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Preface
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The last decade has seen a gradual trend towards the liberalization of many
economies, both in the developing world of Africa, Asia and Latin America and, more
recently, in Eastern Europe and the new states of the former Soviet Union.

An important feature of these changes has been the liberalization of agricultural
markets. This has involved an increasing role for the private sector in food marketing
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and, to a lesser but nevertheless significant extent, in the marketing of export and
industrial crops.

In most countries the lack of finance for private traders has emerged as a significant
constraint to the emergence of a dynamic private sector able to take over the bulk of
trading and storage functions from state trading bodies. The authors, and their
colleagues in NRI and FAO, recognizing this constraint, identified inventory credit as
constituting, at least in part, a useful approach to resolving the problem. Initially, our
two organizations worked separately, but when it was realized that we were working
along similar lines it was felt beneficial to collaborate on this publication.

Anthony Beattie
Chief Executive
Natural Resources Institute

Abdoulaye Sawadogo

Assistant Director-General
Agriculture Department

Food and Agriculture Organization
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Summary

This publication addresses a problem which has emerged in recent years in many, if
not most, countries which have liberalized their agricultural marketing systems. Such
changes are being witnessed in Eastern Europe and states of the former Soviet Union
as well as in many developing countries.

Government marketing boards and parastatals usually had ready access to finance to
enable them to purchase and to store food and industrial crops. Following
liberalization, such finance has not been easily available to private traders who are
expected to take over the marketing functions previously carried out by the state.
Particularly in the case of food crops, this lack of finance places the burden of storage
on farmers who are not always well equipped to store efficiently. The consequence of
this is high levels of inter-seasonal price instability, to the detriment of producers and
consumors alike.

Inventory credit is one way of overcoming financing constraints. This is not a new
concept; archaeological evidence shows that it was practiced in Ancient Rome.
Obtaining finance against stocks of a wide range of products held in bonded
warehouses is common in much of the world. Inventory credit for agricultural produce
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is widely used in Latin American countries and in some Asian countries (see Case
Studies 1 and 2). In many countries, however, it is seldom practiced and real estate
remains the main form of collateral acceptable to banks.

Various different approaches to inventory credit are presented. For countries
discarding interventionist systems or with little experience of commercial
storokeeping, an approach is suggested involving a three cornered arrangement
between a bank, a borrower and a warehouse operator. The borrower can be a trader,
a miller, a large farmer or a group of farmers. The warehouse operator is generally an
organization which is specialized in this field and which does not trade in the produce
stored.

Inventory credit is of use in financing the procurement and storage of durable
agricultural produce, including: (a) cash crops destined for export markets, (b)
imported produce, usually held in bond, for which the importer needs finance during
disposal, and (c) domestic food and feed crops, particularly grains, subject to seasonal
gluts. This publication is mainly concerned with the last use.

In the case of foodgrain for domestic consumption, inventory credit would involve a
borrower negotiating a line of credit, to be made available against the presentation of
warehouse receipts. At harvest time, he or she deposits grain at the warehouse as

D:/cd3wddvd/NoExe/.../meister10.htm 11/174



05/11/2011 Inventory credit - An approach to deve...
security for a bank loan. This can then be used to purchase further produce, which can
itself be pledged as security for a further loan. In this way the borrower's stocks can be
increased well beyond his or her initial means. When market prices rise, he or she
repays the bank, either in full or in part, pays the warehousing charges and withdraws
the relevant quantity of grain for sale on the market. If the borrower does not repay
the loan by the due date, the bank seizes the grain and sells it to a third party.

However, in many countries, before this apparently simple commercial transaction can
be implemented, various requirements need to be fulfilled. The publication discusses
these in detail, with reference to case studies in the Philippines, India, Mali and
Ghana. The main conclusion which emerges is that inventory credit should not be
"targeted" at particular users, but should be offered without subsidy to those who are
able to use it profitably. Similarly, the exercise should be profitable to the lender and
the borrower alike, and lending decisions should be made by banks without any kind
of external pressure.

Setting up inventory credit as some kind of development "scheme" should be avoided.
The banks, rather than Government should be the prime movers, and successful
implementation depends above all upon their capabilities. Sustainable results are
more likely to be obtained if they provide credit from their own resources, rather than
using concessional funds from donors or governments. Outside assistance may,
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however, be useful to create the appropriate enabling environment for inventory
credit to work, e.g. by promoting the concept, by assisting with the drafting of
necessary legislation and by supporting the establishment of market information
systems.

A crucial element of inventory credit is the availability of reliable warehouse
operators. These should not only have the necessary infrastructure and technical skills
in storage management and pest control, but should also have business skills and
independence from political pressure, which will provide a reasonable guarantee of
the integrity of the stocks. A key to getting banks to make a serious commitment to
this sort of lending is the presence of warehouse operators of outstanding reputation.
For this reason it may be appropriate to involve companies of international repute, or
leading national enterprises, in selling up these services. Companies with a background
in inspection services, freight forwarding or pest control may be suitable. In some
cases the banks may see fit to set up their own warehousing subsidiaries to carry out a
range of collateral management activities concerned with domestic or internationally
traded goods.

The establishment of inventory credit in any country requires a careful analysis of the
existing legal framework and, on the basis of this, legislative reform may be needed to
protect the interests of the parties involved, and to facilitate trading in warehouse
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receipts.

Inventory credit can only function in a conducive policy environment. It also requires
the availability of support services such as market information. Government, will need
to accept that traders are entitled to make profits from crop storage. There should be
no controls on grain stocking or on the movement of produce, nor any price controls.
Government trading, through parastatals and other government-supported bodies
should be strictly limited. Policies regarding introduction of food aid onto the market
should be transparent and adhered to at all times. Finally, it is likely that inventory
credit will not be able lo function in countries where there are high or volatile real
interest rates.

These conclusions, based on a number of individual experiences, are believed to have
a significant degree of general applicability. In particular, they have been corroborated
by practical experience in Ghana, where NRI promoted the introduction of a pilot
scheme for the financing of the maize trade, and thus was well placed to monitor
closely the issues bearing on its utility and viability.

Lastly, it is noted that inventory credit is a significant step in the modernization of
agricultural marketing systems. In the longer term, it can facilitate the development of
more efficient commodity trading, based on standard grades. Brazilian experience
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suggests that in some countries it can lead to the creation of commodity-based
financial instruments, thereby involving the public at large in the financing of
agricultural trade.

Introduction

This publication aims to address a problem which is widespread in developing
countries, and others which are liberalizing their agricultural marketing systems, i.e.
the lack of finance for trading and inter-seasonal storage of durable agricultural
commodities, particularly grain crops. Since the early 1980s in Africa and more recently
in E Europe, the problem has been of increasing concern due the general trend away
from marketing by state-controlled marketing bodies to marketing by private traders.

In sub-Saharan Africa, the scenario for food commodities is typically as follows.

Marketing boards used to enjoy privileged access to bank funds for buying maize or

other foodgrains but the private traders, who in most countries now dominate the
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trade, have only limited access. As a consequence, the trading sector must live on a
hand-to-mouth basis, quickly turning over stock in order to avoid running out of funds.
Seasonal price variability is often large as there is little cash for buying up stocks to be
sold off in the lean season. As a result of these changes to marketing systems, the
burden of storage is increasingly being placed on farmers.

Among banks, there is a general reluctance to lend to private traders in domestically
produced foods. This seems to be for the following reasons.

(a) Traders are mainly within the informal sector, often keep no written records, have
limited resources and have little contact with the banking system.

(b)Lending for agricultural trade involves significant risks, due to the difficulties of
accurately forecasting price movements and to deterioration of the produce if
improperly stored.

(c) Much of the policy environment surrounding African banks appears to encourage
conservatism and discourage the development of new lending instruments. Liquidity
controls, imposed as a result of structural adjustment and the high level of interest
which banks can obtain on treasury bonds, diminish their interest in finding new
private sector clientele. Apart from this, banks often entertain lingering uncertainty
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about government policies towards private traders in staple commodities, even after
markets have been liberalized. In most of the post-independence period, traders have
been stigmatized as exploiters, and on occasions have been subject to price controls
and even seizures. Bankers may wonder whether the new policies will be rigorously
upheld, particularly in times of food crisis.

One of the main limitations on lending for private trade is the requirement for
conventional guarantees. In developed countries, stored produce is widely accepted as
collateral for lending. For example, in the United Kingdom, banks will typically advance
a farmer or trader 80 percent of the market value of grain which is stored in an
authorized warehouse and duly insured against losses arising from fire, theft and
damage by unusual weather conditions.

In most African countries such financing is seldom available and, if so, only for
financing stocks of commodities entering the export or import trade. The main form of
collateral acceptable in Africa is real estate, but this greatly limits the feasible volume
of lending. Most rural real estate has no market value and is unusable for this
purpose. Land is largely untitled. Even in urban areas, traders often have little or no
real estate to their name.

Many traders do, however, have some working capital. Stocks purchased by a trader
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with this capital could be pledged as security for a bank loan, thereby increasing total
funds available to him or her for leading.

A solution to the trade financing problem, therefore, could involve increased usage of
stocks of commodities as a physical guarantee, an approach which in this paper is
referred to as "inventory credit". Indeed this approach may be a key to forging strong
long-term links between the banks and the trading sector. It should be noted that
banks will not rely exclusively on inventories as collateral, but will tend to use them in
combination with more conventional guarantees. By doing this they will be able to
increase their total volume of lending to trade customers, and attract new business
from informal sector customers who have hitherto been unable to meet all the
collateral requirements.

This publication also aims to assist those who are looking for ways of increasing the
role and efficiency of private-sector trading, as well as those who simply wish to
develop new lending instruments, and is targeted principally at the following types of
reader:

e banks, wanting to increase and diversify their clientele through new lending
instruments

e companies involved or interested in commercial storekeeping
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e traders and farmers who wish to tap new lending sources, as well as the
organizations, such as Chambers of Agriculture and Commerce and farmers'
associations, which represent them

e policy makers concerned with trade and agriculture, and those influencing the
policy-making process

e donors, recognizing the need for trade credit and interested in funding activities
necessary to create an enabling environment for inventory credit to function.

The experiences of various countries which have attempted to introduce inventory
credit or other trade financing mechanisms are examined through case studies from
two Asian (Philippines and India) and two African (Mali and Ghana) countries (see
Case Studies 1-5). The case studies refer to cereal crops, but the reader should be
aware that inventory credit can work for any durable commodity which exhibits
seasonal price variations, including items such as cowpeas, palm oil, dried fish and
dried chillies, and commodities entering international trade. The successful
introduction of inventory credit for food crops may, in turn, open opportunities for the
concept to be extended to other commodities.
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Section 1 - Why it is important to improve trade financing

The situation described below, encountered in a survey of 357 wholesale grain traders
in Tanzania, has features in common with many African countries. While this
fragmented trade structure encourages competition, it is far from ideal. Traders are
generally under-capitalized, and seldom engage in inter-seasonal storage to take
advantage of seasonal price rises. They prefer to turn over their stock quickly and
obtain a modest, but assured, profit.

WHOLESALE GRAIN TRADERS IN TANZANIA, LATE 1991

The tracers' scales of operation were typically small. At the time of interview, 58
percent of maize traders and 71 percent of rice traders handled 25 bags or less per
shipment. For traders moving grain between locations, the average number of bags
handled was 37 for maize and 25 for rice, with three shipments normally being made
per month.

There were few links in the market chain between producer and consumer, and three-
guarters of the traders claimed to have bought directly from farmers. They had
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developed little specialization in their functions.

Few traders had any trucks and they usually had to rely on hired transport, which was
often difficult to find. They generally lacked storage facilities in the towns, and bags of
grain were mainly kept in the open, giving rise to storage problems.

Only 2 percent of traders used bank credit, almost entirely larger traders dealing in
rice, and their access was very restricted by lack of money on the banks' side. The three
most important problems identified were credit (49 percent), transport (49 percent)
and storage (31 percent).

Source: Marketing Development Bureau. Dar es Salaam (1992)

With a decline in the level of public-sector stockholding, and little storage on the part
of traders, farmers find themselves obliged to hold on to stocks which in previous
years would have been purchased by the parastatals. In African countries, such stocks
are held in rustic storage cribs or granaries made from locally available materials,
including wood, mud and various thatching materials.

In general terms, increased on-farm storage is a desirable outcome of liberalization,
relieving the State of much of the costs of holding commercial food stocks, and making
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an important contribution to local and national food security. Given the low level of
investment required, it is often the cheapest form of storage. Unfortunately, farmers
often experience problems in storing large quantities of grain. Notwithstanding the
prospect of higher lean-season prices, they are often forced to sell grain either to
satisfy immediate cash needs or to avoid storage problems. Such problems are
particularly acute where farmers grow hybrid varieties of maize - due to their
susceptibility to pests - and in areas where rainfall occurs after harvesting. In some
countries, farmers grow traditional varieties of maize for home consumption during
the year, while hybrid varieties are cultivated for the market. Traditional storage
techniques are usually adequate for storing the traditional varieties but not for
hybrids, which must be disposed of quickly in order to avoid spoilage.

These constraints suggest that farmers should not be relied upon exclusively to carry
out the inter-seasonal stocking function within liberalized marketing systems. In the
absence of commercial storage, there is likely to be a high degree of price variability
between harvest time and the lean season.

Empirical evidence from Africa (see Annex 1) shows that the degree of interseasonal
price variability is often high, and is also extremely variable from country to country,
and from crop to crop. Available data indicate that the average increase in lean-season
over harvest prices ranges from around 31 percent in Sahelian countries to over 100
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percent in Ghana.

The main determinant of price variability is the speed at which farmers release grain
onto the market, and the amount they hold back as precautionary reserves. In Ghana,
maize is predominantly a cash crop in the main surplus-producing areas, and for this
reason farmers do not hold precautionary reserves. Moreover, on-farm storage is
made difficult by high humidity at the time of harvest and, until very recently, private
traders have made little use of mechanical dryers. By contrast, farmers in Sahelian
countries often hold stocks of millet and sorghum for several years. Grain is usually dry
at harvest time and, stored on the sheath, losses are minimal. Farmers have a much
greater role in buffering inter-seasonal price fluctuations than in the case with maize
in Ghana and neighbouring coastal states.

In many African countries the level of inter-seasonal price variability is likely to
increase during the 1990s due to the effect of market liberalization. This is particularly
true of countries like Malawi, Zimbabwe, Kenya and Zambia which had been relatively
effective in enforcing their public sector grain monopolies.

Another problem noted in the study of the Tanzanian marketing system is
considerable short-term price fluctuation (Marketing Development Bureau, 1992), due
to the absence of intermediate-level stockholding between the farmer and the
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consumer. In Dar es Salaam, feed millers were unable to find wholesale merchants
who could supply stocks of grain on demand, but were dependent upon a flow of
trucks arriving from distant supplying locations (Courter and Golob, 1992).

Price instability of the kinds described and associated low levels of commercial
stockholding are believed to be disadvantageous to society for the following reasons.

e Farmers receive lower immediate post-harvest period, prices in the immediate
post-harvest period, when they often need to sell to satisfy cash needs and to
repay production loans. This leads to lower use of purchased inputs and
mechanization services and, hence, to lower overall output.

e Consumers in urban areas, who typically spend a large proportion of their
household budget on staple foods, are required to adjust their expenditure in the
light of changing prices for food staples.

e The absence of intermediate stocks between farmer and consumer, or user,
increases the level of post-harvest losses. This appears to be the case in Ghana,
where it has been calculated that farmers lose between 6 and 8 percent of their
maize crop over storage periods of between three and seven months (Ofusu,
qguoted by Boxall and Bickersteth, 1991). With well-managed commercial storage,
however, losses can be reduced to 2 percent or less over an eight-month period.
However, achieving this in tropical climates is not a simple matter; a high level of
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technical and managerial competence is required.

e Also, the absence of intermediate stocks discourages trade between regions and
countries, and diminishes the use of local cereals vis--vis imports and food aid.
The consequent lower demand for locally produced grains has an adverse effect
on production and employment in the rural economy. One of the most notable
cases is that of feed-maize in Ghana. This country has been shown to have a
comparative advantage in producing maize for domestic consumption (World
Bank, 1991), but credit terms vastly favour imports, with the United States
Government underwriting three-month revolving lines of credit for US yellow
maize.

For these reasons the authors believe that there is a stong case for improving the
financing of agricultural trade in Africa. In some countries (e.g. Ghana), the high degree
of price variability suggests that traders will wish to use inventory credit in almost
every year. In other cases, as with millet and sorghum in Sahelian countries, traders
are likely to use inventory credit services on a more opportunistic basis, when they are
trying to accumulate stocks for export to neighbouring countries, or when they judge
that market prices may increase substantially, as happened in 1988 and late 1990 (see
Annex 1, Figure A2).

Better trade financing should result in a higher degree of inter-temporal market
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integration. Over the long term, this will happen as follows. As closer links are forged
between the financial and commercial sectors, funds will increasingly flow backwards
and forwards between them. As already hapens in developed countries and some of
the more advanced economies in the developing world, trade will attract commodity
finance seeking speculative profit. Indeed finance will continue to tee attracted up to
the point of what economists call "normal profits", i.e. the minimum level of profit to
attract those who are speculating on price rises.

Indonesian experience suggests how better trade financing can reduce interseasonal
price variability: during the 1980s average spreads were only 11 percent (Trotter,
1992). This low level can be attributed to several causes, including lower production
variability than is the norm in Africa, and the intervention of the parastatal, Badan
Urusan Logistik (BULOG). However, much of the smoothing can be attributed to the
fact that millers have adequate access to finance to cover their stockholding needs.

Contents - Next>
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Section 2 - How can inventory credit be implemented?

Contents - <Previous - Next»

Bankers' willingness to lend depends upon their being confident that the loan will be
well used and repaid. With inventory credit, they need to be reassured that their
physical collateral is totally secure, that its physical integrity will be preserved and that
it will not be misappropriated under any circumstances.

ALTERNATIVE APPROACHES
Several alternative approaches to implementation have been identified:

(a) centralized warehouses or silos managed by a specialized warehouse operator,
which does not trade in the items stored, but simply holds the stock as security for
bank lending;

(b) centralized warehouses or silos operated by a specialized warehouse operator,
which also acts as a channel for bank lending to a number of individual borrowers
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(alternatively, banks could operate warehouses directly or through subsidiary
companies);

(c) centralized warehouses managed by a storekeeper, who is also a trader;

(d) warehouses operated by individual borrowers, under the supervision of a
surveillance company;

(e) warehouses operated jointly by the borrower(s) and a bank under a dual-key
arrangement.

The limited experience to date suggests that in countries which are establishing
inventory credit arrangements for the first time, approach (a) is likely to have the best
prospects. Its principal advantages are the high degree of security it gives lenders, by
assuring that the warehouse operator is independent of the borrower, its contribution
to the transparency of the trading system, and the fact that it avoids the
administrative complications of a dual key arrangement in (e).

Approach (c) is widely practiced by larger trading companies in Europe and North
America. Storekeepers offer farmers the choice of either storing their crop or buying it
from them, though when storage is in short supply, they may only offer to buy, as this
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allows the storekeeper greater profit. Such arrangements are likely to evolve as
countries become more developed. In Brazil, the warehousing law was recently
amended to allow warehouse operators to trade on their own account.

In countries which have little experience in commercial storekeeping and no effective

law for the regulation of warehousing practice, banks are likely to prefer approach (a).
This is because it eliminates risks that the warehouse operator will be bankrupted by

trading activities, and thereby risk the viability of the entire lending operation.

Approach (d) may be attractive in cases where warehouses are too small for a
storekeeper to operate economically. In other cases, a single borrower may buy so
much produce that he or she can fill a single store. In these circumstances, the bank
may be content for the borrower to hold the stocks, providing that they are regularly
inspected by a surveillance company. If the borrower disposes of the grain without the
bank's authorization, the bank can bring criminal charges. This is the approach
adopted successfully in the Philippines (Case Study 1).

In approach (a), bankers' confidence in the integrity of the collateral is assured by a
highly professional warehouse operator, but in the Philippines this is done in another
way: a government-owned corporation underwrites the banks' lending. Moreover, the
parastatal grain trading organization undertakes to buy up any unsold stock at an
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official floor price.

The first approach is discussed in greater detail, as this is seen as the most viable
approach in countries with little experience of inventory credit. The Philippine model
has interesting features, but may be inappropriate in countries trying to rid
themselves of interventionist policies, since the creation of official guarantee funds
and floor prices creates opportunities both for special interest lobbying and abuse of
state power. One characteristic of the scheme is that it is supported by an interest-rate
subsidy. Due to this subsidy, it is not known whether the scheme increases millers'

propensity to store, or whether it simply finances storage which, in its absence, would
be financed in other ways.

MECHANICS OF INVENTORY CREDIT

There are three essential parties (see Figure 1) to a commercial inventory credit
scheme of scheme type (a).

e The borrower, who uses the produce as a security for a loan.
e The lender, usually a bank, which is looking for a relatively secure way to lend its
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funds and expand its clientele.

e The warehouse operator, a third party, which maintains the produce in good
condition and assures the lender that the collateral is secure. The warehouse
operator will hold the grain in a warehouse or, possibly, silo that it either owns or
leases from another party. The borrower is charged fees to cover the cost of
warehouse rent, managing the grain and insuring it against fire and unusual
weather conditions. The qualities required to perform successfully as a warehouse
operator are discussed in Section 4.

FIGURE 1. Essential parties in inventory credit

The procedure for lending, storing and repayment works as follows (it is assumed that
the produce stored is grain).

(a) Well in advance of the harvest, the borrower applies for credit facilities to be made
available against presentation of warehouse receipts.

(b) The bank approves (or rejects) the application, based upon the criteria it has
developed for this kind of lending. It will probably fix a "cash credit limit" up to which
it will lend for the next season. At this time a tripartite agreement may be drawn up
between the bank, the borrower and the warehouse operator (see Annex 3).
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(c) At harvest time the borrower has grain which he or she has bought or, in the case
of larger farmers, was produced by the farmer. After drying and cleaning the grain, he
or she takes it to the warehouse.

(d) The warehouse operator checks that the grain meets minimum quality standards
which have been established for content of moisture, foreign matter, live insects, etc.
If it meets the standards, it is accepted for storage and the borrower is given a
warehouse receipt showing the number of bags, the weight and the quality of the
produce received (see Annex 4).

(e) The borrower presents the receipt to the bank as security for a loan. As approval
has already been given up to the cash credit limit, the loan is made immediately. This
avoids time-consuming procedures whenever the trader deposits grain in the store.
The bank makes the loan based on the current market valuation of the grain. Usually,
it will lend up to a given percentage of the value of the grain deposited, e.g. 80
percent, requiring the borrower to finance the "margin" of 20 percent from his own
resources. The term of the loan will be related to the annual price pattern; the
borrower is required to repay before the time when prices normally pass their
seasonal peak.

(f) The borrower may now use the loan proceeds to purchase more grain either for
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trading or for further deposit in the warehouse. The warehouse receipts may be used
as security for further loans, and so on. In this way a borrower may greatly increase his
or her funds invested in grain stocks. Take, for example, a trader who starts with an
initial stock of 100 tonnes of grain purchased with his own funds. After pledging three
times, he or she may have bought three times as much grain as he or she would have
purchased without access to inventory credit:

Impact of inventory credit on stockholding

Quantity purchased with loan of 80 percent (tonnes):

Initial stock 100
Purchase with first loan 80
Purchase with second loan 64
Purchase with third loan 51
TOTAL 295

The total shown only applies when the procurement price remains stable throughout
the purchasing period. Since it generally rises, the borrower will, with each loan, be
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able to buy less grain than the amount shown. If this happens, it may be justified for
the lender to revalue the entire stock in store, and recalculate the borrower's
entitlement accordingly.

(g) Grain belonging to individual borrowers may either be stored separately from that
of other borrowers (i.e. "identity is preserved"), or mixed with grain belonging to
other borrowers ("identity is confused"). In the latter case, the grain which the
warehouse operator finally issues is of a standard quality, but is unlikely to be the
same lot which was originally deposited in the warehouse. The pros and cons of
preserving identity are set out on page 16.

(h) The borrower withdraws the grain when he or she wishes to sell it, probably in the
lean season, either in one lot or in separate tranches. To withdraw grain the borrower
must first settle his or her bills with the warehouse operator and repay the bank with
accumulated interest and bank charges. However, in practice, the bank may allow its
good customers to obtain release of the grain before repaying the loan.

PROS AND CONS OF PRESERVING THE IDENTITY OF PRODUCE
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The advantage of confusing the identity of produce is that it allows for economical use
of grain cleaning and drying equipment,: and of storage space, and makes for faster
movement in and out of store. For this reason, the warehouse operator in the
Ghanaian case study, which has a network of silo sites with grain dryers and cleaners,
is following the policy of confusing identity (see Case Study 4). In situations where
warehouse operators have large dryers (e.g. requiring a minimum batch of 20 tonnes),
they may have little choice but to confuse identity. Most depositor borrowers are
unable to till the capacity of the dryer on each occasion it is used: some mixing
inevitably occurs. Similar considerations apply to the use of large silos.

Warehouse operators which have drying and cleaning equipment are able to bring
heterogeneous lots down to a uniform quality standard. Based on a knowledge of
initial and final moisture content and the quantity of foreign matter and damaged
grain removed, the warehouse operator can tell each depositor borrower how much
grain he or she should receive upon receive upon issue.

An advantage of preserving identity is that it helps develop trust between the
depositor borrower and the warehouse operator. As in the case in India (Case Study 2)
the depositor borrower knows that he or she will get back the same grain he or she
deposited, and will not be subsidizing others who deliver produce of poor quality. A
further advantage of preserving identity is that it allows warehouse operators to
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operate more flexible quality standards and grading criteria. Grain is stored providing
it is sufficiently dry and meets a minimum standard for foreign matter, etc., but it need
not meet a uniform trade standard. Traders will sometimes prefer this arrangement,
as it means they can minimize loss of weight through grain cleaning.

Preserving identity is, therefore, likely to prove most attractive in situations where
traders are unsophisticated and reluctant to trust their grain to safekeeping by others-
in drier climates where grain does not need rnechanica | drying prior to storage; and
where there is an abundance of inexpensive warehouse storage, permitting storage of
small, discreet lots without jeopardizing the profitability of the warehouse operator.

(i) In the event that borrowers fail to repay the loan fully by the due date, the bank
will be authorized to seize and auction the grain. If proceeds are not adequate to
cover the full amount, the bank should follow its normal procedures for recovering
overdue debts.
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Section 3 - Key requirements for successful
implementation

Seven key requirements for the successful implementation of inventory credit are
outlined here.

= Inventory credit should be perceived as potentially profitable by all parties
involved, and should not be viewed as a public service function

For many readers, this observation may seem obvious. However, it is a principle which
can often be overlooked where governments and development assistance programmes
are concerned, as illustrated by the schemes implemented for traders in Mali (Case
Study 3). In this case it appears that the banks and one of the storekeepers saw
inventory credit more as a public service function to be carried out on behalf of
Government or don