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The shift from subsistence farming to producing higher-value

products for national markets is for many the first step out of

poverty. However, many farmers lack the financial resources to

make initial investments in equipment that can make that transition

possible. MRR Innovation Lab researchers are partnering with

Nyala Vision Savings and Credit Cooperative in Kenya to test

financial contracts for rain collecting water tanks, including a

layaway savings plan, an asset-collateralized loan and a hybrid

option that enables farmers to save towards the loan’s deposit.

The Challenge

Investing in equipment is an important
step for small-scale, subsistence farmers in
their transition to producing higher-value
products for sale on the national market.
This transition is the first step out of
poverty for many smallholder farmers, but
many farmers lack the financial resources
to make the initial investment.

For example, water tanks to collect rainfall
can make dairy farming more productive.
Howevert, traditional microfinance loans are
not structured for financing this kind of
purchase for small-scale farmers who have
little savings or assets. Traditional loans are
often securitized with cash upfront and
must be paid off starting immediately.

By contrast, asset-collateralized loans only
require a small deposit with the asset itself
as collateral. While traditional microfinance
loans have had a disappointing impact on
business investment and growth,' asset-
collateralized loans, though riskier for
lenders than traditional loans, have shown
tremendous potential in facilitating business
investment in developing countries.?

Layaway saving contracts provide an
alternative for financing large agricultural
purchases. Layaway contracts, in which
the financial institution provides the
purchased asset once payments into a
dedicated account are complete, provide
a softer commitment with lower risk for
both borrowers and lenders.

RESEARCH INNOVATION

Traditional microfinance loans are
often securitized by a large cash deposit
and must be paid off quickly, starting
immediately. This type of loan has had
a disappointing impact on business
investment and growth.'

In developed countries, asset-
collateralized loans are common. With
these kinds of loans, borrowers receive
the asset upfront and pay it off over time
with repossession as the penalty for
default. Research has shown that in low-
income countries these kinds of loans
have tremendous potential to facilitate
business investments.?

Layaway savings plans, a form of
dedicated savings, are a relatively
new idea in agricultural development.
Making payments over time toward a
large purchase reduces risk for both
borrowers and lenders. This structure has
been tested in a slightly different context:
similar accounts which allowed people in
rural Kenya to save towards preventative
health expenses increased health savings
by 66 percent.?

' Banerjee, A, et al. 2015.“The miracle of
microfinance? Evidence from a randomized
evaluation.” American Economic Journal.

2 Jack, W, et al. 2018.“Borrowing Requirements,
Credit Access, and Adverse Selection: Evidence
from Kenya.” Working paper.

3 Dupas, P, et al. 2013.“Why Don'’t the Poor Save
More! Evidence from Health Savings Experiments.”
American Economic Review.
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So every rural family can take control of their future

Research Design

This MRR Innovation Lab research team
is partnering with Nyala Vision Savings and
Credit Cooperative (SACCO) in Kenya to
test innovations in asset-collateralized loans
for dairy farmers to invest in equipment
to improve their productivity. Nyala is
investing over $400,000 of their own
capital to finance the sale of rainwater
harvesting tanks to approximately 1,875
dairy farmers through variations on the
asset-collateralized loans they currently
offer their members.

In the first phase of this project, the
research team is comparing the impacts of
three variations of the loan contract Nyala
currently offers:

1. asset-collateralized loans as they are
currently offered at Nyala, in which
the borrower must pay the required
security deposit upfront

2. alayaway savings plan in which the
farmer receives the water tank only
after saving the total amount in a
targeted savings account

3. ahybrid contract in which borrowers
save toward the required security
deposit in an account specifically
linked to the contract, at which point
they can receive the asset and convert
to an asset-collateralized loan.

Nyala is offering 1,550 asset-
collateralized loans, 1,550 layaway offers
and 1,550 hybrid contracts. Half of
farmers who accept the layaway contract
will be offered to upgrade to an asset-
collateralized loan. The team will test
pricing with discounts on water tanks to
half of borrowers. To test different loan
terms, half of participants will receive a
two-year contract, while the remaining will
receive a three-year contract.

The team is evaluating how the water
tanks affect a range of business and
welfare outcomes. In addition to changes
in milk sales and farming practices, the
team is measuring changes in health,
time use and responsibilities within
the household, gender and household

dynamics, as well as whether community
water usage differs between those who
own tanks and those who do not.
During the project’s second phase,
the research team is working with
lenders across Kenya to introduce
asset-collateralized loans on a limited
basis to catalyze broader adoption of
Nyala’s lending model. By working with
multiple local lenders, the team will test
the potential for scale while limiting the
capital at risk with any one lender.

Development Impact

This project builds on a relationship
between the researchers and Nyala
SACCO that began with a 2010-2014
evaluation of 1,159 asset-collateralized
loans. In Kenya, Nyala has since instituted
these loans on its own. In Rwanda, the
Agricultural Board has begun piloting this
model in partnership with J-PAL and IPA.

In the near term, this project will inform
Nyala’s lending practices. At a broader
level, this research will provide evidence
on the viability of asset-collateralized
loans as a financial tool for small firms in
low-income countries. This will improve
financial inclusion through products
that better serve clients while helping to
determine whether asset-collateralized
loans should be scaled further.

With better contract design and a
sustainable business model, the potential
to scale asset-collateralized loans is
dramatic. Dairy farming, as the largest
agricultural sector in Kenya, comprises
about four percent of GDP and includes
approximately 1.5 million farmers. As of
2017 there were 174 licensed SACCOs
with a total of over 3 million active
members.’

! Banetjee, A., ct al. 2015. “The miracle of
microfinance? Evidence from a randomized
evaluation.” American Economic Journal.

?Jack, W, et al. 2018. “Borrowing Requirements,
Credit Access, and Adverse Selection: Evidence
from Kenya.” Working paper.

> SASRA Supervisory Report, 2017.

Development Opportunity:
Kenya

54.1 : Population in millions (2018)
36.8% : Poverty rate at $1.90/day, 201 |
PPP (2015)
37.5 : Rural population in millions (2018)
57.5% :Total employment in agriculture
(2018)
24.2% : Prevalence of undernourishment
(2016)
26% : Prevalence of stunting for children
under 5 years (2014)

Source:World Bank

According to USAID, more than 75
percent of Kenyans make a key part of
their living in agriculture.The sector
accounts for more than one fourth of
Kenya’s GDP. The FAO estimates 36
million people reside in rural Kenya, many
of whom are smallholder agricultural
producers or depend on agriculture for
their livelihood in some way.

Increasing agricultural growth for
small-scale farmers is a critical avenue
for improving livelihoods in Kenya. Most
smallholders continue to subsist on low-
input, low-output, rain-fed agriculture.
Crop production is limited due to
farmers having low access to, and usage
of, improved technologies and practices,
including seed and irrigation technologies.
Market access is also needed to create
incentives for investing in and using new
technologies and practices.'

' Feed the Future.2018.“Global Food Security
Strategy (GFSS) Kenya Country Plan.”

This report is made possible by the generous support of

the American people through the United States Agency
for International Development (USALD) cogperative
agreement 7200 AA1ILE00004. The contents are the
responsibility of the Feed the Future Innovation Lab for
Markets, Risk and Resilience and do not necessarily reflect
the views of USAID or the United States Government.

FEED THE FUTURE INNOVATION LAB
FOR MARKETS, RISK & RESILIENCE =

2133 Social Sciences & Humanities
University of California, Davis

| Shields Avenue | Davis, CA 95616
(530) 752-7252 | basis@ucdavis.edu

www.feedthefuture.gov

The Feed the Future Innovation Lab for
Markets, Risk and Resilience generates
and transfers knowledge and innovations
that promote resilience and empower
rural families, communities and markets
to share in inclusive agricultural growth.



