a more systematic manner, also in order to 
attract private capital into a sector desperately short of investment finance. 
It is crucial in the design of PPP support that it is used to facilitate development 
processes and that it should not jeopardize the use of commercial finance.    
Some of the most likely areas for PPPs in SSI development and its financing are 
outlined below in the next chapters. 

4.6.1.1 PPP in Financing Irrigation Infrastructure and Equipment 
Irrigation design has shifted in many SSA countries from large-scale public-sector-
managed developments to small community-managed schemes. Similarly there is 
also a change in the perception of the respective beneficiaries. In large schemes 
settlers/tenants previously had to adhere to a pre-designed cropping pattern, 
whereas in the new generation of schemes farmers are seen as entrepreneurs.   
This change in focus with regard to irrigation design opens up new opportunities with 
regard to the participatory financing of such projects where small farmers require 
access to a range of financial services. Farmers and their WUAs are seen as 
economic partners in such developments, and detailed financial analysis is therefore 
required to estimate the expected benefits of the proposed development for individual 
scheme members, but also a careful assessment of their ability for financial 
contributions towards infrastructure investments. Projects receive therefore a mix of 
grant finance from the state (public partner) and term finance through commercial 
bank (private partner) to finance the respective investments.   

4.6.1.2 PPP in Small-Scale Irrigation Technology Development and Distribution 
Currently most countries in SSA have to import SSI technologies and related 
equipment. Transport and taxes add additional costs to the price tags of these 
devices and make them relatively expensive.   
Technology development and production in countries of SSA: the basic SSI 
technology concepts have been developed and are meanwhile already successfully 
used in local manufacturing of relevant equipment in a few countries of SSA (e.g. 
Kenya). Countries with high SSI potential should aim at the manufacturing of relevant 
equipment in their own country. Potential manufacturers are to be identified who can 
produce or assemble the respective treadle and motorized pumps or other 
equipment. During establishment a manufacturer will face several challenges: (i) local 
manufacturing will require some costly precision tools to produce the pump elements, 
(ii) the adaptation of equipment to local conditions, (iii) stocking-up on materials 
without a developed market, (iv) marketing of technologies. The new business 
venture also faces the risk of a slow uptake. Initial public/donor financial support is a 
useful approach to cushion the manufacturer against undue business risks especially 
during the product development phase and the first few years of serial production. 
Technology distribution: many countries in SSA lack an established dealership 
network for agricultural inputs. Depending on the scope and distribution of the actual 
irrigation potential, suitable distribution channels need to be identified for SSI 
equipment. PPP mechanisms could be useful to support the establishment and 
strengthening of an appropriate distribution system. 
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4.6.1.3 PPP in Produce Marketing 
Irrigation opens up new opportunities for the cultivation of higher value crops which 
could otherwise not be cultivated, but producers are then also confronted with a 
number of new challenges. Support to marketing is a common PPP approach as it 
can focus on a number of aspects in production and marketing: 
Product development / refinement: the introduction or promotion of the increased 
cultivation of higher value crops (e.g. horticultural crops, crops produced under 
organic farming) for the national and overseas market require market research, 
training and in some cases investments in processing and packaging facilities. Such 
activities can be organized as joint ventures between communities and local as well 
as international investors. PPP finance can be used to cover the costs of capacity 
building on the level of the farmers and their WUA as well as some of the initial 
investment costs of an investor also for compensating his / her higher transaction 
costs when dealing with a community respectively a large number of smallholders 
rather than a large-scale commercial producer.  
Export standards: Production for the overseas market requires the conformity of the 
produce to the standards prevailing in the importing country. Accreditation 
procedures for organic and EurepGAP labels are lengthy and expensive. PPP 
finance is often used to facilitate the training of exporters and producers alike.   

4.6.1.4 PPP in Agro-Processing  -  Value Chain Development  
Most irrigation systems aim to cultivate higher-value fresh produce also to recover 
the costs of the investment. It can, however, not be assumed that all farmers involved 
in irrigated  agriculture would secure a slot in the lucrative fresh horticultural national 
or export market. Distance to the market centers will be one of many criteria 
determining what can be sold and where.   
The cultivation of agricultural products with a longer shelf life or agro-processing 
potential might be an alternative. Planners should pursue an approach aiming at 
PPP-based solutions. An analysis would reveal which steps of the value chain can be 
performed in the rural areas. Value addition in the area of production will create 
additional employment and cheaper labor in the remote locations might compensate 
a private investor for higher transport costs. 

4.6.1.5 PPP in  Government : Commercial Farmer : Smallholder Cooperation 
Outgrower schemes where small producers link up with large-scale producers can be 
an effective approach to access a market that demands larger quantities of a 
standardized product. PPP finance can be used for technical training to ensure that 
quality and production standards are being met. The box gives an example of a PPP 
approach in Namibia:  
 

41 



 

Namibia’s ‘Green Schemes’: 
The ‘Green Scheme’ is an initiative of the Ministry of Agriculture, Water and Rural
Development to develop irrigation-based agronomic production within the agro-industry
in Namibia. It aims at various economic and socio-economic objectives. Under the Green 
Scheme, irrigation projects aiming at the development of more than 30,000 ha in the
next two decades along the perennial rivers of Namibia are being set up. The
Government of Namibia provides the bulk infrastructure up to the project boundary.  

Half of the scheme area is settled with landless farmers on three ha plots on the basis of
bankable leaseholds. The settlers have to repay the in-field equipment. The other 50% 
of the scheme area is given on a time-based lease to a commercial operator who is 
responsible to develop his farm irrigation system, provide technical advice during the
planting season and marketing support to the smallholders to sell their crops. He also
has to finance the required buildings (stores, offices). Leasehold duration and financial
contribution of the commercial operator and small-scale farmers are being reviewed 
regularly and the experience are applied to new projects under construction.   

The objective is that newly established irrigation farmers in cooperation with the
commercial enterprise embark on a diversified production of high value horticultural
crops. Tying it to commercial operators is to ensure high quality; in addition it brings a 
substantial private capital in order to co-finance national development objectives. (57) 

 

4.6.1.6 Research in SSI Technology Use  
Currently there is little research focusing on the use and impact of low- and medium-
cost SSI technologies on farm level. Given the economic importance of this 
technology segment for the economy in a substantial number of SSA countries it 
warrants systematic research to provide an improved decision making platform 
especially also for further sectoral expansion. A cooperation between state, 
universities and private research capacities supported by PPP arrangements should 
ensure solutions that will continue to further increase the private sector’s share in 
irrigation development.  

4.6.2 Support to the Strengthening of the Cooperation between Marketing 
Organizations, SSI Farmers and Financial Institutions 

The array of manually-operated and motorized pumps has led in several countries of 
SSA to an influx in privately developed irrigation area. The pace of this trend will 
continue provided farmers have access to financial services enabling them to make 
the necessary investments. The financial service provision to a farmer can be 
strengthened and supplemented by the cooperation between SSI farmers, marketing 
organizations and financial institutions:  
‘Anchor’ crop collateral: the cultivation of a major cash (anchor) crop in an area 
such as coffee, tea, sugar, etc have normally their own ‘monopolistic’ marketing 
structure, where the crop is being marketed through a specific channel. In such cases 
farmers can in tripartite agreements with the marketing agent use future crop sales 
as collaterals for loans from financial institutions.  
Contract farming: contract farming arrangements can be applied to a wide range of 
crops provided there is a buyer. The concept is often applied in connection with 
horticultural production for the export market, where high quality produce is required 
to fulfill the quality standards of importing countries. Companies engaged in the 
export market often enter supply contracts with their producers specifying type, 
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quality, and time of purchase and provide besides the inputs also technical advice 
through their own field services with the objective to ensure high quality. Farmers can 
use such contracts as collaterals and access credits individually from financial 
institutions for SSI system development or other financing needs. It requires the 
consent of the farmer and purchaser of the produce to make such arrangements 
work. Outgrower agreements fall into the same category. 
In the absence of anchor crops or other major cash crops potential SSI farmers are 
limited to use the group-credit facility of financial institutions. In Kenya there is a 
concept about to be tested where rural agricultural input suppliers extend loans to 
SSI equipment purchasers.  
Facilitative support: ‘third parties’ such as government, development organizations, 
and NGOs can play a vital role in market analysis, product refinement, and most 
importantly technical training of SSI farmers. But most importantly these 
organizations can often play a much stronger facilitative role in strengthening the 
linkages between farmers and traders as well as with financial intermediaries.   
 

4.7 Important Complementary Support Measures  

4.7.1 Extension Services 
The provision of irrigation water to farmers represents a major technology step in 
crop production. It adds a new complexity to crop husbandry and it can not be 
assumed that farmers will transform to irrigated production techniques unassisted.  
Especially if farmers aim to produce horticultural crops for the international markets 
the need for support will be very high. ‘Contract farming’ arrangements with exporter 
or agro-processing companies also often include the provision of the required inputs 
and technical advice to the producers in order to ensure uniform quality at the 
required quantity.  
The majority of farmers produce for the local and national market, where quality 
standards are somewhat less specified. These farmers are rarely supported by 
extension services of marketing companies. It therefore falls upon government 
supported extension services to provide advice to the majority of producers mainly in 
the following areas: 

• provision of market information on annual and seasonal price trends at relevant 
market centers; this assists farmers to decide which crops to select and when to 
plant; 

• provision of qualified technical advice on cultivation/husbandry and irrigation 
techniques and methods. This is  crucial to many farmers for successful crop 
production in a very competitive market.   

Extension services should also facilitate access of farmers to traders / exporters prior 
or during the cultivation period so that the farmer knows the traders and equally 
important that a trader gets to know the place where the produce comes from. 
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4.7.2 Research  
In contrast to India, where university research monitors and supports irrigation 
management and operation actively, in countries of SSA research appears to be 
much farther removed from the implementation reality.  
In countries with important irrigation sectors it appears to be justified to carry out a  
systematic research program providing feedback to farmers, extension service, 
planners and policy makers especially on various economic aspects of the production 
system and its financing.  Areas that should be pursued include: 

• Adoption of SSI technologies: there is little analytical information available to 
determine the important factors that enhance or hamper the broad-scaled 
adoption of SSI technologies. 

• Economic impact of different irrigation technologies should be measured on 
household and on regional and national level. This should also allow inferences 
on the impact of local conditions on technology uptake. 

• Production economics: questions such as (i) how does the use of SSI technology 
impact on the farming system and (ii) on household income, (iii) costs of 
production and gross margins per crop, (iv) amount of water used for different 
crops per unit area, etc. can inform decision makers on possible support 
measures for further expansion and intensification of SSI in the region and 
beyond.  
Political and technical decision makers generally see irrigation also as a means to 
achieve food self-sufficiency on household and national level. It is therefore vital 
to assess also in this context the performance of SSI technologies and compare 
these with eventually existing alternatives which may have comparative 
advantages for the farmers and the economy.   

• Financing SSI development: SSI technologies fit a wide range of socio-economic 
circumstances. Insights on how different socio-economic groups finance SSI 
investments in different production environments (high / low potential areas) could 
provide useful experiences and lessons learned for system improvements. 

• Technology analysis: there is little information available on which technology suits 
best a certain natural or socio-economic condition / situation. Experiences need to 
be analyzed, documented and disseminated. This activity should be carried out in 
close cooperation with manufacturers and distributors of these technologies who 
should play a leading role in the process. 

• Marketing: information is also often lacking on which crops are being produced for 
which market and where do farmers sell the different crops and at what prices. 
Such information is an important ingredient for the formulation of development 
concepts for a given region, but also for the design of specific irrigation projects. 

• Value chain analysis: the horticultural production might eventually outpace the 
absorption capacity of a country’s local and export market for fresh produce. It is 
therefore crucially important to analyze which crops can be further processed in 
the country and even more importantly in the respective location where they are 
being produced. 

• Environmental impact: although, there is only a small fraction of the continent’s 
irrigation potential developed, there are already signs in some regions that the 
water sources are over-utilized. Research into which technology in combination 
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with which cropping pattern results in the most efficient use of water would 
provide useful information for planning.  

4.7.3 Integrated Regional Planning 
Sub-Saharan Africa faces a challenge of unprecedented magnitude: in many 
countries hunger and poverty have proven resistant to development efforts. At the 
same time there are still huge untapped resources available to better the lives of 
millions of people, less than 10% of the continent’s irrigation potential has been 
developed so far.    
To address poverty as one of the biggest challenge a country may face, requires a 
holistic approach to planning across all levels of government as to how the available 
resources are best used. Irrigation development has been identified as one of the 
strategies where a large number of people can be reached and considerable impact 
can be achieved at community level, but also on national level. However, for this to 
happen it requires a coordinated and systematic approach and the inclusion of a 
wide spectrum of actors into the planning and implementation process. Major issues 
that need to be addressed in integrated planning approaches are: 

• Analysis of resource potentials: planning for irrigation development must take 
cognizance of the interrelation of water and land. Inventorying a country’s water 
and irrigable land resources will give an indication on the type and magnitude of 
development needed, but also who the likely beneficiaries of such a development 
are. 

• Water management: water management plans identify potential use of a water 
source and the optimal abstraction rates for different river segments. There is 
often little planning on how the water source can be most optimally utilized by the 
different available irrigation options/technologies.  

• Development of water resources: unfavorable distribution of rainfall resulting in 
high runoff, results in limited water availability throughout the cropping season. 
Water storage by increasing dam capacity could therefore be an option.   

• Irrigation design: what potentials exist in the different locations and how and when 
are they to be developed? Who are the potential users in a given area? Which 
technologies are to be used to access the water?   

• Services: which services exist in a given area and which are required by the 
farmers, e.g. in terms of agricultural extension, irrigation engineering, financial 
services, etc.? Especially, irrigation schemes are growth centers and attract many 
other people including laborers and small business entrepreneurs: which services 
need to be provided for such communities e.g. schools, health, electricity, water, 
sanitation, etc.?  

• Cropping pattern: which crops are likely to be grown and how will this impact on 
the local and national economy? Are there options for agro-processing? 

• Infrastructure: which infrastructure is required to access produce markets or is to 
be accessible? Communication links? 

Successful irrigation development, especially on a large scale, depends on the 
cooperation of a number of different stakeholders. An interdisciplinary and inter-
institutional planning approach is required. It is important also to include the private 
sector and financial institutions into such planning as well as implementation 
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processes as they know best how to create a conducive environment for the private 
sector to play its full role. 
Such an integrated planning approach should follow the principles of subsidiarity, 
meaning that the level or institution closest to the ‘problem’ is also the one who takes 
the leadership in planning the measures and the implementation of that particular 
aspect of development.  

4.8 Potential Roles of National Stakeholders and Donor 
Organizations in the Development Process 

4.8.1 Role of the Government  
The government’s role in the financing of SSI development is only indirect. The 
government should create incentives to support agricultural finance development but 
should not be involved in the direct provision of loans. Its role is to facilitate and 
strengthen the workings of the market and to create an enabling environment for rural 
financial system development, such as the provision of regulation and supervision 
and support to innovation that are likely to enhance outreach to rural entrepreneurs 
and increase the efficiency of financial intermediation. 

4.8.1.1 Policy Development 
Successful small-scale irrigation development will require on national level in 
conjunction with the establishment of demand driven financing mechanisms an 
integrated approach involving a wide spectrum of role-players. This is even more the 
case if private sector actors are expected to play a significant part in such an 
endeavour.  
To support the development process countries with a development potential in SSI 
require a complementary set of policies and strategies in different fields. Relevant 
existing policies and strategies should be systematically reviewed pinpointing 
strengths and weaknesses and identifying inconsistencies and gaps which need to 
be addressed to support and facilitate the development process and the demand 
driven delivery of financial services to the sector. Important is an appropriate 
integration of the different policy areas. Possible inconsistencies that have negative 
impact on market-driven SSI development to be avoided are: 

• directed lending to the agricultural sector through the government; 
• market distortions in form of subsidized interest rates to end-clients; 
• interest rate ceilings; 
• construction of community irrigation schemes where more simple technology 

solutions and market driven development are feasible. 
Crucial policy and strategy elements which could be of importance for the sectoral 
situation in individual countries include: 

• Macro-economic policies:  
o deregulation of domestic financial markets; 
o deregulation of trade and product prices; 
o deregulation of markets: easing export and foreign exchange regulations; 
o creation of an enabling environment by providing the legal framework for 

effective business operation; 
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o improving the framework conditions for private sector investment in irrigation 
by commercial and smallholder farmers. 

• Water,  irrigation and agricultural  policies: 
o assure that irrigation policy is derived from the principles of the respective 

water policy of a country outlining the regulatory framework how water may be 
used and under which conditions; 

o water management: striking a balance between upstream / downstream and 
public/private  water use (issuing of water permits and monitoring water use); 

o technical analysis of irrigation potentials (water and land) with regard to  
optimal development options: suitability of different technologies, private 
versus public investment in different regions; 

o nation-wide policy regarding beneficiaries’ contributions in irrigation schemes 
and adherence to agreed loan/grant ratio(s) by government and donors; 

o strengthening the role of the private sector by asking them to participate in 
relevant national and regional planning fora; 

o identification and support to the provision of necessary complementary 
services to irrigation development (e.g. agricultural extension); 

o strengthening of the private sector’s role in providing inputs and finance for 
irrigation but also for agro-processing purposes 

o assure that financial sector expertise is included on any questions of financing 
SSI development; 

• Financial sector policies:  
o creation of a favourable policy environment in which private financial 

institutions are able and willing to service farmers; 
o assurance of a competitive market structure; 
o promotion of a variety of viable financial institutions that are client oriented, 

that mobilize savings efficiently and provide access to loans to a broad 
spectrum of clients; 

o promote safety and soundness of the financial system; 
o depositor protection; 
o ensure allocative, operational and dynamic efficiency of financial institutions. 

• Enabling environment: 
o create an efficient legal and judicial framework governing enforceability of 

claims and property rights as well as an efficient court system; 
o enhance real estate registration and streamline cost efficient and fast 

processing of registration; 
o create conductive legal frame conditions for leasing, especially a framework 

for easy and fast repossession of leased assets, clear definitions and clarity in 
allocating responsibility. 

o provide where economically justified support to the improvement of road 
conditions and infrastructure to better reach dispersed living SSI farmers. 

 

4.8.1.2 Donor Coordination  
The magnitude of technical and financial support from donor organisation varies from 
country to country. These contributions range from support to grass root project 
implementation level to the formulation of development policies and strategies. Since 
many of these support programs come with considerable resources it is important 
that the objectives of donors are aligned with national goals. 
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The expansion of a country’s irrigation area requires interventions in several sectors. 
Appropriate donor coordination should ensure that resources are put to proper and 
coordinated use where the country has resource shortages in financial or technical 
aspects.  

4.8.2 Role of the Private Sector 
The important role of the private sector manifests itself in three different areas in 
connection with irrigation development: 

• private investments: increased private capital is required from companies and 
financial institutions for SSI development which is a sector that has a good 
potential for making considerable contributions to poverty alleviation. 

• marketing of produce: the adequate and profitable marketing of agricultural 
produce through the private sector is a pre-condition for successful irrigation 
development. Ensuring appropriate level of quality and produce diversification are 
critical areas for the successful expansion of irrigation in general and especially 
also for SSI development; 

• private-public-partnerships: in some countries the expansion of irrigation may lead 
to the saturation of the fresh produce market. In such cases possibilities for the 
development of new products through agro-processing need to be assessed 
which would also create opportunities for additional employment and income 
sources.    

4.8.3 Role of Donor Organizations 
The magnitude of the challenge that many countries face with regard to developing 
their irrigable resources will require concerted efforts by the respective governments 
but also substantial contributions by the international donor community in the form of 
technical and financial cooperation. Donor organizations active in SSI development 
and related fields should systematically harmonize their support programs and 
actively search for possibilities of sectoral/program networking and cooperation. In 
view of the situation in many countries of SSA with substantial irrigation potential the 
following fields of cooperation appear to be especially relevant for donor support:  
 
4.8.3.1 Technical Cooperation (TC) 
Important fields for which TC may be required include: 
Capacity building: support to capacity building may be required on all three levels of 
the financial system especially in the following fields:  

- policy advise and dialogue, donor harmonisation according to ‘Paris 
Declaration’; 

- The role of donors is especially important in the support to the creation and 
strengthening of the meso level infrastructure. On the meso level, viable 
networks and professional support institutions are needed that promote, 
support and finance rural financial intermediaries. Important functions 
include: (i) training to build-up human resource capacities; (ii) refinancing 
facilities that buffer liquidity shortages and term-mismatch of funds; (iii) 
control mechanisms to assure financial soundness of business and the 
security of savings; and (iv) research for product development.  
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- institutional strengthening on the micro level: rural financial intermediaries 
should be supported in financial broadening and deepening as described in 
chapter 4.3. Institutional capacity building efforts should concentrate on 
‘upgrading’, ‘downscaling’, ‘greenfielding’ and the ‘linkage approach’, 
where applicable. Instruments will vary according to different institutional 
solutions that can be found in different country contexts. An important role 
of donors is to promote innovations in the rural financial sector and to 
provide initial support to their experimentation and implementation. 

Market development: irrigated production is widely associated with export. This 
provides many producers in SSA with opportunities but also with great challenges, as 
they must adhere to stringent quality control standards for the different international 
markets. The training of local producers, traders and exporters is an important area 
for TC.   
Policy development: SSI development requires well coordinated interdisciplinary 
approaches and a conducive policy framework in several fields. The formulation of 
new market oriented policies or the adaptation of existing ones may pose a challenge 
to some governments and is therefore an area for technical support. In the process of 
policy formulation it is important to create the necessary operational space and 
incentives for the participation of the private sector in areas such finance, marketing 
and production. 
Implementation support: the translation of policies into cohesive interdisciplinary 
implementation programs, projects and strategies and support to the their execution 
is another important field requiring skilled and experienced personnel which is often 
not available in countries of SSA.  
Inter-regional cooperation: most of Africa’s major river catchments extend over 
several countries who have to share the water resources. Planning, the 
establishment of agreements and their monitoring may require external assistance on 
the side of professional technical support and facilitation. 

4.8.3.2 Financial Cooperation 
Potential areas for financial cooperation in SSI development and related fields 
include: 
Grants, guarantee funds, credit lines and equity participation:  these are – in 
combination with technical assistance – valuable instruments to support the financial 
system in its efforts of financial deepening and broadening and may include: 

• the initial support to financial institutions to extend outreach to less developed 
areas. This has proven to be a successful strategy for the creation of 
sustainable structures; 

• the strengthening of financial institutions and non-financial institutions (such 
as equipment suppliers) that can provide term lending or leasing to end-
clients. The access to long term funds is an important precondition to engage 
into term lending;  

• the strengthening of second-tier institutions that can provide refinancing to 
institutions on the micro level.  

Start-up financing: in countries with a high SSI development potential support may be 
required for the establishment of local equipment manufacturing facilities and of the 
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required distribution channels. The start-up process can be accelerated and 
facilitated through support to the initial establishment costs with donor funds using 
flexible conditions/mechanisms appropriate for the local situation.   
Financing of irrigation development: certain land and water potentials can only be 
utilized with investments in bulk infrastructure to be utilized by irrigation communities. 
The magnitude of investments required to unlock such resources requires in most 
countries of SSA financial cooperation with the donor community.  
Financial cooperation will also be required to assist countries to develop the irrigation 
infrastructure and in some countries substantial investments in the construction of 
additional storage capacities are required in order to translate hydrological potential 
into economic assets.  
Besides the actual water infrastructure there is a need to provide for other 
infrastructure such as roads. Irrigation developments are usually centers of increased 
economic activities attracting migrants from the hinterland or other parts of the 
country. The increase in population often requires besides roads and communication, 
schools, and health centers.  
 
 
 
 

*****************************************  
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