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The small-scale tea farmers own 70% of the total tea 

plantations and processing tea factories’ production de-

pends on a daily supply of green tea leaves from these 

independent farmers. Credit is a major tool and an im-

portant factor for tea production and farmer income. Its 

demand from different lending sources has been increas-

ing to meet the capital investment in the tea sector in 

Rwanda. Demand for credit is to meet the costs of tea 

production mainly fertilizers, seedlings and labour as 

well. The National Institute of Statistics of Rwanda 

(NISR) reports on lending status in Nyaruguru district 

showed that formal, semi-formal and informal sources 

have supplied credit to farmers at 4%, 32.1% and 54.3% 

respectively where only 1.6% of total credit was ap-

proved for agricultural projects by formal sources. Fac-

tors to access to credit has been a subject of vast debate in 

recent studies that borrowers obtain credit only when they 

are eligible by complying with the requirements set by 

lending institutions. For instance, lack of collateral asset, 

inflexibility in repayment arrangement systems, high bor-

rowing costs, problems connected with disbursement 

time were reported as barriers to borrow from formal fi-

nancial institutions. As result, informal sources continue 

to fill in the gap for small credit. However, literature has 

limited explanations on the behavior of small-scale bor-

rowing farmers in selecting a credit source and inducing 

factors. In particular, borrowing arrangements necessitate 

d the analysis to inform policy makers on needed adjust-

ment in the lending system to improve tea production and 

the sector development in Rwanda.  

Using the Yamane (1967) formula for a finite population, 
a survey was conducted for 358 tea growers selected ran-
domly from 3,445 households that producing tea in 
Nyaruguru district of Southern Province  in Rwanda. Da-
ta collected were analysed using STATA version 16.   

The multivariate probit model was used to account non-
exclusive choices among alternative lending sources for 
borrowers. Lending sources are dichotomous variables in 
three categories as formal (y1), informal (y2) or combined 
(y3). The analytical tool runs the model of three equations 
jointly following multivariate normal distribution with 
zero mean and normal variance of one unit  as follows: 

 

Borrowing from formal source (commercial banks) in-

creased if borrower meets/ accepts the following lending 

conditions: a collateral asset (85.5%), interest rate 

(85.0%), size of tea plantation (24.8%), household mem-

bers salaried (10.5%) and household size increase 

(10.5%). Using informal sources increased if a farmer 

desired a small credit (83.2%), participated in training on 

good agricultural practices (76.9%), received joint credit 

(46.9%) while a farmer was likely to use less informal 

sources if his/her farm size (39.9%) and household in-

come (29.2%) were small. However, combining sources 

of credit was used by farmers as a safeguard strategy to 

acquire the desired loan, in particular for cash (formal 

sources) and in kind such as input fertilizers (informal 

sources).  In addition, the findings show that lower-

income households are more likely to borrow from infor-

mal sources.  The size of tea plantation is a key factor to 

influence the lending source as major collateral asset 

asked by lenders for small holder tea farmers. In addition, 

increased participation in training for technical tea pro-

duction would lead to 49.2%, 74.5% and 53.4% increase 

in using formal, informal and combined sources respec-

tively.  

The study has analyzed factors influencing farmers’ de-

cisions to utilize credit sources for desired credit. It is 

practical to borrow from formal sources of credit when 

only an applicant is eligible and meet the lending condi-

tions otherwise informal sources are preferred. The find-

ings show that a form of no cash credit such as input 

fertilizers are important for stallholder tea farmers and 

mostly  channelized through cooperatives  that fall into 

informal sources.   

Lending policy that targeting small scale farmers should 

channelize credit via farmers’ organizations to meet mu-

tual profit. This approach will reduce the required securi-

ty in the form of collateral asset for formal credit if  tea 

farmers can present collective responsibilities as a guar-

antee. For the last, the integration of farmers when fund-

ing tea projects will also be a sustainable solution for 

cases of credit diversion, mismanagement of credit and 

bad debts that are reported for tea farmers in the area. 


