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ABSTRACT

Agr:iculture still rémains a major sector it the economy of U ganda but even with it being ‘a major
sector to the economy is still faced with numerous challenges. One of which is the issue of credit
access by majorly small holder farmers who in this matter constitute the greatest percentage of
all the farmers in the country. This problem has led to development of the informal financial
service in the country, among these informal financial service providers are village savings and
loans association which. are formed by self-selected members who save together on periodic
basis and provide credit during time of need. This groups have gained popularity in the-courtry
recently with more-of them getting registered throughout the country. This research therefore
comes to focus on analyzing why small holder farmers in Serere district choose this groups as a
source of agricultural credit:y.consi'dcri'ng_ understanding the following objectives. (1) To find out
why small holder farmers prefer VSLAs to formal financial institutions. (2) To find out the
benefits small holder farmers. obtain from being members of VSLAs. (3) To find out how

finances' generated in VSLAs are utilized by the smallholder farmers. (4) To understand the

.chalién'ges VSLAs face in their operations. The study uséd a cross sectional research design

where primary data was collected using various pretested and semi-structured questionnaires.
which were administered to the selected members of VSLAs. A Key Informant (KI) mterview

was conducted with selected civil servants and project coordinators of various organizations that

‘were found implementing the VSLA frame work in the c_'o'mmuhiti'e_“s' within the. study area.The

study found out that small holder farmers in Serere district chose VSLA groups mainly due to

absence of other financial service providers in the area with up to 90% of the respondents
agreeing to these as the reason they chose VSLAs. Secondly farmers up to 48.3% of the people
in the area trusted the safety of their money in the group, Even with other challenges loaming
against these groups. The farmers still have trust in them, But as seen from the research findings
that absence of other service providers was the major reason for joining the VSLAs. This study
recommends that government should put in place & frame work to enable monitoring operation
and have.direct linkages with the local government so as to enable monitoring their operations
and minimize risks associated with them. So as to minimize the challenges posed by these groups

have on farmers’ income.




CHAPTER ONE: INTRODUCTION

1.1. Background

Agriculture is the major employer of many rural poor in Africa. It employs up to 28%of the

world’s population by 2018 according to World Bank. It accounts for 48% of the total African

‘population (almest 70% in Bast Africa) (NEPAD, 2017). In Uganda about. 60% population is

engaged in agriculture (Uganda web portal). Changing trénds and patterns in agriculture,
finaneing of 'agﬁ culture activities becomes more essential for it to develop. Small holder farmer’s
access fo. finance and benefits that come along with it have always been one major problem for
them. This is due to various reasons including inaccessibility of finance, lack of collateral amohg
demanded by the microfinance institutions (MFIs)-among others. There is also-a gap between the
products that MFIs can offer and those that are needed by the poor (Allen, 2006). Since MFIs
have not fully solved the financial problems of the small holder farmers, smallholder farmers
who in most cases are the rural poor have tried to solve these problems. Through groups
functioning in villages across Sub-Saharan Africa (CARE State-of-the-sector, 2011) known as
Village savings and loans associations (VSLAs) are a simple community-based. financial
intermediation ‘model (FSD- kenya, 2010).1t was pioneered by CARE in 1991 in the Niger (
Havnevik, 2015). VSLAs have been adopted in 73 countries across Asia, Africa and Latin
America and the Caribbean, and there are over 12 million active members worldwide (Diallo,

Giordano, & Simonet, 2017).

According to, (Havnevik, 2015); CARE intérnational introduced VSLAs in Uganda in 1998

starting in the west Nile region, it commenced all over the country in-2006. The primary purpose
of a VSLA is to provide simple savings and loan services in roral areas where communities do
not have access to formal financial services as a result of their remote location and poor transport
networks (Diallo et al., 2017). When the amournt of money saved by the membership is
sufficient, any of them can borrow from this source and must repay the loan with interest (Allen,
2006).. The: members of savings groups save together, lend their savings to each other with

interest, and share the profits (Panetta, 2010). VSLAs are recognized as.a strong model for

-delivering financial services in rural, remote areas (Mohammed & Boateng-kwakye;, 2014).

VSLAs being sclf-managed groups, it therefore implies that membership is: voluntary and



