

Agricultural Financing
The use of finance to promote agricultural development has been an important tool underpinning rural development strategies employed by governments, development agencies and NGOs. The Fund seeks to use similar strategies to enhance the viability of traditional farming of the hill tribe. However, agricultural financing has long been characterized by poor loan repayment rates, high transaction costs and low interest rates and considered risky. These issues combine precariously to leave the Fund in an untenable position as the Foundation does not have a comparative advantage in this area (resources could have been more efficiently used by placing in an already existing micro-credit agency with a good track record). In addition, the Fund lacks the resources for an adequate staff compliment, capacity building, monitoring and follow up.
Agriculture is generally more risky than industry or trade because agricultural lending tends to have low repayment rates due to factors associated with weather conditions, irrigation methods, soil quality, pests and diseases that influence the yield of crops. Moreover, markets and prices are additional risks as many agricultural markets are imperfect, lacking information and communications infrastructure. In the Fund’s case, this is further complicated by the poor understanding of the market by hill tribe farmers. A high price for a crop in one year signals to farmers to plant the same crop the next year. This shift increases production and lowers the price and making the crop much less attractive the following year if there is constant demand. 
The uniqueness of agricultural lending projects demands the Fund to be efficient, financially prudent and physically close to borrowers. Portfolio diversification is also critical and a primary risk mitigation strategy used by all financial institutions. Agricultural lending should be limited to no more than 30% of the portfolio to adequately suppress agriculture related risks. However, the Fund’s agriculture lending is above 90% and this can lead to repayment and liquidity problems. Notwithstanding, risks can be managed if appropriate systems are adopted to guard against higher credit risks including linking loan repayments to the family’s income and not the economic activity related to the loan. What’s more, all loans are for one-year and involve balloon payments which translates into highly seasonal loan cycles and results in periods of surplus and then tight liquidity over a year.

 

The risk of default will be due to the Fund’s own ineffectiveness. Low interest rates, specious repayment structure and high transaction costs divests the Fund of resources needed to adequately follow through on and recover loans, and ultimately will require subsidies or additional grants. Micro-credit is a tool to help poor and for hill tribe farmers, the Fund should trigger a situation where the main source of credit is through agribusiness players such as suppliers, traders, and processors, and not the Fund itself. While the Fund is conferring benefits to the hill tribe, a critical success factor is the long-term sustainability in terms of generating sufficient income to cover all costs associated with the investment including the opportunity cost of capital. 
Inflation Worries
The Fund’s concern over inflation is escalating, after a new surge in oil prices to over US$115 per barrel. In addition, prices of food including corn, rice and other products have risen significantly in line with world demand. High oil and food prices drove the annual rate of inflation in Thailand to 5.3% in March down from 5.4 percent in February. Oil prices have risen much higher than expected. Inflation is a sustained increase in the average price of all goods and services produced in an economy. Money loses purchasing power during inflationary periods since each unit of currency buys progressively fewer goods. When there is more money available than is needed to accommodate normal growth in output, consumers and businesses want to purchase more goods and services than can be produced with current resources causing upward pressure on prices. This is often described as "too much money chasing too few goods."
Inflation and Hill Tribe Families

Assume the overall price level increased by 5.3% during the past 12 months.  If a typical hill tribe family spent 4,000 baht during the first month for all household expenses, then they must budget 4,212 baht during the last month for exactly the same quantity of goods and services. Prices of individual items may have increased at different rates and some prices may have even declined, but overall they must budget about 212 baht more per month now. If their income does not increase by that amount, they must forgo some items or incur debt as alternatives such as saving less are not feasible as saving activities are already minimal or non-existent. 
Institute for a Sustainable Agricultural Community
A workshop to promote organic and sustainable agricultural practices among hill tribe farmers at the Institute for a Sustainable Agricultural Community (ISAC), a local community-based NGO, is being arranged by the Fund and is scheduled to take place from May 2 – 5, 2008 in Chiang Mai. The workshop is intended to provide a forum for exchange of information, approaches and policies on best practices in agriculture. The monitoring of projects suggests that hill tribe farmers possess limited knowledge of best practices in cultivation of crops. The Fund believes that both sustainable agriculture and best practice are processes that need to be understood and implemented.
The aim of ISAC is to address the major issues facing the Thai Agricultural Community and indeed the consumer who ultimately relies on them.  ISAC currently works in the following areas: Sustainable Agriculture Systems (Organic farming, Agro-forestry, Natural Farming, Integrated farming); Organic Fair Trade; Alternative Training (including organic agriculture and marketing, and agricultural and community planning); and Advocacy (banning and eliminating the agro-chemicals).
Success Story: Aja Village 
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Mr. Amor at one of his two farms
With a loan of 10,000 baht from the Fund and his own investment of 18,000 baht, Mr. Akga Amor from the Ahka village of Aja was able to make a profit of 11,000 baht after 4 months of cultivating and harvesting 12 rai of corn.  Mr. Amor’s return on the loan was 39.28%, considering an equal investment in capital, yet he is only required to pay 3% interest. This scenario clearly shows that interest rates can be increased without adversely affecting borrowers. Furthermore, the financial capacity of Mr. Amor suggests that the greater due diligence is needed to assess borrowers’ need in view of the Fund’s limited lending capacity and the need to facilitate outreach to the poorest.
Notice Board: Human Trafficking and Micro Credit?
Thailand is a source, transit, and destination country for men, women, and children trafficked for the purposes of sexual exploitation and forced labour. Poverty, the political instability in Burma and regional economic disparities drive significant illegal migration into Thailand, presenting traffickers with opportunities to force, coerce or defraud these undocumented migrants and hill tribes into labour or sexual exploitation. In relation to this region, the victims, the majority of which are hill tribe women and children, are trafficked internally to the south of Thailand and other countries such as Malaysia and Singapore. Many are lured into trafficking because they lack the wherewithal to provide for themselves and family. 

Economic participation is critical in building a woman’s confidence and capability, and improving her status in the community and thus reduces the risk of being trafficked. Hill tribe women are a primary target for human trafficking. Yet few hill tribe women are targeted by the Fund and priority seems to be given to male farmers. Access to resources gives a hill tribe woman the ability to build her income and assets. This process allows for the creation of an environment that assists low-income and poor women build businesses, improve living conditions, keep families well-fed and healthy, and educate children. Consequently, children of hill tribe women will also become less vulnerable to the lures of trafficking.
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