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Note 

The principal paper by Whitaker is followed by a short
 
discussion paper prepared in the office of AID where he
 
serves as a consultant and which is responsible for
 
designing the agricultural sector analysis of Colombia.
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INTRODUCTION
 

Background
 

Between 1960 and 1969, close to U.S. $1 billion was provided to
 

developing countries by Interamerican Development Bank (IDB), 
International
 

Bank for Reconstruction and Development (IBRD), and United States Agency
 

for International Development (USAID) for credit programs in agriculture.
 

USAID supplied approximately U.S. $221 million of this amount. 
!n addition,
 

USAID has channeled several hundred million dollars of counterpart funds
 

irto agricultural credit institutions. Latin America has been the major
 

recipient of this assistance getting 90% of USAID loans and grants, and 75%
 

of IBRD's. Most loans to recipient coantries have been made under extremely
 

favorable rates and terms. 1
 

The Sector Analysis Division of USAID, Latin American Bureau (LA/DR),
 

in aollaboration with the Colombian Ministry of Agriculture, has been engaged
 

in an analysis of the agricultural sector of Colombia as a basis for more
 

efficient utilization of scarce development resources. 
An integral part of
 

this analysis is concerned with the role of supervised credit in the process
 

of economic growth. However, until now, work has not gone beyond cross tab

ular analysis of the impact of Colombia's program of supervised credit.
 

This research is an attempt to provide a more rigorous and quantified
 

assessment of supervised credit in Colombia, based on explicit theoretical
 

models and hypotheses. The research focuses on the impact of a credit
 

1See Dale W. Adams, "Agricultural Credit in Latin America: 
 A
 
Critical Review of External Funding Policy," American Journal of Agri
cultural Economics, May, 1971, pp. 163-172.
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program on factor use, production, profits, and technology among small
 

farmers producing one important cereal crop, corn. Also, the research
 

is concerned with the effect of institutional constraints surrounding
 

credit use, on the efficiency of resource use by borrowers. No attempt
 

is made to assess the relative social costs of corn produced with, and
 

without supervised credit, since it is recognized that a subsidy is
 

involved in the use of the credit.
 

The credit program to be studied is sponsored by INCORA (Instituto
 

Colombiano de Reforma Agraria). In addition, INCORA provides programs
 

in land reform and titling, colonization, cooperatives, and infrastruc

tural development, which are integrated at project levels to provide
 

a complete development package. The credit and technical assistance
 

program started in 1964 with a loan of U.S.$10 million from USAID; in
 

1966 a second loan of U.S.$8.5 million was made. It is estimated that
 

about 50,000 families have been affected by this program since 1964.2
 

INCORA was created by Law 135 in 1961. Its basic purpose is to
 

administer the land reform legislation contained in Law 135. INCORA is
 

managed by a General Manager named by the president. The central office
 

at Bogota has three staff program divisions besides its administrative
 

arm. These are the Legal Division (land distribution, redistribution and
 

titling), Engineering Division (project works in irrigation, drainage,
 

roads and bridges, land clearing, etc.) and Rural Development Division
 

(cooperatives, community development, supervised credit and technical
 

assistance, and housing). Ei-h program division is headed by a director
 

with appropriate staff and technicians.
 

2The information in this and the next few paragraphs draws on: James 
Schwinden and Gerald Feaster, "The INCORA Superised Credit Program,"
USAID - Spring Review - Country Program Paper, Colombia, Circulation Draft 
Copy, October 10, 1972.
 



3 

These three programs are implemented in the field at the project level.
 

Projects are designated by the manager of INCORA and the Social Agrarian
 

Council. Each project has a manager who is on a level equal to the
 

directors of the various programz, but is responsible for designing the
 

mix of programs in the particular project he manages. He reports directly
 

to the General Manager just as Program (Division) Directors do.
 

Thus, program management and administration are from Bogota, but are
 

strongly influenced by the Project Manager. For example, in the Rural
 

Development Division, there is a Sub-Director for credit. Field personnel
 

in credit are trained in the central office, and then assigned to projects
 

dependng on the mix of programs required in a project by the Project
 

Manager.
 

The thrust of legal and engineering programs in a project may also
 

affect the-nature of a supervised credit program. For example, if the
 

engineering program is to provide primary and secondary distribution
 

systems for irrigation, the project manager will likely require a
 

complementary credit program. It is probable that loans would be made
 

only for investment in on-farm distribution systems and in improved seed

pesticide-fertilizer packages that give large increases in yield when
 

used in conjunction with irrigation. In this situation, the direction of
 

the credit program in each project is determined by the project director
 

even though it is administered and managed from Bogota. Further, thc use
 

of credit is more than likely tied to a particular set of resources in
 

each project.
 

Once the mix of programs has been determined, and the general thrust
 

of supervised credit decided on, loans are made in the following manner.
 

Each project is divided into zones for purposes of disbursing loans to
 

farmers. Each zone is headed by a zone chief who supervises four or
 

1112 
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five field supervisors. It is the supervisor that has contact with the
 

farm families. The supervisors prepare farm plans with the families,
 

and the zone chief reviews the 
plans.3
 

If approved, disbursement begins. At the same time, supervision
 

begins, as the supervisor visits the borrower's farm to inspect crops,
 

capital improvements, compliance with the loan plan, and to advise the
 

borrower of market conditions and repayment dates. From three to five
 

visits are made on the average to each borrower each year. The results
 

of the first farm plan are jointly reviewed by the supervisor and borrower
 

and used as a basis for a second plan.
 

Nature of the problem
 

The problem at hand can be divided into two parts, The first is
 

concerned with quantifying the direct impact of the INCORA credit and
 

technical assistance program on a sample of small farm borrowers producing
 

corn in the program in 1968-1969-1970. The second facet of the problem
 

is to measure the effect of constraints (imposed by INCORA) surrounding
 

credit use, on the efficiency of resource allocation in corn production
 

among INCORA borrowers. Intelligent use of development resources in
 

Colombia requires such evaluation of the INCORA credit program. While
 

some general studies have been made,4 this is the first known detailed
 

analysis.
 

The first part of the problem focuses on the impact of the credit
 

When the supply of
program on production and profits of small farmers. 


3Average cost and return data by zone or region and by crop are
 
These averages
prepared by the zone chiefs from initial farm plans. 


are used to assist in preparing new farm plans.
 

4See Dale W. Adams; et al., "Supervised Credit in Colombia's Agrarian 

Reform: An Evaluative Study," Bogota, Centro lnterameric:no de Reforma 

Agraria, 1966; and Schwinden and Feaster, "ThL, NCA . , 

Pro gram." --13 



credit for working capital for small farmers is substantially increased
 

at a highly subsidized rate, an increase in factor use and production
 

among such producers would be expected. Consequently, the problem is
 

to measure for a 
sample of small farm INCORA borrowers producing corn
 

such changes in the various resources used in corn production,5 in total
 

corn production, in profits, and in techniques used to produce corn as
 
INCORA credit and technical assistance are applied. Measuring such changes
 

will provide a basis for evaluating the detailed impact of the credit
 

program on the production milieu for corn among borrowers.
 

The second part of the problem is concerned with evaluating the effect
 
of an 
INCORA policy bent on the efficiency of factor use among borrowers
 

producing corn. INCORA's organization and loan policy tends to tie the
 

use of credit to specific factors of production. Under such restrictive
 

institutions, resources would be expected to be less efficiently allocated
 

than if the institutional constraint did not exist. 
 Consequently, an
 

attempt will be made to measure the impact of such a constraint on profits,
 

production, and factor use.
 

Extant studies of INCORA have not provided this detailed evaluation
 

for two reasons. 
 First, these studies are very general in nature attempting
 

to evaluate a number of facets of the INCORA program. 
In addition, the
 

existing studies include a 
detailed history of INCORA and a description of
 
its functional organization. 
Usually based on cross tabulated material,
 

conclusions about impacts are educated value judgements, with little
 

reliance on explicit conceptual models or quantification of results.
 

Second, reliable data are not available to make "before" and "after"
 

comparisons. The studies have relied on other more narrow data bases for
 

5The most important cereal crop in the country.
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comparisons, or, for instance, have assumed that differences between budgets
 

for the same borrowers in their first, and fifth year with INCORA adequately
 

reflect the program's impact.
 

Absence of reliable farm budgets for the sample of corn producers
 

using INCORA credit before their entrance into the program, presents
 

another dimension to the problem in this research effort. Either usable
 

data must be generated, or a methodology developed which permits quantifi

cation from existing data of the effect of the credit program on the
 

allocation of resources by small farmers. Since it is practically impossi

ble to obtain pre-INCORA data that would be accurate, a part of the problem 

of this research is to develop a conceptual approach which permits calcula

tion of the impact of INCORA's credit program on production and profits 

of small farmers, with farm budgets for the sample of farmers after they
 

entered INCORA.
 

The basic approach is to use linear programming to "simulate" budgets
 

for small farmers that characterize production in the absence of (prior to)
 

INCORA loans.6 The difference between the current situation and the
 

simulated pre-credit situations may be interpreted as the effect of INCORA.
 

This conceptual approach is also used in attempting to measure the
 

impact of INCORA's loan policy of tying loans to specific inputs. Linear
 

programming is used to calculate the level of production, profits, and
 

resource use when use of the loans is unconstrained among resources.
 

Differences between the current situation and the programming solution,
 

are interpreted as the effect of INCORA loan policy on the efficiency of
 

resource allocation.
 

6The model utilizes the production coefficients of farmers after their
 
entrance into the program, to simulate the budgets which reflect absence
 
of INCORA loans.
 

I5
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Objectives of the research
 

The objectives of this research are:
 

1. To develop a model to characterize the level of factor use,
 

profit, production, and the mix of technology, for a sample
 

of INCORA borrowers producing corn, before they had access to
 

INCORA credit.
 

2. To compare the results of the model outlined in objective 1
 

to the present (determined from a farm sample survey) to
 

measure the impact of the INCORA credit and technical assis

tance program on factor use, profits, production, and tech

nology.
 

3. To develop a model to characterize the level of factor use,
 

profits and production, and the mix of technology, for the
 

sample of INCORA borrowers producing corn, with no constraints
 

on how working capital may be used.
 

4. To compare the results of the model outlined in objective 3
 

to the present situation to measure the impact of restrictive
 

INCORA loan policies on the efficiency of resource allocation,
 

by measuring differences in the levels cf nrofits, production,
 

and factor use.
 

5. To economically analyze the results of both models, and set
 

forth conclusions and recommendations, and suggestions for
 

further research.
 

IS3 
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PROCEDURES
 

General approach
 

The first part of the problem is to measure the impact of INCORA
 

credit for working capital on a sample of small farmers producing corn,
 

using farm budgets for such farmers after they entered the credit program.
 

The basic approach is to use a linear programming model (designated
 

Model A) to determine levels of corn production, profits, factor use, and
 

technology in the absence of INCORA credit for working capital. The
 

difference between the current situation as revealed in the data, and
 

the solution to the program, is the impact of INCORA, under assumptions
 

considered below.
 

The second part of the problem is to measure the impact of INCORA's loan
 

policy which tends to tie the use of credit to specific factors of production,
 

on the efficiency of resource allocation. The basic approach is to use
 

linear programming to measure profits, production, and factor use, in
 

the absence of restrictive policies, and compare this solution to the
 

current situation.
 

This is done in two steps. First, the current situation is programmed
 

under the assumption that working capital is restricted to be used for
 

various resources as revealed in the data. This is designated as Model
 

B.1. The second step also involves programming the current situation
 

but with working capital free to be allocated among resources to its most
 

efficient use. This is designated Model B.2. The difference between
 

Model B.2 and Model B.1 is attributed to permitting working capital to be
 

allocated according to efficiency criteria; e.e., it measures the effect
 

17
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of INCORA's restrictive loan policy on efficiency of resource allocation.
 

Both Models A and B must use the only data available, i.e., farm production
 

coefficients describing production practices of farmers in the sample
 

after entering the program.
 

An assumption
 

The proposal to measure the impact of INCORA loans on profits,
 

factor use, etc., by differencing the current situation, and results of
 

a linear programming solution indicative of the past (Model A), may present
 

a problem. 
Porduction as measured by the linear programming solution is
 

optimal, i.e., 
it takes place on the frontier of the production surface.
 

However, it is likely that actual production in the past was somewhere
 

inside the production surface. If so, comparing the results of Model A,
 

with the current situation could lead to underestimates of the impact of
 

INCORA. 

Given this rationale, it might seem more reasonable to compare the
 

results of Model Al with the solution to the program of the current
 

situation with restricted use of working capital (Model B.1), since both
 

represent optimal production. If, however, the results of Model B.1
 

are not much different than the current situation, then it would not make
 

any practical difference whether Model A was compared to the current
 

situation, or Model B.1. To anticipate the results of comparing Model
 

B.1 with the current situation, there is not much difference. Consequently, 

all comparisons to measure the impact of INCORA credit on profits, etc.,
 

are between results of Model A, and the current situation.
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Thus, our comparison rests on che assumption (empirically justified)
 

that resources are optimally allocated 
in the current situation.7
 

Limitations
 

This study focuses very narrowly on a sample of INCORA borrowers,
 

in 1968-1969-1970.who were producing corn, and who were in the program 

No other crops or borrowers are considered. The research is only concerned
 

a) changes in profits, production,
with measuring for the limited sample: 


factor use, and technology, due to the infusion of INCORA credit; and
 

b) changes in profits, production, factor use, and technology, that would
 

be expected to occur, if INCORA's restrictive loan policies had been
 

relaxed before making such loans.
 

While evaluation of the social cost of corn produced under INCORA
 

not
loans vis-a-vis other corn production, is certainly important, it is 


considered here. Also not considered is the question of the impact of
 

INCORA loans on non-borrowers, on other credit institutions, and linkage
 

effects throughout the rest of the economy. Finally, no attempt is
 

made to evaluate organizational and institutional weaknesses beyond that
 

in (b) above.
 

7Incidentally, the comparison of the current situation with Model
 

B.1 	 supports Schultz's hypothesis concerning efficiency of resource use 
Theodore W. Schultz, Transformzrngin traditional agriculture contained in: 


Traditional Agriculture, New Haven: Yale University Press, 1964.
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LINEAR PROGRAMMING MODELS 

Model A (absence of INCORA
 
credit for working capital)
 

Model A is specified as follows:
 

12 
Maxi" = E c.X. . . . . . . . . . . . . . .(1)

j=l d 

12 
Subject to: .E al.X. & b1' (working capital) . . . . . . (2) 

12 
E a2 j i& b2 (family labor) . . . . . . .. (3) 

j=l 

12
 
. a3jX S b3 (land) ........... (4)

i=l
 

and Xi. ci, a ,,, and bi 0 . .... .. (S) 

= hectares of corn produced in technology level j8where: X. 

9
 

profits or production
iT = 

cj = profits or production per hectare of corn produced 
in technology level j 

a.j = input i per hectare of corn produced in technology
 
level j
 

bi = tntal amount of input iavailable in the absence of 

INCORA where:
 

=
b1 working capital,
 

b2 = family labor, and 

b 3 = land. 

8The technology classes are defined by grouping farms producing corn
 
into classes according to production practices. See below for a detailed
 
explanation.
 

9Each will be maximized in different problems. That is,we change the 
behavioral assumption from profit to production maximization to see if it 
affects the impact of INCORA credit.' 20 
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While only three constraints are directly used in solving Model A,
 

a sub-set of constraints for resources requiring working capital is used
 

to determine resource use in the absence of INCORA lonas. 
 Coincidentally,
 

this sub-set is used to develop the working capital constraint, rather
 

than determining it directly. The working capital constraint (2)given as:
 

12
 
E aljIXj b1l, may also be defined by:
j=l
 

12 11 11 b hEI E- ah 'XF < E~ . . (..6). 

j=l hA-l J h~
 

That is,working capital is expended for the purchase of specific
 

inputs. Consequently, from the farm budgets, a sub-set of constraints
 

for the h=ll inputs requiring working capital can be defined as follows:
 

a1X1 + a12X2 + . . . . . . + a1 ,12X12 S b1
 

a21X 1 + a22X2 + . . . . . . + S b2a2 ,12X12 


(7), 

all 1X1 + a11 ,2X2 + . . . . + al, 12X12 S bll 

where the Xj are defined as above, ahj is input h per hectare of corn
 

produced in technology level j, where the input h is a specific input
 

requiring wcrking capital, and the bh are the amounts of working capital
 

available in the absence of INCORA credit for the purchase of each input.
 

For example, if h=l is fertilizer, then a11 is the amount of fertilizer
 

required per hectare of corn produced in technology level 1, etc., and b1
 

is the total amount of working capital available for fertilizer.
 

However, this set should not be used in solving Model A since before
 

INCORA there was no tying of working capital to fertilizer or any other
 

21 



13 

input. Consequently, this set of equations must be collapsed into one
 

for working capital as follows:
 

(a1l + a21 + + a1l)X 1 + (a12 + a22 + + 

a11,2)X2 ++ • + (al,12 + a2, 12 + " . + a1,1 12) 

X12 $ (b I + b2 + . . . + b11) . . .. . .. (8), 

or: a11IXI +' a12 . . + al, 12 X12 • .bi (9) 

where: a11 = . a11 91); etc.(a11 + a2 1 + ••+ 

Equation (9) is the constraint (2) on working capital, as it existed
 

In this case, farmers are free to allocate working capital
before INCORA. 


Once the program is solved,
among resources requiring it as they wish. 


are used to determine, for the sample of
the coefficients in sub-set (7) 

corn producers, amounts of various Tesources used (requiring working 

This is the purpose for calculatingcapital) in the absence of INCORA. 

the sub-set (7) in Model A. 

A critical assumption of Model A involves the definition of the 

in sub-set (7). The farm budgetsconstraiits on working capital (bh) 


report the total amount spent on each of the 11 inputs requiring working
 

from INCORA loans. The difference iscapital, and the amount that came 

assumed to be the amount of working capital available in the absence of 

INCORA. Such differences are calculated and summed over all farms for 

each input within, and then across the various technology classes to define 

is assumed to be the total amountthe vector bh. The sum of the bh = blI 

of working capital available for corn production in the absence of INCORA 

loans. 

However, it is possible that the actual amount of working capital is
 

understated by this caluclation, yielding a lower limit constraint on
 

working capital. While the difference between INCORA loans and total
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expenditures may accurately reflect the farmers provision of his own
 

working capital before INCORA, he likely also had access to other credit,
 

although in smaller amounts than from INCORA. To the extent this is true,
 

profits and production using b1' as the constraint on working capital will
 

be understated, and the difference between the current situation and the
 

results of Model A, overestimated.
10
 

Consequently, another more liberal constraint for working capital
 

is developed based on the following rationale. It is assumed that every
 

family in the sample had, in addition to his own working capital, a sub

sistence loan of $2,000 pesos from Caja Agraria.
II This is distributed
 

to corn production in proportion to corn land to total crop and pasture
 

land (17.47%) in the sample, or $349.55. When multiplied by the number
 

in the sample this yields an amount to be added to the lower limit
 

constraint bl'. This upper limit constraint on working capital is 
,12 

designated bI 1 

This constraint (b11) leads to relatively greater levels of
 

profit and production (than b11), and thus to more conservative estimates
 
13
 

of the impact of INCORA on profits and 
production.
 

10That is, the impact of INCORA loans will tend to be overestimated.
 

11His own working capital is as defined above; i.e., the difference
 

between total expenditure on inputs requiring working capital, and that
 
provided by INCORA loans for working capital. Also, all monetary units in
 
this report are in pesos unless specifically noted.
 

12The amount to be added could be overstated for several reasons.
 

First, Caja Agraria credit may go for consumption. Second, not all farms
 
producing corn might get such credit. At the same time, it may be under
stated because other sources of credit may exist besides Caja Agraria.
 
There is no way to assess the weight of these two effects.
 

13We can indicate that the upper limit estimate of working capital
 

'ol") likely leads to lower limit estimates of the impact of INCORA pro
grams on profits, etc. If producers are not profit maximizers then
 
differentials between the current and simulated situations would be even
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(b3 ) are defined as the 
The constraints on family labor (b2 ) and land 


reported used in the production of

of family labor (land)total amount 

for using these constraints is as follows: 
corn. The rationale 

While family labor (land) devoted to other crops 
might be switched
 

are only concerned
under favorable price relations, weto corn 


of tech
with the profit and production maximizing combinations 

nologies for producing corn. Interrelationships with other
 

crops are not considered. Consequently, an assumption of the
 

model is the amount of family labor (land) currently used in 

corn production is the same in the absence 
of INCORA credit.
 

Also the model assumes that all land, and family 
labor can be
 

used in any of the technology classes.
 

Another assumption of the model is that the 
a.j and ahj are the same
 

for a techhology class before and after INCORA 
credit for working capital
 

That is, it is assumed that the technical
 is widely used in that class. 


coefficients are not influenced by tying INCORA 
loans to the purchase of
 

This may be true for technical coefficients 
on family


certain inputs. 


However, it is likely that farm budgets for 
corn producers


labor and land. 


in each technology class before INCORA would 
yield smaller technical
 

coefficients for inputs requiring working 
capital.
 

Also, if the total for working capital is 
overstated, then the
 

wider. 

However, if the total for working capital
 differential would also be wider. Thus, only to the extent
 

isunderstated, the differential would be 
narrower. 


the latter effect is dominant, would estimates 
of INCORA's impact under
 

the upper limit constraint on working capital 
not be lower limit.
 

We need to assume profit maximization, in 
order to suggest the lower
 

limit estimate of working capital (bl') 
leads to upper limit estimates of
 

(Iffarmers are not profit maximizers, profits 
would
 

the impact of INCORA. 

be even lower than our simulated results, leading to even wider differentials
 

However, it isunlikely that farmers had less 
resources
 

than we estimated.) 

for working capital than under our lower limit estimates of working capital. 

If they had more, profit levels would rise, 
and the impact of INCORA would
 

Thus, our more liberal estimate of the impact 
of
 

be less than our estimate. 

INCORA is probably an upper limit esLiuiate, if farmers 

are profit maximizers.
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This is true to the extent INCORA loans are tied to the purchase of
 

Since the loans are highly subsidized, prices of factors
specific inputs. 


tied to loans will also be, and farmers in a technology class will use
 

more of the subsidized factor than in the absence of INCORA loans when 

for factors. technicalhigher market prices would have to be paid Thus, 

coefficients on factors purchased with INCORA loan proceeds, are likely
 

greater for each technology class, than for technical coefficients for
 

corresponding technology classes before the institution of INCORA loans..
 

To this extent, factor use as determined by the linear program solution
 

and the set of ahj is likely to be overstated, and the impact of INCORA
 

on factor use, understated. The effect on profits and production is not
 

so easily rationalized, since there is no way to assess the impact of
 

overstated aj on yields or profits.
 

The linear program is solved under two behavioral assumptions. In
 

the first, it is assumed that the small farmer attempts to maximize profits.
 

In this case, profits are defined as the difference between the payments
 

to all variable factors of production, including family labor, and gross
 

Thus, profit is the return to all fixed factors and land. It
returns. 


is hypothesized that farmers act on this measure of profit, since they
 

are in a short run horizon, i.e., they will remain in production as long
 

as there is any return to the fixed factor.
14 Also, we are concerned about
 

the impact on small farmers of the INCORA loans for working capital 

rather than for capital goods, and so profits are the return to the fixed 

factors. We also solve the program assuming small farmers maximize
 

14 Land likely does not enter the calculus since it is apparently 

free to the farmer. Also, it is probable that family labor does not enter
 
a variable
the calculus. However, we cost the latter since it is factor 

of production.
 

25 
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production. Such behavior may characterize farmers producing under sub
15 

sistence conditions.
 

The model also assumes corn production can occur in a finite number
 

of technologies (12), but within each technology, production is linear.
 

That is, an x% increase in an input always leads to some constant increase
 

in production within each technology class. Substitution of factors can
 

occur in the model when two or more technologies are used to produce the
 

product.
 

The technology classes are defined by classifying small farmers in
 

the sample into subsets, depending on characteristics of their production
 

processes. Main characteristics considered in the classification were
 

capital intensity of land preparation, intensity of purchased inputs used,
 

and intensity of labor. These characteristics are defined in Table 1.
 

Table 1. Production Characteristics for Defining Technology Classes.
 

Capital Intensity Intensity of
 
of Purchased Labor
 

Land Preparation Inputsa Intensity
 

1. 	Mechanized 1. Null 1. Extensive =
 
1-9 man days
 

2. 	Animal 2. Extensive = 2. Moderate =
 
1-100 pesos 10-29 man days
 

3. 	Human 3. Moderate = 3. Intensive =
 
101-300 pesos 30-49 man days
 

4. Intensive = 	 4. Very Intensive = 

301 or more pesos 50 or more man days
 

aRefers to fertilizers, herbicides and pesticides, exclusively.
 

1sIf farmers lack sufficient resources to reach the point of maximum
 

profits, they will maximize production subject to the constraint. As it
 
turns out, profits will also 	be maximized (or losses minimized) at this
 
point. Thus, the solutions to the two programs may be identical.
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Based on these characteristics, the 12 technology classes in Table
 

2 were defined. Note that 3 x 4 x 
4 = 48 production classes of farms
 

can be defined from Table 1. However, this degree of disaggregation was
 

not feasible due to paucity of observations in some of the subclasses.
 

Such subclasses were aggregated so that in 
some cases, labor intensity
 

was not a factor in defining the technology class (e.g., technologies
 

X1 through X5), 
or the degree of intensity of labor or purchased inputs
 

was reduced from four classes to two (e.g., technology X4 and/or X0
 

Table 2. Characteristics Defining 12 Technology Classes.a
 

Capital Intensity

Technology 

Level 
of 

Land Preparation 
Purchased 
Inputs 

Labor 
Intensity 

Number of 
Observations 

X1 Mechanized Null & 

X2 Mechanized 
Extensive 
Moderate 

All 
All 

S7 
93 

X3 Mechanized Intensive All 42 
X4 Animal Null & 

X5 Animal 
Extensive 
Moderate & 

All 36 

X6 Human 
Intensive 
Null 

All 
Extensive 

33 
164 

X7 Human Null Moderate 296 
X8 Human Null Intensive 101 
X9 Human Null Very Intensive 91 
X10 Human Extensive Extensive & 

X Human Extensive 
Moderate 
Intensive & 

131 

X12 Human Moderate & 
Very Intensive 124 

Intensive All 61 
1229 

aSee Appendix A for a brief discussion of how technology classes tend to
 
be concentrated in certain regions.
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Model B.1 (current situation
 
with restricted use of work
ing capital)
 

Model B.1 is specified as follows:
 

12 
Max w E c.X . . . . . . . . . . . . ... (10) 

12
 
Subject to E a X. < 

-
b
1
4=1 1, 


12
 
E a2 X S b 

Factors requiring working capital
 

12
 
E a1JXJ < b
 
i=l
 

12 
E al2jX < b12 * . . Family labor. . . . . . (12) 
i=l
 

12
E a1 A. 5 b1..• Land . .. .. . .. (13) 

and XP,c,, aij and bi _ 0 . .. ...... (14) 

In this model, r, c., a.., and X. are defined as in Model A and are
 

identical to those in Model A. The set (11) is the same as set (7)but is
 

used etplicitly in Model B.1 in place of the one constraint on working
 

capital. Equation (12) is the same as (3); and equation (13) as (4). The
 

constraints (bi , i=l,...,13) however, are different. They are total expendi

tures for resources including INCORA loans. This model explicitly assumes
 
11
 

that the total amount available for working capital E b. must be used
 
i=l
 

among the 11 factors requiring working capital in the proportions
 

b_1; ; etc. The model is solved under the profit b2 

11 11 2.
 

E b. E b. 3 
i11=l 1i=l 
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maximizing assumption. Finally the model assumes production is linear and
 

substitution occurs only if two or more technologies are used.
16
 

The solution to this program may yield greater profits, and production,
 

and a different pattern of factor use, than the current situation. This
 

would imply that even under the restriction on how working capital can
 

be used, and given other resource constraints, that reorganization
 

of production, in different techniques, could increase profits, etc.
 

However, the model assumes perfect knowledge, perfect mobility of factors,
 

and homogeneity of land and other factors of product4on. Differences
 

between the current situation, and the solution of the model may be
 

explained in terms of imperfect knowledge on the part of farmers, immobility
 

of resources, and heterogeneous factors of production.17 Thus, such
 

increases are likely not attainable.
 

Model B.2 (current situation with
 

no restriction on working capital)
 

Model B.2 is specified just as Model B.1, except the set (1I) is
 

collapsed into a single constraint on working capital.
 

This is done in the same way as it was in Model A, by summing over 

the columns of set (11) for each j such that: 

(a11 + a21 + a31 + . . . + all,)X 1 + (a12 + a22 +
 

a32 + . . . + a11 ,2)X 2 + ' . . + (a1,12 + a2,12 + 

a3,12 + . . + a1 1 ,12 )X12 5 b, + b2 + b3 + . . 

+ bll . . . . . . . .(5
 

16Other assumptions that applied to Model A do not apply here. 
These
 
include the assumption about the definition bi and bh of Model A, and about
 
the equality of the ahj and aij in the past and present in that Model.
 

17For example, it is likely that land is not homogeneous as we 
assumed. That is,part of the land may not be usable in certain technologies. 
To the extent this is true, the increase implied in the model, is not 
attainable. 29 

http:production.17
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or a11 'X1 + a1 2 'X2 + . . . a1,12 'X12 < b (16) 

wherea = (a +a2 1 +a . ++ ,1); etc. for
weeall1 a1 21. a 3 11 . al. 

a12 ' 13 - 1,12
 
11
 

The constraint b1 ' = bi, is the total amount of working capital
i=1 

available, including INCORA loans. Except for restricted use of working 

capital the model is identical to B.1, and is estimated under identical 

assumptions and conditions.
 

The solution to Model B.2 is compared to Model B.1, and the differences
 

are attributed to permitting working capital to be freely allocated according
 

to efficiency criteria. That is, the difference between the current situa

tion and Model B.2, is composed of two parts; the first is that due to
 

permitting production to be reallocated among technologies (that is,due
 

to violation of assumptions of the model) with working capital restricted
 

to be used in a certain way. The second part is that due to unrestricting
 

the working capital.
 

Model B.1 measures only the former, while Model B.2 measures both.
 

Thus, the difference between these two models meabures the latter. This
 

difference may be interpreted as losses in profits and production, and
 

distortions in resource use caused by INCORA's policy of tying working
 

capital to specific resources.
 

ljO 
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DATA
 

Farm budgets for INCORA borrowers for each of the technology classes
 

are used to calculate input coefficients, objective function coefficients
 

and constraints for Models A and B.18 All input coefficients, and objec

tive function coefficients used to solve Model A, are also used to solve
 

Models B.1, and B.2. The only difference between such models is the size
 

of the constraints. Of course, all data represent averages for the
 

samples of farmers in each technology class. Further, in all models the
 

X. are defined in terms of hectares of corn.
 

As an illustration, consider technology class X5 with 33 farms 
(see
 

Appendix Table B.1). 
 The aij for the family labor, and land in technology 

class 5 (a25 and a35) are simply the average amount paid to family labor 

(used in corn production) at the prevailing wage per hectare of corn = 

$126.90, and the amount of land in corn production per hectare of land 

in corn production = 1, since the X. are defined in hectares of corn. 

Tile technical coefficients on resources requiring working capital
 

=(ahS a15 through a11,5 ) are used directly in Model B.1 or are used to 

define as' the working capital coefficient for technology class 5 in 

Models A and B.2. 19 In Model B.2, for example, (Appendix Table B.1), the 

18Data for each of the technology classes used to solve Models A and B
 
are included in Appendix Table B.1. Additional data on constraints neces
sary for solving Models B.1, and B.2, are presented in Appendix Table B.2.
 

19 All data used are taken from farm budgets without modification except
 
for seeds. In this case, it was felt value of seeds used per hectare in the
 
budgets were substantially underreported. Consequently, the actual value
 
of seeds required per hectare for that technology class as determined from
 
independent surveys was used instead. 21
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first 11 rows are factors requiring working capital. 
The sum of roas I
 

through 11 for column 5 is a15 ' = 
$1003.98 (the technical coefficient for
 

working capital). The average profit coefficient (c5 = $940.21 for
 

technology class 5) is calculated by subtracting the sum of a15' and a25
 

(family labor) = $1130.88 (average cost of variable factors per hectare)
 

from the average value of production per hectare $2071.09.
= When maximiz

ing production, the latter becomes the objective function coefficient,
 

c5 •
 

Finally, farm budgets report both the total value of expenditures, and
 

the value of loans for each input requiring working capital. The working
 

capital constraints for Model A are developed as follows: 
 within technology
 

class 5, the difference between total expenditures for such an input
 

(e.g., fertilizer) and the amount of INCORA loans for fertilizer, is
 

calculated. 
When summed over all technology classes this yields b1 
= 

$174,583 of the set bh' h=l, 
...
, 11; the amount of working capital in the
 

absence of INCORA loans, used for fertilizer. By summing over bh, h=l,
 

, 11; the lower limit amount of working capital b1' = $2,036,900 is
 

determined. 
The upper limit amount b"1
1 is determined by adding the share
 

of Caja Agraria loans likely devoted to corn production ($372,267) to
 

20.
b 


The constraint for each resource requiring working capital in Model
 

B.1 is simply the sum over all technology classes of the total expenditure
 

in each class for a resource (e.g., fertilizer). When summed over all
 

resources, this yields the working capital constraint for Model B.2.
 

20The amount to be added to b1
 ' 
is the share of a $2,000 Caja Agraria
 
loan to each producer devoted to corn production. This is determined as
the share of corn 
land in total crop and pasture land or 17.47% equal to
$344.55 per producer. This, times the number of producers (1065) yields

$372,267. The number of producers 
is reduced from 1229 to 1065 since 
technology class 6 is dropped from the model due to inadequate data. 
(See below). , 
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the same in all models, andThe constraints on family labor and land are 

amount of family labor or land reported used in cornare simply the total 

production.
 

are
Similar calculations as described above for technology class 5 

done for the other technology classes. Due to unreliable data on cost 

of factors of production for farms in technology class 6, this class 

was dropped from the model in the actual calculations. Thus, for the 

objective function and constraints, j=l,2,3,4,5,7,...,l
2. 

33 
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RESULTS OF THE ANALYSIS
 

This section presents the results of the analysis. First, the impact 

of INCORA loans for working capital on factor use, profits, production, 

and technology for the sample of borrowers, is set forth by comparing the 

results of Model A with the current situation. Then, the effect of 

INCORA's restrictive policy tying loans to specific factors on efficiency 

of resource allocation among borrowers producing corn is presented by 

comparing the results of Model B.2 with those of B.l. 

Impact of INCORA loans on 
profits, production, factor
 
use and technology 

The results of solving Model A (absence of INCORA) are presented in 

Table 3, along with current levels of factor use, profits, and production 

for all technology classes. 21 Column 2 of Table 3 is the result of solving 

Model A when the working capital constraint is defined as the lower limit 

of working capital available in the absence of INCORA loans ($2,036,906).22
 

In this solution, all production takes place in technology level 7 with
 

working capital as a binding constraint, but with excess land and family
 

labor. Technology level 7 is characterized by hand preparation of land,
 

with only moderate (10-29 man days) labor intensity, and no purchased
 

inputs. Also, the profit and production maximization models were identical.
 

21The current levels of factor use, profits, and production by 
Zechnology class are presented in Appendix Table B.3. Recall that 
technology class X6 was dropped from the analysis due to poor data. 

22This lower limit constraint was defined as the difference between
 

the total expended on resources requiring working capital, and the amount
 
loaned by INCORA to purchase such factors, for the sample.
 

http:2,036,906).22
http:classes.21
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Table 3. 	Current Levels of Factor Use, Profits, and Production Compared to
 
the Results of Solving Model A (Absence of INCORA) for Lower and
 
Upper Limits of Working Capital
 

Current 
Model A 

Lower Limit a 
Model A-Upper Limitb 

Profit Maxc Production Maxc 

FACTOR USE (Current pesos except land) 

Working Capital: 3,790,913 2,036,906 2,409,173 2,409,173 

Seeds 241,036 163,026 193,908 183,660 
Fertilizers 121,408 0 64,095 0 
Pesticides 173,478 0 15,783 0 
Rentalsd 398,618 0 51,099 0 
Packing 319,979 198,579 222,665 212,949 
Transportation 331,166 318,425 341,867 334,029 
Irrigation 1,950 0 454 0 
Fuels 2,877 0 0 0 
Labor 2,158,203 1,348,384 1,506,657 1,670,111 
Other 1 22,720 1,681 5,695 1,958 
Other 2 19,478 6,809 6,951 6,465 

Family Labor 467,369 331,569 380,164 389,585 

Land (hectares) 4,728 4,309 4,728 4,728 

PROFITS 3,150,912 2,439,323 2,799,001 2,797,514 

PRODUCTION 7,409,189 4,807,798 5,588,337 5,596,272 

aThe lower limit estimate of working capital is the differenc between total
 
expenditures for inputs requiring working capital and INCORA loans to
 
purchase those inptus, sunmed over all inputs and farms in the sample.
 

bThe upper limit constraint includes working capital as defined in the
 

lower limit constraint, plus the share of a Caja Agraria loan of $2,000
 
devoted to corn production. See the conceptual model (pages 14 and 23)
 
for detail.
 

CWhen Model A was solved with the lower limit constraint, the profit and
 

production maximization models were identical. With the addition of a
 
small amount of working capital, they are slightly different.
 

dRentals of machinery and animals.
 

35
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Data in columns 3 and 4 of Table 3 are the solution of Model A when
 

the working capital constraint is the upper limit of working capital
 

available in the absence of INCORA loans ($2,409,173).23 In this case,
 

the profit and production maximization models give slightly different
 

results. In the profit maximization model production takes place in
 

technologies 5 and 7, with 329 hectares of corn produced in level 5, and 

4,399 in level 7. (Technology level S is characterized by use of animal
 

power in land preparation, moderate through intensive use of purchased
 

inputs, and extensive through very intensive labor use.)
 

In the production maximization model, 4,092 hectares of corn were
 

produced in technology level 7, and 636 hectares in level 8. The latter
 

level differs from the former only in the intensity of labor use; it is
 

intensive utilizing 30-49 man days of labor.24
 

Shadow prices.--In the upper limit variation of Model A as well as
 

the lower limit variation, working capital was a constraint to increased
 

profits and/or production. However, in the upper limit variation, land
 

was also a constraint. The shadow prices for working capital are presented
 

in Table 4 for all variations of Model A. These results suggest that
 

increased working capital would have substantial impacts on profits and 

production. For example if the lower limit constraint on working capital 

was operative in the absence of INCORA loans, a 1 peso increase in working 

capital would have increased profits (as defined) by $1.20, and the value
 

of production by $2.36. If the upper limit constraint on working capital
 

23The additional $372,267 available for working capital over and
 

above the lower limit constraint defined in footnote 22, is the share
 
of a Caja Agraria loan of $2,000 devoted to corn production and assumed
 
given to every borrower in the sample. See pages 14 and 23 for more detail.
 

24The solution of Model kwith the upper limit constraint on working
 

capital is presented in Appendix Table B.4.
 

6 
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Table 4. Shadow Prices on Working Capital
 

(Current Pesos)
 

Lower Limit Upper Limit 
Profit Maximization 1.20 .70 
Production Maximization 2.36 1.84 

were the effective one, a 1 peso increase in working capital would have
 

increased profits by $.70, 
and production by $1.84.
 

The shadow price on working capital in the profit objective function
 

may be interpreted as the gross rate of return on a marginal unit of
 

working capital. For example, the gross rate on 1 peso of working capital
 

in the lower limit model is 120%, and 70% in the upper limit model.25
 

If the rate of interest required to add the unit (peso) of working capital
 

is subtracted from the gross rate, we have the net rate of return on the
 

marginal unit of working capitai.
 

The relatively large gross rate of return to working capital even
 

under the upper limit constraint, suggests that infusions of working
 

capital would increase profits and production. It also suggests that
 

working capital provided via the market was in short supply, and likely
 

carried a fairly high rate of interest. It is not surprising when INCORA
 

extended loans for working capital at what must have been highly subsidized
 

rates, that 
there was an excess of demand for such loans. 
 Even after the
 

provision of INCORA credit it is likely that the shadow price on such
 

working capital remained fairly large. 27
 

25The lower shadow price or gross rate of return in the upper limit
model illustrates the law of diminishing returns to the factor of production,
working capital, as more units of it are added.
 
26See Schwinden and Feaster, "The INCORA Supervised Credit Program,"'p. 40.
 
27This point is substantiated below.
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Impact on profits and production.--Data are presented in Table 5
 

on the impact of INCORA loans for working capital, on profits, production,
 

and factor use. Column 1 is the difference between the current situation,
 

and the results of Model A (absence of INCORA loans) based on the lower
 

limit constraint on working capital and under both profit and production
 

maximizing behavior (results are identical). This leads to a liberal
 

estimate of the impact of INCORA since less working capital means relatively 

lower profits, production, and factor use. Hence, the differential between 

the current situation, and the results of Model A-lower limit iswider, 

than if working capital were greater. Column-s 2 and 3 are the difference 

between the current situation and the results of Model A under the upper 

limit constraint on working capital, leading to more conservative estimates 

of the impact of INCORA. Column 2 is the impact assuming corn producers 

maximize profits, and Column 3 assuming they maximize production. 

The provision of INCORA credit has had a substantial impact on profits,
 

production, and factor use. (There is little difference in the effect 

of profit or production maximizing behavior on the conservative estimates 

of the impact of INCORA on profits or production. However, factor use is 

quite different.) The analysis indicates profits have increased by 

app-3ximately $350,000 to $712,000 for the sample of borrowers, depending
 

on whether INCORA increased available working capital by $1,381,740, or
 

$1,754,007. This is an increase in profits of 13% to 29%.
 

Note that the difference between the liberal and conservative estimates 

of the impact of INCORA credit on profits, suggests a very high marginal 

product or rate of return for initial loans. That is, increasing credit 

for working capital by $372,217 from $2,036,906 to $2,409,173 (Table 3), 

increases profits by $359,678, or almost by 1 peso for every peso of 
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Table 5. Impact of INCORA Loans on Factor Use, Profits, and Production,
 
or Difference Between Current Situation and Results of Model
 
A (Absence of INCORA)
 

Conservative Estimateb
 

Liberal Estimatea Profit Max Production Max
 
(Current pesos except land)
 

FACTOR USE
 

INCORA Loans for 
Working Capital: 1,754,007 1,381,740 1,381,740
 

Seeds 78,010 47,128 
 57,376

Fertilizers 121,408 57,313 
 121,408

Pesticides 173,478 157,695 
 173,478

Rentalsc 398,618 347,519 
 398,618

Packing 121,400 97,314 
 107,030

Transportation 
 12,741 -10,701 -2,863
Irrigation 1,950 
 1,496 1,950

Fuels 
 2,877 2,877 2,877

Labor 809,819 651,546 488,092

Other 1 21,039 17,025 20,762

Other 2 12,669 12,527 13,013
 

Family Labor 135,800 87,205 77,784
 
Land (hectares) 419 0 
 0
 

PROFITS 711,589 351,911 353,398 
PRODUCTION 
 2,601,391 1,820,852 1,812,917
 

aThe dif.ference between the current situation and the results of solvingModel A, using the lower limit estimate on working capital. Column 1 -
Column 2 of Table 3. 

bThe difference between the current situation and the results of solving 
Model A, using the upper limit estimate of working capital. Column 1 -
Column 3 of Table 3 for profit maximization case, and Column 1 - Column 4 
for production maximization case. 

cRentals of machinery and animals. Hereafter referred to in the following
 
tables as Rentals M & A. 

1139 



31 

working capital. Increasing working capital by $1,381,740 from $2,409,173
 

to the current level, increases profits by an additional $351,911 or by
 

only $.25 for each peso (assuming profit maximization).
 

Infusion of INCORA credit for working capital increased production of 

corn by $1,821,000 to $2,601,391 or by 33% to 54%, depending on whether
 

upper or lower limit estimates of working capital were used in the Model
 

A. Once again, initial loans have a much greater marginal impact
 

on production, jsut as they did on profit. Increasing working capital by
 

$372,267 from the lower limit, increases production by $780,534 or by 2
 

pesos for every one of working capital. Going from the upper limit level
 

on working capital to the current level (by $1,381,740), increases produc

tion by $1,820,852, or by only 1.3 pesos per peso of working capital.
 

Impact on factor use.--Factor use has changes substantially due to 

INCORA loans for working capital. This is illustrated in Table 6 where the 

distribution of factors requiring working capital are presented for the
 

current situation and the results of solving Model A. (Recall that the
 

solutions to Model A represent patterns of factor use under various assump

tions about the level of working capital in the absence of INCORA loans
 

for working capital.)
 

The most notable divergence between the simulated and current patterns
 

of factor use is the greatly increased share of working capital devoted to
 

fert.iizers, pesticides, and rentals of machinery and animals. 
 There are
 

also increases in the share of working capital for irrigation, fuels,
 

other 1, and other 2. 
At the same time, there is a rather sizeable decrease
 

in the share of working capital devoted to transportation, and to a lesser
 

extent, to labor. Thus, a major impact of INCORA loans has been to cause 

use of fertilizer and pesticides and rentals of machinery and animals in 
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Table 6. 	Distribution of Factors Requiring Working Capital Under Current
 
Situation as Compared to the Results of Model A (Absence of
 
INCORA)
 

Model A Model A-Upper Limit
 
Current Lower Profit MaxLimit 	 Production Max 

Working Amounta 3,790,913 2,036,906 2,469,173 2,409,173

Capitall Share 100% 
 100% 100% 
 100%
 
Seeds 6.4 8.0 
 8.0 	 7.6

Fertilizer 
 3.2 0 
 2.7 	 0
 
Pesticides 
 4.6 0 
 .7 	 0
 
Rentals M 	& A 10.5 0 
 2.1 	 0

Packing 	 8.4 9.7 
 9.2 	 8.8
 
Transportation 8.7 
 15.6 14.2 	 13:9
Irrigation 	 .1 
 0 	 0 
 0

Fuels 	 .1 0 
 0 	 0

Labor 	 56.9 
 66.2 62.5 
 69.3
 
Other 1 
 .6 	 .1 .2 
 .1
Other 2 	 .5 .3 .3 	 .3
 

aCurrent pesos.
 

Source: Table 3. 

corn production to increase from very close to zero in the absence of
 

INCORA loans, to over 18% of working capital after the extension of such
 

loans.
 

The decline ir the share of labor as 
a proportion of total working
 

capital is not a cause for serious concern. Recall the level of working
 

capital is substantially greater in the current as 
compared to the simulated
 

situation (by $1,381,740 
or $1,754,007 depending on the assumption). The
 

decline in the share of labor as working capital increases only suggests
 

the rate of growth in working capital is greater than that of labor use,
 

not that labor use declines absolutely. Similarly, the increase in ferti

lizers, pesticides, and rentals is greater than that of working capital,
 

so that their share increases. 

41 



33
 

This is illustrated in Table 7 where percentage increases in factors
 

requiring 	working capital are presented for the liberal and conservative
 

For example, in the liberal estimate
28
 

estimates 	of the impact of INCORA. 


working capital increases by 86 percent (from $2,036,906 to $3,790,913).
 

However, use of hired labor increases by only 60% (from $1,348,384 to
 

$2,158,203). Thus, the share of labor declines from 66.2% to 56.9% of
 

total working capital.
 

Table 7. 	Percentage Increase in Use of Factors Requiring Working Capital
 
for Liberal and Conservative Estimates of INCORA's Impact.
 

Conservative Estimatec
 

Liberal Estimate- Profit Max Production Max
 

Working Capital: 86% 57% 	 57%
 

Seeds 48% 24% 31%
 
Fertilizer a 89% a
 

a
Pesticides a 999% 

a
Rentals M GA a 680% 


Packing 61% 44% 50%
 

Transportation 4% -3% -1%
 
a
Irrigation 	 a 330% 

a
Fuels 	 a a 


Labor 	 60% 43% 29% 
1060%
Other 1 1252% 299% 


Other 2 186% 180% 201%
 

aThe base 	is zero (Table 3), so no percentage increase can be calculated.
 

bThe liberal estimate refers to the difference between the current situation 

and the result of solving Model A (absence of INCORA) with the lower limit
 
constraint on working capital. For example, use of seeds increased 48%
 
between production characterized in the results of Model A-lower limit,
 
and the current situation.
 

CThe conservative estimate refers to the difference between the current 

situation and the results of Model A (absence of INCORA) with the upper 
limit constraint on working capital. 

Source: Tables 3 and 5. 

2 8The liberal estimate of the impact of INCORA has been defined as the 
difference between the current situation and the results of solving Model
 
A (absence of INCORA) with the lower limit constraint on working capital.
 
That is,when working capital is lower limit, profits, etc., will be
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Data on how the increase in working capital made available through
 

INCORA loans is distributed among factors requiring working capital is
 

presented in Table 8 for liberal and conservative estimates of INCORA's
 

impact. The major proportion of INCORA loans are expended for labor even
 

though the share of labor in total working capital declines. In fact, the
 

share of INCORk loans going to labor are greater than the share going to
 

Table 8. Percentage Distribution of INCORA Working Capital Loans Among
 
Factors Requiring Working Capital by Liberal and Conservative
 
Estimates.
 

Conservative Estimatea
 

Liberal Estimatea Profit Max Production -Max 

INCORA Loan for 
Working Capital: 100% 100% 100% 

Seeds 4 4 4 
Fertilizer 7 5 9 
Pesticides 10 11 12 
Rentals M & A 23 25 29 
Packing 7 7 8 
Transportation 1 -1 0 

Irrigation 0 0 0 
Fuels 0 0 0 
Labor 46 47 35 
Other 1 1 1 2 
Other 2 1 1 1 

asee notes b and c, Table 7.
 

Source: Table 5.
 

fertilizers, pesticides, and rentals combined, for the profit maximizing
 

cases of both estimates. The use of labor in the results for Model A is
 

so large that even though its use grows more slowly than use of modern
 

inputs as INCORA loans are made, the largest proportion of the INCORA loans
 

smaller than if working capital were upper limit. Thus, the difference
 
between Model A-lower limit, and the current situation is greater (more
 
liberal) than between Model A-upper limit and the current situation.
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are spent on labor. 
The data suggest that of all factors, only transporta

tion might be expected to decline, as working capital increases.
 

Note the pattern of use of INCORA loans for factors is much different
 

in the production maximization model than the profit maximization for the
 

conservative estimate. 
Much less of the loan is devoted to labor, while
 

more is devoted to fertilizers, pesticides and rentals. 
 If corn producers
 

are production maximizers, labor use is not increased by supervised credit
 

as 
much as if they were profit maximizers. (Itis important to note that
 

the level of profits is almost as great in the production maximum as the
 

profit maximization model.)
 

In summary, increases in working capital via INCORA loans, increases
 

use of all factors of production, with the possible exception of transporta

tion. Use of modern factors; e.g., fertilizers, pesticides and machinery
 

an. 
animal rentals increases much more rapidly than increases in working
 

capital. As a result, they go from insignificant levels of working capital
 

in the absence of INCORA loan' 
 , over 18% of current working capital
 

(Table 6), and account for over 40% of the increase in working capital,
 

i.e., the INCORA loans (Table 8).
 

Although the share of labor in total working capital declines as INCORA
 

loans are made, the absolute amount of labor used increases substantially.
 

In fact, hired labor still requires 57% of the amount of current working
 

capital (Table 6), and 35-47% of 
 INCORA loan proceeds were used to hire
 

labor depending on the assumptions (Table 8j. This reflects both the
 

large amount of hired labor used in the absence of INCORA loans, and the
 

fairly rapid increases in demand for labor to implement use of modern
 

inputs as INCORA loans are made.
 

Impact on technology.--The impact of INCORA loans on the level of
 

technology will be illustrated by using only the results of Model A (absence
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of INCORA) with working capital at the lower limit. 
 In that program of
 

the absence of INCORA loans, 4309 hectares of land were used in technology
 

level 7 to.produce $4,807,798 of corn, and profits of $2,439,323, or
 

production per hectare of $1,115.64 (Table 3, Column 2). 
 However, with
 

the addition of $1,754,007 to working capital via an INCORA loan, all
 

technology classes were used. Production and profits increased to $7,409,189
 

and $3,150,912, respectively.29 The actual levels of factor use and
 

hectares of land in corn production under current conditions are presenited
 

in Appendix Table B.3 by technology class.
 

The total increase in profits, production and factor use are presented
 

in Table 5, Column 1. However, this is the aggregate effect of the INCORA
 

loan and masks some important shifts. Data are presented in Table 9 on
 

the amount of factors, profit, etc., 
that are produced in new technologies
 

(other than level 7) after the INCORA loans increased working capital by
 

$1,754,007 from the lower limit constraint. For example, there are 4,728
 

hectares of land in current use, with 1,521 of them in level 7. This means
 

there are 
3,207 hectares of land using new technologies brought into
 

existence (i.e., the technology levels) by the INCORA loans. 
 Similar
 

interpretations hold for the difference for any row between total current,
 

and level 7 current. 
Note the large share of resources used in new tech

nology levels, and the high proportion of profit and production earned in
 

the same new technologies.
 

Part of the resources used or profits and production earned in new
 

technologies have come 
from switching resources from technology level 7 to
 

new technologies, as 
INCORA loans became available. The difference between
 

29That is, the pattern of production after the INCORA loan is repre
sented in the current situation.
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Table 9. 	Factor Use, Profits, and Production in New Technologies and
 

Share of Total
 

Current Difference = New Share of
 

Total 	 Level 7 Technologiesa Total (%) 
(Current pesos except land) 

FACTOR USE 

Working Capital: 3,790,913 718,793 3,072,120 81 

Seeds 241,036 57,530 183,506 76 

Fertilizers 121,408 0 121,408 100 

Pesticides 173,478 0 173,478 100 

Rents, M & A 
Packing 
Transportation 
Irrigation 
Fuels 

398,618 
319,979 
331,166 

1,950 
2,877 

0 
70,072 

112,361 
0 
0 

398,618 
249,907 
218,805 

1,950 
2,877 

100 
78 
66 

100 
100 

Labor 2,158,203 475,830 1,682,373 78 

Other 1 22,720 600 22,120 97 

Other 2 19,478 2,400 17,078 88 

Family Labor 467,369 117,010 350,359 75 

Land (hectares) 4,728 1,521 3,207 68 

PROFITS 3,150,912 860,800 2,290,112 73 

PRODUCTION 7,409,189 1,696,597 5,712,592 77 

aThis is the amount of factor used (profit, production) in all the technology
 

levels besides 7. For example, consider land. There were 4,728 has. in
 

use in all technology levels, 1,521 in level 7, for a net used in the new
 

Note that 3,207 is composed of 2,788 has. (Table
technologies of 3,207. 

10) that were formerly used in technology level 7 before INCORA credit,
 

and 419 has. of new land brought into production (Table 5).
 

the results of Model A (absence of INCORA loans) with the lower limit
 

constraint on working capital where all production was concentrated in
 

level 7, and the current level 7, is the change (decrease) in level 7
 

induced by the INCORA loan (Table 10).
 

For example, there were 4,309 hectares in corn production in level 7
 

in Model A-lower limit. However, in current level 7, there are only 1,521
 

or 2,788 were switched to other technologies
hectares of land in production, 


for producing corn as INCORA loans were made. This, added to the 419
 

hectares of additional land brought into production (Table 5) yields the
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Table 10. Change in Factor Use, Profits and Production in Technology,
 
Level 7
 

Model A-Lower Limit Current Level Difference
 
(Level 7)a 7 (Decrease)
 

(Current pesos except land)
 
FACTOR USE 

Working Capital: 2,036,906 718,793 1,318,113 

Seeds 163,026 57,530 105,496 
Fertilizers 0 0 0 
Pesticides 0 0 0 
Rents, M & A 0 0 0 
Packing 198,579 70,072 128,507 
Transportation 318,425 112,361 206,064 
Irrigation 0 0 0 
Fuels 0 0 0 
Labor 1,348,384 475,830 872,554 
Other 1 1,681 600 1,081 
Other 2 6,809 2,400 4,409 

Family Labor 331,569 117,010 214,559 

Land (hectares) 4,309 1,521 2,788 

PROFITS 2,439,323 860,800 1,578,523 

PRODUCTION 4,807,798 1,696,597 3,111,201 

aIt will be recalled that all production was concentrated in Level 7 in
 

the simulation.
 

total in new technologies, or 3,207 hectares (Table 9). Similarly, of the
 

$2,036,906 used in working capital, $718,793 is still used in level 7, but
 

$1,318,113 has been shifted to use in new techniques. This, added to the
 

additional amount made available by INCORA, $1,754,007 (Table 5), is the
 

total amount of working capital available for use in new technologies
 

($3,072,120, Table 9).
 

Thus, increases in profits and production from new technologies are
 

due to both a) the increase in working capital from the INCORA loan; and
 

b) the shift in working capital (in existence before the INCORA loan) to
 

more modern techniques. However, it is important to recognize that it is
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the provision of the loan that makes it profitable to shift resources
 

previously in use in less modern technologies into new techniques of
 

production.
 

Effect of INCOIA loan policy on 

efficiency of resource allocation
 

Program of current situation with restricted use of working capital.--


The results of solving Model B.1 are presented in Table 11. This is the
 

linear program of the current situation (with INCORA loans) under the
 

behavioral assumption of profit maximization, and assuming working capital
 

is restricted to be used among the 11 factors requiring it as revealed in
 

the data. Production takes place in this solution in technology levels 2,
 

4, 5, 7, and 8,with the majority in levels 7 and 8.
 

The difference between the current situation and the results of
 

Model B.1 (restricted working capital) is presented in Table 12. Profits
 

are increased by $299,025 or 9.5%, and production increased slightly.
 

However, of available working capital ($3,709,913) only $3,524,246 is used,
 

leaving $266,667 as slack. Also, family labor is not all used up.
 

Thus, increases in profits and production can occur using fewer
 

resources, if production were in the technology levels in the program
 

solution rather than the current pattern. However, it is unlikely that
 

such shifts will occur due to immobility and heterogeneity of resources, and
 

imperfect knowledge. For example, the model assumes resources are completely
 

mobile. Since technology levels tend to be concentrated in specific
 

regions of the country, resources may have to be moved physically from one
 

location to another to produce in the technology classes suggested in
 

the program. Such mobility may not be possible for a variety of reasons.
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Table 11. Results of Programming Current Situation with Working Capital Restricted to be Used for
 

Certain Inputs (Model B.1)
 

Level 2 Level 4 Level 5 Level 7 Level 8 Total
 

(Current pesos except land)
 

FACTOR USE 

Working Capital: 743,127 253,547 365,409 940,660 1,221,495 3,524,246 

Seeds. 47,024 11,298 30,449 75,287 74,211 238,269 
Fertilizers 45,714 4,702 70,990 0 0 121,408 
Pesticides 50,901 1,974 17,481 0 0 70,359 
Rents, A & M 227,350 57,455 56,596 0 0 341,404 
Packing 57,981 21,884 22,103 91,706 62,720 256,394 
Transportation 24,384 28,352 18,631 147,051 81,453 299,873 
Irrigation 0 1,448 502 0 0 1,950 
Fuels 2,877 0 0 0 0 2,877 
Labor 263,610 125,565 144,248 622,694 1,002,179 2,158,302 
Other 1 12,039 867 4,408 776 932 19,021 
Other 2 11,245 0 0 3,144 0 14,390 

Family Labor 45,501 25,442 46,187 153,121 192,197 462,449 

Land (hectares) 469 242 364 1,990 1,635 4,728 

PROFITS 556,322 187,361 342,199 1,126,499 1,237,547 3,449,937 

PRODUCTION 1,344,946 466,108 753,794 2,220,280 2,651,239 7,436,385 
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Table 12. Current Situation Compared to Results of Model B.1 (Restricted
 
Working Capital)
 

Differencesa
Model B.1
Current 


(Current pesos except land)
 

FACTOR USE 

Working Capital: 3,790,913 3,524,246 -266,667 

Seeds 241 036 238,269 -2,767 
Fertilizers 121:408 121,408 0 
Pesticides 173,478 70,359 -103,119 
Rentals M & A 398,618 341,404 -57,214 
Packing 319,979 256,394 -63,585 
Transportation 331,166 299,873 -31,293 
Irrigation 1,950 1,950 0 
Fuels 2,877 2,877 0 
Labor 2,158,203 2,158,302 0 
Other 1 22,720 19,021 -3,699 
Other 2 19,478 14,390 -5,088 

Family Labor 467,369 462,450 -4,919 

Land (hectares) 4,728 4,728 ---

PROFITS 3,150,912 3,449,937 +299,025 

PRODUCTION 7,409,189 7,436,386 27,197 

ausing current as the base, the difference is Model B.1 less current.
 

If knowledge of available techniques is not perfect, some farmers will
 

fail to adopt optimal production practices, and imperfect knowledge of
 

product and factor prices will have the same effect. Finally, if resources
 

are not homogeneous production or profits cannot reach the level implied 

in the program. The model assumes land is homogeneous and that any technique
 

can be used. If physical or locational characteristics of land dictate
 

otherwise, profits and production suggested in the program cannot be reached.
 

Thus, the difference between the current situation and Model B.1
 

represents increases in profits and production that would occur if resources
 

were perfectly mobile and homogeneous, and knowledge perfect. The fact
 

that profits only increase by 9.5% in the program over the current situation
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suggests that corn production is quite efficiently organized in the country,
 

given the restrictions on how working capital can be used, as 
imposed by
 

3 0 
INCORA. 


Program of current situation with unrestricted use of working capital.--


The results of programming the current situation, under profit maximization,
 

but with the restrictive assumption abo:tworking capital dropped (Model
 

B.2), are presented in Table 13. This model explicitly assumes working
 

capital can be used for any resources requiring working capital. In this
 

case, all production is concentrated in technology levels 2, 5, and 7, with
 

the majority in level 5.
 

The difference between the current situation and Model B.2 are presented
 

in Table 14. This difference is due to both: 
 (a) assuming all resources
 

are homogeneous and perfectly mobile, and knowledge is perfect; and (b)
 

assuming that working capital is not required to be used for certain
 

resources, but can be allocated to its most efficient use. 
In this case,
 

since all resources are used in both the current and programmed models,
 

but resource use is not increased, increases in production are equal to
 

increases in profits.
 

Inefficient resource use due to restrictive loan policy.--Model B.l
 

measures only the increase in profits, etc., due to having perfect factor
 

mobility and homogeneity, and perfect knowledge while working capital is
 

restricted to be used in a specific hay, and Model B.2 measures the
 

additional effect of permitting working capital to be freely allocated.
 

Consequently, the difference between Model B.2 and Model B.1 may be
 

30This result supports Schultz's hypothesis that resources in traditional
 
agriculture tend to be efficiently organized. 
That is, for our country
wide sample very little increase in profits on production could be obtained
 
by reallocating resources. See Schultz, Transforming Traditional Agriculture.
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Table 13. Results of Programming Current Situation with Unrestricted
 
Working Capital (Model B.2) 

Level 2 Level 5 Level 7 Total 

(Current pesos except land) 

FACTOR USE 

Working Capital: 783,967 1,926,838 1,080,108 3,790,913 

Seeds 49,608 160,560 86,448 296,616 
Fertilizers 48,226 374,340 0 422,566 
Pesticides 53,700 92,179 0 145,879 
Rentals M & A 239,845 298,436 0 538,281 
Packing 61,167 116,553 105,301 283,021 
Transportation 25,725 98,243 168,851 292,820 
Irrigation 0 2,649 0 2,649 
Fuels 3,035 0 0 3,035 
Labor 278,097 760,637 715,007 1,753,741 
Other 1 12,700 23,241 891 36,833 
Other 2 11,861 0 3,610 15,474 

Family Labor 48,001 243,546 175,820 467,369 

Land (hectares) 523 1,919 2,285 4,728 

PROFITS 586,896 1,804,451 1,293,498 3,684,844 

PRODUCTION 1,418,859 3,974,836 2,549,427 7,943,121 
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Table 14. 
 Current Situation Compared to Results of Model B.2 (Unrestricted
 
Working Capital)
 

Current Model B. a Differenceb % Change 

(Current pesos except land) 
FACTOR USE 

Working Capital: 3,790,913 3,790,913 0 
Seeds 
Fertilizers 
Pesticides 
Rentals, M & A 
Packing 
Transportation 
Irrigation 
Fuels 
Labor 
Other 1 
Other 2 

241,036 
121,408 
173,478 
398,618 
319,979 
331,166 
1,950 
2,877 

2,158,203 
22,720 
19,478 

296,616 
422,566 
145,879 
538,281 
283,021 
292,820 

2,649 
3,035 

1,753,741 
36,833 
15,474 

55,580 
301,158 
-27,599 
139,663 
-36,958 
-38,346 

699 
158 

-404,462 
14,113 
-4,004 

23 
248 
-16 
35 
-12 
-'12 
36 
5 

-19 
62 
-21 

Family Labor 467,369 467,369 -- 0 
Land (hectares) 4,728 4,728 -- 0 

PROFITS 3,150,912 3,684,845 533,933 17 
PRODUCTION 7,409,189 7,943,121 533,933 7 

aAll production is in technologies 2, 5 and 7.
 

busing current as the base, the difference is Model B.2 less current.
 

interpreted as the effect of INCORA's restrictive loan policy on profits,
 

production, and use of resources.
 

These differences are presented in Table 15. 
 This comparison suggests
 

that profits would be greater than the current situation by $234,908 (7.5%),
 

and production by $506,735 (6.8%), if INCORA would have not restricted
 

loans for working capital to use of certain resources.
 

Although there is apparently a substantial change in resource use,
 

this is more difficult to document. First, in Model B.1, under the tying
 

of working capital to specific resources, less working capital was used
 

than in the current situation. 
In Model B.2, with no restriction on
 

.53
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Impact of INCORA Polcy of Tying Working Capital to Resources,
Table 15. 

on Profits, Production, and Factor Use
 

Model B.2 Model B.1 
Unrestricted Use Restricted Use of 
of Working Capital Working Capital Difference 

(Current pesos except land) 

FACTOR USE 

Working Capital: 3,790,913 3,524,246 266,667 

Seeds 
Fertilizers 
Pesticides 
Rentals, 
Packing 
Transportation 
Irrigation 
Fuels 
Labor 
Other 1 
Other 2 

296,616 
422,566 
145,879 
538,281 
283,021 
292,820 

2.649 
3,035 

1,753,741 
36,833 
15,474 

238,269 
121,408 
70,359 

341,404 
256,394 
299,873 

1,950 
2,877 

2,158,203 
19,021 
14,390 

58,347 
301,158 
75,520 
196,877 
26,627 
-7,053 

699 
158 

-404,462 
17,812 
1,084 

Family Labor 467,369 462,450 4,919 

Land (hectares) 4,728 4,728 --

PROFITS 3,684,845 3,449,937 234,908 

PRODUCTION 7,943,121 7,436,386 506,735 

This implies
working capital. all available working capital was used. 


that freeing working capital so that it can be allocated to its most 
efficient
 

use,increases the level of working capital in use.
 

However, in the current situation, all working capital available is
 

used up. In this situation, freeing working capital from use for specific
 

factors would not increase the total amount available. The impact on
 

resource use will be somewhat different than revealed in our model because
 

That is, our model measures, for restricted and unrestricted
of this. 

use of working capital, differences between profits, production, and factor 

use when all factors are homogeneous, mobile, and the information system 

is perfect. This is an approximation of the effect of removing INCORA's 

54restrictive policy in the current situation. 
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The comparison does suggest, however, that there will be a shift in
 

resource use from labor to more modern factors of production if working
 

capital could be freely allocated. Labor use declines absolutely by 19%
 

from the current level, while fertilizer use increases by 248%, rentals by
 

49%, and pesticides by 44%.
 

The shadow price on working capital in Model B.2 is still $.51. This
 

suggests that the addition of INCORA loans to the lower and upper limit
 

constraints did reduce the gross return to working capital.31 
 However,
 

the rate of interest on INCORA loans is only 11% suggesting an excess
 

demand for INCORA loan funds, if the shadow price accurately measures
 

the opportunity cost of capital.
 

31See pages 27-28 above.
 

http:capital.31
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CONCLUSIONS AND POLICY IMPLICATIONS
 

Conclusions
 

There are three general sets of conclusions which can be drawn from
 

the above analysis. First, INCORA loans for working capital for the sample
 

of borrowers producing corn increased profits and production, modified the
 

pattern of resource use, and induced technical change. Second, V4CORA's
 

policy of tying loan proceeds to purchase cf specific inputs limited
 

profits and production for the sample of borrowers, and led to a more 

labor intensive production process, than if working capital had been freely 

allocated. Finally, apparent shortages of agricultural credit, as evidenced 

by requests for INCORA loans that exceed available funds, may be explained 

by divergences between the shadow price of working capital, and the rate 

charged for INCORA loans. 

Increased profits and production are due to INCORA credit.--INCORA
 

loans to the sample of small farmers were directed to modern inputs and
 

new production technologies. This apparently reflects the tying of loan
 

proceeds to resources and techniques deemed desirable by project managers.
 

Also, it reflects the technical assistance component of INCORA credit, with 

such assistance proffered at the farm level by the credit supervisor
 

during his periodic visits.
 

In any case, use of modern inputs (fertilizers, pesticides, and 

machinery and animal rentals) increased from 0% (or from 5.5% depending 

on the assumption about the level of working capital in the absence of 

INCORA) of working capital in the absence of INCORA loans to over 18% of 

working capital with INCORA loans. That is, from 40% to 50% (depending on 
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the assumption) of INCORA loans were devoted to the purchase of these
 

modern inputs.
 

At the same time, there was a definite shift to more modern technologies
 

to produce corn. While corn production in the absence of INCORA loans was
 

either wholly or mainly (depending on assumptions) in the lowest technology
 

level, after such loans, most production, and factor use was concentrated
 

in more modern technologies. In fact, 27% of total corn production was
 

on mechanized farms. Not only were INCORA loans devoted to more modern
 

inputs and techniques, but flexibility introduced by these loans enabled
 

farmers to devote much of the working capital in existence before INCORA to
 

the more modern inputs and techniques of production.
 

Use of labor also increased by 29% to 60% (depending on the assumptions).
 

This rate was less than the rate of increase in working capital (from 

INCORA loans) and much less than the rate of increase in modern factors,
 

so the sharo of working capital devoted to labor fell as INCORA loans
 

were made. However, the relatively large share of working capital devoted
 

to labor in the absence of INCORA loans, and the modest growth rate in
 

labor use as INCORA loans were made, led to substantial portions of such
 

loans being devoted to labor. It is estimated that from 35% to 46% of
 

INCORA loan proceeds were used to hire labor (depending on the assumptions).
 

This reflects the complementarily between labor and the modern inputs.
 

The increase in use of modern factors, and shift to new technologies 

led to increases in yields, and hence production. It in estimated that 

production increased by 33% to 54% depending on assumptions. Increases in 

costs were less than increases in revenues, so that profits Were increased 

by 13% to 29%. 57 
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INCORA's restrictive loan policy leads to inefficient allocation of
 

resources.--Profits and production would have been even greater if INCORA
 

had not followed the policy of restricting the use of loans to purchase
 

certain factors of production. It is estimated that production would have
 

been increased by 6.8% and profits by 7.5% if recipients of INCORA loans
 

had been free and able to allocate them to their most efficient use.
 

Evidence at hand also leads to the conclusion that INCORA's restrictive
 

loan policy led to use of more labor, and less modern inputs, than if work

ing capital would have been freely allocated. That is, when working capital
 

(including INCORA loans) is freely allocated in Model B.2, labor use is
 

reduced absolutely by $404,462 or 19%, and use of modern inputs increased.
 

This suggests that INCORA subsidized the use of labor relative to other
 

factors of production encouraging economy in their use. If INCORA loans
 

had been unrestricted, use of modern inputs would have increased more
 

rapidly than they did, and would have been a larger share of INCORA loan
 

proceeds, and of total working capital. At the same time, labor use
 

would have increased much more slowly, and would have been a smaller share
 

of loans, and working capital.
 

Excess demand is not evidence of credit shortage when shadow price
 

exceeds INCORA price.--Requests for INCORA loans have far exceeded loan
 

funds.3 2 As Adams has pointed out in a recent paper, this phenomenon is
 

used I argue that agricultural credit is in short supply and thus is a
 

bottleneck to more rapid agricultural development. On this basis, it
 

might be argued that such credit ought to be expanded.34 However, as
 

32See Schwinden and Feaster, "The INCORA Supervised Credit Program," p.40.
 
33Adams, "Agricultural Credit in Latin America."
 
34 Schwinden and Feaster, "The INCORA Supervised Credit Program," 

pp. 41-42.
 
$58 
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Adams indicates, this assertion is certainly open to question and alter

native suppositions.
 

The analysis in this study suggests the MVP of working capital is
 

at least $.5l, i.e., the shadow price on working capital in Model B.1
 

(unrestricted use of working capital in the current situation). As has
 

been mentioned this may be interpreted as the gross rate of return on
 

working capital. The nominal interest charge on INCORA loans is only
 

during the period 1968-1970. 3
11% 


Thus, there is a sizeable divergence between the market price of
 

working capital (as measured by the shadow price), and the institutional
 

price. It is obvious that there will be a large number of people desiring
 

to borrow at this price. The apparent "shortage" of agricultural credit
 

in Colombia is revealed for what it is; a disequilibrium between supply
 

and demand at an institutional price for working capital much below the
 

market price.
 

Our results support Adams contention that loan requests in excess
 

of funds is not a valid basis for concluding that there is a shortage of
 

credit and hence a bottleneck to development.
 

In this situation, the existence of more requests for loansthan funds,
 

is not an economic basis for deciding if credit ought to be expanded. If
 

the Government of Colombia (GOC) is concerned with efficiently allocating
 

development resources, the rate of return to this use of the funds needs
 

to be compared to alternatives (from the point of view of society, since
 

it is involved in providing the service). Even if such requests existed
 

when the institutional price was equal to the market price (indicating
 

strong demand for loan funds), one would need to know the relative return
 

35Ibid., p. 49. 
 59 



51 

from alternative forms of investment of the government's development
 

resources.
 

Alternatively, the goal of society may be subsidization of a group
 
in society, at the expense of efficient use of public resources. Or it
 
may be a joint goal of subsidization of a group, and maintenance or
 
increases in the level of per capita production (i.e., a limit on how
 

much "inefficiency" will be tolerated). 
The goal of INCORA and the GOC
 
apparently was to transfer income to a certain group (thus, leading to a
 
more egalitarian distribution of income), to concomitantly increase
 
employment, and also to increase production. 
From our results, they have
 

been fairly successful among INCORA borrowers producing corn.
 

The INCORA loans involved a 
real subsidy to the farmer, if the shadow
 
price of working capital ($.51) is the market price and gross rata of
 
return. This suggests that if 1 peso of INCORA working capital were added,
 
it would increase profits (as defined above) by $.51. 
 However, $.40 of
 
this would be a transfer from the GOC to the farmer, since the cost to
 
him is only $.11. 
 Also, INCORA has tended to subsidize the use of hired
 
labor more than other resources. 
 This (if INCORA borrowers tend to hire
 
labor from each other) in conjunction with the subsidy, should have led to
 
improvement in the relative income position of INCORA borrowers vis-a-vis
 

society.
 

Adams indicates another argument often put forth to support the idea
 
of a shortage of agricultural credit is that technical change has a high
 
credit propensity.36 
 While Adams found mixed results to support that
 
assertion, our results strongly support it. The results indicate that the
 
addition of INCORA loan funds did induce a great shift to more modern
 

technologies, and out of traditional ones.
 

GO 
36Adams, "Agricultural Credit in Latin America."
 

http:propensity.36
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Policy implications
 

The ideas presented here must be considered in light of the very
 
narrow focus of this research report, and the assumptions underlying
 

the analysis. 
With this caveat in mind, there are some general policy
 
implications which follow from the results of this study. 
First, super
vised credit, if administered in a similar manner and setting as was INCORA
 
credit, may be expected to increase profits, production, and employment,
 
and lead to adoption of more modern inputs and techniques of production.
 
Second, requiring supervised credit to be used to purchase specific inputs
 
will lead to an inefficient allocation of resources. 
 Finally, the existence
 

of excess demand for agricultural credit is not necessarily an indication
 

that such credit is 
a limiting factor to agricultural development. 
If
 
resources are directed to supervised credit, upon the premise of excess
 
demand when the institutional price of credit is much less than the market
 
price, such resources are very likely to be inefficiently used.
 

Supervised credit and agricultural development.--Governments 
or inter
national lending agencies, who are anxious to increase profits, production,
 

and use of modern factors and technology in agriculture of LDC's, may be
 
encouraged by the experience of INCORA borrowers. 
However, there are
 
several points to be kept in mind before investing in supervised credit
 
as the panacea for agricultural backwardness. 
 First, INCORA credit was
 
integrated into a much larger package of land reform and infrastructural
 

development, and had a very strong component of technical assistance,
 

with credit loans tied to use of modern factors, and techniques. 
 Second,
 

the cost of credit was very highly subsidized. 
It is likely that production
 
responses and shifts to more modern techniques would have been much less
 
pronounced if farmers had been required to pay the opportunity cost of
 

the credit. 61
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While we have no direct evidence on this point, it is likely that
 

some subsidy may be required to induce technical change. More critical is
 

the length of time required for the subsidy before production under the
 

new technique is self-sustaining at market prices. If the subsidy is
 

relatively large, there is a risk that producers will revert back to less
 

modern, but more profitable practices, as soon as subsidies stop.
 

Consequently, international lending agencies, and/or governments,
 

who are considering investment in supervised credit as a means of agri

cultural development, should consider these aspects of INCORA's experience.
 

While the models suggest production, profits, and employment did increase 

rapidly, the environment was unique and heavy subsidies were involved.
 

The cost to society of any credit program needs to be considered relative
 

to alternative ways of stimulating agricultural production.
 

Restricted use of supervised credit and inefficient resource alloca

tion.--Any government or lending agency making loans for supervised credit 

or credit programs should be aware that tying the credit to the purchase 

of specific factors will likely lead to inefficient allocation of resources. 

While doing so may serve objectives other than efficiency, it would seem 

desirable to know the social cost of achieving the stated objective, in
 

terms of foregone production or profits. For example, if maximizing
 

employment is the objective, it would seem important to calculate the
 

marginal cost (in terms of production foregone) of adding one more unit 

of employment. Such analysis may lead to society allocating resources 

most efficiently, then supporting the unemployed via a direct subsidy 

based on taxation of the now greater production. 

Excess demand and credit bottleneck.--Lending agencies and governments 

should be very cautious in assuming that excess of requests for loans from 

62 
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a supervised credit program over available funds indicates a bottleneck 

to agricultural development. If additional resources are committed for 

expanding supervised credit programs on the basis of this kind of evidence, 

it is likely that such resources will be inefficiently utilized. When 

the market price for credit is greater than the institutional price, such 

demand will always exist. Even when the institutional price is market 

determined, there is no a prior1 way to translate strong demand for 

institutional credit into the idea that lack of credit is a deterrent to 

agricultural development. In this case, before scarce development resources 

are committed, the government or agency involved should consider alternatives 

that might have higher payoff to society. However, strong demand for 

credit (as implied in a rising market price), suggests that the marginal 

product of such credit is relatively high. 

Suggestions for further research
 

This study has been concerned only with INCORA borrowers producing 

corn, and has utilized some restrictive assumptions. In order to assess 

the impact of entire INCORA credit program, this research needs to be 

expanded in at least four major areas. First, a sample of all INCORA 

borrowers should be included, not just those producing corn. Second, an
 

attempt should be made to assess the impact of INCORA loans for capital
 

items. Third, the study should be expanded to consider the opportunity
 

costs of producing crops via INCORA loans, and trade offs between efficiency
 

and employment, or efficiency and improved income distribution. Finally,
 

the impact of INCORA loans on non-borrowers, other credit institutions,
 

and linkage effects should be researched.
 

Study all borrowers and crops.--A similar model to the one used in
 

this study could be used to program the production milieu of all borrowers
 
63 
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in the absence of INCORA loans. Activities (n of them) representing 

technology classes could be defined for each of m crops, as could profit 

coefficients and constraints in the absence of INCORA loans. Land con

straints could be more carefully defined, with physical characteristics
 

This could also be true with respect to family labor, recognizconsidered. 


ing mobility problems. This would lead to an objective function of (m-n)
 

variables. Such a model would consider interrelationships between all
 

crops and techniques, and the enlarged and more realistic set of land,
 

and family labor constraints.
 

Consider loans for fixed capital.--This model could be expanded to 

consider the role of INCORA loans for both working capital, and for fixed 

capital. In the model described directly above, profits might be defined 

as in this study, i.e., the return to land, management, and fixed resources. 

However, fixed resources could also be costed out and included as a con

straint. In this way, a constraint could be developed for annual fixed 

capital services. This would permit analysis of not only INCORA's working 

capital but also of fixed capital, and ielative profitability to the farmer.
 

This is important considering around 50% of all INCORA loans go for fixed
 

# 37 
capital. Also, it would permit a determination of changes in profits,
 

production, and resource use, when profits are the return to land and
 

management, which is likely to be the long run decision model for farmers.
 

The social costs of crops produced with INCORA.--The question of the
 

social (opportunity) cost of producing corn with INCORA credits has not
 

been included in this study. Given the limited resources of the GOC,
 

it would be desirable to assess the cost of producing corn with the highly 

37Schwinden and Feaster, "The INCORA Supervised Credit Pfogram,"
 

p. 30. 64 
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subsidized INCORA credit relative to corn produced under market conditions,
 

even under other than efficiency goods. In this regard, the trade offs
 
between efficiency and increased employment, and efficiency and the more
 

equal income distribution should be assessed. 
That is,the cost to
 
society (in foregone production or profits) of creating one job, or one
 

unit decrease in the distribution of income (i.e., in the variance of
 
income), via INCORA credit needs to be determined as a basis for better
 

public decision making.
 

Other more global impacts of
 

INCORA 

Finally, the effect of INCORA on non-borrowers, on other credit
 

institutions, and linkage effects needs to be considered. 
It is possible
 

that demonstraticn effects on neighbors may be sizeable although evidence
 
so far is to the contrary. It is 
not known to what extent INCORA has
 

taken business away from other firms or has inflenced their practices.
 
Finally, strong linkages to other subsectors and sectors, could indicate
 

the viability of INCORA credit, if such multipliers were greater than if
 

credit were supplied via the market.
 

65
 

38See Adams, et al., "Supervised Credit in Colonbia's Agrarian Reform."
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APPENDIX A:
 

Distribution of Technology Classes
 
by Regions
 

Data are presented in Appendix Table A.1 showing the distribution of
 

the technology classes by region. By reading down the columns, one gets
 

an idea of the distribution of the technology class among the regions.
 

In every case, technology classes tend to be concentrated in a small number
 

of regions. For example, 42% of the farms in technology class X1 are
 

located in Bolivar (131) with 18% and 19% in Tolima #2 (732), and Valle
 

#2 (762), respectively, for a total of 79% in these three regions.
 

By reading across the columns, the distribution of technology classes
 

within a region can be determined. Once again, each region tends to have
 

small number of technology classes. For example, in Bolivar (131), 69% of
 

the farms are in technology class X1, and 23% in technology class X2 for
 

a total of 92% in these two classes. The only possible exception seems
 

to be Cundinamarca #1 (251) where the 253 farms are fairly evenly distributed
 

across six technology classes using only human power.
 

Thus, we conclude, that there is little variation in technology within
 

a region, and most technology classes are concentrated in a few regions.
 

That is, technology class X1 tends to be found in only 1 or 2 of the
 

regions, etc.
 



Table A.I. Distribution of Farms in Sample by Region and Technology Class. 

Technology Class/Regions X1 X2 X3 X4 X5 X6 X7 X8 X9 X1o X11 X12  

No. of 
Farms 

Ant'oquia 0 0 0 0 0 2 14 11 11 6 0 12 56 
Bolivar 24 8 0 0 0 0 0 0 2 0 1 0 35 
Boyaca 0 2 1 18 14 4 6 3 3 1 3 7 62 
Magdalena Medio 1 11 2 0 0 S 7 9 1 13 1 0 so 
Cauca 0 0 0 0 0 0 0 0 0 0 0 0 0 
Cauca (El Charco) 0 0 1 0 0 0 6 4 S 2 16 2 36 
Cesar (Pailitas) 0 0 0 0 0 8 41 S 1 16 0 2 73 
Cordoba 2 7 0 0 0 0 0 0 0 0 1 1 11 
Cundinamarca #1 0 0 0 4 0 1 63 41 19 37 77 11 243 
Cundinamarca #3 0 0 0 2 0 1 2 2 3 0 2 2 14 
Cundinamarca #4 0 0 0 0 1 1 0 3 2 0 1 3 11 
Choco 0 0 0 0 0 4 10 2 0 14 0 3 33 
Huila 1 4 1 0 0 0 6 4 0 0 0 0 16 
Magdalena Medio 0 0 0 0 0 0 3 6 2 0 0" 0 11 
Meta 0 0 0 3 2 7 13 2 0 3 1 1 32 
Narino 0 0 0 8 7 1 1 3 39 1 10 9 79 
Norte de Santander (Abrego) 0 0 0 0 1 0 1 0 0 1 0 1 4 
Norte de Santander (Tibu) 0 0 0 0 0 2 2 0 0 3 0 0 7 
Pereira 0 0 0 0 0 0 8 0 0 1 0 0 9 
Santander 0 0 0 1 8 30 29 3 2 16 1 3 93 
Tolima #1 1 6 0 0 0 0 0 0 1 0 1 0 9 
Tolima #2 10 1s 18 0 0 1 0 3 0 2 7 2 58 
Tolima #3 0 1 12 0 0 0 0 0 0 0 0 0 13 
Valle #1 7 17 2 0 0 1 0 0 0 1 0 0 28 
Valle #2 11 22 5 0 0 2 2 0 0 0 0 1 43 
Arauca 0 0 0 0 0 18 18 0 0 1 0 0 37 
Caqueta 0 0 0 0 0 0 0 23 2 1 166 
Number of Farms 57 93 42 36 33 164 296 101 91 131 124 61 1229 



61 

APPENDIX B:
 

Data for Models A and B, The Current
 
Situation, and Miscellaneous Results
 



Table 2.1. Dta for Linear PrctrAMing Model$ A, 5.1, and 5.2. Excepting Worhki Capital Canstraints for B.1. and 3.2.
 

Set sa - Factors Needin ,eiv:i Technology Clasa
 

Vorking Capital3 
Constraints1 2 X14 25 1Seeds 7 c94.23 94.50 96.69 46.$1 83.66 l9 172InIl bi ab37.83 45.40 32.28 49.63Fertili:ers 32.99 64.031.97 92.16 174.$43250.14 
 19.36 195.0S 0.00 0.00 
 0.00 4.85
Pests 8.01 37.47935.53 102.62 155.26 

4.03 
5.13 45.03 0.00 0.00 
 0.00 37.S9 57.91Rents M4 111.64 12;30141S.29 458.34 S14.90 236.53 155.S0 0.00 0.00 0.00 0.00Packing 102.68 116.89 

0.00 0.00 100,937207.43 90.09 
 60.73 46.08 38.37 
 72.97 53.64 
 67.04 SI.40
Trarsportation 22S,01035.87 49.16 4S.50 116.72 S1.19 73.89 49.53 116.69 62.60 74.S7 64.54Irrigation 3.80 0.00 1.9s 
3007S9 *b J.1* .... ii.

S.96 1.38 
 0.00 0.00 0.00 .24 0.00 0.00Fuels 1, IQ1.97 S.80 .98 0.00 0.00 
 0.00 0.00 0.00
Lhor 0.00 0.00 0.00402.92 1,417
531." 735.8S 516.92 396.33 312.59 613.10Other I 710.31 290.13 
 651.27 467.70
22.5 24.27 17.80 1,087.4153.87 12.11 .39 
 .S7 .32 
 1.71 .76
it Other 2 7.27 16.3154.05 22.67 33.90 0.00 0.00 1.58 0.00Z 41 - working capital 1.124.27 1,498.IS 2,133.70 1,042.79 1,003.95 
.64 .34 0.00 0.00 9,507

472.66 747.27 1,003.21 S00.63 885.57 854.89 2.036.906 - I b 4 .•b22. - Fazily Labor 223.67 91.73 
 58.14 104.74 126.90 76.99 117.S8 €;2.409.o173)-bl-165.10 81.03
%, 0 La.%d 137.81 104.17 467.369 
.41 

1.00 1.00 b21.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 4.729.66 -C, - Profit ObJectiveFw'ctLom 272.77 1,121.SS 038.48 770.33 940.21 S6.04 757.Q0 725.75 545.02 712.S 674.01
*rd..ction Objective Function 1,520.71 2.711.42 3,100.32 1.918.55 2.071.09 1,115.64 1,21.94 1.8U4.00 1,126.68 1,738.93 1,633.07 

%e Table 5.2 for workmng eptsl consatnaln for odels a.1,. and 5.2. 

http:1,633.07
http:1,738.93
http:1,126.68
http:1.8U4.00
http:1,115.64
http:2.071.09
http:1.918.55
http:3,100.32
http:2.711.42
http:1,520.71
http:1,121.SS
http:4.729.66
http:1,003.21
http:1,003.95
http:1,042.79
http:2,133.70
http:1,498.IS
http:1.124.27
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Appendix Table B.2. 	 Additional Data on Constraints Necessary to Solve
 
Models B.1, and B.2a
 

Working Capital Constraints
 

Models 	 Current pesos
 

Model B.1
 

Seeds 	 241,036
 
Fertilizers 121,408
 
Pesticideg 173,478
 
Rentals M & A 398,618
 
Packing 319,979
 
Transportation 331,166
 
Irrigation 1,950
 
Fuels 2,877
 
Labor 2,158,203
 
Other 1 22,720
 
Other 2 
 19,478
 

Model B.2 (Total) 	 3,790,913
 

aAll other data for Models B.1, and B.2, including ai, ci, and land
 

and family labor constraints are contained in Appendix Table B.1.
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Table 8.3. The Onrnt Situation 

Total x A2 3 X4 as X7 go 17 110 Il 112 
FAC'TORS 

Working Capital 3.790.913 227.935 588,435 437.450 87.S9S 58.011 711.793 263.621 313.&S7 C13,267 544.456 137,493 
Seeds 241,036 20.11S 37.234 19,823 3Mg03 4,834 $7,530 16.016 10.099 .40,968 20.2 3 10,.98 
FertiZi:ers 121.403 400 36.198 S1.264 1.625 11.270 0 0 0 4.006 2.470 14.15S 
Pesticides 173.478 7.216S 40.307 37.982 652 2,77S 0 0 0 31.028 38.44 17.9ss 
cntsb 393,619 54,195 1&0.024 105.564 19.880 8.98s 0 0 0 0 0 0 

Packing 3.9,979 20.411 4S.910 42,S28 7.560 3.519 70.072 13.S36 22.830 44,281 41.076 8.266 
Transportation 331.166 7.272 19,309 17.590 9.785 2.958 112.361 17.S80 36,S08 S1.674 4S.690 10.422 
Irrtration 1,950 770 0.0 0 400 So0 80 0 0 0 200 0 0 
F ls 2.877 400 2.277 200 CCO 00 0 0 0 0 0 0 
Labor 2,158.203 81.687 205.739 151,479 43,380 22.900 475.830 216.289 244.120 239.500 399.09 7S.220 
Ot.er 1 22.720 4.59S 9.$31 3650 300 700 600 200 100 1.410 464 1,170 
Ot.her 2 19.478 822 8.906 6.950 000 O00 2.400 0 200 200 0 0 

Foxi:y Labor 467.369 2S.073 30,028 11.920 8,790 7.332 117.010 41.410 $1.6S0 66.890 84.4.3 16,.53 
La.-4 (hectares) 4.727.66 202.74 392.78 205.02 83.92 57.78 1,520.74 3S2.78 312.S 825.48 612.74 160.53 

PaOFITS 3.1S0.911.Ss 55.301.39 440.522.41 186,256.96 64.645.37 S4.32S.75 860,799.66 267,087.22 227.061.22 449.90S.30 436,60S.92 108.400.32 

P;-:"Cr 7.400 .11 308.308.00 1,064.92.00 635,628 161.030 1.9,663 1.696.S97 572.189 592.567 930,054 1,065,510 262,646 

aoaed an the sa le of 1.06S IMCR borrowers producing corn. 

bRentals oi macninry and animals. 



Appendix Table B.4. Results of Solving Model A with Upper Limit Constraint on Working Capital 

Part A. Profit Maximization Part B. Production Maximization
 
Level S Level 7 Total Level 7 Level 8 Total 

FACTOR USE 
Working Capital 

Seeds 
Fertilizers 
Pesticides 
Rentals H G A 
Packing 
Transportation 
Irrigation 
Fuels 
Labor 
Other 1 
Other 2 

Family Labor 

Land 

PROFITS 

PRODUCTION 

329,917.88 

27,491.51 
64,095.38 
15,783.14 
51,098.86 
19,9S6.49 
16,821.55 

453.48. 
0 

130,238.00 
3,979.47 

0 

41,700.61 

328.61 

308,962.41 

680,580.88 

2,079,254.96 

166,416.06 
0 
0 
0 

202,708.22 
325,045.80 

0 
0 

1,376,418.75 
1,715.63 
6,950.SO 

338,462.91 

4,399.05 

2,490,038.26 

4,907,756.14 

2,409,173 

193,907.57 
64,095.38 
15,783.14 
51,098.86 
222,664.71 
341,867.35 

453.48 
0 

1,5C6,6S6.7S 
5,695.10 
6,950.50 

380,163.53 

4,727.66 

2,799,001 

S,588,337 

1,934,058.55 

154,795.06 
0 
0 
0 

188,552.91 
302,347.54 

0 
0 

1,280,302.08 
1,595.83 
6,465.14 

314,827.71 

4,091.86 

2,316,156.43 

4,565,042.69 

475,114.27 

28,865.32 
0 
0 
0 

24,395.65 
31,681.91 

0 
0 

389,808.98 
362.41 
0 

74,757.36 

635.80 

481,357.82 

1,031,229.45 

2,409,173 

183,660 
0 
0 
0 

212,949 
334,029 

0 
0 

1,670,111 
1,958 
6,465 

389,585 

4,727.66 

2,797,514.39 

5,596,272 
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Supervised Credit: Its Impact on Profits,
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And Efficiency of Resource Allocation
 
In Corn Production
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by 

James T. Riordan 
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Thomas Walker * 

Having worked closely with Dr. Whitaker at various stages of his
 

to commend him for his write-up of the
analysis, we wish first of all 


study, particularly for his clear elaboration of the mbdels employed
 

and the complex of assumptions underlying them. We have certain qualms
 

over phraseology used in the paper but for the purposes of this discussion,
 

let us focus solely on overall methodology and on the three general sets
 

of conclusions drawn from the analysis.
 

Methodology
 

Quite apart from substantive results, perhaps the major contribution
 

of the study is a methodological one. Presence of reliable."beforell and
 

"after" data is commonly regarded as a necessary condition for analyzing
 

credit impacts. But what Dr. Whitaker's analysis indicates is that
 

"after" data alone may suffice. In fact, in at least one sense, use of
 

*Economists with the Foreign Development Division, Economic Research
 

Service, United States Department of Agriculture.
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"simulated" absence-of-credit budgets
 I is preferable to a strict "before"
 

and "after" comparison--since the results of the latter type of analysis
 

could well be biased by the vagaries of one of the 
two production periods
 

considered.
 

Conclusions
 

We have no disagreement with Dr. Whitaker concerning INCORA's sub

stantial impact on corn profits and production, factor use and technical
 

change. With regard to INCORA's tendency to tie inputs to certain
 

resources, however, it is not clear to us that if working capital had
 

been permitted to be freely allocated by the farmers in the sample,
 

increases in profits and production would have resulted.
 

On the basis of the differences between Models B.2 and B.1, 
it is
 

indeed tempting to infer that the INCORA policy of tying loans to spe

cific inputs was the sole cause of the reduction in profits and produc

tion associated with these differences. However, the paper fails to
 

mention how inputs were tied and furthermore, it is known, in fact, that
 

loans ware not explicitly tied to labor. 
Moreover, to the extent that
 

INCORA loans were tied, they 
seem to have been tied to precisely the
 

modern inputs suggested by the differences between B.2 and B.1.
 

That corn farmers in the INCORA program could have been somewhat
 

I1n clarification, it should perhaps be noted that although it may be
tempting to visualize the budgets derived for Model A as pre-INCORA
budgets, these budgets do not, strictly speaking, represent how the sample
of corn-producing borrowers probably allocated resources prior to their
 
entrance into the INCORA program but, hopefully, how they would have
allocated resources in 1968-70 if INCORA credit had not been available
 
to them.
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The real issue,
more "efficientn in the use of resources seems clear.
2 


however, hinges on the question of what we mean 
by "efficiency" in this
 

In a static world, there would of course, under 
the assumption


context. 


that small farmers are "efficient," be no need for a credit agency to tie
 

But in a context of rapid
its loanable funds to specific resources. 


technological change--the context encompassed by 
the study, one would
 

naturally expect farmers' knowledge bf and experience 
with modern input
 

packages to be quite limited and, moreover, 
"rational" reluctance on
 

their part to adopt what they regard as high-risk 
production practices.
 

In this context, then, a context in which an adjustment 
period is most
 

likely required before farmers are comfortable 
with and convinced of the
 

benefits springing from use of these packages, 
it may be worthwhile for
 

the credit agency in question to use the mechanism 
of loan-tying to induce
 

3
 

the shift to these practices 
and reduce the time of this adjustment.


2We should note, however, that as stressed on pages 9 and 10, the
 

differences between B.1 and the observed situation 
are not really that
 

great--thus buttressing confidence in the model's 
validity and confirming
 

the hypothesis that INCORA corn farmers are quite 
"efficient." Further

more, if the differences between B.2 and B.1 can 
be legitimately interpreted
 

as measures of INCORA "inefficiency," INCORA 
too seems, overall, to have
 

in an "efficient" manner.
allocated its resources 


31n the instance of INCORA, it may actually have been the case that
 

the high percentage of INCORA loans used to defray 
labor costs was the
 

result of superisors' attempts to entice farmers 
to use modern inputs.
 

And hence, it could actually be argued that maybe 
INCORA should, if
 

possible, have had a more restrictive loan policy--or, 
more concretely,
 

that more credit for improved practice inputs should 
have been extended
 

in seIcie and less liquid capital for the financing of man-days of 
labor.
 

Such a policy, as a by-product, might also have 
diminished the farmers'
 

dependence on the institution (INCORA) as a provider 
of wages for labor
 

and thus induced more savings from the beneficiaries 
as such.
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We would conclude therefore that while, again, INCORA corn farmers
 

probably could have allocated resources in a different manner so as to
 

yield higher production and profits, it is unclear Lhat resources should
 

have been permitted to be freely allocated by the farmer. 
Given farmers'
 

risk aversion and lack of knowledge and experience, perhaps even less
 

modern inputs would have been used.
 

Concerning the issue of whether excess demand is evidence of credit
 

shortage when shadow price exceeds INCORA price, the argument that "the
 

apparent 'shortage' of agricultural credit in Colombia is revealed for
 

what it is: a disequilibrium between supply and demand at an institutional
 

price for working capital much below the market price," (page 50) stands
 

in need of qualification.4
 

The argument presented rests on the assumption that the market price
 

can be measured by the shadow price. 
The going market price for working
 

capital in Colombia in 1968-70, however, was in the range of $ .20 to
 

$ .25, substantially below any shadow price for working capital derived
 

for corn producers in the analysis.5 
 Hence, at least for cQrn-produation,
 

there would seem to have been a genuine.,exdess detand dae LtanlbWe funds.
 

Two conclusions therefore follow. 
First, INCORA need not have subsi

dized credit but could have provided funds to corn farmers at the going
 

market price with substantial gains in profits and production and changes
 

4Dr. Whitaker is actually in full agreement with what follows.
 
5Thus, the degree of pubsidization by INCORA was not as high as might


be gathered from a superficial reading of the paper.
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in factor use and technology. Secondly, subLantially more funds could
 

have been provided at the market rate with beneficial effects (in terms
 

of profits and production).
 

7.9
 



in factor use and technology. Secondly, substantially more funds could
 

have been provided at the market rate with beneficial effects (in terms
 

of profits and production).
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The ACAR Program in Minas Gerais, Brazil 

JOSf.I PAULO RII EIRO and CLIFTON R. WHARTON, Jit. 

iN i9.1 im,Amt',ticao lt, rnaiional Aisstcia-
tion for Econotnic anl ,cial lDevelopment,' 
at tht invitation of the state government of 
Minas Geraik, Brazil, organized a rural-
development program called the Associacao 
de Credits) e Assistencia Rural, usually callcd 
ACAR. ACAR was or;ganized as a nonpiotit 
civil society to give assistance to the tarm 
fanulies of the state, maiuly through super-
vised credit and extcnmion-cdtication attiVi-
ties. 

The tirst agreement was for three )eas, but 
after the initial period was reiwwed several 
times, giving coltitilit y to the organization 
for the next twelve years. In t969 AIA and 
the state government of Minas Gerais 
decided that the ort;nization was ready to 
contintte on its own, without AIA support. 

Five years after its establishenict the ACAR 
program had become recognized as an 

1. The American 1inerintioi l Associatim (AIA) is a 
notprilft curporation whirl: wa% (iitfre, i In.;6' by 
Mr. Ndl',n A. Itutkefeller io plin, onigam;c and ,perac 
self-help |,rgranis in unrd velopcd aresiN IW harion, 
194 . li, A(A 1 pror.,n was only mie it' AIA's 
aotivitics in lharii. AIA also begin a similar rural-
developitn t program in Venemcel ill 1947 IWhatton. 
19501. 

impifirtant example of a succcssfid approach 
to the problems of rural development 
jMoshcr, 195.5 1957; Brossard, 1955; Whar
ton, 19,i]j. The ACAR idea began to be 
widely copied by several states in Brazil. The 
first similar organization elsewhere in Brazil 
wai a regional organization, ANCAR, set up 
in the drought area of northeastern Bazil in 
1954. A national organization, ABCAR 
(Associacao Brasilcira de Credito e Assistencia 
Rural), was set up in 1956 by AIA and the 
Brazilian national tovermtent patterned on 
the ACAR approach and designed to pro
mote and to service such programs in other 
stat,:s. Many other states developed similar 

2organizations until today there are 1. 

Tihe 6-year experience of the ACAR 
program in Minas Gerais oflers a useful case 

2. ASCAR (state o Rio ;ralde do Sul); ACARESC 
(Samt.t Cat.arinm state); A(CAIl'A (I'ar.i state); ACAR-
ItJ (It1 tic J.n irb statL); ACAIti", (Fpirito '%into state); 
ACAR-( ((;n.il %tac); ANCAlt IA Il il.i %tate); 
AN.AR!'EI- (Il'eLmilmo); ANCAPAL (ALia.oa%); 
ANCA1'I(Sorgipe); AN(CAitRA (PI'.,atla); ANCARRN 
(Ito(r thdN , ) AN AI{C P Car.iC; A( AIMA 
(Mari ,) ; ACARIMAT (.Mto (;rtls). Only thestates 
of A tc, Amazona^, i'arA, I'liud, and %3o I'aul, ho inot 
have this type of servwce and are now asking AB('AR to 
help them to establish it. 
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study of nicthods and techniques of plannedchange for farmers under conditions of scmi- Table 11.9. PopulationofMinas Cerais, Brazil.subsistcnce agriculture. 

Tilm AGRICULTURE OF 
MINAS GEMAIS 

The state of Minas Gerais is located in southeastern Brazil between parallels 14 and 23 andhad a 196o population of 9.8 million persons,
With an area ofabout 22.hooo square miles,the state i, slightly larger than Kenya orFrance or Thailand. 


The altitude varies from 
 77 meters abovesea level tp to 2,ooo meters. There is similar
variation in topography and climate, rangingfrom high and relatively dry plateaus to hot,umid river va-leys. , t of ti' yearly rair-fall is concentrated in the months betwceenNovember and March, but the state has hadsustained drotighis ince 1949. 

Although the state has considerable mineral 
wealth (hence its nam), ajritiltur is still thelargest sector of the state economy
constituted .17 per cent 

and 
of tho rveme of the 

state in 196o. )espite gradual reduction ithe perchitagc of its poplation that is rural', 
over the past 2o ycars, 6o per cent ofit%petple
still live froln the land, while tl absolute
number of rLira people Ihas actually increased 
(TableThe 13.9):total area suitable for al,,rictiltire 'asesti latt in 1jg,,o to be 12o,ooo s tlIre kilo-
meters, of which olv oSite-I rwa tlmhe
cultivatiot. Thlus the tut.i cultivated area of
the state \vas 39.4 Million h ectares (hectare

2.5 acres ),. a)-m ]oc,.jt d Ill 37 2,000 fir is, 80 
per cet of tle far l are *LSSthmn ioo hectaresin size, and sligltly over one-foirth are less
than tell Itectam (Tia Me 13.10o). 

Urban % 

1940 1,693.010 25
1950 2,320,054 3) 
1960 3.910,557 40 

Rural 

5,043,376 
5,397,738 
5.850,323 

Total 

75 6,736,416 
70 7,717,792 
O 9,798.88o 

The major crops measured by cuhivated area in 1962 are corn (1.4 million hectares),
coflie (o.8 million), rice (o.6 million), andbeans (0.4 million). These four arc also theMost important crops by value totalling
CrSX.-4 billion. Ilowever, the iiiost important agricultural product by value is milk,totaling Cr.4o..l billion. In j962, the state hadSome 17.2 Illilliol liead of cattle, 9.3 million
head of hogs, antd 0.9 million chickeln. 

Like several other Brazilian states, MinasGerais has semifiontier and frontier areas thathave been gradually moving westward andwhere farm production is predominantly
subsistence. Except in those regions devotedto livestock, the miain goal of production is
famildy colnsumption. lhis frontier has been
nlmovimg wcstward but in the process has leftb-hind areas where tile prodtctive capacity
of the land has been impaired by unskilled

methods of cultivation.
 

Ten yearsago, one could observe:
 

Many hilly areas, previously forested, have been
cut hare am cultivated 
 withott comtoitrinig,
reslting in serioms lroblems of crosio m. In otherareas, brush is hined ,,T prior to p.iii;, pio
diicing added prolhiii ffsheet crosiIm andunmus
destri tio. ~h... r b e f ltig....mi Like the rest ofx ]Brazil, Minasoe(eratsiof its 

i 
faces thetjdevehlIm,. lrtlei f et(, ,iting the pied aenilertioisredevel.,ping areas , Itd of , i..n....have ken badly depleted
by previous use. lWharton, JQ.S, pp. 29 -3o1 

.... 

Table 13. to. Numnhtr oj Farsand Jota1,4t,'aimA linlas (h'ait,iBrazilby I,"at Si-e in 195)o and 19to (5 'ists 

rAlhiM si, (lt.) 

Ie s th.n 1 0 Over I(0lIn t es thin uI(10 
Over 110 biut hess iinIt' I0 
Over 1,11 ibtit Is, thin 10,00
I0,(11(1 I ' ,v,' 
Aicainot 'prutlid

Total 

NUAIIII.Ii 0i I AIISI 

1930 
 1960 

I5'|1 , 9,64 -1( 11 0 1 i(l8)80 .Over •,---.5' 59,77(i (I, 7.1 
4,1989 '1751 

120 106 
3 117 

265,559 371,833 

TOTAl. 1I 

195o 
2 79 , 5 2 27-9 ,4 

5,908,937

16,3711,511 
10.119i,ilIl 
3,168,!5.13 

36,632,521 

AC1cAI S 

1960 
'2 

7,.513,155 
17,933,538 
10,10110,31 
3,272,750 

371,913 

83
 

http:168,!5.13
http:NUAIIII.Ii
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The situation is much the iame today, ant the 
general process of agricultural development 
has been further aggravated by the sustained 
droughts that have become increasingly 
severe, with only occasional interruption, 

In Minas Gerais, as in any other developing 
area, there are the cxpcted factors inhibiting 
the more rapid growth of'agriculture. There 
are the usual obstacles in the cultural, insti-
tutional, and commnunity conditions of rural 
areas. The very nature of a technologically 
stagnant and socially isolated life is a major 
force creating social inertia and attitudes that 
are unreceptive to the changes implied by new 
technology, 

The agrarian structure imposes problems 
along two lines: the large nunber of farmii 
units that are too small to provide adequate 
family living; and the nunber of large farms 
that are unproductive owing to absentee 
ownership or dcfcctive managerial skill. The 
problems of low levels of general education 
are created by a lack of both schools and 
teachers. Access to educational opportunities 
is limited, and where available, frni youth 
rarely continue beyond the third grade or 
attend classes regularly because of the labor 
demands on the ftrin. There are also prob-
lenis of health. Inadequate sanitary conditions 
and nutritional deficieciies frequently lead to 
hcalth condition,; below th,: nininmini dc.ir-
able levels. Endemic diseases, such as worm 
infestations, arc prevalent in the rural areas, 
and there is a high rate of infaJnt nortality, 
Lack of knowledge of the most si,ple 
principles of hygiene further aggravate the 
situation. Such are the conditions of life 
facing the typical sniall farmer in Minas 
Gerais.a 

The agricultural practices of snall farinrs 
inhc aicultrasracticcof sll arnusies 

in Mimmas Gerais are essentially prilnitive. 
Slash-and-burn agriculture is conmion. Even 
on a single farmstead, only t fraction of the 

total lamid will be cultivated in any year, while 
the rest recuperates prior to being burtld 
over for use once again. Draft animals are 
still the main source of trni power. Simp!e 
hand tools, such as hoc and sickles, pre-

3. It should he Ciephasiied that there arc two other 
groups of t.irliet% it the state: nl.diml-sized md lig 
ftarlnsr, :nd the large c.at-l i-,,her who, while %ln-ill 
nuincricaily. llItrI the sizable [I l resourtei, have 
access to it-lwcoulent scrviltc,, arc ci::,0li1e for crt'dt , 
and sonictmllues rcaih out for nlew tcrilnolugy Muosher, 
19S7, P. 1381. 

dominatc. Fertilizer is rarely used or, if so, 
inadequately. The introduction and utiliza
tion of new technology is findamental if the 
inincirofarnier is to raise his productivity and 
his income. 

Credit is another major problcm. For most 
farns, all types of capital are in short supply, 
and what little credit is available generally 
goes to the larger farms. The bulk of credit 
tor small farmers flows through private 
channCls4-merchants, warehouscnen, and 
ailuent neighbors. Credit is usually short 
term, not exceeding two years, and is used 
for operational or consumption needs. Credit 
from such sources is rarely avilablc for 
long-terns inyestment purchases or used for 
inputs reflectinigitproved technology. 

Projects in these two areas -technology 
and credit--formed the basic, initial core of 
the ACAR program, though its activities 
quickly broadened into other areas ofneed. 

Ti tE ACAi P1O0r AM 

IICTIVES AND OrGANIZA'iON 

ACAR began in 1948 as a joint cooperative 
venture of the state government of Minas 
Gerais and a private nonprofit agency, 
the American International Association fi)r 
Economic and Social l)cvelopment from the 
United States. Although ACAR became an 
independent, solely Brazilian agency in 1960, 
its genera! objcctives have remained virtually 
unchanged since its inception. The agreement 
that gave permanence to ACAI(, signed in 
lebruarv 196o, says: 
hn order to second the purposes and effirts of thc 

State Government to pursue the economic ald 
social piogrCss of Minas Gerais and Brail, and due 
to the conimon plans of the Government acmd of 
the institutions that are willmu, to cooperate in the 
d;vlomueic of its assistace program to the Mins 

rural population, ACA R vill procced, having .1 t'. 
main objetive to intensify agricoltural Irodtct'. 
and to improve the economic aud social conditions 
of rural lit. This objective will be acconp~hshcd 
through the colttinuation ofits linked systel of: 

(a) Rural E-xtcsimn to take to rural 61a;lies, 
through direct cdutcational action, ilic 
necessary knowledge for the betterment of 

'1. An earlier %,tulyof a sami.le of ACAR farms 
IWharton, t958, p. J rcvcad thalt t-rir tt, jl mig the 
iroicralm, over 6o per cent of i ctchcss was to private 
soulr.cs at raxes ragim; fron 22 to 40 per cent per year. 

Reproduced fromp #k 
8/1 best available copy. 

http:soulr.cs
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icir agricultural and home economnics 
raciccs, well as to proimonte ch.1i1.s .n 

their h.,Iits and 11(itld i i.ItS,.11Cl1 .Ill:Ill
bete'rcolnmic, %0(i. UIRmdct.ldl~V0i;(b)R,:.a .50)':? 5V,,,i C.',,',h: .,i iug t' Ihii te 
teehi,'irally, tontiil.,Jdh5 atid %4ILI.,llv 1ilill,

a1d 1i,,Cl11,11 f"t11n f111h1.1,10d to
1 leucr tlhleir 
living cliidtol I t,,mli'h ite use of cledit 
bwd upI Iinrm hine iand ini,. cictia
l,i%a:,d fle teluLiq.us unp.irted dunn.' the 
s5llsequeit sliper'i. ,n. 

ACAR's policy and pri ',raims are deter-
mined by a Board of I)tCecors (see l'igure 
13.1). The bord is made up of two repre-

STRUCTURAL ]!;CA:irATI0 

Asn,.1FI,MintcrariSi.StSftit 
r Uci. 

-"i, -

A.') 

=[e. t,.:, 
=:.IPit, ]It= "i , 

-,--i,,--,,--., -.,-, 1-
I Iqmmlti'ri":/rtr~n~l:c~, 	 ei I.. " --g -g€

p il ti ni ,l 	 ,I.' 
] 

CLIFTON I. WHARTON, JR. 

The president pres.idc, at the board meet
ings anI .arries out the board's decisions. 'Tie 
gencrt l supervisor executes the ACAR plans,
reci%-'e fuidS, prepircs and submits to theboard tht amitial btudget, prt-pares the annual 

plan of work, appoints adinistrative and 
tnch i.i pcrsomwl, and fixcs salaries, ex
pcIes, at co1litioms of work. lie is also
rcpotible for all preservice and in-service 
training,activities. 

lie j.itiI ofilce is located in Belo IIori7tintc, ihc stale capital, with a staff organized 
aroutd four departcnlets: 

a. 	Administrative Dpclartment, responsible 
for personnel, material, accounting,nlailttlilice, purchaes, and the like. 

b. I)epartment of Agriculture, responsible
for the technical part of the programnconcerning agriculture. It has a staff of 
subject-tnatter spccialists.c. 	 l)epartment of IIonic Economics, re
sponsible for 	 the technical part of the 

progran concerning hme economics. 
is made uip of subject-matter specialists.

d. 	Auxiliary l)cpartment, responsible for 
pogram planning, extension, iethods,
ev'aluationl, ecolno i ;, statistics, inflor
niatio, group work, leadership, cdt-

I I/ 	 ,cational credit. It is divided into divi-
Stitt 


Siperisti 

neicsaIF6 


Local Vlices 

SIxadLsandRural ries ] 

I'ixI~r I. l. 

sentatives of the state government, one being
the President of ACAR; one representative 
of ABCAIR; one representative from the 
Rural University; and two represettatives of 
the Federil )epartment of Agriculture
(Minas branch). , The bo.ard responsibilities 
include approval of tie plails of Wor! tile 
selection of counties whcre the loc;i' -S 
will be installed, approval of th licoualb u d u t h g t , o i za i o n f a reel ' t Ibudget, 	 agreen.torization.1)of t, 
election of the agency's executive oni.'ut-

president, secretary, and general supervisor. 
5. From 1948 until ig6o AIA had representatives on

the Board. 

sions, with 	 specialists in the fields 
entionied. 

Field activities are carried out by state, 
regional, and local offices. Under the gencral 
supervisorgeneral there are state sulpervisors, withresponsibility for the direction of 
regional supervisors.

The fourteen regional offices are respon
sible for the execution of the program in a 
given region of tle state. Each takes care of 
an average of eight local offices. Every 
regional oflice is nade utp of a regional
agricultural supervisor, a regional home 
supervisor, and a clerk. 

Local offices 	are responsible for the exe

6. 	Lack of trained personnel h always bcen alimiting 
i fiheAtAprogramdinthede v elo p mn t ( i t s i mi l a r i i nas , i n 1ot h e r s t a t e s . S i n ce

few lra'ilian shots of agminulmre teach farm nanage-
Iii., agriiituiiril eMimuol1its, socioloy, credit, and 

expansion, ACAI I, to do it. The types of trainingprovided are: "I e-servitc" lor thoe entering the organ
ization, "ii-ser vit e" f.r those already in the organiation,and postgradi.:t, training for those serving at the Central
Office level. 
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clerk. 
The general policy of ACAR isestablished 

in the Central Office, in accordance with
federal and state agricultural policies. The 
program and annual plans of .vork are devel-
oped at the COunlty level by the peopleC Servedand by the supervisors. The total of local programs furnishcs the regional programs
that, put together, provide the state program.

In the early days ACAR's tinaltices were
provided by contributiotns from both AIA
and the state governncnt. According to AIAphilosophy, its contributions diminished 
progressively while the states increased pro-
gressively. Most of the AIA contributions 
were made in dollars, ill equipment, and in 
techtical assistance p)eronnel ; while thestate contributed in Cruzeiros. When the 
ABCAR (Brazilian Association of Credit and
Rural Assistance) was created ill 1956, with 
the responsibility of preserving on a national
scale the work started by ACAR, substantial 
funds from the f*Cdcral governiment were
channele, to ACA R. More recently there
have becri funds from U.S. Agency for 
International Dcvelopment, 

In 1964 ACAIR had a staff* of about 550,
operating through 14 regional offices and 
120 local otices, reaching more than three 
million paople a year itsthrough various 
activities and projects (scc Figure 13.z). Thebrief history of ACAR's expasmion, from a
modest beginning with its irst three Local 
offices in 1949 to the stage whcrt it eCifctivcly 
serves i8o municipios (countiCs) out of the
state's 722 anld 30 per cent of the state popti-
lation, is a f:scinating c.sc su,Idy of the 
evolution ofa rural-devclopment project. 

TIlE PROGRAM 

Under its first objective of "rural extension,"
the ACAR program has dCv, 1',cd and
operated a fairly wide r.nge of activities: 
meetings and demonstration, for farmers; 
4-S youth clubs; wonicn's clubs; extension 
county comilliittees; and leadcrhlip trining
projects. All of these educatiril)activities 

cution of the prograin working directly with .
farin families and communities. There are Pato-,,i..ll
120 local olfices, each staffeid by an agricul-
.4 1, .....
tural supervisor, a home supervisor, and a 
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Fte i3. . ACAR expansion 

were considered by ACAR as tools to pro
mote the disscuination of klowledge antd to
assist firm people to raise their productivity
and improve their life. General extension
service isprovided to all farmer., regardless of 
size of firm, finiancial or social status, or
po!itical aflii.ation. For the large or coniner
cial farmers ACAI( provides iliorination and 
training intfarn Imlmagctneent practices, new 
tcchnolog),, anl relatetl matters. 

For the small f:irmer whose capital is
insufficient, Whlost aceess to credit is difficult, 
and ws'hose edutcational level i low, lore than 
extension elucation is required. ACAR proidcs 'sullervkcd credit, which isconsidered 
atool to acclcrate the educatioml fumtion of
ex:tension. 'The basic phihsolphy underlying
the ACAR approach in stslspr, I ed credit is
the belief th.,t time small farmer, who is
nmerically dhe largcst, call be helpd by the 

threcfld conlbi:lned provisiou of credit, 
supervisiLo! ilIhaMn fund tse, and instruction in 
imiproved larmim. methods, so that lie willcv,.ntually r,'at1)a level where lie call continueto iucrca.e his productivity on a sustained 
'-.i;is and where he has sitflacient internal

capital to beetume more eligible for credit 
from standard sources. 

E 

7. At no pelitd inACAR's hinry were there e
thin three twicaiam from the United Slates. 
'I lienumber of ACAR activities conductedunder "extension education" and the number 
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the 

have gro1n through 	 take,years, until today 	 only in selectedsuch activities 	 areas within numicipiosreaching a sizable fraction of firm people. For 	
(counties),ae rather than throughout the area.example, 	 individual and groupin 196.1 	 activitiesthere were more than 	 are concen50,000 meetings an1d 	 trated anlong thosedemonstrations 	 farmersheld an( in 	 thoseon a variety 	 areas that scemof topics, attended by 	 to provide better pros750,ooo peoIple. some pects for developmental takeoff and thatThroughout may also serveits history ACAR 	 as points within thehas 	 fnuni:iema-ployced most 	 pios from whichknown extension 	 nev practices,methods. technologies may spread to 	

ideas, and
youth clubs, nutrition 	 nonparticipating
Coln'nunity anid health projects,exhibits or demonstrations, tech-

fariners. 
nical bulh.tins, and With tile advent 
difluising 

radio programs for Comillittees 
of the rural extension

innovations, 	 in 1961,new farm and 	 tie overall ACARpractices. Sonic approaches 
]homc extension approach at the local level becamesuch as denion-strations and group wtork, have been success-	

directed in a coordinated fashionpredeterniined 	 upon theful; others, like radio 	 program goals. Tileand the press, were 	 comna.ttempted 	 lnittces offiercdbut did not produce 	 an opportunitytile 	 for personsexpected. GroupO results participating in various apeccs of the ACARwork with adults througlhthe men's and 	 program
\VOiUII2's 	 in each coimumitityclubs has de.clop ,d 	

to ofler sugslowly. In the crlv years it wx'as fail'-% 
gestions regarding community problems andcas\y toget 	 to participate invomeii tolctlhcr but not 	 tle determinationthe illn; todyj 	 of prothle picture 	 granis to helpis chauiui. (;rolip work with 	

resolve the problems. Suchcoiittees,yotuth throug~'h the 	 lus participation.- S clubs, similar to .1-11 	 in Icadershupgroupsin the Unitel States, has proven spcctacularly 
and adult groups, contributed Coilsuccessfid from the beginning. An example of 

siderably to the greater in volvce t of ruralpeople andhowv n r agricultural iputs are int roduiced 
to their greater explerience

through )otuth 	 community organization for the 
with 

is 	 consideraaverage the cori1 proJict. Theproduction 	 tion of coforuthitproblems.of co per ilcctareMinas Gerais is arould 	 in1,300 kilograms, butthe youths 	 cndit
that are 

in the clu s arl. obtaiuiiig 	yiellsmuch higher. 	 SuperiisedA state corn contestfor youth clubs 'Was bcgun 	
The ACAR program ofsupervised credit hasin 16o.following The 	 movedare the winningcolnties for each 

through 'three phases. In the earliestyear and the record yields achieved 
days the program involved the more tradi-4-S club members: by til 	 tiotlal approaches of detailed farm and home
platmning 
 for each far,. As the number ofi96o/i fi Raul Soares County 8,276 kg/ha farm families increased,credit was a form of "oriented"1961962 Formiga COMty 	 inaugurated that did not involve"- 11,26z kg/ha1962/1963 	 such dctailedS.Jolo Nepoiuceno 9,460 kgiha 

planning and supervision.

1963/1964 Trs Pontas County 

Today major reliance is upon the provision of
8,5.1o kg, ha credit to farm families identified as "earl
 
The relative importance of extension ecdhi-
cation in the ACAR programl has 

The traditional supervised credit approach
through gro\n is one
the )-cars. Actwall), there was 
where selected farm families receivean short-ternextension comnponiezlt from 	 farm-operatimtile very begin-	 or production

ing, even 	 loans, combinedthough at the outset greatest -with individual fArm -'nd

emphasis was given 

home planing aid supervision of their farm
to tile supervised-credjt operation during the year.program. Today, however, ACAI(fiction far more as a tends tostate extensionservice" Witl a broad role to play and where 	
The typical procedure isas follows: a farmer hearsof or becomes interested ill the ACARtechnicians. The tchimiciais in tle local office visit 

In adit i, activities credit program mid reqtfests a visit from the ACAR 

tIle agenc), (eibracesa wide range ofactivitics, 	 ujervised 
in ally given areaare coordhitatdtd rather than kept separate 

his firm; if the borrower is considered an eligible[Alvcs, 1968, p. 89). But activities are under-
candidate for this type of ACAR assistance, thetechmician md the farmer together preparc a farm 
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plan fbr tie cominig crop year. This form indudes 
the fu iner's assets, his liabilities, last year's produc-
tion and cxpenses, the new practices to le followed, 
crops to be growni, projected exlpndittres (.a(d the 
Use of the loan flilds in this projectioil), the pro-
posed loan repayiment schedule, and expected 

roductiot and income. This orn becomes the 
asis for the A('AR rccortiiiieitdatiOll of the loan 

to lie bank. I' the loan applicamt is successful, lie 
then receives, in additio to tie lout, visits from 
the ACAR teclu;cialns dtring the crop year or 
years of participatiom. 

Stpervisioti aild igliidaice to each borrower 
fimily covers general firm and home problems as 
well as adhcremce to the planned improvenits 
and to the plined use of the loan tImids. TVh 
farmer thus receives pmersonl instrutiction on 
to improve his fhring pratices wIetCiemnvis; taughut boss to m rake v.rcmt-iethefmil 

and family life by a wommai tcchnitimi trained in 
ahm reflectshome mnan.iagement. ii du.u apl r 

ACAR's underlying philosophy that the fattors 
aflectiig the itimtai at'llIt su hj as miitrition, 
sailitatioi, ald ituinit, are kiulloly iliport.mir; and 
that it is not sulficiciut murclv to increase intcom, 
but tLat farm people shmli e educated ii ways of 
achieving improved lCvCls uliviug. 

Borroers obtain credit to purchase sccds, 
fungicides, Culitp cn t , 111dlivVs1t k with wItici to 
improve their itrminutu, ,'rtati.Iln. 1 tiesetatilics 
may also p.,tticip-te il oilitr A( :A pi Irtctt stidi 
as 	 classes, dct(,o)itr.o i,ns, 1,ro0j) 1titilng, and 
similar educational SVivit.'s. 'lhCse serviccs, avail-
ab!e to borrowcr .i:l noi-brrower alike, includle 
such topics as: advtc on trench silos; improved 
seed; ant-control: catlo %praymgand feeding; soil 
preparation, cn',ttirin,; food preparation, pro-
tectioi and storige ; cldd and li me (are; ca pei-
try;and sewing. 

The ACAR "snrcrvicd credit fCmnilics" have 
therefore received drce main types of aid from 
ACAR: (i) firm and hoIme planniing; (a) echu-
cational visits; and (.) loatis. [Whartom, 1958, pp. 
49-50 

Over the years ACAR has developed a 
classification of farm families into three groutps 
which facilitates the work of the supervisor in 

determining the likely eligibility of a faniily 

for supervised credit. Oie group are farmers 
who are large, mtanagcrially sophisticated, 
technologically m1odern, and usually have 
adelate access to credit. At the other extreme 
is a second groiip v.}lo, e farms are too smalli 
to produce minimiiiium subsistence hiying tr to 
provide a modest base for capital formation,
wlho practice traditional tcchniqpes and who 

arc too deficient in all respects to be able to 

take advantage of the program.8 Most ACAR 
credit las goc to farmers in the middle 
between these two groups. Naturally this 
classification is not rigidly followed, but it 
does assist the local supervisors in the pre
selection process. (It is also useful in deter
sene gthe intensity of educational super
nining 
vision that should be given.) Many other 
factors are taken into consideration for the 
selection of families and the approval of. 
!oans. Ultimately the loan is approved by a 
county committee appointed jointly by 
ACAR and the Caixa Economica (see below). 
Since available resources and time do not 
permit assistance to all needy farmrs, ACAR 
pit assistance to a eedy pattern based 

s 
on the adoption- of new practice curves, 
selccting t'or credit the' familics in the group
called "earl.,; dopters. " 

After wo,-king about 1 2 years with. super
vi.ed credit, ACAR also found that many 
farm families who left the prograw, needed 
all intermuediate type of credit between 
supervised and commercial. For this reason 
ACAR established four types of credit, all 
educational: 

a. 	 Supicrvised credit-intensive action, with 
families selected among those who have 
subsistence probles. They st have 

po les. toe d ave 
sonic potential to respond to credit and 
preferably be among the early adopters 
or leaders. 'lhe loans are based on farm 
and home managemnt p 1 lts amid cover 
all needs of the farm and the home 
except purchase of land. 

b. 	Orieiited credit-with the objective of 
the improvemient of levels of prothic
tion, productivity, and income. The 
loans are made based upon farm man
agement plans, directed to a given crop 

or livestock operation. The home is not 
fiinanced. (cnorally this type of credit is 
given to families that have left the 
supervised credit. 

c. glousing the objective ofcredit-with 
house improvement. The loans are 
primarily for families who have already 

iicreased their income, but families 
it. In the carliest 11iame of the ACAR prograci the 

jiiti had benci t, imhide thesc small, most poverty
si1, a.nmcrs. One oif the most signifitat findings of 
ACAIt's first programm vtl'rts was that thcre wcre faruictsot0 poomr to beceit trom the ACAR type approach
[(sus cr, 195, $ss. 

8S
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with supervised or oriented credit are Availability of flnds in the Caixa for thisalso eligible. program have always bbcn a problem, andd. Credit for youth (4-S)-for boy and girl tile funds available for themembers of 4-S clubs. It is also educa-	
program have

gradually increased over the years fromtional, since supervision isinvolved. CrS.5 million in 1949 to CrSz5 million in 
ACAR does not make the actual supervised 1955 and Cr.S2o million in 196o. In 1964the situation was alleviated somewhat by acredit loans from its own funds but diroughthe Caixa Economica do Estado 

loan from the Inter-American Developmenttie MinasGerais, a state batk, and the Bank of Brazil 
Bank to the Caixa of S6.4 million to be usedexclusively for 	 the ACAR programACAR does the planning and educational raising the level 	

and 
of available filnds to CrS3work. While tile bank is responsible for the billion.
banking functions, ACAR "recommends" 
 Until the 1963-1964 crop year, whenthe loans to the bank for approval, and in the "oriented" and "housing credit"early days loans 	 were introwere limited to a maximum duced, the average number of loans awardedof Cr$5o,ooo, though actual amounts in each in any year were around 1,300 (sco 'Fablecase 	are (ecided oil the basis of careful study 13.11). The loan repayment recordsby the technician and the farmer. DLuation is 	 of theborrower families has been extremely good.for one to three years, depending on loan use. Through Novembcr 30, 1964, there had beenToday the maximum amount per supervised a 99.95 per cent repayment on CrS563,2 75,credit loan is CrS700,ooo. The interest rate 830.40 that had matured (see Tables 13.12charged is6 to 8per cent per year. and 13.13). 

Table j3.11. Number, Amount and Average Size ofACAR Loans Made by Crop Year & Type 
Type and 

Crop Year Number Maximum amountAniountg Average per loan 
1. Supervised Credit1949/50 118 1,780,2951950/51 318 	 15,087 50,0005.326,2951951/52 	 16,750 50,000371 6,865,900 18,5061952/53 	 50,000322 6.363,0001953/54 	 19,760 50,000355 6,330,1001954/55 	 18,895 50,000645 12,186,4501955/56 1,107 	 18,893 50,00024,113,5201956/57 	 21,782 50,0001,467 32,996,0001957/58 	 22,492 50,0001,284 29,147,675 22,700 50,0001958/59 1,321 41,304,7001959/60 1,317 	 31,262 100,0001960/61 1,204 61,469,550 48,673115,637,7,t0 	 100,0001961/62 	 96,044 200,000 

1962/63 
1,734 220,801,2(00 127,336 200,600 

1963/64 
1,184 202,230,500 170,794 300,0001,508 324,338,1001964/65-	 215,078 500,000815 462,924,500 568,005 700,0002. Oriented Credit1963/64 1,551 1,031.097,000

1964/65a 	 677,690 1.200,0001,892 1,714,223,135
3. 	Housing Credit

906,037 1,200,00
1963/64 44 26,047,000 591,9771964/650 	 750,00083 52,170,000 628,559 1,500,0004. Youth Credit1960/61 23 172,0001961/62 	 7,478 30,00078 831,5901962/63 	 10,661 50,00046 1,058,6001963/61 	 23,013 70,0005,141,440I964/65. 

159 	 32,336 100,000145 8,637,100 59,566 100.000
 
Up to Deceinber 1964.
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Table 13.2. Repyinei ofJACAR Loats, by Year Throiug Noi'emnber30, 1964 

Years Maturity Paymients 

1949 -... 

1950 963,050.00 963,050.00 
1951 4,059,445.00 4.059,445.00 
1952 5,161,800.00 5,351,300.00 
1953 6,697,900.00 6,695,)00.00 
1954 6,091,800.00 6,091,800.00 
1955 9,9711.650.00 9,976,150.00 
1956 19,.131,0.0.00 19,421,540.00 
1957 31,8!)1,670.1)0 31,856.461.40 
1958 33,002,955.00 32,987,955.00 
1959 34,611,680.00 :.1,601,68).00 
1960 47,437,450.00 47,137,450.00 
1961 70,1099,510.30 70,899,510.30 
1962 
1963 

122,076,670.10 
170,272,210.00 

122,0)16,6170. 10 
170,137,210.00 

Total 553,275,830..10 563,003,121.80 

TiHE RESULTS AND ISSUIS 

From the very bcginning the ACAR program 
included provision for a st.i.istics ant research 
unit that was the basis for on-going study and 
evaluation of the program. Therefore there 
is a wealth of data on, the ACAR experience, 
and several detailed stUd6s 01 the activities of 
ACAIR and of its imp,.ct have been made. 
As would be eXpCCted, the credit program 
has rcceived the greatest attmttion. 

Since greatest reearch at1i analysis have 
been male of the ACAR credit program, the 
critical review will 1c linited to this ditnen-
sion. However, it must 1%- rcemphasized that 
ACAR is much more than solely a credit 
program and that today it would more 
properly be viewed as a rural development 
,.!r,,ice within which credit is an important, 
but not dominant, part. 

Three criticisms have perennially plagued 
the ACAR credit program: the "subsidy" 
rates of interest; the cost of the program; 
and the actual impact of the program on 
farmer and state production and productivity. 

The iterest Rate "Subsidy" Iss,, 

The interest rate charged on ACAR loans 
range from 6 to 8 per cent, and there is a 
legal ceiling on loans of 12 per cent per year. 
Since Brazil has had a chronic inflation for an 
extended period, these rates constitute a 
significant "subsidy." For example, from 
1939 through 1953 the general price index 

Uncolhented Lost % 

- - 100.00 
- - 100.00 
- 10,500.00 99.82 
-
-

2,000.00 
-

99.97 
100.00 

- 2,500.00 19.97 
- 2,500.00 99.98 

34,20fl.60 1,000.00 99.88 
15,000.00 
10,000.a0 

-

-

-
-

99.83 
99.97 

100.00 
- - 100.0y 

60,000.00 
13:5,0(00.00 

-
-

99.95 
99.92 

254,208.60 18,500.M0 99.95 

for Brazil proceeded at the rate of 12 per 
cent per year. During the 1950's the rate of 
inflation fluctuated between 15 and 25 per 
cent, but by 1964 it had reached a peak of 
120 per cent per year. At such rates of in
flation, persons securing ACAR loans were in 
effect s,:,uring credit subsidies in real terms 
1Wharton, 1958, 34, 39-41]. Interestingly, 
when the ACAR program was first set up, 
one of the arguments for such credit programs 
for small farmers was their exclusion from 
normal banking system, whose rates of 8 
per cent were equally negative in real terms 
an.i whose loan fuinds were consequently 
totally monopolized by larger commercial 
farmers. There is evidence that prior to the 
ACAR program the larger farmers were 
securing their loan funds through organized 
formal money markets and banks at subsidy 
rates, while the small farmers were securing 
their credit front informal and unorganized 
sources at rates that were io to .,8 interest 
points higher. Provision of loans to ACAR 
farmers, therefore, had some merit in pro
viding them with a "share of the pie" also at 
subsidy rates. Another justification for these 

subsidy rates in the case of the smaller farmers 
served by AQAl, related to their risk sen
sitivity, because many are so close to sub
sistence !cvcls of living. The loan enables the 
farmer to adopt a new practice or techinoloi.y 
that involves an additional cost, the subsidy 
rate encourages him to try it, and the super
vision providcd gives him added technical 
backstopping with the new practice. 

Jo
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Table 1.3. Repaynent Rcrord fACARBorron'ers, by Income Classes 

______________by_________Classes _ 

REPAYMENT RECORD 
AS OF 

ENtD OF END O 
BY CROSS INCOME I ST YEAR .2ND YEAR 

1. tind, CrSaoooo: \o. % No. 0 
No delay in payment 37 82.2 33 73. 
Up to I month delay 5 II. 10 22.2 
More than I up to 2 1 2.2 I 2.2 
More than 2 up to 3 2 4.5 I 2.2 

Total 45 100.0 45 100.0 

If. C,20,ooatoCrS4o,ooo: 
Nodelay inpayment 3.1 85.0 30 75.0 
Up to I month delay 3 7.5 5 12.5 
Morethanl Ul, tOf2 ! 2.5 I 2.5 
Morethan2upto3 1 2.5 4 10.0 
More than 3up to 4 1 2.5 - -

Total 40 100.0 40 100.0 

III. 	Over CrS4o,.ooo: 
No delay in payment 38 76.0 39 78.0 
Up to I month delay 7 14.0 10 20.0 

More than I up to2 5 10.0 I 2.0 
Total 50 100.0 50 100.0 

IV. 	Ali Classes: 
No dely in paynes: 109 102 
Up to 1 i.onth day 109 25 
More that, I tip to 2 7 3 
More than 2 up to 3 3 5 
More than 3 up toa4 	 -

Tota13_ 3in 

But subsidy rates had two other implica-
tions: they probably accounted for the 

continued tipward pressure on available loan 

funds alvi chronic "credit squeezes," since tile 
rate of interest charg;ed was below the equili-

brium level; and they tndoubtedly had 
effects upon tile allocation of resources vithin 
the farms securing the loans (see below and 
Alves [1968, 76-781. 

The Issue of Pro, rai Costs 
A second major criticism of the ACAR credit 

program has been its cost on one of' three 
grounds: (j) the total cost of the program
divided by the number of supervised credit 

program families; or (C)the total vldue of the 
loans outstanding compared with tile total 
cost of the ACAR progran (credit pluts 

cop 	e r. (cd 
extension); or (3) the cost per family served 
under a supervised credit program, coin-

pared with the cost per fanily served solely 
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by an extension program. The first criticisms 
are obviously fallacious, since ACAR was 
never solely a credit program and as costs 
include noncredit activities as well. If only 
the true costs of the credit program are 
measured, then a valid query could be raised 
regarding the return derived from such an 

expenditure upon credit, as opposed to exten-
Sion activities without credit. 

In an cflort to analyze these criticisms, a 
carefid detailed cost study was made of the 
ACAR program for the year 1953 [Wharton, 
1958, Appendix C1. The regular monthly 

reports of ACAR technicians on their actual 
work time spent ill each ACAR activity were 
used to determine the percentage of time 
devoted to crcdit. These percentages were 

then applied to actual total costs for the 

calendar year 1953, covering central, regional 
and local offices. rie study revealed that such 
costs represent betwen 7 and ji per cent 
ot ep d twen a 
of tie valtie cf the loan. 

This amount could le viewed as the cost 
for the "stpervision" component ill a loan 

(assuning that the interest rate charges covered 

the costs of loan administration and collec
tion). If one compares this cost with the value 
of the total change ill annual output per farm 
not accountcd for by changes ill factor inputs, 
nd if one views such a cost as all investment 

numan capital, then one finds that the rate 

of return on such ams investment is 6.5 times 
(see Table 13.14). 

Tl'l 1.14. Cst and Returns ofACA R Supewmisrd 
C,,dit'PwPi,:a inCurvelo, AMinas Gerais, Brazil. 

-i- ... ................
P~roportion of Chalnpe in Ou1tput: 

Accomuted for by clhamgc in input 44% 
560/oNot accoumied ftor by change inl imput 

Value oftotal change in annual output per 
farm not accoutted for by change in 
inputs 	 CrS7,800
Average annu~al costs of assistance pro

gra c CrSI,200per fannily 
Return ill increased output per Cr1 of 
investment in new knowledge Cr$6.5 
Sorlut: Wharton Imloi, p. 2261. 

Norn: Curvc!u ii a scmiubitencc frontier area; all 
costs and rett.nns arc dcilated and outpmilinput figures are 
ttefrred Ot$; loan fuds for the prograin resulted in 
purch.ovs of new :,'Kor in uts anid arc rellected by 
chu',ge in the level of tie input index. Changes in output 

1ot allot'ttld for by tlhangc in inputs have been ascribed 
to the flew 1no" ledLe or practices (teehnologN') that was 

f.tioduttd smmlt.mu'mly with the loan via farm and 
hmune pl.mmuing and extension education (farm visits) 

received by ftrmmmCr%during part'ip.1tiu0 in the progran. 
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We have no study on the rate of return 
for a comparable expenditure for extension 
alone, as a basis for evaluating the two 
approaches. However, even with such data, 
there would be a strong presumption that 
any analysis would involve nonhomogenous 
groups, since the credit program and the 
extension program tend to serve different 
types of farm families, 

The Issue f Prt'qraniInpact 

Has the ACAR program had a significant, 
visible impact onl agricultural production 
and productivity? Among the farmers served? 
In the state as a whole? Assessing such impact 
is diflicult enough under the best of circum-
stances, but particularly complicated in the 
present case, where the state has suafcred 
chronic droughts. For example, from 1958 
to ig9(1average yiclds in the state for rice, 
corn, and bear; showed virtually no change. 
Does this mean tht ACAR hai no eficc or 
th it it did by ofbctting the effect of the 
drought? 

A more mcani.ng*il and somewhat easier 
niethod ot' issessing lth, impact ofthe progran 
is to study the etl-ct ,t'the program upon the 
participitig farmers. 

The first study of ACAR was uade by 
Mosher f1955, pp. 3-.171, who cmploycd a 
nLtmber tf productivity measures, such as net 
incoie anld production per hectare secured 
from the record of b.rrowcr families. Since 
most tftrnirs had Lpatticipatcd for only a few 
years, the results tcni!., to he mixed. lut his 
study of 8t borro',. c'. who had rcceivcd 
three or more loan, ho 'ed a general upward 
trend inl their net W, hi, especially among 
subsistence farms. I[Brand,lo, 

A secund more d,,t.ih'd study was nade in 
1958 [Wharton, i9S'o; 196oj of 1-,6 wjlected 

borrover families covering the period 9.19 

to 195.4. The study was 'n attempt to measure 
rigorot,.ly the impact ofth,:;upervisck credit 
program (i.e. credit puis extension) over a 
frve-year period, baised upon the individual 
farm fainily records; 77 of the tiz6 sampled 
were st'ntisubsistrncc-tvI: farmers in an area 
called Curvelo; the other 49 were in the 
commercial agriculktw.d area of Ubl,. Two 
measures were tused to evaluate the impact of 
the program among the larrmers, ill the two 
offices: the changes in their agricultulral 

output through time, and the changes in 
their output/input ratios through time. The 
latter was considered a measure of productive 
efficiency or technological progress. FBoth of 
these measures were tested against similar 
ones for the state of Minas Gerais as a whole 
and for Brazil as a whole. The index of 
aggregate output for thc ACAR borrowers in 
Curvcio revealcd a growth rate between 2t 
and 32 per cent per year and a growth rate in 

productive efiicency between 7and 16 per 
cent per year. In Uba, however, the con
bined growth rate in aggregate output lay 
betveeln 7 and ii per cent pcr year, while 
productive cificiency decreased at a rate 
between 3 and 7 per cent per year. When the 
Curvelo output'trends were compared against 
the state trcn3.%or tfiose for Brazilian agri
culture as a whrole, .he results for the semi
subsistence ar:a of Curvelo were sibfificantly 
diflerent. In Uba, however, only one group of 
farmers proved to be signiifcantly diflhrcnt 
from the state and national trends. In the case 
of the e011cieucy measure of ottj)ItinIlput, the 

differences were more uiNed. On the whole, 
the Curvclo area contieed to be significantly 
di.-crent from the state alnd the national 
trems, though not as dramatically as. in the 
case of output; while Uba showed little 
difltrciwce. One of the meore significant 
fin.ing,, of the study was that the technologi
cal LI.:Algcs resulting from die introduction 
via a combination of credit plus extension 

a 

return of more than sixfi'ld (see'Fable 13.14). 
(i.e. supervision and planning) yielded 

Pro , sor Erly Dias lBrandao cond'ucted a 
third ma.jor study involving ACAR "co
operators" and "noticooperators" in seven 

local onficcs covering the ,:ropyear 1956-1957 
i9 58. Comparison of various 

productivity indices sII0wed considerable 
variability between the two groups as well as 

bctwccln the local oticcs. I owever, Brandao's 
analysis of practice adoption showed that 
ACAR involvement was significantly related 
to thcadoption ofnew practices. 

'wo internal sttldics of supervised credit 
families wee subsequcntly undertaken. In 
1958 a study was mtde of 135 borrower 

families, covering the period 1955 to 1958; 
and in 1965 a survey Was made of' 1,727 
borrower families. All these studic, revealed a 
consistent pattern of positive chi:nge by the 
borrower families in thvir productivity, firn 

http:rigorot,.ly
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income, and net worth, as well as in their 
levels of living. The improvements that these 
farm fimilies were able to make on the con-
sumption/social side attest to the efI'ct of the 
increased income upon the quality of farm 
living (see Table 13.15). 

Table 13.15. Soial Itqr,:',nrnt$apmnoi Snk oqf 

123 ACA R l:,,i I:,miies, Sc',t,'d 


Falidil), .i il. Items. 

-" ----- -poiln 

Twi'i Pears 
.far .ftrb/',e . 

.1C1*li IW 
Imlprovee ts[ 'lOg, ll /'1,.urnllI 
Number of Farmers 123 123 
Privy 23 53 
Treated Water 18 65
W eullCon.t ruction 2 6 
Water Inside Ilouse 4 12 
Constru tion or Repair of Stove 8 41 
K]itchcc Improvemeit 8 37 
House Repulr I0 36
HousC C01IstrilLtiolt 6 5 
Sewing Machiie AvaiLible 36 51 
PIrc.sh'n ofl'uritite 9Pirovi~ili f Hel Iticity'1 47 

Better laundry Methods 1 43 
Soap Making 17 67 
inproved Nutrition 9 50 
Food liescrvation - 12 

The most recent sttdy of ACAR has bee 
made by Elise Alves 11968]. Alvcs used a 

measure of economic efficiency comprise ofc
two elements-price efficiency (the relative

abilty fcoi ranvit)ability of the firm to luaximize profit) and 

technical efficiency (the relative ability to
select the tmost appropriate tech niolog)
slTthe m orst arae ten rogy), 
These measures were determitned fromsampe 6ofarmrs orkd ~thao ho 
sample of 60 farmers who worked %ithACAR in anl area called Senador lFirinino '111d 

another sample of 6o farmers not assisted y, 
ACAR from the municipio of Presiden t 
Bernardes. Ilis study found that the non-

ACAR farmers had a higher level of technical 

efficiency and a lower level of price efliciency 
than the ACAR farmers, a result exactly 
opposite to what one would expect. Alves 
advances a number of possible rcasons for 
the contrary result, such as nonconipara-
bility, memory and enumeration errors, and 
difficulties in measuring difl'rences in mana-
gerial abilities. Of the possible explanations, 
the one that has the greatest logical and 
intuitive appeal is the probable impact of the 

Z.j 
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subsidy rates of interest with ACAR loans 
in tile context of teneral inflation. At the 
time (f the Alves study the rate of inflation 
was around 80 per cent. Under these con
ditions farnrs who borrow may be using a 
goal of asset rathcr than income maximization 
[Alves, 196S, pp. 66, 76-78]. 

In an inflationary environient, the maxinization 
of pro-fits on current account may not be an 
appropriate optiniinzi, iterion for firms. The 

1%that firins have both an asset accin t and a 
Ilow account. Fro, the stmidpoint of the welfare 
of the inlvidu.,twh it l does on his asset account 
1aV be I10d) in're inpt-rtant than what he does 
o Ii, how accoun11t.... 

In an inflationary situ.ation such as in ~razil, 
larger g.ins and hisws are to he hAd by the appro

priatte r inppr Ipriateiii,'estnen s infasstts. The 
purchas of Itnd as a hedge against itlatiun ismuch 
more important thun its use as a factor of pro
dtuction. 

The consequence of this to the present
study is that technical efficiency may be a 
relatively unimportant goal of farm people. 
The capital gains that they obtain from their 
asset account may dw.,rf the increases in 
income obtaived from a higher level of 
techtical efficiency. Moreover, if farmers are 
sufliciently sophisticated to recognize this, 
the "better" farmers may have very low 

of efficiency, simply because they arc 

wit t au tnassets [Alves, 1968, 76-77].
IDespite the positive and negative findings of,e various studies made, any overall assess

tent o t e aptogde, ra l assess
il nt of the ACAR progra mnold conclude 
that it has been quite succcssfil in a number of 
wasadianubroaes.Biestlays and in a number of areas. 1Besides the 
tangible evidence on the successful impact ofthe ACAR program, there has been the 

the AC ni o the as been the 
tai nd wpogramthethe .ithin 

other states in Brazil. 

SUMMARY EVALUATION 

The accomplishments of ACAR did not come 
easily. As with any program of change, there 
were problems and difficulties. There were 
times when the program was hampered 
by a lack of technicians or insufficient loan 
funds or haTf-hearted cooperation from 
other allied institutions. Nevertheless, the 
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program has proven successful in several 
respects. 9 

What are sonc of the factors which con-
tributed to this record and what are some of 
the lessons that may he gleaned? 

First, ACAR approached its task with 
three critical ingredients-exj4'riu':taio,, 
aditi.ts, and j'xibdity. This was true froi 
the very beginning, 

ACAR conceived of its job as seeking to 
promote increased agricultural production 
and improved levels of living ansotng the 
farmers served. The ACAR program thus 
had within its focus both farm productiol 
and family welfaire goals: it sought to increase 
the agricultural production and efficiency of 
participating trrmers and to improve their 
general levels ofliving. 

A general sense of experimentation in 
approach was introduced at the outset. For 
example, when the first local offices were 
opened, they were frequently refIerred to as 
"pilot projects" or areas to "demonstrate" 

the usefulness of the supervised credit ap-
proach. Interestingly, this cxperimental atti-
tuide, which was imbued in the Brazilian 
teclhnicians from the very betinning, con-
tinned for quite some time despitc the gradual 
expansion of ACAR into other activities and 
probably accounts for a great dcal of the 
early success of the program. The technicians 
in each local office saw themselves as parti-
cipating in and contributing to an cxperiment 
in the dynamics of economic and social 
change that imbued a strong esprit (ie corps, 
a missionary dynamism and a willingness to 
adapt activities to local needs. (See also 
Mosher [19671). 

Although the original conception of the 
program wac to tratfer the basic approach of 
the Farm Security Administration (FSA), 

which had proved so successful in tie United 
States with low-income farmuers, ACAR 
from the outset saw the need t) adapt this 

9. Elsewhere antattempt has been ,tade to set forth 
certain basic proro.itios o-i the critical elements for 
succcss in the execustion Of deveopmnCt efforts at the 
..village level" [Whaton. 1966].hitte.stingly, the ACAR 
program demonstrates two of them: "ta) that an 'experi-
meital and itinvative spirit' tie encouraged ani main-
tamed at all levels among the individuals involved in the 
developmental process in reco:,uition of the utniqiicness 
of agriculture's special charactetistics; (b) that the organ
ization or institution for chioge lie as insuluted as possible 
froin the political process in its early stages" [Wharton, 
1966, p. '31. 

approach to local Brazilian conditions. More
over, it was quickly realized that accom
plishing the stated goals involved more 
activities thant just supervised credit. Admit
tedly, supervised credit (and later variations) 
were always a major activity in the ACAR 
program. But througlout its lit ACA R has 
always utilized a wider range of change 
devices than credit--general f'rtnl and 1miC 
extension education, medical care and ltcalth 
education, youth groups, and fCarm leadec
ship projects. I lcnce the coinutin image of 
ACAR as solely a "supervised credit" ap
proach is mistaken and could be misleading in 
drawing insights regarding its success in 
coping with. the problems of low-income 
farmers in a d;'veloping area. Credit was an 
important element in the ACAR program, 
but only one item in its arsenal for pro
inoting development. In fact, a major cause 
of ACAR's success has been the flexibility 
employed in selecting the more useful 
armaments from the available arsenal which 
might meet the needs and requiretments of 
each specific situation in all its uniqueness. 
Each approach was initiated with a spirit of 
experimentation aimed at determining its 
potential tisefttlcss and at making whatever 
adaptations seemed necessary to suit local 
conditions. 
Within the limits of its financial and personnel 
resources ACAR tailors its activities to meet the 
specific conditions encountered i each of its areas 
of operation. In al area where farmers are haim
pered by inadequate credit theailities and inelficient 
tediluiques, ACAR places heavier emphasis oil its 
educationaland supervied crcdit lrograno. Where 
disease or poor naacuanI t have reduced live
stock herds, ACAR cmlphasizcs the extension type 
srvices of vaccination, spraying, and artificial 
Iininatiotl. ACAR itetitionally operates in 
localities whose problems are representative of 
larger areas. This aspect of ACAR's approach to 
rural development makes each operational area a 
pilot denostration. When succcssful educational 
and development methods are devised for several 
such representative areas, tile way IlSSbeen prepared 
for a larger-scale operation with proven programs
and te 
aCd chnicjues. This is the feature which makes 

an experimental 0program wich attcmpts 
to find new tmethods for tile itmternational transfer 
of techniques capable of stimulating morc rapid 
economic growth. [Wharton, 1958, pp. 45-461 

This lack of rigidity and willingness to 
experiment in large measure accounts for 

http:aditi.ts
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much of the early success of ACAR. Another 
interesting flexibility in the program was its 
gradual recognition that different farmers 
required diflerent activity approaches. Fairly
early in the supervised credit program, for 
example, it was learned that there was a 
group of extremely small, low'asset farmers 
who could not benefit front tle program.
Butsuch farmers were provided other forms 
of assistance through the ACAR extension 
activities. 

Second, there was notable administrative 
and financial (,ntiifity to the prgrani with 
insulationfromn the politiralprrcess. For example,
there has been no change in the two represen-
tatives of the state government on the ACAR 
board since iq.5s. Yet during that same 
period Minas Gerais has had four governors
of three ditt'crent poitical parties, 'art of the 
continuity and stability of the program was 
due to thle assured financial support of an 
external agency, AIA. In addition, ACAR 
as a private entity, although operating with 
federal and state government funds, was 
viewed as a private entity and experienced 
little political intrcference. Outstanding gov-
ernmest of!iciks were involved from the 
beginning, and quickly establihd the status 
of ACAI as being outside the political
sphere. The apolitical iatture of ACAR, led 
to growing contidence in the organization 
not only among govermunent officials, and 
legislators but also among farmers. Once 
the tradition was cstablished, it became re-
inforcing'. 

Third, froil the very bcginining the pro-
grain use md traimnd Br,;ziliaui I lichians 
almost cxcl'ively. As pointcd qut previously,
ACAR necer had lore than three U.S. 

technicians 
 at any st'. Utiliing Brazilian 

technicians, many (it whomt had no 
previous
experienc, with crcedit or cxtecision, meant aslow bet;nin ii,. mrlps thanmuch slower 
if greater rclhince had been placed upon U.S.
technicians. Hlut vcry ell'ort was made (a)
to provide the Bi.3zilian technicians with the 
nec.ssary in-service training to provide each
with the nwccsar v technical .ills; (b) to give 
theni the lces,,arv technical backstoppingand espeiall t .i espeand i. tlytetraniport cable.cihtOim' 


them to r.a IhFarm. pcopl,; and (c) to niove 
thenm Ip into supCrvisory pisitions as rapidly 
as possible. This reliance tipon hirazilian 
expertise brought with it its own problems 
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for over the years ACAR has had great
difficulty in keeping its technicians. Other 
chafige agencies, both in the state of Minas 
Gcrais and elsewhere, are anxious to hire 
ACAR technicians because they have re
ceivcd such valuable training and experience.
While from the standpoint of national agri
cultural developnent such transfers are good,
from the standpoint of the organization they
contribute to personnel and program in
stabilities. 

Fotirth, ACAR has allo'edftr orwanizational 
and p3rorain cvolitio,. The ACAR program
began small and grew slowly. Not only did 
it work within the !imitations imposed by its 
finances and personnel, but, more important, 
within the competencies acquired through its 
cumulative experience. Mistakes wcre iiiade,
but they became lessons. A great deal was 
learned about what would work and what 
would not in serving uito,iro farmers. The 
role of the research uit, which provided
continuing review and evaluation of the 
program, .vas most signifi-ant. Out of this 
highly pragnatic approach the history of the 
ACAIR program can be seen to trace an 
interesting evolutionar-y path such that the 
program today in ;968 is quite different 
from the protrai and activities of 1948. 
Some of the change is due to the changing
circumstances of the agrictlture of the state, 
but a great deal is (e to the lessons learned 
along the way and the willingnesf of the 
organization to make such changes. This 
capacity for change in response to the lesson 
from experience and to changing needs may
well be a most significant characteristic of 
successfiil institutionalized programs ofchange
-change agencies must be willing and able 
to change themselves. 
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Note 

This piec.e on ACAR is part of' a larger report prepared by 
Judith Tendler and submitted to the Inter-American Development
Bank in 1970. It ref'ers to a set o2 draft evaluations of the 
Bank's agricultural credit programs. The set included six 
separate -ountry studies and a single comprehensive report.
 
The latter was later printed in Spanish as Evalucacion de
 
Programas Globales de Credito Agricola en 
Seis Paises Latinoamericanos
 
(Documentos Sobre Desarrollo Agricola No. 11; Washington, D. C.: IDB,
 
August 197!). The overall study,by IDB is an important contribution
 
to the iibrary of evaluation of' small farmer credit programs. The
 
piece by Tendler is a link to that study andin this volume, a
 
vehicle for providing more detail on ACAR and for giving the flavor
 
of her perceptive writings.
 



T 
U. Institutional Success - ACAR 

One would like to see a more analytical approach to the success tory of
 

ACAR in Minas Gerais, because the entity seems to have done well in precisely
 

those areas which were problem areas of other rural credit institutions. For
 

example, the mjority of ACAR's contacts are in the field, so that the scarce
 

agricultural credit technicians are not using their time in accountin, and clerical
 

(P. 22, ars. 2-3).
 
wo'kX One wants to know if this result is strictly a function of the separation
 

of the banking and assistance tasks (ACAR vs. the Caixa Economica, and later, the
 

other partidpating banks), or if additional explanatory factors are involved.
 

If the latter is the case, one might be able to try to arr'ge for these factors
 

in other rural credit programs where the banking and assistance functions are
 

combined within oz:c institution.
 

Another unusual mark of success in ACAR is the low rate of personnel
 

turnover (p. 23, par. 1). One would like to see comparative rates of turnover
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in tho other credit institutions studied, in order to assess the significance
 

of this achiuvcncnl.. 1.:oreover, one would like to Jvriow the reason for this
 
impr*nnUvc1y 
 10 4 r1,11e of* tiruw)vt.r in the type or Jtnt.lt1:tjojj Vhre' e3enkatc to
 
the private sector for hig~her p yin. snlrlen Js so common. 
Is it the enfC'.tt 
de corps of the oranizvt3on? Is it the freedom from working on rouLino
 
banking activities? 
 Is it salaries? If di, how is the agency able to pay
 
good salaries? Moreover, one wonders if the rate at which new people were
 
contracted is rather high--
--74 persons in 1969 and 91
1 persons in the first
 
four months of 1970 (an annual rate of 282--p. 23, par. 1). 
 It is hard to assess
 
the significance of these figures,since the text does not provide total personnel
 
figures for the agency, or say whether the figures applied to professional
 

agronomic F-Zrsonze1, or to all. 
The particularly low attrition rate in comparison
 
to the pnrticulnr.y hig;h (or ceemingly so) hiring rate leads one to suspect that
 
perhaps the sixtc-:n-moi.th period used as evidence of low turnover may be somewhat
 
abrcirmal; herce it miGht be useful to have a longer series if the point is to
 
be more convincing. 
Given the political situation in Brazil before and after
 
1964, onu could E.nily hypothesize that the years preceding 1969 saw several
 
severances of personnel; the 19-9-70 figures on turnover, therefore, would
 
be abnormsally low, 
 and the figures on hiring would represent a replacement of
 
the r,any perzonn.l severed in the previous years. 
Just as puzzling, there is no
 
eviden~ce cjscv.hre in th.. piper to 
suggest tht the agency is expanding its 
activity. Hence It is difficu3 to explain such a net increase In personnel, 

ane tome clnrification would be useful.
 

ACAR's success is also inaicated by its rate of growth, private banks'
 

46*"of,'w 

every year
•9 I it...the n''rr of niew beneficiary-fandiliesof Lo-..n 31--includin., BID and non-BID sources taken onkrsince the beginningof firancing--is insignificant(between 1,000 and 4,O0OO0 
in relation to the potential number of producers.


11.?, cont'j3 par. 
.Reproduced from

best avaiablecopy. 

http:sixtc-:n-moi.th
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interest in working i.ith it, the facL that it has attratcted and trained some of
 

Brazil's most oustnding students of agricultural development, and the success
 
*
 

stories of its beneficiaries, and the repute that the program has acquired in 

Brazil and in Latin America. Hence the study recormnends that the ACAR-Minas program 

be supported further by the Bank, as well as the programs of other ACARs already 

in operatichin other states of Brazil. Also recommended is that the ACAP-Minns 

system be adopted in other Brazilian states where it does not exist, vs well as 

in other countrics of Latin America (p. 511, par. 1). 

One of the most revealing aspects of ACAR-Minas' success that is not
 

discussed in the Brazil paper is that the ACARs of other states have not boon
 

successful. They are considered weak and pathetic organizations, which have
 

never grown from their infant instiutional and financial status, and are commonly
 

looked down upon and laughed at by the technicians of state and federal agricultumal
 

institutions in Brazil. In short, it is important to understand why ACAR worked
 

in Minas and failed elsewhere before this type of approach in recommended in
 

other states and other countries. Were there special circumstances in Minas that
 

made the syste:m work?--unr.elated to the institutional structure of the system 

itself. For example, circumstances such as political support; strong interest group
 

pressure by direct or indirect beneficiaries ("indirect" in the sense of the
 

suppliers of inputs); was there a unij.que professional demand for and interest in
 

such a program on the part of the strong agricultural education institutioB in 

the region, such as the one at Viqosa and Lavras, in which there is both a local
 

and a regional office, the latter being located in the university, which has
 

"a very cordial working relationship" with ACAR (pp. 34., 37, pars. 4, 1); 
or was
 

one of the influential factors the combination in Minas of a fierce competitive
 

It is to get Fin idea of the extent to which these succesees are 
prew'l'nt or.:on'; AC.1' b.ncfic .zlries, since they are spelled out in great length in 
tera of a few individuail canes. Reproduced from 

I of I f besl available copy. 
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feeling toi'ard the states of Rio Grande do..Sul, Sio Paulo and Rio de Jandro, 

and a correspondinm stinging sense of inferiprity to these states.** 
The
 

political rivalry betrcen Rio, S~o Paulo, Minas and Rio Grande do Sul is well
 

known. The economic rivalry is not so immediately apparent, and takes various
 

forms.*X* Minas politic6 and economic policy have always been infused with a
 

strong desire to outdo or undo the hegemony of its rival states in one sector
 

or a!.othcr. This right explain a strone degree of polit~cal and -financial 

support t-h.at woLld be given by the state government to an ACAR program--in the 

hope that Minas could show Sgo Paulo and Rio Grandc do Sul that it could perform
 

well in agriculture.*XX 
 Indeed, the emphasis placed by ACAR on increasing
 

fruit and vegetable production may have been very much a function of this compe

titive ziri-L. For the result of the horticulture program was that Minas
 

complete.ly displaced, and hence "undidj So Paulo--the frfit and vegetable 

kingdo:d of the country--in supplying this produce to its own state capital. 

mn inferiority which it attributes, in part, to its 1.--k of access to the sea,
and to Oie fact thDt .do a,.d S.;o Paulo developed the external economie of anindu.tr.*..&. econo::y beforv "'iris did, and hentr: Min,: can never attract industry

U , .t-re--dC',ite chcaper power, land, and 
 lack of cone estion--bccnuseof the viciou.S cir le of .ts lack of external economies. 

:j tt-, case of electric rov.er, for example, Minas has developed power sites on.r.'v.rs neanr the LL' of So Paulo, or which mark the border sharedi by tho two
 
,aes, before t (ns) really needed the power--in order to pre-empt the
developm'e7.' of :ose sites by S.o raulo. As a result, Minas has often had

ezc,%sc po',er cafrz2ty--or aL least an unusually confortable supply of power for . &.vcxop~ing rcco:.. Its resulting lower price of pow.er has been cited byti. state as an n .-, tive for industry to move to Minac. The state, in turn, 
cuco:.,p.ainie,3 tia' the ch.ap power hasn't made any difference in attracting

:rdaLi:; _y c';:ay f-u.. the evc-'-growing Rio-Sao Paulo region. One hears less about:'act," th-rt its co':.1-rative advanta-e inmineral resources and ch.ap Iydro,L..'. ..v.? causvd th, Jocni'ion in Minas of much el.ectric-power-intensive mineral
rc ,; activtic. It h':mr berm generally known th,t inlustrial locationdei:;iois are not 2ry sc:nsiLive to the price of electric power--except in the
ca'e of po-.:r-intcnive indusLries. 

9 -Xt.. in &rgricLultural p;.od'uct ionMina is f( urioi..£ t;!.and io Sul, Parana and Sgo Paulo, in that ascendinz or,., of i...I0-'nce. I'ar:,ni was never part of thc co:mpetition because its economic
Ip,.rt'ine(. is bazd al, z_,t oyclusively on coffee, and because it is a latecomer 
to the egricuJ1tu'al. Big Four. I Reproduced from 

10 2 Ibest available copy. 
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In that the other states of Brazil are not important enoug-h 
in size, political
 

significance, natural resources, or output, to even consider 
competing with
 

the most successful agricultural states, the political 
impetus of Minas to
 

* 

support an agricultural development 
program would not eAss,in these 

other states. 

factor In Kinas Gerais because I think 
I have dwelled on the competitive 

for another fenture of the ACAR prog.rnm,
it roy supply a partinl e::planntion 

Tlhe paper clironicles 
corm:r.tcd up.in at varlo:n points in the Brazil paper. 


the history of ACAR since its founding in 194i9, dcscribinG 
how it started out
 

with the intent of helpirn' the poverty-stricken 
rural peasant sector with
 

"supervised credit," and gradually changed its orientation to more discriminating
 

selection and a less assistance-intensive approach, 
concentrating on the more
 

promising farmers ,lho had already demonstrated 
some entrepreneurial potential
 

(pp. 21-22, last ppr., pp. 56-57, #5-46). The paper concludes that the result
 

of this change in orientation is that ACAR has 
chosen beneficiaries who were
 

very successful as a result of 
"hi;.ly prornising, and hence naturally proved 

their ACAR participation." This selection process, of course, provided the 

entity with "an enviable record of loan recovery" 
(p. 56, #5). Many of these 

carefully selected beneficiaries, the paper continues, 
would "probably have 

*' : ' 
ithiout having participated in the progranm" (ibid).

prospered even 

e.re is no question that Minns' competitive spirit of wanting to equal or
 

out,.In its more developed neighbors has had 
favorable, as well as unfavorable,
 

Not only may the ACAR results represent
effects on the state's development. 


a favorable result, but electric power is also 
a perfect example of such
 

one of the most respected stete-sponsored autonomous 
-'.-:-ablc rewats: 14in:.s has 

course other factors were influen-Latin America. Of
Py.- co.p.nics (CEMiG) in 

desire to attractbut there is no question that the
tiA in CZ:.qG'. succes.n, 
ineu:stry fro!a the Rio-Sgo Paulo complex, and 

the mistaken belief that industrial
 

location decinloz, were price-elastic with respect to power, accounted 
fcX the
 

ability of the state to mobilize considerable 
domestic resources for its elec-


It also accounts for the resulting innovating and developtric po;:er sector. 


mental activity of the compny in face of 
the fact that it had to market more
 

po.:er than it had expected.
 

***The paper refers also to inflation, and the resulting 
less-than-positive real
 

interest rate as a facilitating factor in 
these successes (ibid).
 

1.03
 



Meanwhile, it Is concluded, the problem of rural poverty is still not being
 

dealt with, either by ACAR or by IBRA. x" 

ACAR's chnn-e in orienLation is attributed by the Brazil stuldy to a
 
"process o' elimination" between 
1953 and 1958 of those farm families who
 
demonstrated-)o capacity whatsoever for growth (p. 22, cont' 8 
 par). Also,
 

the study suZgests, the selectivity that started in 1959 is a function of
 
"the limitation of resources for this type of credit" (p. 56, #5)--and that
 
-:7-. selectivity would be the logical response to this type of resource limita

tion. 

It is perhaps difficult to justify tne resource-limitation explanation of
 
the ircreas',i ;y discriminating taste of ACAR. 
Such resource limitation afflicts 

mos; rur-.'cr&.iL pro-ramc, yet the result is often Just the opposite: the
 
iinitd. rcsj..;'ces ;.rc doled out 
to everyone on Indeed,the ground. of equity. 


it it this o osite, equity-oriented 
selection resulting from limitcd resources 

th,. is notnd in thie ot.her 2ountry studies. In short, resource limitation
 
can cause non-Ciserimin.tion 
as well as too much discrimination, in the 

_oa o benefichrios. 
And in the case of ACAR, as suggested in Section D 
--f Prt'"2.j a c (Ce.er.lion of the Borrower), the discriminating approach may
 

z-.ve 
 h:c'€-I; to do with limited resources than with factors involving the 
institution's relation to its environment. 
Granted that limited resources, 

or an intereat in selectivity on the part of the institution's technicians may
 
..ve been a contributing factor 
to a discriminating orientation; buL because 

'lfT'-s tei'c Brazilian Agrarian Reform InsLitute, organized at the federal level.Up to noW, it has had little institutional and financial power, and has oftenbee.n cbirvcLerizcd.as a "paper agency," set up to appease the concern of somesectors about a,;r;rrian reform. 
Reproduced from 0 
best available copy. 
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of what we know about Minas and ACAR, the other factors are likely to have
 

been the crucial ones. Indeed, the Brazil paper reports that the decision
 

to be more selective after 1953 was not~subject of any written investigation
 

or analysis, even though it was "such an important policy decision" (p. 22,
 

cont'g par).
 

Ong the basis of the discussion of the last four pages, I would like to 

present a hypothetical explanation of the reasons for ACAR's success, including 

the "problem" of its overly discriminating selection criteria. Because 0y 

explanation is based on the scant evience of the country study, it may be of 

little value in itself as an explanation of ACAR's fortunes. I present it,
 

nevertheless, to suggest that one needs this type of un-lerstanding of an
 

institution's succest if one wants to encourage and support the use of the
 

same strategy in other settings--especially in light of the fact that this
 

strategy has not been successful in other states of Brazil. I also want to
 

emphasize the fact that the credit entity's behavior and program results--1ke
 

tha'e of any other public sector institution--are influenced by its necensity 

0n please and win over the government which funds it, and to convince and cajole
 

that Governmcnt to allow it the freedom and the funds to do what it wants.
 

This "institional battlefield" perspective seems somewhat lacking in the country
 

some of the analyses were not carriedevaluations, and p,.,rhaps this explains why 

It is not that one should give up hope on trying to understand or direct
further. 


credit programs from tithin the institution because of the unpredictable forces
 

emannting from the entity's encounters with the outside inntitutional woric'.
 

of analysis and
To the contrary, these factors should be brought. into the reaJ. 


predictability, with the idea of being able to replicate,or find proxies for,
 

Reproduced fromthema elsewhere.** 

best available copy. 

'fehe rwiise that has been given the emprsea mist. form is a perfect example of 

the approach I am., empiasizing. This form of ovrnczt activity in dcvelopinZ 

countries ha. been praised and pro-ulgatcd as a way of insulating tovernment 1.05 
of nepoticm, bribcry, porhbarrelinvestment activity agairst the pressures 

Just ai imonant it_hq5_b_ n. considered a means of escapinrdecision-mki,. 
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A'classic example of this institutional approach, which has particular 

relevance to ACAR as well as the other BID-financed entities, is the Selznie;
 

study of the Tenncssee Valley Authority.*-' The study shows first how the infant
 

entity's privileged status in terms of autonomy from the federal government
 

and decentralized authority had to be defended constantly against threatened,
 

or feared, attempts at congresssional encroachment. In order to strengthen
 

itself, the Authority attempted to win over to its cause the larger influential
 
A.a 

landowners of the regions it served--even though its purpose was to pr*v)electric 

.poder and agricultural assistance to the less privileged of the region. 
By
 

'co-opting" the landomers--taking them into the organization to some extent,
 

and providing them a share of the benefits--the Authority hoped to accomplish
 

two important goals: to acquire the support of an influential private pressure
 

group, which would defend the Authority from attempted congressional incursions
 

into its precious autonomy; and, at the same time, to neutralize a group which
 

normally might tend to turn into powerful opponents of the Authority, because
 

of zhe latter's spirit of "grass roots democracy," its feared "socialism," 

and the expectation thalwould change the economic and social order in the 

region iuhe re it was working. The study concludes that the cooptation was success-

ful in ter. s of the Authority's desire to protect and strengthen itself within 

the federal government. At the same time, however, it shows how the cooptation 

of the large landowners backfired, in the Sense that the TVA program did not
 

benefit the underprivileged according to its original intent, and that much of
 

LL,*growhh-ztifling procedures of governnent bureaucracy with regard to salary
ceilings, per dic. allowances, and procurement. In short, the empresa mista
form has been found, on the one hand, to protect the entity froiadverse poli
tical pressures and, on the other hand, to allow it to develop into a powerful
enouzh institutio-. to be able to fl 
for itself with regard to threatened adverse
 
constraints, or desired goicrn.int revenues.
 
*'.1 Philip Selzrick, TVA Pnd the Grsn-s Roots: A Study in the 0ociolo;, of Formanl
 

Orr'nixn:tion, University oi'C:ILfornia 1iress9 ,F.
 
fr
Reproduced om
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farmers.the benefits ended up with the large, coopted 

My guess about ACAR's development, then, is the following: the program 

started out as a foreign-sponsored attempt to provide some assistance to the 

It didn't have much successmost poverty stricken layer of the rural sector. 


with its beneficiaries and, in turn, wasn't viewed as a success by its
 

It realized that a less
institutionnl peers in the state public sector. 

more promising farmers could bring
equity-oriented, spread-thin program for the 

it much more success stories per resource expended. The resulting cases of
 

It
 
success orought it attantion and approval from the state public sector. 


could show that it hiad accomplished something;and, just as important, the 

successful farrmcr-beneficiaries who were a few or several notches above the 

o.! the. original program, could serve as an important pressure
poverty stri-.k::n 

private banking) sympathy end group 4n g ,rtin, public sector (an. well. as 

cases to
'ir.ances for the Jn,;titution. ACAR's "exploitation" of its successful 

outside support may have backfired in that the successful cases,heiJ9 ..,naerate 

right to the entity's
ana thf-ir already succe'ssful friends, felt they now had a 

credit. At this junctu-, the entity may not have been able to reject these 

applicanrt:: .o equity grounds--even if it wanted to--because as a group, the 

source of support to the institut.on.applic' rtn rcp..-:;.nnted sn important 

;%ote th'At tihrs rcquence of events could never be postulated for a more polarized 

hnve been no large group of medium-sizesmalll couA"y, bz.cause there would 

f:rzs in such a co.ntry, yl:o presented "borderline" selection prob.ems for a 

s.bsidzing credlit inLtituti.on, who were toitpting applicants because they already 

provided the institution with a guar&Atccd number of 
wcre succcsful an,, hence 

smL1. enoufh faraiers to qualiiy for the
•":: cess stories," who were still 

who carried a certain amount of political
benefits of such a program and, finally, 

weight in local or state politics because of the relative lack of large land

omers (Section D in Part IonSelection of the Borrower). 1.07 

http:inLtituti.on
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As a last element in this hypothetical explanation of ACAR fortunes, one can 

imagine that the succesres of ACAR were noted by state governors and other elected 

officials, and that it became apparent to them tlmn if ACAR, were to have more 

funds, and be more "succesful-farmer oriented," it might be able to help Minos
 

make considerable progress in agricultural development--thus rivaling the 

hegemony of Sao Paulo and Rio Grande do Sul in this sector, and ending the 

dependency of Minas on these states for the importation of food. 
* In other 

words, the state government perhaps came to see ACAR as an instrument of agri

cultural development--and of replacing Sgo Paulo and Rio Grande do Sul in 

supplying foodstuffs to the state. Hence the state would have encouraged 

any tendencle': ACAR might have had tow:lrd financing the more succesuful 

f.Erzers. T*,- organization, in turn--whether it was equity or efficiency

orienc"---.c.ld net afford to turn down this source of now strength. It 

either %2.owcI its gcls to be diverted somewhat--as a renoonable price for 

this poA'i cal and finnci'.- support--or became imbued itself with this new 

iiense of r. Th,. : ',.th.-sis may be fanciful, but it showrs that one nes 

to L,.!cw r-)rc a ACM.hs success bWfore deciding to support it in other places. 

It also sue,;-c:Ls the importance that government support can have in determining 

the for.i-u.vL ut .'..'. credit program. 

:.~'..:r i-p. .. n quest.ion that my hypothesis raises and leaves unanswered 

ie "!.eth r t.e in:tAlltul on's "abandon-oiaLt" of the small povery-stricken farmer 

"".h.'-r'; .,.:Pl.in why the cofCe eIndication region was allowed to 
f'L !'toC .r'., t za.,.e ti,.vz that fruit arid vegetable grownng was 

.- ' " n u-,r," A.C2", stpnor'. (pp. 5-6, par. 3). That is, the aim of the 
c::. c; :.on i..a vac not only diversification, but to promote:lrJ.r tn cotfec 
imp",,re7.nL i the productivity of coffee growing, so that the same amount of 
pro'uc.io could be ahieved vith less trees. Since Minas by now is not a 
mrajort c',ffc',.-proC-ucir," -Lt;, and since it could never hopo to distinguish 
itself now in coffee because of the superior natural conditions of Sao Paulo 
arnr Par'r V,it w .. ) loo to ,M,1in.is if it were to be a failure in coffee. 
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should be co.isider(d an undesirable or desirable occtrence. If" an agency tro: s

gresses its own airus, or s~itches to other ones--whether deliberately or 

oneinadverLently--and beco:mos highly successftul on its new tack, thc-n 

im: ediately wonders about the feasibility of the original institutional 

approach. A success story that includes radical aim-switching is a valuible 

a partisource. of in-orr:rtion on the original approach being used to deal with 

cular prcblc:--in thi.s case, the a-ricultiLral credit-assistance appronch to 

the problem of rurn:l poverty. One wantL. to know if ACAR's switch--regardless of 

whether it was trig .red by its own learning, by cooptation, or by political 

us with new knowledge about how to approach agricultural creditpressure--hs provided 

really dismiss the success stories as
and 6evc1op::cr:. Por example, can one 

"those vo .a'..dr.vc received cor.,mrcial credit anywray?" Or, would the fruit 

land vcge,:hblc ;-e3 for not have occurred without ACAR? It-t?.ough, exnrple, 

may be tL.at aithci;h a particular farmer-beneficiary may not need this type of 

subsi.- , the type of progrtrn is the best or only way to achieve the macro

.. onoL.ic outp;,.t increases and rc6ional devlopment that took place. If this is 

.rue, thcn one might want to redesign such programs accordingly--preserving the 

impact approach and assistance features, but reducing the subsidy elements, 

revenues used for the subsidy in a less income-regressiveo 	gonerpin7 thn 

:y. In conclun-'.on, or.u needs to knowi a lot more--before being able to suggest 

r:s-:ir's to thcsc quo sLions-about the statistics and institutional anatony of 

•.MR succes. 
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AGRICULTURAL CREDIT IN LATIN AMERICAs 

PERSISTENT PROBLE4S AND POTENTIAL PROMISES 

Roger E. Soles*
 

SUMMARY 

Institutionalized agricultural credit is both scarce and poorly

distributed in Latin America. Many external and national funds have 
been channeled into the rural sector, yet few credit programs seem 
to be successful. Inflation and unreasonably low interest rates often
 
erode the institutions' capital base and make such credit a subsidy. 

While most credit programs "obviously" exclude landless laborers, 
renters under archaic forms of tenancy, sharecroppers, and colonists,
 
small farmers are also denied institutional credit. A self-fulfilling
rationalization allows for this: campesinos (peasant farmers)** are 
viewed as already producing at peak efficiencyr credit can only be
 
pAc'.ductive if new, nontraditional inputs are used; but, such inputs
 
are very scarce; therefore the campesinos couldn't use the credit
 
anyway. Peasant participation, development and social change are rarely

successful components of agricultural credit programs. 

Even self-help cooperative ventures often accept the notion that
 
small farmers are producing at peak efficiency. While trying to offer
 
a highly technified and integrated "package approach," these ventures 
too are subject to macro obstacles and many continually rely upon

outside funds. Also, their package frequently is rather empty: new
 
inputs are scarce; technical advisors may become supervisors and run
 
the program--and its participants; and the vital marketing factor is
 
often ignored.
 

It does not need to be proven again and again that a modern 
agriculture is a productive agriculture. Given the dimensions of the 
1-ural problem and the scarcity of modern inputs in Latin America, a 
great deal can only be done for a few. Projects, programs and policies

which defy conventional developmental wisdom are needed. A few
 
alternatives are offered herein.
 

* Economist, Inter-American Foundation, Rosslyn, Virginia. The
 
views expressed in this paper do not necessarily reflect the views of
 
the author's employing institution.
 

* Spanish words are underlined and roughly defined upon their
 
first usage. 
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PART 	ONE 

Traditional Problems , Conventional Remedies
 
and Remaining Problems 

I. 	 Introduction
 

Agriculture's contribution to the development process--in providing 
food, capital, and labor to the industrial sector and increasing the 
size of national markets--heavily depends upon farm credit. Unfortunately,
the amount and distribution of such credit are seriously defective. The 
following section briefly reviews some of the principal obstacles to
 
expanding the funds and the number of people included in agricultural 
credit markets. 

II. 	 The Problem
 

Agricultural credit programs are often promoted in Latin America to 
answer the pressing problem of low agricultural productivity and 
production which barely keeps pate with population increases. After all, 
it is argued, in 1968, the $4.7 billion of institutional agricultural 
credit in all of Latin America only equaled the amount of such credit 
disbursed in Wisconsin, Minnesota and Michigan.1F Also, only a very 
small percentage of the farmers in Latin America receive institutional 
credit. Less than 30% of Colombia's farmers receive institutional credit, 
in Nicaragua only 20%,v Mexico about 15%, Brazil less tIan 15%, Honduras 10%, 
Paraguay 6%, Bolivia 5%, Panama 4%, and Guatemala 2%.2/ Finally the 
rural areas are seen as too poor to provide muuh capital themselves, 
thus credit funds must come from outside agriculture. Both the absolute 
shortage and skewed distribution of such credit account for a low 
level of technology and moder inputs being utilized, hence the low 
productivity and production.-in
 

III. 	The Resoonse to the Problem: Money
 
at Low Interest Hates
 

In response to this critical need for agricultural credit, a 
substantial amount of external (i.e., U.S.A.) aid has been channeled 
into rural Latin America. One source states that between 1960 and 1968 
over $1 billion of external assistance funds have gone into rural Latin 
America for agricultural credit from IDB ($439 million), IBRD ($255 
million), and USAID ($221 million), plus an assortment of PL 480 and
 
ambassador funds, etc.4_/ The major recipients of these funds have
 
been:
 

V 4 
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Countr 


Mexico 

Brazil 
Colombia 

Argentina

Nicaragua 
Paraguay 
Costa Rica 

Source / 

The Inter-American Development Bank 

Millions of dollars of 
rural credit assistance 

1960 - 1968 

177
 
122 
114
 
101
 
45 
37 
30
 

TOTAL 626
 

on the other hand claims that 
it alone has allocated over $1 billion of assistance to agricultural
development in Latin America; $400 million of which for production
credit, and of that, $200 million specifically destined for small and 
medium-sized producers.g_ 

Finally, for illustrative purposes, one accounting of AID's agri
cultural credit program shows the following funds being made available 
between the creation of AID and 1972.2/
 

(In thousands of dollars)
 

Loans Grants 
In local In In local In 

currencies dollars currencies dollars Total 
Bolivia 

Brazil 

Coile 

Colombia 

Costa Rica 

Dominican Republic 

Ecuador 

El Salvador 

Guatemala 

Haiti 

Honduras 

Mexico 

Nicaragua 

Panama 

Paraguay 

Peru 

Venezuela 


TOTALS 


7,780 9,350 1,910 -- 19,040 
82,000 ...... 82,000 
39,060 12,500 5,400 200 57,160 
35,000 38,500 .... 73,500 

-- 22,250 .... 22,250 
10,335 10,480 .... 20,815 

-- 10,700 -- 800 11,500 
-- 8,900 650 -- 9,550 
-- 25,000 270 1,370 26,640 
... 1,200 140 1,340 
-- 6,000 -- 400 6,400 
-- 40,000 .... 40,000 
-- 12,400 .... 129400 
-- 2,810 .... 2,810 

2,415 9,000 280 -- 11,695 
-- 28,800 300 -- 29,100 
-- 10,000 .... 10,000 

176,590 246,690 10,010 2,910 436,200 
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Most of the institutional agricultural credit in Latin America
 

is distributed at low or concessional rates of interest in orders
 

1. 	To reduce the exploitation of the peasant farmers from
 

money lenders who charge exhorbitant interest rates;
 

2. 	To induce conservative and traditional farmers to use
 

modern and productive inputs; and
 

To offset pricing policies (e.g., low urban food prices)
3. 

which adversely affect the farmer.
 

IV. 	 Traditional Methods of Imlementing 
AAricultural Credit ProgTams 

Most efforts to expand rural credit in Latin America (in terms
 

both of volume and thenumber of participants) have followed three
 

They are illustrative of the
basic institutional approaches. 

problematic macro context within which any credit program must 

operate.
 

A. 	Through Established Financial Institutions
 

Commercial, national and/or agrarian banks have often been utilized
 

to extend credit to the rural sector to increase agricultural 
productivity.
 

They may receive funds to then reloan to farmers and/or they may
 

receive an inducement to establish both special programs and 
staffs
 

The 	rationale
for small farmers, supervised credit programs, etc. 


for funding such rural "outreach" programs is that there will be low
 

start-up costs because of the existing physical plants, equipment,
 

and experienced staffs in sound banking principles. Funds may also
 

be granted (or loaned) to enable the institution to spread its
 

financial infrastructure into the hinterlands by establishing field
 

offices.
 

IDB funds have gone to the Instituto de Fomento Economico (Panama),
 

Departamento Agropecuario del Banco Nacional de Fomento (Paraguay),
 

and the Division de Credito Rural del Banco Nacional de Nicaragua._
 

AID has supported such programs in the Banco Nacional de Costa 
Rica,
 

Banco Agricola de Bolivia, Banco Nacicnal de Fomento (Honduras),
 

Caja de Credito Agricola, Industrial y Minero, and the Banco Ganadero
 

(both in Colombia)2/ and the IBIRUBA project in southern Brazil.10/
 

According to Charles Nisbet this approach of extending the credit 
. . . .infrastructure has "thus far been extremely disappointing 


These programs have made no noticeable progress at integrating the
 
. . .the small farmers still
small farmers into the money economy 


operate outside the institutional credit market . . . too little of
 
. .	.
the loan monies end up as productive loan credits for small farmers 


. . . and production was little affected
repayment records were poor 

by these programs.'i/
 

http:Brazil.10
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Such programs fail to reach small farvers partly because of
 
reciprocal socio-historical biases between financial institutions and
 
the peasantry. Banks traditionally lend to those with either security
 
or "experiences," large-scale producers and farmers. 
Grants or loans
of money do not change "bankers' mentalities," nor the attitudes and

procedures of their staffs who are newly designated "to serve the small
 
farm sector." Peasants, moreover, are suspicious of dealing with the
 
established financial institutions which may demand a mortgage or a

lien on their few tangible assets. In short, programs designed to
 
broaden the clientele of established financial institutions have not

been successful. 
Inertia and suspicion on both sides--as well as

economic reasons to be specified later--have kept them apart.
 

B. New Financial Institutions for the Peasantry 

To overcome or simply to bypass the inertia of the established
 
financial institutions towards serving the small farm sector, new
"campesino-oriented" credit institutions are established. 
Prominent
agencies thus established include both the Mexico Ejidal Bank, and the

CaJa Agraria of Colombia in the early 1930's, and Bolivia's Banco 
Agrario in 1942. 
More recent examples include a supervised credit
 
program in Colombia operated by INCORA, ACAR (Asociacion de Credito y

Asistencia Rural) in Brazil, SCICAS (Servicio Cooperativo Interamericano
 
de Credito Supervisado) in Guatemala, and INDAP (Instituto de Desarrollo
 
Agropecuario) in Chile.
 

The older "peasant-oriented" institutions are often criticized for 
not serving the peasants. Mexico's Banco Ejidal has been accused of"creating more problems than it solved [by driving many campesinos
into debt/; /it is very doubtful if the Caja Agraria is in fact"campesino oriented"--though it now claims to again be moving in that
 
directionil_/ 
 and Bolivia's Banco Agricola though also specifically
directed by law to serve camnesnos now pleads with the government to 
be allowed to do anything but..4/ 

The "new" camesino credit agencies recognize that credit fundsDer se are not productive and hence have also emphasized the use of 
modern technical inputs and practices--in short, the "package approach"
of supervised credit and extension activities. 

However, these programs and agencies often regress toward either
 
serving the larger farmers or simply have aot been effectively serving

many campesinos. INCORA's supervised credit program, after an initial

flurry of expansionist activity in Colombia's countryside, is now seen
 
to be reduc.ng its activities to concentrate on the few campesinos it
 
has alreaay settled on its irrigation and parcelation projects.V/ The
 

1.7
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largest of the ACAR programs in Brazil (in Minas Gerais) reached only 
5% of the small farmers--which is at least better than the 2% reached 
by the SCICAS program in Guatemala.l/ INDAP, on the other hand, in 
Chile apparently did provide credit for a substantial proportion (47%) 
of its potential clientele through a program of credit in kind (e.g.,
loaning bags of fertilizers instead of money) to organized groDs 
of campesinot;.12/ Credit to organized groups of campesinos also 
appears as one of the key mechanisms of the Puebla project in Mexico.l8/ 

In sum, special campesino-oriented credit programs and agencies have 
not had a spectacular success beyond show-case farms and projects. 
Nisbet cites six reasons for their poor performances
 

1. 	 Confusion on the part of the designers if the programs
 
are for productive investments or for social welfare.
 

2. 	 Failure to define "economic size" limits which allowed
 
larger farmers to participate and receive funds.
 

3. 	 Copying U.S.A. models of rural programs by foreign and
 
urban national "experts" who had little knowledge of
 
camp-esino credit problems.
 

4. 	 Programs were operated in traditional banking manners and 
often by personnel transferred into the new agency from 
the 	banks.
 

5. Financing only covered technical inputs but not consumption 
or marketing needs.
 

6. 	 Programs were saddled with short-run political objectives 
to show a "new" government or administration's concern
 
for 	the poor peasant, etc.2/ 

C. 	 Graduate and Guarantee Loan Funds 

A third approach does not appear widespread in Latin Americal 
rather than channeling new funds to the campesino sector, it attempts
 
to "graduate" campesinos into the normal credit channels by combining 
experience for the farer with inducements to the banks. Campesinos 
may first be "prepared" by a supervised credit agency and then "graduated."
The banks are then to provide funds to proven "good credit risks." 
Sometimes a guarantee fund is also established--or is the only mechanism 
established--to insure the campesinos' first loans and thus induce the 
bank to begin and to continue to make cradit available to small farmers. 

http:Mexico.l8
http:campesinot;.12
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The theory behind this approach is appealing as the insurance
 
monies can be used to cover a great number of people; "graduates"
 
exit 	from the program and new people enter the system. Several national
 
development foundations in Latin America have utilized this approach in
 
private rural credit schemes and variations are found in the Fondo de
 
Garantia y Fomento para la Agricultura, Ganaderia y Avicultura of
 
Mexico# and partsof the INCORA and INDAP program.
 

The "Fondo" of Mexico is essentially an "in-house" insurance
 
operation of the Banco de Mexico, S.A. It has received about $250
 
million in loans from AID, IDB and IBRD. Its function is to guarantee

long-term credits given to medium-sized producers and groups of
 
e lidatarios (communal farmers). Though not geared to peasant farmers 
at present, the "Fondo" program may move in that direction in the future.
 
So far, approximately 18,000 persons have received 55,000 loans.2 O/
 

It is not clear if guarantees were offered by INCORA and INDAP to
 
the banks. But in both cases it is clear that the campesinos did not
 
want 	to be graduated to the higher priced commercial credit. Also, in
 
Colombia the banks were not prepared to receive an influx of new
 
borrowers since their credit resources were already strained and in
 
Chile the campesinos organized to maintain their favored positions of
 
receiving low-cost credit from INDAP .._L/ 

Loan guarantee funds may be based on an attractive but faulty
 
assumption: that sufficient loan funds are available which can be
 
readily redistributed to campesinos from present allocations.
 
Additionally, if banks only have a set amount of capital available for.
 
agricultural loans, they can only earn a set amount of profit.

Administrative expenses must be balanced against projected repayments

of the loans. If no risk loans are in the offering, a bank may

profitably shift some of its funds over to the small farmers. But,
 
if guarantees are withdrawn, regardless of good repayment recordsp the
 
additional administrative expenses of the small loans may tip the
 
balance back to making only a few big loans. Successful long-run
 
guarantee fund programs depend on banks' increasing willingness and
 
ability to reduce administrative overhead and voluminous paperwork in
 
processing a high volume of small loans.
 

V. 	Macroeconomic and Legal Impediments to 
Agricultural.Credit Programs 

Agricultural credit programs, be they "outreach" programs of
 
traditional banks or new camesino-oriented agencies, tend to evolve
 
towards serving the larger producers--even when specifically designed
 
to serve peasants. The macroeconomic and legal framework of many Latin
 
American countries, within which such programs must operate, simply

impedes effective and growing programs for campesinos.
 

1iJ9
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A. Inflation and Interest Rates
 

Inflation is a critical problem for many nations in Latin America. 
Argentina, Brazil, Chile, Colombia, Peru, and Uruguay all suffered 
inflation rates averaging 10%per year throughout the 1960's.2/ 
Other countries have also suffered periodic spurts of inflation and/or 
devaluations of their currencies. 

Prudence demands that credit programs charge--what appears to North 
Americans exhorbitant--interest rates to cover administrative expenses 
and to increase their capital base. For example, if inflation averages 
10%, reasonable interest must exceed the 10% by the amount necessary to 
cover administration at ihe minimum. If real growth is also to be 
included, then 15% or more may be required. However, responding to 
various pressures and the urgent need for agricultural credit, many 
Latin American governments prohibit charging more than what in this 
context is merely a nominal interest charge. In Colombia, for example, 

though inflation averages over 10% per year, the Caja Agraria charges
 
only 8% to 13% (depending on purpose and other terms) on its loans 
while commercial banks charge between 15% to 20. 

In sum, institutionalized agrarian credit in many countries is a
 
subsidy: in real terms farmers pay back less to the lending agency 
than they received. Therefore, an organization finds its agricultural
 
credit program simply peters out unless it receives new capital 
influxes.
 

B. The Lack of Voluntary Savins 

Deposited voluntary savings do not fill this gap. Financial
 

institutions obviously pay a lower rate of interest to their depositors
 
than they collect on their loans. If the institution is -primarilyan
 
agricultural agency, then the problem is doubly serious: If the rate of
 
inflation outstrips the rate of interest received on loans, it surely
 
outstrips the interest rate paid on savings deposits. Since money thus
 
deposited loses real value, there are low rates of voluntary savings 
in inflation-prone developing countries.
 

Although it may not be economically rational for persons to save
 
in such economies, they do. banks, credit unions, etc., may require a
 
savings deposit o- a share be purchased by a loan applicant. Also such 
deposits may be considered prestigious (establishing one's identity
 
as a member of the middle class). People also respond to advertising
 
and appeals to patriotism to buy bonds, etc.
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In the aggregate, however, even middle and upper class Latin
 
Americans do not enthusiastically deposit money in savings accounts.

Studies of brazil and Chile, for example, indicate that the marginal
propensity to save in these countries declines as wealth increases.
 
The wealthy prefer to invest their funds in consumer durables, land,
 
houses or stocks which do not lose their real value but generally keep
 
pace with inflation.23/
 

VI. Why Credit Programs are for Large Landowners
 

High inflation and artificially low interest rates not only mean
 
that agricultural credit is often a subsidy, it also means that

campesinos are excluded from such programs and private sector funds, 
Since the credit is a subsidy, someone has to incur the loss. Govern
ments may replenish funds, but the banks--which may be required by law
 
to allocate a set portion of their funds to agrarian purposes--or the
 
credit agency wants to avoid losses while handling the funds or program.

An obvious way to avoid or reduce losses is to reduce administrative
 
expenses. That is, get the money loaned out quickly and in as few loans
 
as possible: Ergo, a few big loans to the landowners.
 

Landless laborers, renters under archaic forms of tenancy, share
croppers, colonists, or communal farmers, who lack a legal title to a

specific plot of ground, in general 
do not qualify for agricultural
production credit. 
In many regions these people comprise a majority of
 
the rural population. Though such persons may theoretically benefit
 
from agrarian investments via increased employnent or lower food costs,
 
two factors common to agricultural credit programs defeat such "spread

effects." First, such credit programs often entail a good dose of a 
modern agriculture. Secondly, production is often geared to export
 
crops in order to generate foreign exchange earnings.
 

Minifundistas (very small farmers, generally with less than five
 
hectares) are often excluded from agricultural credit programs too.
 
Though Lhey are known to be users of credit, most frequently they are
 
forced to rely on prestamistas (private money lenders, generally

connotated as "loan sharks"), who charge high interest rates, or middle
men and shop owners who purchase cheaply the campesinos' crops while 
still green and maturing in the fields. However, rather than serving 
as sources of production credit, these informal channels generally 
provide the campesinos with emergency and consumption loans.24/ 

The exclusion of small landholders, along with the laborers, renters,
 
etc., from conventional credit programs is rationalized by the notion
 
that "unfortunately you just can't work with minifundistas, agricultural
 
credit programs must concentrate on middle-sized farmers who have
 
sufficient land which can be put into production."25/ Ironically, though
 

http:loans.24
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on a per hectare basis, the minifiindistas are by far the most productive

farmers,26/ rather than being encouraged to reach higher production
 
levels, they are, at best, "benignTly neglected." 

Such neglect may stem from the view (best represented by T. Schultz
 
in Transforming Traditional Agriculture) which claims that minifundistas 
are presently producing at peak efficiency. Just to provide them with
 
credit would not result in appreciable increases in either production
 
or well-being. In short, credit will not be productive unless the
 
farmer can purchase and use something "new" (e.g., hybrid seeds, 
fertilizers, pesticides, etc.).
 

the crucial issues, therefore, involve the availability, distribution
 
and use of new inputs. First, the modern inputs (hybrid seeds,

fertilizers, etc.) are in extremely short supply in Latin America. Also
 
the main products of the Green Revolution, namely, high yield seeds,
 
require careful crop management, exact and timely uses of fertilizers
 
and either ideal rainfall or expensive irrigation. If the new seeds 
are distributed on the basis of supply and demand, only the already
 
prosperous farmers will be able to afford them and thus increase the
 
income gap in the rural sector.
 

If campesinos are to use the new inputs, the credit program must
 
be married to a massive educational and extension program. Since
 
the use of these new inputs implies a "modern agriculture,"
 
mechanization is also believed to be an integral 
and necessary part

of the package. Therefore, programs of consolidating small units is
 
erroneously27/ deemed necessary, though the need for irrigation may call
 
for some consolidation of small parcels. In short, the costs for
 
these extensive and expensive activities lessen the likelihood that
 
campesinos will be able to adopt the "new" Green Revolution methods.
 
And, since the new inputs are scarce anyway, even the larger landowners
 
will not be able to use them on a sufficient scale to meet national
 
production goals.
 

Therefore, if immediate increases in production is the goal,
credit programs must concentrate on increasing the traditional factors
 
of production: namely, to put more land into production. Since the
 
minifundistas already use (all of) their land efficiently, credit must
 
go to those who are not using all of their land--the "medium" or"middle-size" farmers. 

Consequently, agricultural development programs in general, and
 
credit programs in particular, have often exacerbated social ills. 
Rather than change rural structures they have perpetuated cleavages.
Even when successful in promoting production, they often skew the
 
distribution of benefits against the rural poor.
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Though the need for capital Is great in rural Latin Aerica, 
credit programs confront a serious set of macroeconomic and legal 
obstacles to effective implementations, especially for the marginal 

classes and small farmers. The double squeeze caused by high inflation 

and low interest rates collectible on agricultural loans inhibits 

sustained capitd growth. Most such credit programs, be they implemented 

by banks or new campesino-oriented agencies seem to suffer an inherent 

tendency to evolve towards paring administrative costs and emphasizing 

national production goals to the exclusion of the peasant., Farmers 

eligible for credit are landowners, who either pledge land as a security 

or qualify for special treatment by putting underutilized land into 

production. Minifundistas increasingly become ignored as conventional 

credit programs "mature"--if indeed they were ever included, 

PART TWO
 

Self-Help Credit Ventures 

I. Introduction 

It has often been proposed that ventures which are peasant-organized 
and controlled offer the best hope for the sustained capitalization and 

development of the rural masses. This section will briefly examine two 

of the more familiar self-help 9,pproaches to providing agricultural 
production credits credit unions and the more recent proposals of 
the multipurpose cooperatives. 

II. Credit Unions 

. CNA credit unions while claiming a good growth record in Latin 

Americaq8./ have been primarily for middle-class city dwellers, who, 

as members, finance purchases of consumer durables. 

The inflation problem is sometimes met by credit union investments 

in inventories--large volume purchases of consumer durables whose value 

keeps pace with inflation, e.g., radios, TVs, washing machines. While 
economically rational for their members, such hedging reduces the 
union's liquidityi fewer loans can be granted for other purchases. 

The liquidity problem has in part been met by external (AID) 
funding.229/ According to CUNA International "experience has demonstra
ted that it is desirable and constructive to obtain foreign loans to 
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increase the working capital of the cooperative movement.".22 Outside 
funds are desirable partly because of the macroeconomic framework noted 

above. Since credit unions pride themselves on their low-cost loans 

they also pay a low dividend to their depositors. Hence, voluntary 

savings are not attracted. As a CUNA bulletin put iti 

"It is obvious that if the dividends which are paid on 
savings are not equal or greater than the purchasing power 

lost by inflation, the members do not have an incentive to 
save I ".l/ 

CUNA is studying this problem. The manager of IFICOOP of Chile, 
Walter Sommerhoff, proposes doing the obvious, tacking on a "realuste 
Anflacionario" (inflationary readjustment) to the interest rates paid 
oi. savings and collected on the credit union loans. "This demands the 
ab.1lition of the traditional 1%.Lger month that is collected on loans7 
in countries where inflation is a persistent phenomenon."2/
 

While such a measure guards against inflation, the problem then 
becomes which price index do you use? The wholesale, or consumer 
retail, or wage, or foreign exchange rate index or what? Also, there
 
is often a considerable "lag factor" between the increases in such 
indices and equivalent increases in wages and salaries. Aside from 
legal obstacles to raising interest rates, credit unions would face 
protests from their urban middle class members as users of such credit 
facilities. In short, CUNA's credit unions in Latin America have not
 
been very aggressive in mobilizing members' voluntary savings, but 
then again who can blame them?
 

Reported "savings" or "shares purchased" growth statistics for 
credit unions in Latin America often refer to members' forced or 
compulsory savings as versus voluntary savings. A borrower fills out 
a loan application for 100 units of currency. He is forced to 
capitalize the credit union by, say, 10 units, so he really only 
receives 90. This method is justified because "Compulsory savings 
help members develop habits of 'thrift' and increase their own 
self-sufficiency as well as help capitalize the credit union."3f/ 

When credit unions move from the servicing urban clientele to the 
rural countryside the inflation problem will persist. And, because of 
stringent laws governing interest rates on agricultural loans, the
 
problem of inflationary erosion may well worsen. Even in Venezuela, 
where inflation is not a problem, rural credit unions are hampered by 
lack of working capital and liquidity. Holmes reports that while rural 
Venezuelan credit unions were sensitive to local problems, and enjoyed 
low administrative costs and low default rates, liquidity problems
 
seriously impeded growth. The low interest rates charged on loans 
reduced dividends paid on savings and voluntary savings were not 
attracted .2!! 

A 
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III. Multipurpose Cooperatives 

Since credit is only useful if there is something for the farmer 

to buy which will help him become more productive, credit unions, 
are branching out into supplying seeds, fertilizers,
cooperatives, etc., 


newetc. They also offer technical assistance necessary to utilize the 

they try to provide an "integrated packagepractices. In essence 
approach." 

Despite planning and good intitions, problems also plague the 

"integrated" ventures. Given the scarcity of the "new" inputs, large 
them.landowners ordinarily have the "inside track" in purchasing 

Volume buying by large me-iabership cooperatives may offset this, but 

not unless governmental poltcy preferences for already "modern" (i.e., 
expertise inlarge-scale) farms are changed. Similarly, technical 	 the 

Somehow private ventures
form of extension agents, etc., is scarce. 


in rural production credit must either create or hire their own--which
 

means additional and costly overhead expenses--or have a claim on the
 

government's extensionistas (extensionists) lest they fail to provide
 
Also, when the vital technical
timely and consistent technical support. 

assistance is available, the need for technical decisions may "take 
what is best, thereforeprecedenc;" over democracy. Technicians "know" 

the campesinos must follow. 

Finally, these approaches rarely do more than attack one side of 

the farmers' problem--that of increasing his production. How he 

markets increased crops may exacerbate his predicament. The local 

markets may become saturated, prices plummet, and incomes stagnate or
 
the Ecuadorean "Directed
decrease. The marketing problem plagues 

(DAPC) and also plagued theAgricultural Production Credit" program 
just trucks toBolivian DAPC program.._/ 	 Marketing means more than 


entails talented managers, processing and
bypass local middlemen; it 
storage facilities, price supports, etc. Such large-scale facilities 

aniprograms are often absent in Latin America, especially for campesino

produced crops aimed at the domestic market. 

The main problem with projects touting an "integrated multipurpose 

package" approach is their basic aim: to modernize agriculture--to 

bring together all of the nev and mechanical and modern and technical 

components of agriculture. It is doubtful if such projects will ever
 
small number ofsuffice "to get agriculture moving" except for a very 


is not new; "integrated"
participants. In reality this approach 
land reform projects often 	entail the same philosophy.governmental 

V 5 
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The point need not be proven time and time again that a modernagriculture is 
a productive agriculture. The problem is how to get
more of the basic factors to the rural masses so that the many can
participate in development. 
If the lack of agrarian reform--which
would allow the masses access to the basic factor of land--can be
taken as an indication of the development "priorities," how longwill it be before the many will have access to all of the modern
 
inputs?
 

For the present and foreseeable future (no matter what the ideology
of the government in power) these modern inputs are, and will be,
scarce. Most are either imported or, if produced domestically, areproduced on a small scale for the very limited market. If a DAPC or a multipurpose cooperative could obtain all of the inputs and infrastructure to "put it all together," 
 these factors would probably haveto be reallocated from their present usages. Such projects may bethe model. for the long-run future goal, but for the present other morepressing problems must take precedence. In short, the project, if
successful, would simply have to remain "a project"; small and
 
localized.
 

Resume
 

Many believe that programs which are campesino-controlled andcapitalized offer the best hope for the sustained capitalization and
development of campesinos--via credit unions, some revolving funds,
multipurpose cooperatives, etc. 
Many of these approaches are rural
transplants from apparently successful urban models. 
Though offering
the apparent advantage of freeing campesinos from the vagaries of publicpolicies of bureaucracy or banks, few such institutions have registered
documented successes. 
 The growth of such ventures may often be suspect
and many appear to be continually reliant upon external influxes of
capital. Also, while touting a "package approach" to campesino problems,the package often turns out to be rather empty : many of the necessary
coaponents are notsimply available for campesinos and most packagesonly concentrate on the productionside of the problems, hence ignoringthe 
vital marketing problems from which the campesinos receive their
incomes. Finally, the basic aim of such package programs may beseriously questioned. Undoubtedly a modern agriculture is a productive
agriculture. The problem is how to increase the availability of andthe access to the basic factors so that more people are included in the 
process of development itself.
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PART WHEN
 

Some Potential Promisee 

I. .TaretPopulations 

A. Must Minifundistas be Excluded? 

The vast mjority of Latin American farmers do not r6ceive insti
tutional credit. The vast majority of Latin American farmers also
 
possess less than five hectares of land. Obviously there are cultural,
 
socio-political, and institutional reasons for this correlation. But,
 
are there empirical--on farm--economic reasons for this as well?
 

How small Is a "small farmer"? Could a peasant with less than 
five hectares efficiently increas& his production, raise his standard 
of living and be incorporated in the developmental process via 
agricultural credit programs? Or, is the argument empirically true 
that campesinos are so highly efficient that just providing credit will 
not increase production unless a new technology is also introduced. 
Is the peasant farmer, though no longer scorned because of attributed
 
laziness, inherent ignorance, or uncompromising conservatism, nonethe
less condemned to a subsistence agriculture because he is so efficient
 
at it? Peasants constitute the overwhelming majority of rural persons.
 
Programs and policies which ignore the peasantry have a rather hyperopic
 
view of development.
 

Agencies, organizations, and institutions which are concerned
 
with development in general, and with agricultural credit in Latin
 
America in particular, could perform a valuable function by sponsoring
 
credit projects specifically aimed at and for those on the
 
thought-to-be not potentially viable units. Rigorous evaluations
 
specifically documenting how--at the farm level--the credit was
 
utilized, might empirically challenge the peak efficiency issue and
 
the "utilizability" of credit by the smallest of the small farm
 
sector. If this concept was successfully challenged and documented,
 
a significant contribution to "knowledge" upon which present
 
discriminatory credit policies are based, would be made. Such farm
 
level studies documenting how the existing situation and farming
 
methods, income, etc. changed with institutional credit inputs are
 
lacking in Latin America. Most "evaluations" of farmer credit
 
programs focus on the credit institution--amiounts disbursed, interest
 
rate structures, cost per loan, repayment and default rates, etc.
 
These and other variables may well be dependent functions of other
 
factors (socio-political attitudinal, etc.) rather than of the
 
ability of the peasants to profitably utilize credit.
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B. 	 Credit for Nonowners? 

When agricultural credit programs are initiated, the assuaed
 
target population is the farm owner. 
Yet if peasant farm owners have
 
been 	omitted from rural credit programs, small renters, sharecroppers,
 
colonists, laborers, etc. have certainly been ignored. 
In many parts

of Latin America, farmers and owners are not synonymous; other tenure
 
and tenancy and laborer types often make up a substantial portion-
or even a majority--of the rural population.
 

Thus, another relevant issue which must be addressed is o could 
nonland owners profitably and/or effectively utilize institutionalized 
aTrian credit? OAre there various means and mechanisms of promoting
cedLit programs especially tailored for these people? If so, a
"significant contribution" would lie in the rigorous documentation 
and evaluation of these projects--so that, with proper dissemination
 
of the evaluations, policy-making agencies might have a more solid
 
base 	upon which to develop their policies and programs.
 

II. 	 New Technologys Is it Available. Is it
 
Applicable, Is It Needed?
 

For many, "new technology" is synonymous with the high yielding
 
varieties, new packages of inputs, etc., emitting from the Green
 
Revolution. Some of the "peak efficiency" studies are based on the
 
use ofthese inputs, or based on investigations that "x farmer(s)" use
 
fertilizers rationally and cannot improve their output by using more
 
of the fertilizer.
 

Yet, again from a developmental viewpoint, the problem is not
 
those few farmers which do use maximum or rational amounts of
 
fertilizers, pesticides or herbicides. 
The problem is the many,

indeed the vast majority, which do not use any of the nontraditional,
 
nonfarm produced inputs. However, in Latin America, while few peasants

do use modern inputs, it is posited here that there are only rare
 
cases where they have not heard about, and would not like to try

"modern," yet non-Green Revolution, products and practices.
 

From the individual farmer's viewpoint, some new technologies
 
may well be available--even at the local agricultural supply store.
 
However, though aware of the existence of such inputs, because of
 
their poverty, lack of credit worthiness, or the untimeliness of
 
the available credit, the small farmer cannot utilize these available
 
and relevant technologies. Hence, he must resort to his own seed
 
selection from his harvested crop, perhaps some animal manures, and
 
other traditional production methods, which produce the traditional
 
results.
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Again, well documented small farmer credit programs at the farm,
as well as at the institutional level, would prove to be most useful.

Is the highly technified Green Revolution the only feasible solution
 
to rural production and development problms? Or, might there be a
"middle way," utilizing known and applicable technologies which have
 
not been disseminated in the peasant sector because of institutional
 
practices based on questionable economic development dogma?
 

III. Rural Credi PUnoses 

A. Consider Consumption
 

Rural credit problems and needs are more complex than merely
short-term production credit for seeds and fertilizers. Campesinos

have need of various types of credit if they are to escape the
"vicious circle" of poverty. 
Yet, because of beliefs of their lack

of credit worthiness, or fear that credits will only be consumed

subsidies or "welfarish," many rural credit institutions hesitate to

make loans beyond immediate planting/production needs.
 

However, oftentimes campesinos are forced to sell their green
 
crops still in the field at loir prices, or to take out high cost
loans, in order to receive consumption goods on which to subsist.

self-perpetuating debt peonage results because of such needs and 

A
 

practices. 
Logic would dictate that a well designed, timely and

available institutional consumption credit progra 
would be most
effective in breaking this vicious circle. 
Yet, it is a fact that
 
most agricultural credit institutions do not make such loans because
 
they are not "directly productive."
 

Thus, consumption loan programs in conjunction with production

credit programs should be attempted with greater frequency and documentation. Well-documented projects might well prove--or disprove-
the concept that such credit is indeed a "wise investment." Success

of a credit program does not have Lo be measured only in terms of

increased production--the conditions and relationship of the lives

of the camDesinos 
should also be explicitly considered as a worthwhile
 
objective to be measured and evaluated.
 

B. L&bor Production 

Also related to the rural credit problem is the nature of the
production credits receivable by campesinos. If and when such credits
 are available, often they are made only for the purchase of nonfarm
producad inputs (hybrid seeds, chemical and biological inputs, etc.).
Less frequently is the farmer able to obtain credits to hire labor to
 
more intensively culttv'ate his crops or extend his area under cultivation.
 
The seasonality of agriculture places critical demands on and for

labor utilization. If the farmer cannot hire and pay for more
 
laborers--even though open unemployment or disguised underemployment

may abound in the area--he cannot use it, and it remains an
 
unutilized resource.
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Hence there may well be a potential contribution to make bysupporting agricultural production credits for increased labor usageon small farms. Would such credits be rationallr utilized? Or wouldthey be squandered by the recipients? Are the small farms sointensively cultivated over their entire land area and a potentialfor greater intensification of cropping patterns on these farms?The Caja Agraria of Colombia is basing an experimental program onthese questions and funding campesinos to 100% of their labor costs.Might not similar experiments be supported and vigorously evaluated 
elsewhere?
 

C. Investment Capital 

Finally, few campesinos receive long-term investment credits. Acase can that if thebe made campesino is to truly escape the viciouscircle of poverty, he will need to make larger and longer term investment in his property. Irrigation and water systems, leveling orterracing of the land, livestock purchases, storage facilities, building,and mechanical inputs, etc., cannot be financed out of year'soneearnings or profits. However, investments of this magnitude andduration may be necessary if the peasant is to reorganize his production
unit and achieve a higher and dynamic level of production and living. 

Yet, fearing the peasant would become too heavily indebted, mostfinancial institutions do not make such credits available to the
peasantry. One rural credit institution, Mexico's 
 "Fondo de Garantiay Fomento para la Agricultura, Ganaderia y Avicultura," is guaranteeinglong-term investment credits so camnesi s can continue to receive
short-term production credits as well. The effects 
of this programshould be closely scrutinized. 
As of yet, there is little evidence or
empirical knowledge--only speculation and hesitancy--concerning

viability of long-term investment credits for the small 

the
 
farmer. 

IV. Grou PrOPdit Mechanisms. 
Something Innovative? 
Something Useful? . ., For What? 

"Group credit mechanisms," as used here, refer to means by whichindividuals bandtogether and solicit, guarantee and receive one largeloan which they then divide tunong themselves. Such mechanisms merit
attentions
 

A. To ReduceAdministrative Costsof Credit Institutions 

The administrative costs to an institution to process a loan arerelatively fixed, irrespective of loan size--it takes just about the 
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same amount of time and paperwork to process a large loan as it does a 
small loan. Because of this inverse relationship, institutions
 
naturally prefer to make a few large loans--thus excluding the small
 
farrers. But, when small farmers band together to present the credit
 
institution with only one loan application, and thus lower the
 
administrative costs to the institution, at least part of the economic
 
rationale cf institutional preference for the large farmers and large

loans is eliminated.
 

Such group credit mechanisms are part of the Puebla project in
 
Mexico and do appear to be effective in extending institutional credit
 
services to a large number of small farmers. The "Puebla groups"

consist of between three to nine members who intimately know and trust
 
each other. The farmers register as quasiformal associations at the
 
local mayor's office, signing a simple document that they will be held
 
collectively responsible for the loans that they receive. 
Additionally,
 
some members will pledge their goods as collateral for the credit.
 
The social sanctions of the members appears to guarantee a low default
 
rate within the group--each makes sure the others repay their share of
 
the loan. 
For the bank's part, it then makes one loan for 45 hectares
 
of corn rather than nine loans for five hectares of corn each. This
 
project thus merits serious study not only for farmer adoption of new
 
cropping patterns, but also for demonstrating one potential mechanism
 
for removing the practical economic inhibitors of the financial
 
community to serve small farmers.
 

B. To Reorgize Minifundia: Entrenreneurship,

Extension and Mechanization
 

Group credit mechanisms may also be a potential instrument to help
 
overcome some of the inhibiting factors of the extremely small and
 
fragmented parcels. Entrepreneurial and managerial ability and
 
extension activities are limited and costly to provide to and among

individual tiny parcels. Some reorganization of many tiny parcels

into larger sized units can greatly facilitate and thus enhance the
 
adoption and spread of innovations and new technologies, as well as
 
make better use of entrepreneurial talents. Group mechanisms which
 
bring farmers together to receive credit may also thus pave the way

for a voluntary banding together of their parcels (or parts of
 
parcels) into a larger sized unit on which better supervision and
 
application of new technologies and innovations may occur.
 

Similarly, over a larger land area, mechanical inputs may be used
which simply would not be feasible for an individual minifundista to 
purchase, yet would be profitable to utilize. For example, a small 
pump sprayer, carried on the back, may be too large of a purchase for
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one farmer to buy who would use it only a few hours per season. Butwithin a groupt a sprayer, coffee husker or other processing machinerymay be economically utilized aover larger land area. Or, smalltractors which would allow for more timely and deeper ulowing(±ncreas.n aereation and drainage of the soilp etc. to increaseproduction) may not be labor-displacing, but rather increase theutilized land area and employ more labor.
 

The reorganization 
of extremely fragmented minifundia has oftenbeen proclaimed as necessary for agricultural development. Yet boththe implementation mechanisms, as well as the desire by the peasantryhave been lacking. Miniflndia reorganization is most often interpretedas consolidating farms and moving someone off their land. Littleattention has been paid to reorganizing the fragmented parcels and
farms 
 to include all of the people affected in situ. 

The theories of significant production increases through someeconomies of size by the application of entrepreneurial talenta over
a larger area, the adoption of technological and biological innovationsand judicious use of mechanical implements, etc. must ba tested.Perhaps the most significant test of such hypotheses would be in thevoluntary consolidation of the units by the camnpesinos themselves--totest new and voluntary land tenure models. Group credit mechanismsmight well serve as the leading edge toward such reorganizations ismall farmers, seeing the advantages of coming together to recoivecredits, ma:, also attempt to partake of the advantages of bringing
together their production units.
 

C, ToOranize andMobiize the Rural Sector
 

Finally, it must be recognized 
that group credit schemes mayplay their most important role in fomenting rural organizations.Socio-political and educational groups often have difficulty comingand staying together when they are formed solely for such ends.Associations for economic advantage may demonstrate greater durabilityand viability. Once a rural groups has demonstratedt or learns ofthe advaLtrAges of working together for economic ends, it may alsobecome aware of similar tactics and strategies in the more sociopolitical &mer&as. Group credit mechanisms may play a very importantrole in this pre-formal organizational stage. Existing informal-friendship, kinship, social or neighborhood--assocj ations may bebrought to a higher and more dynamic stage of development via groupcredit arrangements. Or, similarly where formal organizationsexist such as marketing, purchasing, or consumer cooperatives, orpeasant unions, they may become more dynamic and vital instrumentsfor social change if even a greater economic bond is fashioned among the members via group credit mechanisms. 
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In short, be it to just bring rural people together to share an

economic advantage for the first time, 
 or better yet, to fortalize 
existing formal and informal associations so that meaningful, dynamic
and potentially powerful nxu.al organizations can exist, group credit
mechanisms may play a vital role. Social change and development may

rapidly follow the more mundane economic changes.
 

V. Seed Savings: Another Approach to the Problem 

Agricultural credit projects often concentrate on the amount of
seed capital needed to reach a "break-even point" at which the interest 
eurned on the loans is sufficient to cover administrative costs and
perhaps provide for some future growth. Yet, the long-run efficacy
of this approach may be a dubious proposition. The demand for
agricultural credit is great. Can sufficient funds be solely generated
from the interest earned on the allocated capital? The supply side of
agrarian capital must grow rapidly. Agriculture is the largest single
sector in Latin America, employing the most people, it cannot 
continually receive outside funds. It must provide for its own
growth by mobilizing its own capital. Hence, might it not be profitable
if the problem were turned around? 

Rather than supplying projects with enough seed capital so they
can "break even," are there experimental models which concentrate on
the people mobilizing their own resources? Though credit unions often
speak of "raising money from the mattress," they do not seem to have
much success. Increased rural eavings have been attracted in other 
parts of the world by stimulating savings deposits through higher
dividend rates, mobile banks, insured accounts and various lottery
plans. Some form of an example from Vietnam might bear attempting in 
Latin America. 

Peasants there may open one of several types of savings accounts, 
all of which pay dividends which cover inflation. They may open a"regular account" which guarantees a profitable rate of interest, or,
they may open an account which pays a slightly lower dividend and 
assigns the difference in dividends to a lottery fund. Drawings are 
held frequently--with great fanfare--and the winning savings account 
number(s) receives a sum which is considerably higher than the rate 
of earnings on the "regular accounts." Peasants are thus encouraged 
to make periodic savings deposits and the financial institution 
experiences a real growth in capital.36/ 

Lotteries and games of chance are certainly not new to Latin 
America and are legitimate fund raising devices for various enterprises.
Applying the lottery element to agricultural credit ventures may well 
encourage and stimulate the needed long-run capitalization. 

1_: 3 

http:capital.36
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In short, a modification of an existing institution might have 
raising local capital. Rather thana substantial effect upon 

concentrating efforts on how peasants spend the funds, it might be 
raise their own funds. Such a venture couldbetter to help them 

to numerous types of organizations and institutionsprovide a model 
to further the expansion of agricultural credit in Latin America. 

Resume 

both a delicate and a potentiallyAgricultural credit is 
powerful tool for development. To achieve meaningful development 

rural credit policies and programs must be aimed at and designed for 

vast majority of Latin America's rural peoples--peasants. Thethe 
must beneed for leap-frogging into highly technified modernity 

of thequestioned in view of the scarcity of basic inputs, the nature 
complex credit needs of the campesinos. '7roup creditproblem and the 

mechanisms deserve special attention as means to extend institutional
 
to mobilizecredit inputs, to possibly reorganize minifundia and 

as rural capital needs are great, empnasisthe peasantry. Finally, 
must also be given to new methods and mechanisms to mobilize that 

capital within the agrarian sector itself. 
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ARE SMALL FARMER CREDIT PROGRAMS GETTING AT THE CAUSE OF
 
SMALL FARMER PROBLEMS ?
 

L. Harlan Davis
 
L'AID/EI Salvador
 

Since the late 1950's there has been Increasing concern in
 
Latin American development plans and programs for the small farmer.
 
Raising his output and Increasing his capacity to buy more have been
 
seen as essential to the economic growth process. Furthermore,
 
Improving his economic position has been considered essential to
 

achieving political stability In troubled rural areas.
 

A look at the history of action programs addressed to this
 

group, however, provides few successful examples. While there have
 
been many Interesting ideas put forth and n'3ny bold new approaches
 
launched, the facts are that the masses of small operators remain on
 
the outside of the modern economic and political processes. In fact,
 
statistics show they are rapidly losing in some countries; that they
 
are relatively worse off today than a decade ago. I/ If working
 
assumptions are correct about greater small farmer participation,
 
the outlook Is not at all bright for economic and political develop
ment in Latin America.
 

Small farmer credit programs, the theme of AID' s Spring Review
 
are in many respects typical of how things go wrong. Therefore, the
 
conference seems most worthwhile, particularly if It faces up to the
 
major issues and is successful in communicating them to policy markers.
 

This paper attempts to highight one of these issues; more specifically,
 

It argues that small farmer credit programs have attempted to build on
 

foundations that are already supporting their maximum load instead of
 
helping to build new productive structures. As such they have not
 
gotten to the real cause of small farmer problems.
 

For example, official census figures recently published In Brazil
 

show the upper tenth of the population got 48 per cent of total
 

Income in 1970 compared to only 40 per cent In 1960. Meanwhile
 
the share of the lowest 40 per cent (a large part of which Is 
made up of small farm operators, tenants and rural laborers)
 
decreased from 11.6 to 10 per cent.
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Reasons for Small Farmer Credit Programs
 

Small farmers may be described in any one of several ways.

A generally accepted definition is that they are that group with
 
limited productive resources whose annual output is equal 
to or
 
only slightly above subsistence needs. At the end of the production
 
year, net savings are zero or close to it. Therefore, there is,

(1) little or no capital improvements on which productivity increases
 
are based and (2) limited ability to acquire additional land and
 
evpand operations "horizontally" The little operator is the
on 

proverbial treadmill.
 

Credit can launch a multiple attack on this poverty cycle.

First, it can provide resources to farmers to obtain modern input such
 
as new seeds, insecticides and fertilizers and carry out new tech
nologies including better methods of planting, cultivating and
 
harvesting to raise land and labor productivity. Higher yields and
 
a larger output per man unit employed is the basis for rising incomes,

and positive savings. Secondly, it can be used to acquire directly
 
new capital such as irrigation systems, tools and implements, and
 
improved breeding stock. Finally, it can be utilized to purchase new
 
acreage and consolidate small parcels also leading to increased product
ion and higher incomes.
 

Credit, moreover, has the advantage of being relatively politic-.

ally neutral. Agrarian reform provokes the wrath of the 
landed
 
aristocracy but resources can be transferred to the small 
farm sector
 
through the credit mechanism with relatively little political repercusion.

It is
a way to reach this sector quickly and, hopefully, realize a
 
rapid and high return on resources invested. In theory, it is one of
 
the most potentially powerful tools 
in the policy makers kit. For these
 
reasons, it has been applied widely in most every Latin American
 
country and supported heavily by international lending agencies,

especially AID. Results have been 
positive in some cases such
 
as the ACAR program in selected Brazilian states and in several
 
other areas where INCORA has been working in Colombia. There are
 
success stories of small credit cooperatives throughout Central
 
and South America. But there is much criticism that, overall,

little impact has been made on those serviced.
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Getting at the Cause of Small Farmer Problems
 

Why is this so? The argument that will be made here isthat
 
these programs have done little to change the structure of production
 
or the economic invironment inwhich little farmers must operate.
 
The Implication is that given scarce resources mere emphasis should
 
be placed on these goals through the credit mechanism. For the most
 
part, credit has been applied for only one of its three potential
 
uses and that is to promote the use of modern inputs and technologies
 
to raise land and labor productivity. Little emphasis has been placed
 
on credit as a tool to build new farm capital and expand acreage.
 
In El Salvador, for example, it is estimated from data from the
 
Administraci6n de Bienestar Campesino (ABC)that over 90 per cent of
 
total credit granted annually is for short term production purposes
 
(including the purchase of modern inputs and the adoption of new
 
technology and marketing.) Some of this actually granted inkind;
 
that is, in the form of fertilizers, insecticides and herbicides,
 
instead of cash. About the same situation has been found in
 
Northeast Brazil when assisting in the development of an AID loan
 
proposal from a major bank of that region.
 

Produc'ion credit assumes in the first place that modern inputs
 
are available in the countryside and that it is profitable for farmers
 
to use them. Research in Northeast Brazil would question both of these
 
assumptions. Studies show that itdoes not pay to apply fertilizers
 
on many of the crops now grown by small farmers. 2/ The added cost of
 
the chemical fertilizer is not offset by the value of the additional
 
product obtained. Inmany cases fertilizer for basic staples such as
 
corn, beans, and rice iseven not available in the hinterland. Most
 
probably the reason it is not there, is that there is little demand
 
for it.
 

Some of the same research shows that itdoes not make sense to
 
change methods of planting and cultivating. Agr6nomos look at inter
planting as the source of low land productivity for small farmers and
 
suggest yields could be raised significantly iffarmers would plant a
 
single crop. The economic research shows inter-cropping ismore
 
profitable, sprpads risk accross several different enterprises and help
 
utilize family labor over longer periods of the crop year. Credit
 
based on the condition that farmers undertake new single-crop technology
 
is not likely to be in high demand.
 

2/ These include unpublished reports for USAID Northeast by Lee Bettis,
 
Ken Fredrick and Joao Braga.
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Even if modern inputs and tienew technology were available,

they might not be applied. A common problem is that units are so
 
small that farmers can not take the risk of trying new approaches
 
The marginal costs 
in terms of risks are greater than expected marginal
 
returns. A bad year or a serious mistake and they are wiped out
 
completely. This is another way of saying the same thing that 
is said
 
above. Inputs and technology are not sufficiently profitable for
 
farmers to adopt them. In El Salvador data show hybrid corn will
 
increase yields four-fold. 3/ Seed has been available for the past

10-15 years and extensive dem&ns,trations have been held in every area
 
of the country showing results of new varieties, yet only an estimated
 
30-40 per cent of small farmers have adopted them. 
 One explanation
 
is that a new approach is involved; new outlays are necessary for
 
fertilizers and a relatively large annual evpense is necessary for
 
new seed.
 

Still another assumption of production credit programs is that
 
small farmers are engaged in profit maximization, as described in
 
economic text books. Undoubtedly, they seek to maximize some object
 
ive function but is it icome and, if not, is production credit the
 
relevant line? When inflation runs rampart as It does in most every
 
Latin American country, it may make little sense to increase monetary

net revenues 
only to have them eaten up by eroding currency values.
 
Under such conditions, farmers may strive to enhance the value of
 
long-term capital assets, acquire new ones, and expand the scale of
 
operations. Capital and land serve as 
a hedge against inflation and
 
increase potential productive capacity.
 

There is the final consideration that these assets, particularly

land carries certain economic rights, social and political power. As
 
it now stands in many countries share-croppers, tenants, and renters
 
are unable to get any institutional financing as they do not have the
 
required collateral (land) to put up against loan applications. Land
 
ownership would give them new economic right including access to
 
production and marketing credit. Redistributing land would also
 
re-divide other intangible rights bound-up in ownership; economic,

social and political power is directly associated with the pattern
 
of land tenure. This includes ability to influence local government
 
and taxation and expenditure decisions.4/
 

3/ See El Cridito Agrrcola en El Salvador, Vol. II, 1966. 

4/ See "Economics of the Property Tax in Rural Areas of Colombia" 
Research Paper 25, Land Tenuere Center, University of Wisconsin, 
September 1967, by the Author. 
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Credit for Structural Change
 

There is little credit, however, available for such purposes.
 
Why is this so? It can not be reasonably assumed that there is
 
little demand for acquisition of new capital assets and, particularly
 
for land. Nor can it be assumed, as is often the case, there is
 
little land available in the market place. Several large landholders
 
are now subdividing their estates in El Salvador, undertaking their
 
own "parcelization" programs. One such entrepreneur claims that
 
many little farmers can pay in cash, but most need financial assistance.
 
At one time the latifundista had few alternative investment opportun
ities but with big-pus;i industrialization programs in most every country
 
the opportunity cost of holding capital in the form of idle or near
 
idle land becomes substantial.
 

The major reason would seem to lie in the fact that it is
 
simply not profitable for banks and public agencies to disburse
 
this kind of credit. In the first place legislation frequently
 
imposes a lower interest rate on long term loans which reduces profits
 
on that part of the portfolio. Secondly, where inflation is strong
 
multi-year commitments can be eaten up quickly. Thus, from the
 
point of view of their own balance sheets, banks giving priority to
 
short loans are acting completely rationally. but from society's
 
they may not be. Long term credit can accomplish important social
 
goals. Other mechanisms may be more efficient but on the other hand,
 
politically prohibitive. Land reform is an example that comes to
 
mind. Even though less efficient for this purpose, long term credit
 
may be more expedient. Given its potential social pay-off, researchers
 
and policy-makers need to take another look at this tool. In the same
 
way as other programs whose total social benefits is greater than the
 
sum of those generated to individual firms, government intervention may
 
be necessary to re-direct market forces.
 

Conclusions
 

It has not been the purpose of the preceding argument to berate
 
the role of production credit. This financing is a necessary component

of a progressive agriculture, although its pay-off undoubtedly will
 
be higher following the development by researchers of a new technology
 
adaptable to small farmer conditions.
 

Rather, I have tried to build the case for more emphasis on
 
long-term credit on the grounds that it can change the qtructure
 
of production at the farm level as well as the economic environment
 
in which small farmers operate. It gets at the cause of problems
 
which keep them tied to the vicious circle of poverty. It seemq to
 
me AID's role in this regard could be significantly more innovative
 
than it has been in the past, particularly in strengthening insti
tutions and building up long-term credit portfolios.
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A THREE-STORY AGRICULTURAL BANKING SYSTEM
 

Alfonso Rochac
 

The Financing of Agriculture in the Management Level
 

The Financing of the Middle Class Agriculture
 

The Vicious Circle of Usury
 

The Financing of the Economically Backward Farmers
 

The Three-Story Banking System
 

A Colombian Sample
 

Conclusions
 

I. THE FINANCING OF AGRICULTURE IN THE MANAGEMENT LEVEL
 

The countries in development which have tried to diversify their
 

agricultural and livestock production and improve the conditions of the
 

majority of farmers and rural workers, have run into the difficulty
 

that the technological advancements and Commercial Bank Credit give
 

preference to the traditional cultivation of crops destined to ex

portation. Typical cases are coffee, sugar cane, cotton and bananas.
 

Commercial Banks give prompt and efficient service to those who
 

produce articles which already have organized markets, relatively
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stable prices, fast means of transportation, fast information services,
 

and efficient insurance plans.
 

Commercial banks utilize funds proceeding from their deposits,
 

from discounts in the Central Bank, or 
advance payments from Foreign
 

Banks which handle collections from transactions of export products.
 

In certain areas, middle class producers do not go directly to
 

Commercial Banks for financing. Instead, they go to Coffee Mills,
 

Toasters, Wheat Mills, Cigarette Factories and Sugar Mills which are
 

more accessible to them. These enterprises will serve them as bankers
 

and usually give them fast and efficient services.
 

2. 
THE FINANCING OF MIDDLE CLASS AGRICULTURE.
 

The small farmers and cattlemen have generally lacked an adequate
 

credit system.
 

In order to prepare their crops, to obtain seeds, fertilizers
 

or livestock,to pay for their living expenses, they have been forced
 

to go to intermediaries or to private money lenders who give them un

favorable conditions, absorbing their legitimate profit. 
They are
 

forced to sell their crops in advance at extremely low prices. 
 In
 

other instances, 
even though they do not need loans, when they harvest
 

The author is Advisor to the "Administraci6n de Bienestar Cam

pesino" (Administration of Farmer Welfare) in El Salvador. 
He has been
 

Technical Manager of the Inter-American Development Bank, Advisor of
 

several countries in the organization of Banks of Agricultural Promotion,
 

and Minister of Economy in his own country.
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their crops they have to sell the crops 
in unfavorable markets because
 

they do not have storage facilities.
 

In some Antille countries the system of acquiring 
credit.in ware

houses (stores of small cities) or in bars 
(stores in the countryside)
 

During the harvest season, they are supplied 
from
 

is quite common. 


these stores such articles as food, clothing, 
shoes, tools, etc. A
 

few months later they pay off their debt 
by giving their own products
 

in payment, at the low prices the warehouse 
owner or the store owner
 

fixes himself at his own convenience.
 

The farmer receives from these money lenders 
small sums of money
 

to cover personal urgent expenses, or to 
pay salaries to laborers,
 

or to pay for the transportation of their 
products.
 

Apparently, the money lender does not charge 
interest for the
 

Actually, the interest is concealed
 loans given in kind or in cash. 


in the low prices he pays, or in the incomplete 
weight measure he
 

frequently uses to deliver the products.
 

The warehouse keeper or bar keeper, in 
turn, gets credit on
 

merchandise on a short term basis, from 
middle class businessmen;
 

then he pays these loans with products 
received from his clients.
 

These middle class businessmen receive 
credit in merchandise from
 

other businessmen and also pay them with 
agricultural products which
 

they receive.
 

We can say that, in this credit pyramid, 
agriculture is excluded
 

from the monetary economy system and it develops 
in the form of
 

"barter." 
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The case of the loans given for coffee growing in those countries
 
can easily be seen in the chart entitled "The Coffee Pyramid" (Chart No. 1). 
3. THE VICIOUS CIRCLE OF USURY.
 

This credit system does not select its debtors or controls invest
ments. Therefore, it implies risks which the money lender covers in
 
advance, paying a cheap price for the products he receives and charges
 
a 
high price for the merchandise he sells. 
This system, good or bad,
 
is applied to all farmers; as a result, the solvent ones who pay for
 
their debts also have to pay for the ones who do not settle them. 
It
 
is a primitive credit insurance system which is not based on any
 
technique. In this way, usury grows and within this vicious circle
 
there is
no credit because there is 
no solvency, and there is 
no
 
solvency because there is
no credit.
 

This group of farmers lives in a 
modern economical slavery. 
Each
 
year they accumulate debts that finally drive them to the loss of 
their farms or working tools. 
Hany enterprises acquire insolvent
 
reputation and the cause of it is not due to back luck or negligence
 

or ill will, but to lack of an adequate credit system.
 
4. TH! FINANCING OFTHE ECONOMICALLY BACKWARD FARMERS.
 

There is 
a third category of farmers who are still less favored,
 
which is integrated by firmers that lease land 
or work in shares with
 
the land owner. These marginal producers are the ones which the new
 
Land Reform program tries to protect. 
They do not only need land, water
 
for irrigation and for domestic use, but also loans inmore favorable
 

conditions and much agricultural extension.
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5. THE THREE-STORY BANKING SYSTEM 

Some Latin American countries that have obtained great advancement
 

in the agricultural development sector, have tried giving credit by
 

means of three types of services or a three-story banking system as
 

follows:
 

1. Commercial Banks serve enterprises which control solvent
 
agricultural and livestock business, which are well organized and are
 
highly profitable. There are some Agricultural Industries among this
 
group which serve as Bankers to well organized farmers.
 

2. The Intermediate Banks (which may be government organizations
 

or of mixed economy) take care of middle class farmers until they reach 
a stage inwhich they can be considered eligible clients of Commercial
 

Banks and,
 

3. Rehabilitation Banks which finance and give technical assist
ance to farm tenants, 
 those who work in partnership with land
 
owners, and agricultural land-owners of low income who generally live
 
off financial economy and have a low consumption power. The purpose
 
of these banks is to help their clients to improve their living conditions
 

and make them eligible clients for the Intermediate Banking System.
 

6. A COLOMBIAN SAMPLE
 

Intermediate Banks started functioning in Colombia in the 1920's
 
when the Agrarian Bank was established; a few years later the Coffee
 
Bank and the Cattleman's Bank followed. 
The purpose of these banks was
 
to establish a credit system of its own for the rural wokers (campesinos)
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and free them from the money lenders and local traders who gave them
 

loans at extremely high interests, and bought their crops at the lowest
 

prices. Later on, the Agrarian Bank started selling machinery, tools,
 

fertilizers and seeds, and provided its own extension personnel to
 

teach their clients the way to use these.
 

The Agrarian Bank and the Coffee Bank have been the main chan

nels for this type of credit system which has proven useful in
 

stabilizing prices. They have also improved the quality of consumption
 

goods, and have offered articles in remote regions which the private
 

enterprise had never reached before. This way, Agriculture became quite
 

mechanized and the number of progressive solvent farmers and cattle

men who contribute the most to the social-economical balance increased.
 

The Bank also participated in the development of non-cultivated
 

land, helping the small farm tenants with loans, without which the task
 

would have proven impossible (although many difficulties were encountere,
 

on this sector of their activities). It directs a network of offices
 

throughout the country (at present 638); even in the most remote parts
 

of the country. From its 400 agricultural warehouses it distributes tools.
 

machinery, fertilizers, pesticides and veterinary products. It has
 

also reached an agreement with the Agricultural and Livestock Colombian
 

Institute (ICA) - "Instituto Colombiano Agropecuario" - to distribute im

proved varieties for reproduction and distribution. It employs a grouO
 

of Agronomists since the ICA cannot keep up with the demand.
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!'h Agrarian Bank is also related to the Colombian institute of Agricultural 

aind Livestock Marketing (IDEMA) - "lnstiLuto Agropecuario Colombiano" whical 

provides warehouses. 

However, experience shows that the marketing problems, especially for 

ualersified products constitute the first obstacle for the granting of 

credits. Aiming to grant credits, it provides its own advLors, but even 

tLhougi the majority of clients has a capital of less thatn $20,000, loans 

are given only on the basis of personal guaranty or mortgage. In conclusion, 

even though the Agrarian Bank, the Coffee Bank and the Cattleman's Bank are 

providing useful service to the medium and large exploitations, there are 

still some levels which need credit services.
 

The Rehabilitation Bank has been created to solve the problems of thc
 

farmer who has no guaranty to offer, except for the increase in is
 

production that allows him to obtain products on credit. The Colombian
 

Agrarian Reform Institute (INCORA) - "El Instituto Colombiano de Reforma
 

Agraria" - is the organization that has taken the initiative in this
 

dirLction, creating a controlled credit system which is related to the 

uxtension and the delivery of products of consumption and within its 

possibilities, to the marketing contracts. Up to 1970 this sytem had 

uxpanded to cover a little over 2% of the small farmers, but has been 

3ticcessfu] as an example of an overall solution. 

The world Bank (El Banco Mundial) has recommended its extension and the
 

inclusion in the medium agricultural development program so that all farmers
 

covered by the INCORA projects fall within the same system.
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One reason for the relative success has been the decision to
 

invest mainly to maintain the adequate number of advisory personnel
 

on the field, in direct contact with the farmezs. In this case, the
 

number of practices reaches an average of one out of every 55 families,
 

with one agronomist to every four skilled workers. These figures
 

clearly contrast with those previously mentioned above for other or

ganizations. However, it has been pointed out that the competence of
 

the skilled workers needs to be improved from the technical point of
 

view. The World Bank has conditioned the granting of new funds to
 

expand this system, to the existence of a joint program of training.
 

INCORA, has already sponsored, jointly with the National Training
 

Service ("Servicio Nacional de Aprendizaje" - SENA), the organization
 

of courses for agricultural improvement for some twenty thousand
 

(20,000) small farmers, and in each project of redistribution of land,
 

five-acre lots are included for experiments by the farmers under
 

technical supervision, of the effects and the costs of usage of modern
 

products.
 

7. CONCLUSIONS
 

1. There are three types of farmers:
 

a) The highly developed farmer with technical knowledge,
 

firm markets, and to whom private commercial banks and Agricultural
 

Industries grant prompt credit in a satisfactory manner.
 

b) The farmers which for reasons of simplicity we will call
 

the middle economic class, who do not meet the requirements to ap

proach commercial banks. They get assistance from the Intermediate
 

Bank integrated by government organizations or organizations of mixed
 

economy. 153
 



- 9 

c) The marginated farmers, to whom we will refer as the economical

ly backward farmers, require much technical assistance together with
 

financing in order to improve their agricultural and livestock unit and
 

their home. This type of clients remain under the protection of Government
 

organizations which give them services such as supervised credit.
 

2. It seems logical that each type of banking develops its own work
 

in the most efficient possible manner. Commercial Banks, which form
 

the third story, helping agricultural enterprising (the highly developed
 

farmer) which handles export products contributing to expand and to
 

accelerate economical development, to create employment sources and to
 

render national, regional and local taxes.
 

The Intermediate Bank, with high administrative expenses, requires
 

government assistance in order to succeed. It is the Second Story, and
 

the preparation for farmers who one day will become agricultural
 

managers on the third story.
 

The Rehabilitation Bank, whose operating expenses are still higher
 

and with more risks implied, deserves the maximum government assistance.
 

It is the first step for the farmers to reach the second story.
 

3. We are in no position to assure that all developing countries
 

should organize a three-story Agricultural Banking System. In this
 

case, as in other matters, each country should act according to its case.
 

It is possible that countries of small geographic dimensions or
 

in the present stages of its administrative organization, would have
 

to assign this work to a single organization to contract for inter

mediate credit and rehabilitation credits.
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4. During the past months, there has been a discussion in our
 

countries regarding the experiments on nationalization, socialization
 

and planification of centralized banking which is supported on the
 

following points:
 

There is at present an emphasized separation of functions, of organ

izations and responsibilities in the Agricultural Banks, as well as in
 

other branches of financing. There are many entities which share tasks
 

and responsibilities which are interwoven and duplicated. The present
 

management suffers three inconveniences: a) decrease in the effective

ness of action; b) increase in costs and, c) underuse of profit
 

possibilities.
 

It is suggested that a unified Banking System be established that
 

could lead to the establishment of a Monobank, which would centralize
 

all operations, would dictate plans and policies. By this system, its
 

defenders trust that they will obtain: more rua.onality and efficiency;
 

a unique and concrete planification of its policies, works, ubjectives,
 

and goals; and finally, complete utilization of human resources,
 

materials and available financial resources.
 

The system described restricts competition and relies on central

ized planification.
 

Making the observation that this type of unique banking or socialized
 

banking implies the risk of bureaucratization at its highest degree. We
 

think that the strengthening of the services of Intermediate and Rehabili

tation banking is more economical in social cost and results in increased
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economical development as well as higher cost of living for the
 

medium and small farmers.
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THE COFFEE PYRAMID
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This chart shows the sources of credit that are available to different elements in the production of
.coffee, from the toaster to the laborer. 
The dark lines indicate cash loans; the dotted lines in-kind
 
loans (food, clothing, etc.)
 

NOTE: COFFEE MILL:: 
A cof..ee mill producer runs a plant to process coffee for marketing.
 

FARM TENANT: Laborer who cultivates a piece of land and lives on it.
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SUNbRRY
 

This paper examines the economic aspect of agricultural 
credit
 

policies in developing countries with particular 
emphasis on interest
 

Despite the increase in the supply of rural credit during the
 rates. 


last decade, and the magnitude of assistance to 
agricultural credit
 

systems by A.I.D., insufficient economic analysis 
has embodied these
 

activities. Efficiency pricing of credit (interest rate) 
has not been
 

given adequate attention as an integral part 
of broad strategies for
 

mobilizing internal resources.
 

The types of credit agencies serving agriculture 
vary between
 

In general the relative share of total 
credit channeled
 

countries. 


Institutional credit
 
through non-institutional lenders is declining. 


accounts for a large proportion of farm loans 
in many countries and an
 

increasing proportion in others.
 

It is common for state-operated or sponsored 
agricultural credit
 

institutions to grant credit to farmers 
at concessional or zero rate
 

A significant proportion of institutional 
agricultural


of interest. 


credit in developing countries has been lent 
at real rates of interest
 

that were negative; that is, nominal rates 
of interest were less than
 

The most commonly
 
monetary depreciation (because of inflation). 


stated Justifications for concessional 
lending arrangements are:
 

exploitation of farmers by non-institutional 
lenders who charge ex

orbitant rates of interest, incentive to 
farmers to use non-traditional
 

productive inputs and a device to transfer 
income to small and indi

gent farmers.
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This paper indicates that the economic aspect of rural credit 
systems should be given a higher priority in the LDC's agricultural 
policies, where it lies submerged under a host of humanitarian,
 
political and other considerations. 
Credit to farmers in developing
 
countries should be extended by more than one source. 
Many develop
ing countries have already recognized this need and are attempting, 
through cooperative credit associations or directly through govern
ment agencies to extend credit to farmers in competition with non
institutional lenders. 
In this competitive credit game, the govern
ment agencies often are not successful because the rules governing
 
the extension of credit are so rigid and so inflexible that the
 
government agencies cannot meet the varied and specific needs of local
 
borrowers especially the small farmers. 
Credit marbets in most
 
developing countries are fragmented and could not be classified as
 
fully competitive or fully monopolized. Therefore due to the nature
 
of the market, different patterns of rates exist at the same time. Many 
of these varied rates of interest bear a relationship to each other.
 
Low interest rates fixed by governments would be an advantage to
 
the borrowing farmer but not if achieved by an approach which reduces
 
the amount of private funds available for agricultural loans. Further
more under the prevailing conditions in developing countries, the
 
governments are not prepared or cannot afford to make sufficient funds
 
available at the concessional rate of interest to meet the effective
 
demand of farmers. 
Subsidy interest rates artificially distort
 
the farmers' choice among resources, is expensive for the government
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and unfairly favors the farmers (usually the large) who get loans at
 

low interest.
 

Arguments that concessional interest rates or subsidies are jus

tified on welfare grounds are of dubious validity on at least two 

grounds. For one, the major beneficiaries in most developing countries 

are larger rather than smaller farmers. Secondly, more small farmers 

particularly would benefit from the increased supplies of institutional
 

credit at realistic interest rates because of the unavailability of
 

credit at unrealistic low interest rate. Subsidy interest rates reduce
 

the supply of credit, particularly to small farmers. In addition, low
 

interest rates encourage the use of capital. In developing countries
 

capital is scarce and its use should not be artificially encouraged.
 

Very often the institutions which make the loans to farmers must
 

get their funds as grants from the governments budget or by forced
 

If interest rates are too
borrowing of funds from deposit money banks. 


low, then lending institutions would be unable to pay interest rates that
 

would attract an adequate volume of deposits. When lending agencies
 

are able to pay realistic interest rates to depositors and charge a
 

realistic rate for their loans, they ctin acquire more capital and make
 

more loans to farmers. Realistic interest rates on time and saving
 

deposits may be a sufficient inducement to attract dormant saving to
 

lending institutions and hence provide a major portion of rural credit
 

needs.
 

It is mow widely recognized that the developing countries must 
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make additional efforts to mobilize and achieve effective use of their
 

internal resources. The mobilization of domestic resources 
- along
 

with the mobilization of external resources 
- involves action to
 

facilitate the process of capital accumulation. A.I.D. has an oppor

tunity in the coming years to set the fashion for the establishment
 

of sound economic and financial. bari- for rural credit systems in 

developing countries by pursuing a rational lending policy. The en

couragement of roalistic interest. rates on agricuJtural loans and 

deposits not only facilitates agrivultural development but will bring 

to our attention other inadequate policies such as the pricing of
 

agricultural commodities, fiscal and monetary programs, and land
 

tenure. 
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Agricultural Credit Policy iriDeveloping Countries
 

One of the important factors which account for the relative poverty
 

of the rural popuation, is the system of finance found in most develop

ing countries. 
Farmers are trapped in the 'vicious cycle of poverty."
 

They do not have the capacity to save because their real incomes are
 

low. Their low real incomes are due to their low productivities, whJch
 

are due to their lack of capital investments which, in turn, are due
 

to their inability to forego consumption and to save.-/
 

Many countries have come a long wuy in breaking the cycle of im

poverishment through injection of more capital. 
Capital comprises a
 

larger share of all inputs used in agricultural production in selected
 

developing countries than is generally realized. 
For example, capital
 

constitutes about one-third of the value of all inputs used in agri

cultural production in India (Punjab), Taiwan, Colombia, and Brazil,
 

compared with about 40 percent in Japan and 67 percent in the United
 

Staters (Table 1). Increases in agricultural output per unit of land
 

and per worker have required large increase in purchased non-traditional
 

inputs such as fertilizers, pesticides, tools, equipment, and other
 

materials from non-farm sources.
 

The need for more capital to increase farm production can be
 

determined only by close reference to its productivity relative to its
 

i/ Capital here includes working capital inputs, such as fertilizers,

pesticides, seeds and feed, and fixed capital inputs such as
 
depreciation of farm buildings, interest on investment in draft
 
animals, fees for irrigation services and machinery.
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TABLE 1
 

Estimation of the Percentage Distributlon 
of Inputs Used in Agricultural Production, 

Seleoted Countries and Selected Periu'ds 

United
 
Indial! Taiwan' Colombial/ BraziL/ Japan2/ States 

1950-65 1961-65 1958-67 1962-63 1955-59 1967 
-percent-


Input 

Land-/ 43 41 36 35 17 15 

Labor!-/ 22 27 31 29 42 18 

Total Capital 35 32 33 36 41 67 

Farm Produced 27 11 21 10 -- 7 

Purchased 8 22 12 26 -- 60 

Total 100 100 100 100 100 100 

_/ 	 Punjab. B. Sen, Capital Input in Punjab Agriculture: 1951 to 1965, 
(unpublished report). 

?/ 	Raymond P. Christensen, Taiwan's Agricultural Development: Its Relevance
 
for Developing Countries Today, Foreign Agriculture Economic Report 39,
 
U.S. Department of Agriculture, Washingtcn, D.C., April, 1968.
 

3/ L. Jay Atkinson, Agricultural Productivity in Colombia, Foreign Agriculture
 
Economic Report, No. 66, U.S. Department of Agriculture, Washington, D.C.,
 
October, 1970.
 

_ 	Louis F. Herman, Changes in Agricultural Production in Brazil, 1947-65
 
(unpublished report) Economic Research Service, U.S. Department of Agriculture,
 
Washington, D. C., 1969.
 

5/ Saburo Yamada, Changes inOutput and in Conventional and Nonconventional.
 
Inputs inJapanese Agriculture Since 1880, Food Research Institute Studies,
 
Vol. VII, No. 3, Stanford University, 1967.
 

a/ 	Area of crops - include multiple cropping
 

/ Hired and family labor
 

Source: Economic Progress of Agriculture in Developing Nations, 1950-68,
 
Economic Research Service, U. S. Department of Agriculture, May, 1970, p. 36.
 

164
 



-7

costs. The closest approximation to such information available on
 

sectoral basis is that on capital-output ratios for selected less
 

developed countries. These data (Table 2) relate average yearly in

crements of capital in agriculture to average yearly increases in
 

agricultural output, but they do not account for contributions ot
 

other factors to the increased output. Although they are crude mt-as

ures, they do indicate a relatively high productivity of capital in
 

most of the less developed countries, and a generally lower productivity
 

in more developed countries because the capital-output ratios are
 

much higher. For example, in Venezuela, Israel and Taiwan the gross
 

marginal productivity of capital was much lower than in Bolivia,
 

Ethiopia and Senegal.
 

When farmers have little capital to finance investment in needed
 

inputs particularly the new improved kinds, injecting of outside capital
 

becomes a necessity. This is usually financed by credit. The extent
 

to which lack of credit or credit on reasonable terms restricts the
 

use of purchased inputs by farmers varies widely among developing
 

countries. The magnitude of institutional credit per unit of agri

cultural output is large in some countries relative to others as is
 

shown in Table 3.-/ In Kenya the average return on invested capital, as rep

resented by the credit extended, was 28 percent for 106 sample farm units. -/
 

l_/ 	Institutional credit is the conventional supplies of loanable funds
 
channeled to farmers through private commercial banks, official and
 
semi-official financial institutions and cooperatives.
 

?/ 	Josef Vasthoff, Small Farm Credit and Development, (New York: 
Humanities Press, Inc., 1968), p. 92. 
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TABLE 2

Capital-Output Ratio in Agriculture und Related Marginal

Productivity of Capita] in Specified Countries, 1950-651/
 

Capital-Output Marginal Produ ivity 

Country Ratio (f CapitawI 

Venezuela 
 5.8 O.2
 

Uruguay 
 5.1 


Jamaica 
 5.0 
 0.2
 

Tunisia 
 4.7 
 0.2
 

Israel 
 4.1 
 0.2 

United Arab Republic 3.J 
 0.3
 

Taiwan 
 o.
0.4
 

Trinidad and Tobago 1 
 o'.0.4 

Syria 
 2.4 
 o.4
 

Cyprus 
 2.3 
 o.4 

Thailand 
 1.8 
 o.6 

Sudan 
 1.3 
 0.8 

Malawi 
 1.3 o.8
 

Tanzania 1.1 0.9
 

Korea 1.O 
 1.0
 

Bolivia 
 0.7 
 1.4
 

Philippines 
 0.5 
 2.0
 

Ethiopia 
 0.3 
 3.3 

Senegal 
 O.2 5.0 

These are increments of gross ratios and gross marginal productivity
 

measures.
 

2_/ These are the reciprocals of the capital-output ratios. 

Source: Edward F. Szczapanik, Agricultural Capital Formation in Selected
 
Developing Countries, Rome: Food and Agriculture Organization of the
 
United Nations, 1970. 166
 

11 



-9-

TABLE 3
 

Amount of Institutional Credit per Ton of
 
Agricultural Output Measured in Wheat Equivalents
 

Institutional Credit per ton of Output in 

Country 1955 1957 1959 1961 

U. S. Dollars 

Israel 33.8 4('.2 41.8 42.2 

Turkey 19.2 22.8 -- 7.7 

Greece 16.0 21.9 22.9 24.o 

Japan 15.8 21.7 ?'7.2 42.0 

Philippines 14.1 t-1.6 30.7 34.7 

Mexico 12.7 13.8 17.6 21.5 

Colombia 10.5 6.4 7.8 7.8 

Chile 9.8 16.o 19.7 39.0 

Venezuela 5.9 5.7 32.0 22.2 

Brazil 4.8 5.8 5.1 7.4 

U. A. R. 2.7 3.7 5.1 7.1 

India 1.5 L.9 3.4 3.7 

Pakistan 1.5 1.9 1.8 --

Thailand 0.2 0.3 0.2 --

Source: Changes in Agriculturr in 26 Developing Nations,
 
Foreign Agricultural Economic Report No. 27, U.S. Department

of Agriculture, Washington, D. C., 1965.
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The marginal productivity of capital borrowed by 1062 Ecuadorian
 
farmers from non-institutional suppliers is positive and is greater
 

than the borrower's cost of the credit.1-


The Indicative World Plan (IWP) for Agricultural Development en
visaged that needs for short-term institutional farm credit for countries
 
included in IWP would increase about fivefold from 1962 to 1985, that
 
is, from $8,300 million in 1962 to $23,100 million in 1975, and to
 
$39,100 million in 1985. 
It was envisaged that farm credit to finance
 
medium and long-term development during IWP would double in annual
 
volume from 1962 to 1985. 
 It can be seen from these figures that the
 
recent interest in improving farm credit system is but the beginning of
 
such an effort by many countries. 
A.I.D. has exhibited considerable
 
general concern about improving rural credit institutions in develop
ing countries. Many new agricultural banks and farmers' cooperative
 
credit systems have been organized and many older ones reorganized. 
A
 
considerable part of A.I.D.'s total assistance to the agricultural
 

sector in developing countries has been channeled into credit insti
-/
tutions.2
 During the 1960's the dollar assistance was in the neighbor

hood of $150 million. 
However, in spite of all this activity, not
 
enough attention has been paid to the economics of agricultural credit
 

_/ John Nu 
 Stitzlein, "The Characteristics and Significance of the Non-
Institutional Credit Mrket in Rural Ecuador," Agricultural Finance
Center, The Ohio State University, December, 1967, p. 72.
 
_/ Dale Adams, "External Credit Policy for Latin America," AmericanJournal of Agricultural Economics, May, 1971, p. 163. 
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programs by A.I.D. 
Recent research findings indicate the rather
 

"startling" discovery that degrees of sustained economic development
 

are mostly associated with improvement in the effectiveness of
 

financial institutions.!/ The purpose of this paper is to examine the
 

economic aspect of agricultural credit policies in developing countries,
 

with emphasis on interest rates so A.I.D. can have a sounder basis to
 

justify agricultural credit loans and hence generate viable financial
 

institutions in the rural sectors of developing countries.
 

The Supply of Agricultural Credit
 

There has been a rapid expansion in agricultural institutional
 

credit in real terms in selected developing countries averaging an In

crease of 18 percent per year between 1960 and 1968, (Table 4). The
 

growth in the volume of credit is substantial in light of inflationary
 

pressures in some countries.
 

Some indication of the relative availability of credit is shown by
 

comparing the value of institutional credit with value of agricultural
 

production. 
Ratios for these values are in Table 4, Column D. Mexico 

and Costa Rica had agricultural credit greater than half their value 

of agricultural production. Colombia, Taiwan, and Korea had ratios of 

credit-to-output of 0.26 or less in the years 1965, 1968, and 1969. 
In
 

some developing countries the low ratios reflect the fact that the bulk
 

of agricultural production does not go through commercial channels.
 

Column C in Table 4 shows ratios of agricultural crt:dit to total
 

i_ Irma Adelman and Cynthia Taft Morris, "Performance Criteria for 
Evaluating Economic Development Potential: An Operational Approach,"

Quarterly Journal of Economics, May, 1968.
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TABLE 4
 

Institutional Agricultural Credit in Selected Countries-


Millions of Average Annual Ratio to Tqtal Ratio to Gross Value cf 
Country Year Dollars / Rate of Growth Credit3 Agricultural ProductionL/ 

(A) 	 (B) (C) (D) 

Mexico 	 1960 472 .41 .39
 
1968 1,065 16 .57 .68
 

Colombia 	 1960 646 .36 .19
 
1968 1,101 9 .35 .26
 

A Taiwan 	 1960 6,653 .24 .10
 
1965 22,168 27 .4o .2L
0 

Korea 	 1960 69 .36 .07
 
1968 240 15 .14 .13
 

Costa Rica 	 1960 67 .61 .63
 
1968 110 6 .74 .69
 

i/ The data is taken from annual reports of each country's central bank.
 

/Local currency converted to dollars and adjusted to consumer price index with base in 1963,
 
published by the International Monetary Fund, International Financial Statistics, various
 
issues.
 

3/ Total private 	domestic credit divided into agricultural credit.
 

V/ Value of agricultural production divided into agricultural credit.
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private credit which increased in Mexico, Taiwan, and Costa Rica but
 

decreased in Korea. As in the case of the agricultural credit-to-output
 

ratio, the agricultural credit-to-domestic-credit ratios do not give
 

any conclusive evdence on the adequacy of supply of credit, but the
 

indication is that in some countries rural credit is not a major bottle

neck, with almost one-third of total credit directed to agriculture.
 

Quantitative data distinguishing the types of credit agencies
 

supplying agriculture are available for several countries. Evidence
 

to substantiate the dominant role of one source of credit to farmers over
 

another source varies greatly between countries. Institutional credit
 

agencies supply over 60 percent of farm loans in Mexico, Taiwan, and
 

Chile (Table 5). Taiwan made large amounts of production credit avail

able through farmers' associations and cooperatives. In Mexico opera

tors of large conmercial holdings obtained production credit mainly from
 

commercial banks.-/ In contrast, in Ceylon, India, Iran and Pakistan,
 

non-institutional (informal) agencies are the principal sources of
 

credit to farm people (Table 5). This category includes relatives and 

friends, landlords, traders, and persons who are professional money

lenders. ". . . for as late as 1965 private lenders were still. pro

viding about 85 percent of all short-term agricultural credit in de

veloping countries."V 

Economic Progress of Agriculture in Developing Nations, 19!0-68,
 
Economic Research Service, U. S. Department of Agriculture, May, 1970, p. 37.
 

2/ Henry W. Fairchild, "Improving Institutional Farm Credit Systems to
 
Support Rapid Agricultural Development," Monthly Bulletin of
 
Agricultural Economics and Statistics, FAO, April, 1970, p. I.
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TABLE 5
 

Institutional and Non-Institutional Credit
 
Sources for Selected Countries
 

Country 
 Year Institutionail Non-Institutional
 

Mexico 1966 
 8 I"
 

Taiwan 1965 65 
 35
 

Korea 1964 
 40 
 60
 

India 1961-62 17 
 83
 

Iran 1963 10 
 90
 

Chile 1969 
 85 15
 

Pakistan 1969 
 37 61
 

Ceylon 1967-68 15 
 85
 

Sources:
 
Mexico: Reed Hartrurd, Sources of Change in Mexican Agricultural

Production, (Unpublished report), Economic Research Service,

U. S. Dept. of Agriculture, Aug~ust, 1969.
 

Taiwan: An Outline of Agricultural Credit Programs in Taiwan,

Chinese-American Joint Commission or Rural Reconstruction, 1967.
 

Korea: National Agricultural Cooperative Federation, Rural
 
Credit Survey in Korea, 1964.
 

India: Report of the All-India Rural Credit Review Committee,

Rescue Bank of India, 1969.
 

Iran: Abolnasr Mahoi, "Credit for Agricultural Production,"

Paper delivered at Rural Development Symposium, Central Treaty

Organization Countries, 1963.
 

Chile: Pierre R. Crosson, Agricultural Development nnd
 
Productivity, The Johns Hopkins Press, 1971.
 

Pakistan: A.H.M. Nurddin Chowdhury, "Rural Credit and the State
 
Bank of Pakistan," CENTO Symposium on Central Banking Monetary

Policy and Economic Development, April, 1971.
 

Ceylon: Nimal Sandaratne, "Agricultural Credit: Ceylon's

Experience," South Asian Review: London: the Royal Society for
 
India, Pakistan and Ceylon Arl, 1970.
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The non-institutional lender draws mainly upon his own personal
 

wealth as the source of his credit funds. He generally serves a rel

atively small number of producers living in close proximity to each
 

other, all of whom he personally knows. His credit operations are often
 

linked to his role as landlord or trader, and his credit terms often
 

/
give him ownership of crops, sometimeo; long before their harvest.- In
 

many districts of Iran, for example, well over half the total quantity
 

of wheat marketed is sold before harvest, sometimes even before the
 

-/  
crop is sown.. Pre-harvest sales are especially common for fruit and
 

vegetables, and over 70 percent of some types of fruit are sold in this
 

way. By this means the farmer gets credit, and sometimes (according to
 

the 	type of contract) knows the selling price in advance. Risks oC
 

crop failures, and therefore farmers' credit risks, are relatively
 

high because the geographic area within which the lender operates is
 

too 	small for failures to be offset by favorable conditions elsewhere.
 

Some have challenged the view that non-institutional lenders pro

vide and dominate a large part of the rural credit in developing countries,
 

especially in Latin America. Although the data is not comprehensive, it
 

suggests a declining role for non-institutional credit. In early 195Os
 

non-institutional credit agencies accounted for the bulk -- as much as
 

2_	Agriculture in Twenty-Six Developing Countries, Foreign AgricuLtural
 
Report No. 27, U.S. Department of Agriculture, 1965, P. 82.
 

?_ 	H.S.K. Lodi, 'rPreharvest Sales of Agricultural Produce in Iran,"
 
Monthly Bulletin of Agricultural Economics and Statistics, 14(6):
 
1-4, 1965.
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93 percent -- of the Indian farmers' borrowings, whilu the corresponding 

figure in early 1960s was 81 percent. Various studies based on sample
 

surveys in South America suggest that the role of nun-institutional
 

credit agencies is not significant in that continent. In Ecuador, 10
 

percent of the rural outstanding credit was supplied by non-institutional
 

agencies to about 1062 sampled farmers.l-/ This conclusion is strongly
 

biased, however, by the fact that less than half of the farmers inter

viewed used credit. In a survey of 233 commercial farms in Southern
 

Brazil, only 3 percent of the total rural credit came frcm non-instituti.onal
 

sources.-/  In the same region only one-third of total agricultural creitt
 

used by 200 small farmers was supplied br non-institutiorLal leriders. 3
 

The Demand for Agricultural Credit
 

The demand for agricultural credit stems from economic and social
 

factors prevalent in the rural areas of developing countries: short
 

term seasonal requirements for credit to buy productive inputs; medium
 

and long term credit needed for financing major farm improvements, and
 

working capital loans for consumption and social expenditures. The
 

uncertainty of weather, which affects crop yields and incomeo, causes
 

an additional need for credit inbad years. The circumstances that
 

l_/	John N. Stitzlcin, "The Characteristics end Significance of the Non-

Institutional Credit Market in Rural Ecuador," Agricultural Finance
 
Center, The Ohio State University, December, 1967, p. 13.
 

2_/	Bernard L. Erven, 'An Economic Analysis of Agricultural Credit and
 
Policy Problems, Rio Grande do Sul, Brazil," Unpublished Ph.D.
 
thesis, University of Wisconsin, 1967.
 

3/ 	Stitzlein, p. 13.
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affe.ct credit availability and use vary with the size of the farm and
 

the stage of development of agriculture. Thu relatively low level of
 

income of a large number of farmers in developing countries force them
 

to acquire external financing to underwrite consumption and production
 

expenses from one harvest to the next. A significant portion of the
 

demand for loanable funds in rural areas is for financing consumption
 

and often times at levels much higher than was warranted by the low in

-
come of the farmer. 1 The most important puri,,ose for borrowing int India 

is for household expenditure, '"hother judged 'by th. mnunt reported 

as borrowed for this purpose or the propurti,* .- forms of Lhe 

' /total borrowings. :In the lowest asset Ind., .4,,as much as 72 

u accounted fo" ' e 1revditures.3/percent of the borowiag 

In Korea, the prop,.' . f borrowin."!V- ,enditures was 

57-60 percent in -:. The _n19 - s.-a~r6, developing 

countries i. influe' ,r reasons of prr. .-t, for example, 

the large expenditi '# r..eeded for ma:s ... stivals, 

furferals, etc., are In a socially presc:'.ib, 7A-.,.n,1ard above the 

l 	 U Tun Wai, "Inter.est Rate Outside thc *'gari.:..J Money Markets of 
Underdeveloped Countries," Staff Pape z., Vol. :, 1257-58, p. 8o. 

2_/ 	Report of the All-India Rural Credit Review Committee, Reserve 
Bank of India, Bombay, 1969, p. 49. 

2' 	 Ibid. 

Rural Credit Survey in Korea, National.Agricultural Cooperative
 
Federation, Seoul, 1965, p. 70.
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reach of the average peasant. In India "much of the credit the money

lender extends is granted for nozi-productive purposes, such as for
 

marriages and funerals."-/ The cost of credit demanded by farmers is
 

a result of strong social pressure is burdensome and perhaps divert
 

the flow of credit from potentially productive farmers.
 

The pattern of demand for agricultural credit varies considerably
 

between countries. 
The degree to which it is used is dependent as
 

mentioned before upon a multitud. of social and economic factors: 
 in
 

certain countries a strong demand fur institutional credit exists be

cause of inflation. Many countries notably in Latin America have
 

experienced average rates of inflation of more than 10 percent. "During
 

the period 1961 to 1968, six of the Latin American countries experienced
 

average rates of inflation in excess of 10 percent per year: 
 Argentina,
 

Brazil, Chile, Colombia, Peru, and Uruguay. These countries, in turn,
 

extended almost 60 percent of the agricultural credit in Latin America
 

during 1967-1968.'2/ 
A substantial proportion of agricultural credit
 

in developing cowuitries is loaned at real rates which are negative, i.e.,
 

nominal rates of interest are less than depreciation of money. There

fore, the demand would be strong for negatively priced agrricultural
 

credit. Without adjustment to realistic int.rest rutos, - including an 

inflation premium - it is hard to adequately determine the economic 

effectiveness of biased demand for agricultural crvodit that emerges as 

a result of inflation.
 

i_/ Changes in Agriculture in Twenty-Six Developing Countries, U. S.
 

Department of Agriculture, Economic Research Service, 1965.
 

_/ Adams, p. 166.
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Interest Rate and Agricultural Credit
 

The terms of agricultural credit are the leading factors which 

govern the distribution of available funds. In a perfectly competitive
 

market, credit is allocated according to the prices (interest rates)
 

borrowing farmers are willing to pay. The term structure of interest
 

rates reflects capital productivity and risk. Interest rates influence
 

the 	movement of credit among the various sectors of the economy.
 

The factors that affect the structure of interest rates are: (1)
 

the availability of collateral to obtain credit, (2) the supply and
 

demand conditions which produce change in interest rates, (3) the
 

opportunity costs and availability of .redit to farmers, (4) the scope
 

of competition among lenders, and (5) the services (if any) provided
 

by lenders such as marketing of agricultural commodities.
 

Interest rates in the non-institutional money markets of develop

ing countries are considered by many to be generally very high in re

lation both to those in the institutional money markets and to what
 

is needed for rapid economic development. It is estimated that the
 

worldwide average rate of interest charged by non-institutional lenders
 

falls within the range of 24-36 percent .!/ But these superficially
 

-

high nominal rates of interest which can go up to 300 percent per year, /
 

exaggerate the real interest on rural loan in developing countries. As
 

I_/ 	U Tun Wai, p. 102.
 

Z/ 	Gerald M. Meier and Robert E. Baldwin, Economic Development: Theory,
 

History, Policy, (New York: John Wiley, 1957), p. 373.
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has been noted, "nominal interest is kept in these conditions, at
 

fantastic levels. But this is mainly a device to keep the peasants
 

permanently in debt. The actual payments exacted cannot exceed the
 

surplus between subsistence and rent."l/ The interest on debt cannot
 

be more than the surplus between subsistence and all other outlays such
 

as taxes and rent.?-

The reasons for alleged high interest charged by lenders are many.
 

Some have argued that high rates exist because private moneylendurs
 

take advantage of farmers. Undoubtedly there is some exploitation In
 

many countries, but that is not the only cause for high interest rates
 

on agricultural loans. The capability to exploit farmers depends on
 

a monopolistic or monopsonistic situation, i.e., a middleman's position
 

as the only buyer of crops or lender of funds, and upon the lack of
 

knowledge on the part of farmers of alternative sources. Studies of
 

credit and marketing suggest that farmers in developing countries are
 

not wholly captive of unprincipled middlemen.!/ Undoubtedly markets
 

for agricultural products a'e fragmented and imperfect and farmers are
 

not as well informed on prices as they might be, but there are limita

tions on the degree of exploitation. Loans to farmers originate from
 

more than one source and many buyers for crops exist and farmers are 

not completely ignorant on prices beside their immediate surroundings. 

_ Joan Robinson, The Accumulation of Capital, (London, MacMillan, 
1965), p. 290. 

_/ Anand G. Chandavarkar, ".Some Aspects of' Interest Rate Policies in 
Less Developed Economies: The Experience of Selected Asian Countries," 
Staff Papers, March, 1971, p. 61. 

3/ P. Thisyamondol, V. Arromdee, M. Long, Agriculture Credit in Thailand, 
Kastesart University, Bangkok, 1965, pp. 24-50. 
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In Thailand "70 percent of farmers with debts reported that they had
 

-
obtained loans from more than one creditor.'" A sample of Indian 

farmers indicate village moneylenders were outnumbered by urban money

lenders in the same districts by a ratio of better than four to one.--


In addition to moneylenders there were other souroes of credit, such
 

as family and friends who made 3)0 percent of outstanding loans. It is
 

not 	yet possible to judge the extent to which comletition is effective
 

within ill developing countries but again the stul ies show that most
 

interest rates are not unreasonably high or crop prices unreasonably
 

low 	in Thailand.!/ Examination of Table 6 shows a wide range of nominal
 

intere'st rates for non-institutional agricultural loans in Thailand.
 

High interest rates, while not unknown are re]ntively uncommon. Debt
 

with rates above 10 percent per month or 320 pcrcont per year constituted
 

only 34 transactions or 3 percent of debts by number anti ih-ss than 2
 

percent by value. The mean interest rate ['or Thii ]and as a whole was
 

2.4 percent per month and the median 2 percent pe. month or about 24
 

-
percent per annum.V In Chile much of the loans made to a sample of
 

200 farmers within the non-institutional credit sjstem were lent at zero
 

_ 	Millard Long, "Interest Rates and the Structu.'e of Agricultural
 
Credit Markets," Oxford Economic Papers, July, 1968, p. 237.
 

2/ 	 A. G. Chandavarkar, "The Premium for Risk as a Determinant of 
Interest Rates in Underdeveloped Rural Areas Comment," Quarterly 
Journal of Economics, May 1965, pp. 322-5. 

3/ 	P. Thisyamondol, V. Arromdee, M. Long, Agriculture Credit in Thailand,
 
Kastesart University, Bangkok, 1965, p. 15.
 

V_/ 	Thisyamondol and Others, p. 31.
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TABLE 

Regional Nominal Rates of Interest in Thailand
 

Rate per 	Month
 
Mean 
 10.0 Total
Region Interest 0.0- 1.0- 3.0-
2.0-	 4.0- 5.0- and
 
Rate 	 0.9 1.9 2.9 
 3.9 4.9 9.9 over
 

Central Plain 2.2 
 30.1 15.6 28.1 8.3 6.5 9.4 
 2.2 100
 

North 
 3.3 29.7 9.5 4.3 
 15.5 13.8 13.8 "3.4 100
 

Northeast 2.7 56.8 2.4 3.2 17.6
8.8 2.4 8.8 l0
 

South 
 1.5 63.6 12.9 6.8 5.3 0.8 7.8 3.0 100
 

All Loans 2.4 38.5 
 12.9 20.6 10.6
8.1 	 3.2 3.2 100
 

Source: 	 P. Thisyamondol, V. Arromdee, M. Long, Agricultural Credit in Thailand,

Bangkok, Kasetsart University, 1965, p. 30.
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or negative real rates of interest. F-,r instance, "there were five
 
cases of friend:; lending currency at a negative 33 percent interest
 

rate and five cuses of lending merchanlise at zero interest rate."Y1
/
 

In Ecuador "non-institutional credit users said they were not paying
 

interest on 43 percent of the loan,"2_/ and the sample showed that an
 

average annual nominal rate of interest below 20 percent was charged
 
on non-institutional credit. 
In short high interest rates because of
 

monopoly in the non-institution money i-arket may have been "oversold."
 

Also nominal interest rates on agoicultural loans charged by
 
commercial lenders are frequently cited to be "high" in developing
 

countries. However, the comparable rates charged on loans of similar
 

size, duration and risk are also high in developed countries.3-/ For
 

instance in the United States, borrowers from finance companies pay
 

on the average of 24 percent per year. 
Other institutional groups make
 

loans to consumers at lower rates; even during the low interest rate
 
years of 1947-50, commercial banks charged an average of 10 percent;
 

sales finance companies charged 16.6 percent; and federal credit union
 

9.1 percent..V 
Within the credit framework of a developed country,
 

l/ Charles Nisbet, "Interest Rates and Imperfect Competition in the
Informal Credit Market of Rural Chile," Economic Development and
Cultural Change, October, 1967, p. 76.
 

2_/ Stitzlein, p. 29.
 

_/ Paul Smith, Consumer Credi 
%sts1 1947-50, Princeton Unversity

Press, 1964, p. 11.
 

Ibid., p. 78. 

IS1
 

V 



loans made by consumer finance companies would appear t, correspond
 

to agricultural loans in developing countries; both types of loans are
 

small in size, of short period, usually unsecured, and expensive to 

administer. 
The market for credit from finance companies in the United
 

States is surprisingly competitive and the returns to the companies
 

does not appear to be excessive, yet the combination of administrative
 

costs and losses through default of moneylenders in the agricultural
 

credit markets of developing countries is probably higher than those
 

of consumer finance firms in the United States.V1 
 Therefore, "high"
 

interest rates are justified on economic ground. Moreover, loans in
 

developing countries that carry relatively hig. rates of interest may
 

also be rationalized because the high opportunity cost of capital and
 

the substantial rates of inflation which are conmon in many countries.
 

The extent to which interest rates on agricultural loans in de

veloping countries are affected ty the risk of default and the cost of
 

administration and the absence of competition is hard to evaluate
 

because of the dearth of data. 
Some have attempted empirically to list
 

the factors affecting agricultural interest rates and use the available
 

evidence to assess their effects in selected countries.2/
 

Long has argued that the number of lenders from whom the farmers
 

can borrow has been understated and that merchants may combine the
 

activities of retailer, moneylender and purchaser of output for reasons
 

_/ Paul Smith, Consumer Credit Cots, 1947-50, Princeton University
 
Press, 1964, p. 11.
 

/ Millard Long, "Interest Rates and the Structure of Agricultural

Credit Markets." Oxford Economic Papers, July, 1968, p. 282.
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other than monopoly. The empirical analysis attempted to judge 
whe!ther
 

the interest rates observed in India and 
Thailand could be consistent
 

with competitive market conditions, employing 
information available on
 

the risk, size, and duration distribution 
of loans, and administrative
 

Under given assumpticns, some of the interest 
rates that an
 

costs. 


Indian lender dealing in competitive markets 
would charge farmers for
 

Observed distri
loans of various risks and durations are 

quite high. 


bution of rates of interest on loans from 
commercial lenders are less
 

While the results are based on a series 
of
 

than those predicted. 


plausible assumption, they do suggest that 
competitive factors explain
 

most of the differentials between agricultural 
rates of interest and
 

those.on government bonds.
 

Interest rates prevailing in Thailand in 
1962-63 were higher than
 

The factors
 
those in India during the same period 

or in the early 1950s. 


which did have a significant influence 
on rates were: the type of lender,
 

the duration of the loan, the area of the 
country, and whether the loan
 

Many loans on which interest rates were
 was repaid in cash or kind. 


greater than 60 percent per annum 
were small in size and of short duration.
 

Long has argued that "interest rates on 
agricultural loans in Thailand above
 

60 percent per annum may still be consistent 
with competitive conditions
 

if these rates prevail only on short loans 
of small size or on loans with
 

Still, even if all such rates are
 
a very high probability of default. 


monopolistic and excess profit can be 
shown to be less than 3 percent of
 

'L/
 
total interest payments.
 

l_/ 	Millard Long, "Interest Rates and the 
Structure of Agricultural Credit
 

Markets," Oxford Economic Papers, July, 1968, p. 
287.
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To reduce the economic power of private lenders who are supposed
 
to be solely responsible for "high" interest rates, many of the govern
ments in developing countries have passed usury laws, i.e., imposing
 
ceiling on interest rates, and sponsored farm loan agencies. 
In Thailand,
 
for example, there is a law making it illegal to charge interest on loand
 
above 15 percent per year. 
But the objective of securing low rates of
 
interest by a legal rather than an economic approach could only make worse
 
the farmer's credit position. The inadequacy of usury laws can be
 
demonstrated if we examine the relationship between interest rates and
 

available capital.
 

The credit market in any country is complicated; in a developing
 
country credit transactions are particularly intricate. 
Instead of a
 
single interest rate, a whole pattern of rates pre-rail at the same time.
 
In part the difference is explained by the dual nature of the market.
 
Competition may prevail in one village market while the next is under
 
the control of a single lender. 
Even within an area a borrower may have
 
several sources of loans, while another lacking alternative may be
 
forced to pay monopoly rates. 
Another reason for the diversity in
 
rates is due to widely differii g conditions of risk. 
Still another
 
explanation of the variance is that part of the loans are made by
 
commercial lenders but another segment of the funds are provided by
 
friends and relatives who may charge nothing or only a nominal rate of
 

interest .l/
 

..........
.l a.......n... 
 . . .

2:1 William K. Kapp, Hind Culture,Economic Develoment and EconomicPlanning, (Bombay, India: Asia Publishing House), 1963. 
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Many of the varied rates '1 inte,ost are relate-i to each other
 

and if the market forces behind the e uilibrium rate of interest are
 

examined, some of the economic limita:ions on government policy (im

posing legal interest rate) will become clear. The demand for agri

cultural credit does vary with the price (interest rate). In India a
 

reduction in the average rate of interest by one percent, other factors
 

remaining constant, is associated witk an increase in credit torrowed
 

by 43 percentJi/ Commercial lenders are greatly influenced by a change
 

in interest rates. :i.fthe market rat( of interest is dropped to legal 

concessional rate, the volume of loans would be adversely affecteca. 

The action of commercial lenders is ineluenced by what they can esrn 

on their liquid capital. In developing countries such as Mexico, 

commercial lenders are a major source of funds, and contraction in their 

lending operations would have a serious impact on the agricultural 

credit market. Under the prevailing conditions in developing countries
 

the enforcement of a !oncessional.legal rate of interest would produce
 

a sizeable flight of :redit out of agriculture. In Thailand "much of
 

commercial capital no4 invested in farm loans is mobile and if the rate
 

of return on such lenling was less than could be earned elsewhere,
 

capital might be shifted to areas of higher yield."-/
 

In some developing countries agricultural credit provided by govern

ments constitutes a small part of the total loans to agriculture. It
 

would be useful to estimate the amount by which these governments would
 

have to expand their lending to lower interest rates from the prevailing
 

l_/ P. K. Pani, "Cultivators' Demand for Credit: A Cross Section Analysis,"
 
International Econpmic Review, VII, May, 1966.
 

2_/ Thisyamondol and Others, pp. 17-18.
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level to the concessional level that is considered desirable. 
The
 

situation Is ilustrated graphically as follows:
 

Interest rate Supply
 
i
3
 

12 A / 
Demand 

1 2 3 Amount of Credit 

In the diagram, C2 is the amount of credit outstanding at the market
 

realistic interest rate iI. C3 is the amount farmers would like to
 

borrow at the new concessional interest rate of i2 set by the govern

ments. At the rate of interest i2, the gap Cl-C3 specifies the difference
 

between the supply and demand for rural credit, and indicates the
 

amount of credit the governments would need to supply to achieve the
 

lower rate by economic means. Under the current conditions "filling
 

the gap" requires huge sums of money which probably many governments
 

cannot afford. Until governments are prepared to make enough funds
 

available to farmers, they must refrain from enforcing concessional
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rates which would lead to contraction in nongovernment lending from 

C2 to Ci. At the equilibrium or realistic rate il,the supply and 

demand can service a large amount of farm credit and improve finan

cial institutiont. Lower interei't rates would be advantageous to
 

borrowing farmers but not if achieved by a method which reduces the
 

amount of funds available for agricultural loans. At the concessional
 

subsidy rate, the supply is only OC1 so few farmers can be provided
 

credit at i2. At the interest rate of i3, non-institutional credit is
 

highly priced and relatively small compared to the equilibrium rate
 

of i and credit volume. Government lending is also costly to ad

minister. For example, in Thailand th' annual administrative cost of 

the government credit cooperatives have frequently been as great as
 

the amount given in new loans. 1 / 

The action of governments to eliminate the sources of monopoly in
 

credit markets is not confined to granting farmers credit on a con

cessional but at a zero rate of interen;t. In India, 29 percent of the 

b1prrowings of rural households from gofernment agencies and cooperatives 

is interest free (Table 7 ),J In the I'ilippines on 50 percent of all 

-government loans there was no interest charged.3/ In Thailand "for
 

loans of all durations there are many 'or which little or no interest
 

is charged. 'I/ 

I/ Long, p. 28.
 

3/ Report of All India, p. 118. 

Thisyamondol and Others, p. 35. 

*4/ Ibid., pp. 31-32. 
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TABLE 7 

India: Cash Loans Borrowed by Interest Rate 1961-62
 
by Type of Rural Household
 

Cultivators Non-Cultivators All Rural HouseholdsProportion of Proportion of Proportion of 
 Proportion of Proportion of Propbrtion of
Households 
 the amount Households the amount Households the amount
Rate of Interest Reporting 	 borrowed at Reporting borrowed at Reporting borrowed at

such rate of 
 such rate of 
 such rate of
interest 
 interest 
 imterest
 

0 	 21.4 25.0 22.0 	 50.4 21.5 	 29.1 
3-1/8 percent or

less 	 0.2 0.)0.1 
 0.1 	 0.2
3-1/8 percent to

6-1/4 percent 3.9 
 6.7 1.5 	 4.9 
 3.2 	 6.4

6-1/4 percent to
 
9-3/8 percent 8.5 15.5 2.5 	 8.4 
 6.9 	 14.3
 

9-3 8 percent to
 
12 percent 	 8.6 18.7 	 5.0 
 11.2 
 7.7 	 17.4
 
12j percent to
18-3/4 percent 4.3 
 8.1 2.6 	 5.4 
 3.9 	 7.7
 
18-J/4 percent to

25 percent 12.0 	 16.5 
 6.6 	 11.3 10.6 
 15.7
 

25 percent to
37 percent 5.6 	 4.9 4.4 	 4.4 
 5.3 	 4.8
 
Above 375..
 
percent 	 2.6 
 1.5 	 2.8 
 1.9 2.6 	 1.6
Unspecified 1.4 	 2.8 
 0.5 	 1.5 
 1.1 	 2.6
Not calculable 0.2 
 0.1 0.1 0.5 0.1 	 0.2 
Total 
 68.6 	 100.0 48.o 100.0 63.0 
 100.0
 

Source: 
 Report of the All-India Rural Credit Review Committee, Reserve Bank of India. Bombay. 1969,
 
p. 118.
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Despite governments' efforts to make institutional credit avail

able at zero or low interest rates, farmers still prefer borrowing
 

from non-institutional lenders. Concessional rates of interest "alone
 

are very often insufficient to make institutional crelit attractive . . . 

many farmers prefer applying for non-institutional credit which i.,pro

vided with a minimum of delay and discomfort and without red tape, 

awkward questions and supervision. . . . An additional advantage is 

that supply and marketing are often combined with non-institutional 

credit, which is usually not the case for loans provided by credit 

institutions.'"I/ The clumsy administrative machinery is notoriously 

known to farmers where 'many complaints were heard regarding cumbersome 

loans procedures, unreasonably low credit limits, and too late dis

. . Incommensuratebursements of institutional .1-overnmen_ loans. . 

importance was often attache& to the security of real estate instead 

of considering repayment capacity. . . . Security was too often seen 

as the protection of the creditor only and not as a me~tns of safeguarding
 

the repayment capacity of the debtor and of promoting agricultural
 

When trying to drive out the private moneylenders,
development."' / 


many government agencies think almost exclusively in terms of concessional
 

rates of interest and overlook inter alia the impersonal character of
 

During
institutional (government) credit and all that results from it. 


i_/	Agricultural Credit Through Cooperatives and Other Institutions,
 

Food and Agriculture Organization of the United Nations, Rome,
 

1965, p. 17.
 

?/ 	Ibid., pp. 5-6.
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a sample field survey of Colombian farmers, nearly 60 percent of the
 

458 farmers interviewed claimed to have borrowe.! funds from non

institutional credit suppliers during the previous three years. 
Money

lenders were the most preferred source with 52.8 of the farmers ex

pressing preference for them. 
Only 8.3 percent were undecided while
 

the remaining 38.9 percent favored other sources.-/
 

Two other weaknesses of government lending deservo mention: 
 the
 

insistence of some credit in.3titutions  especially cooperatives and
 

government agencies - on distinguishing sharply between credit for
 

production and credit for consumptions and the low rate of repayment
 

of institutional credit in many developing countries. 
As to the first,
 

the distinctions between credit for production and consumption coulci
 

be more clearly observed in developed countries than among the impoverished
 

farmers in developing countries. The only pragmatic course is to think
 

of "credit to farmers" rather than "farm credit," and for institutions 

to accept as private moneylenders do, that his family and survival a-e 

at least as important to a farmer as his economic needs for productiorn.
 

_/ Charles T. Nisbet, "Moneylending in Rural Areas of Latin America: 
Some Examples from Colombia," The American Journal of Economics
 
of Sociology, January, 1971, p. 72.
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In India "one of the biggest and best guided cooperative banks . . 

granted crop loans in such a way that 6) to 70 percent of the amount
 

borrowed was needed by the farmer for meeting . . .
/expenditures
 

incurred by him for raising . . .
 crops so that 30 to 40 percent of the
 

loans remained available for consumptive purposes. To this effect the
 

part of the fictious cost of production that could be financed by the
 

farmer himself was not deducted from the maximum loan amount based on
 

the 	cost.".Y Although such method may be more or less an arbitrary
 

mitigation rather than a deliberate solution of the problem, it has
 

at least the merit that it makes allowances for reality which too
 

often continues to be ignozed by many credit institutions.
 

As to the rtopayment, it is commonly acknowledged that the recovery
 

of loans of one of the weakest aspects of agricultural credit insti

tutions in developing countries. "Overdues of 50 percent and more of
 

the 	amount outstanding are by no means exceptional, so that a consider

able part of the working capital of many credit institutions has be

come frozen and is a burden rather than an incentive to agricultural
 

production.",/ Farmers in many countries still have the feelirn 
 that
 

cooperative and government credit is 
a kind of outright grant or relief
 

fund. 
 They like to borrow, but are not prepared to repay. Owing in
 

part to the government's repeated failure to collect debts and the
 

seldom seizure of farmer's land. Some governments have instituted
 

procedures for collecting loans back from borrowers. 
 The government of
 

Ceylon promulgated a new Agricultural Credit Act in 1968 that included
 

cancellation of almost all debts incurred prior to 1966.3/
 

i/ 	Agricultural Credit Through Cooperatives and Other Institutions, Food
 
Agriculttre Organization of the United Nations, Rome, 1965, p. 49.


?/ 	
i 
Incentives and Disincentives for Farmers in Devloping CountriessFAO, P37.
aAT
3 Asian Agricultural Survey, p. 667.
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Implication of Cncessional Interest Rates
 

There have been a number of reasons used to rationalize policies
 

to lower interest rates on agricultural credit in developing countries.
 

The non-institutional farm debts in most countries are high-interest

bearing because the beleaguered farmers are being exploited by money

lenders. 
But the focus of interest rate policy should not be on a
 

particular village market. 
Examples of many forms of monopoly can be
 

found in the credit markets of all developing countries. Perhaps the
 

emphasis should be placed on the proportion of loans transacted on
 

monopolized terms rather than on all rural loans. 
At the risk of re

peating. interest rates on agriou]tural loans are influenced nut only
 

by one factor, but by a host of i'actors: the degruce of competition in 

credit markets, the availability of' capital, the cost of administering
 

loans, the uncertainties of agriculture result in considerable loss 

through default, and the seasonal demand for credit. 
When interest rates
 

are high, the question arises as to whether farmers would be better
 

off if lower interest rates were to prevail. 
The answer depends some

what on how the lower rates would be achieved. 
It has been shown in
 

the last gection how concessional interest rates could reduce the supply
 

of rural credit and thus hurt the very people they are designed to help.
 

The flow of subsidized credit generated by governments may have little 

effect on rural interest rates. 
If agricultural and non-agricultural
 

credit markets are integrated, the inflow of government funds may
 

cause an outflow of private funds. 
 In other words, if the rate of
 

192 



-35

interest on farm loans falls to the legal limit, private lenders may
 

shift their capital to other more profitable uses.
 

Low interest rates are also Justified as instruments to transfer
 

income to poor farmers and offset other fiscal and pricing policies
 

unfavorable to the income of farmers. 
From the point of view of eco
nomic welfare no one would dispute the desirability of reducing the
 
burden of interest payments on poor farmers if this is the orientation
 

of institutional credit programs. 
But in many developing countries
 

the lion's share of institutional credit goes to large farmers to the
 
disadvantage of the small. 
 In a study survey of 330 farms in southern
 

Brazil only a trickle of the heavily subsidized credit has filtered
 

down to the smaller operators. The preliminary findings indicate that
 

credit policy has had little impact on improving income distribution._
 

As can be seen in Table 8, the total number of institutional loans
 
decreased from 1965 to 1969 while their value more than doubled in
 
real terms. An analysis of farms 
with more than 5,000 new cruzeiros 
in institutional credit indicates a good deal of loan value concentra

ticn, 13 of the 330 held about 20 percent of the total value of insti
tutional credit for 1965, but this proportion had increased to 34 percent
 

by 1969. 
The increase in loans to these 13 farms accounted for 60
 
percent of the total increase in value of institutional loans from 1965
 

to 1969 as is shown in Table 8. 

Feder estimates that the total number of the State Bank customers 

_ Research Notes on Agricultural Capital Formation and Technological
Change, The Ohio State University, p. 6.
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TABLE 8
 

Total Value of Institutional Loan and Times 
Purchases in 1965 and 1969 for Four Municipios-

300 Farms, Southern Brazil 

Credit in 1969 as
 
Total for all 4 Municipios 1965 	 1969 Percent of 1965 

Amounts 	 Amounts Amounts 
No. of Loans!/ N. Cruzeiroag/ No. of Loans!/ N. Cruzeiros No. of Loanas/N.Cruzeirc
 

Institutional Loans 	 284 72,059 279 167,847 98% 231%
 

Time Purchases / 	 17 70,544 121 53,582 71% 76% 

TOTAL 	 454 142,603 400 221,429 88%. 155% 

_/ Some 	 individuals held up to 8 loans. 

_/ Deflated to 1965 new cruzeiro equivalents using unpublished index of prices-paid-by-farmers-for-purchasedinputs-in-Sao Paulo, Instituto da Economia Secretoria da Agricultura, Sao Paulo. 

3/ Generally financed outside the institutional credit market. 

Source: 	 Research Notes on Agricultural Capital Formation and Technological Change. The Ohio State University,
April 1971, p. 5. 
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for agricultural loans in Chile was about 30,000 farmers. 
 "But of
 
these, more than half probably obtain no more than very small credit.."'/
 

If these estimates are correct, it is likely that as much as one-third
 
of the total value of Bank loans to agriculture were granted to no more 
than 1 to 2 percent of the farmers in the country..?/ Lending operations
 
were highly centralized in Santiago, and in general large farmers, many
 
of them social and politically prominent persons with extensive interests
 
outside agriculture received more favorable treatment than small farmers.
 

Twenty-six percent of the total borrowing of Indian cultivators
 

households were estimated to have been provided by credit cooperatives
 

in i963-65.3_/ 
 "Though there are no estimates available, it must be
 
assumed that practically none of these credits could have gone to the
 
landless laborers, or the sharecroppers, or even the peasants with very
 
little land of their own 
-- which together make up the classes that are
 
disadvantaged in the present agrarian structure.,±/ 
Credit cooperatives
 

have become mainly the '"reserves"of the upper strata in Indian villages
 
ihcluding the moneylenders, who often acquire their funds from them.
 

_/ Cited by Pierre K. Crosson, Agricultural Development and 1roductivity:
Lessons from the Chilean Exporienc2, (Baltimore: The Johns Hopkins
Press, Baltimore & London, 1971, p. 16).
 

*_/ Ibid., p. 17.
 

3_/ Gunnar Wrdal, 
Asian Drama (New York, Random House), 1968, p. 1335.
 

SIbid., p. 1336.
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In India, "of the agricultural credit given in 196u-61, ninety-six 
percent went to the cultivators and only about four percent to others. 
The share of credit obtained by cultivators shows a progressive in
crease with the rise in the size of Koldings. 
Only about 15 percent of
 
the credit had gone to members having five acres or less as against
 
39 percent to those with 5-10 acres and 46 percent to still larger
 
cultivators. 
By and large, there was no change in the shares of
 
different occupational groups and those of cultivators in various size
 
of holding groups in 1960-61 compared with 1958-59."i/ Daniel Thorner
 
inthe report on his field study asserts, "Ingeneral, I found that
 
the heads of cooperatives were the big people of the villages and that
 
they had their fingers in many other pies as well as cooperation."2/
 
In short, small Indian farmers have not benefited inproportion to their
 
numbers or their needs from the various rural programs inregard to
 
increasing availability of credit. 
Also, inthe Philippines, "agri
cultural credit was available only to large commercial farmers.",3-


Low interest rates are also defended on the grounds of being a
 
special incentive to farmers to use purchased productive inputs,
 
especially when this means a change from traditional practice. 
Recent
 
research hau demonstrated how efficient farmers are in allocating
 
resources including borrowed capital and their willingness to seize 
potentially profitable rural opportunities.4-/ Provisions are made for 

_/ Gunnar ?Yrdal, Asian Drama (New York, Random House), 1968, p. 1338. 
hIbid., p. 1338. 

3/ W. F. Johnson, "Agricultural Credit in Southeast Asia," Development
Digest, April, 1971, p. 60. 

/ Theodore W. Schultz, Transforming Traditional Ariculture, (New Haven,Yale University Press), 1964. 
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risk and uncertainties in farmers' decisions. The "green revolution"
 

suggests that farmers are responsive to science and technology provided
 

their returns are positive. When farmers in developing countries act
 

in a rational economic manner, why do they need to be subsidized in
 

order to engage in enterprises that are considered to be profitable?
 

Efficiency prices are a prerequisite when it comes to allocating in

vestment in accordance with the relative rate of returns.
 

When the objective of the credit system .sto accelerate the de

velopment of agriculture and larger rathur than smaller farmtrs arc 

getting credit from government, the concessional rate of interest seems. 

unfair in another aspect. For example, under government and cooperative 

credit programs, the large borrowers who are in default of payments 

a well known characteristic in developing countries - are "actually 

welfare charges on the State budget."I-/ Insofar a3 the recipients of 

the transfer are the wealthy, the credit systems intensify the in

equality of income distribution. Furthermore, low inter,!st rates en

courage the use of capital; in a developing country where capital i-i 

scarce its use should not be artificially encouraged. 

The combination of low nominal interest rate and high rate of in

flation have the effect of weakening the real value of the financial
 

resources of lending institutions. The figures in Table 9 show how
 

rapidly the real value of credit funds can be reduced at various negative
 

Robert J. Muscat, Development Strategy in Thailand, (New York:
 
Frederick A. Praeger, 1966), p. 134.
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TABLE 9
 

Number of Years Until Loans Depreciate
 

Negative Interest (R) 


.01 


.02 


.03 


.04 


.05 


.10 


.15 


.20 


.50 


Note:
 
1 

i=1-l-R
 

V= 1
 

To Half-Value at Various Negative
 
Rates of Interest
 

Conversion Factor (i) 


.0101 


.0204 


.0309 


.0417 


.052( 


.1111 


.1760 


.2500 


1.0000 
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Half-Value (v)in Years
 

69.0
 

35.0
 

23.0
 

17.0
 

13.0
 

6.6
 

4.3
 

3.1
 

1.0
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rates of interest. For example, if the rate of inflation in a country
 

is averaging about 20 percent annually, and farmers are charged a
 

nominal rate of interest of 10 percent for borrowed capital, then a
 

negative real rate of interest of 10 percent (20-10) per year is implied.
 

As can be seen in Table 9, a negative rate of interest of 10 percent
 

would result in real value of loan capital being reduced to half its
 

original value in little over six and one-half years. The high rates
 

of inflation in developing countries have resulted in negative real
 

rates of interest being charged on a large pert of institutional agri

cultural credit. "In Brazil a subsidy of $100 to $200 million per year
 

has moved through institutional lendizig agencies to agricultural credit
 

borrowers via negative interest rates."!/ The actual loss of the
 

lender due to poor repayments has an Effect on the rates of interest
 

exacted in the countryside. A loss ratio on both interest and the
 

principal of the order of 20 percent effectively reduces the nominal 

interest rate charged on a loan by more than Mlf. If R Js the nominal 

rate, b the bad debt ratio, and E the effective rate, then E = R =b - b R. 

Thus, with a nominal rate of 50 percentt per annum and with a bad debt 

ratio of 20 percent (one in five borrowers fail to repay both interest 

and principal)., the effective return to the lender ie only 20 percent
 

per annum.
 

Negative interest rates and non-repayments undoubtedly are advan

tageous to those who receive the loans, but credit institutions are
 

adversely affected by the erosion of the value of capital which tends
 

to reduce the credit portfolio and in turn are forced to be dependent
 

Adams, p. 168 
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on the State for funds to increase the real and nominal size of capital. 

If positive real interest rates are charged, credit institutions would 

be able to generate capital endogenously and hence form a strong
 

financial structure. Bbcause of low interest rate policy inmost of
 

the developing countries, internal profits have been small or negli

gible. Very often the institution which makes the loans to farmers will
 

have to boriow its funds from other sources. If the interest rate
 

is too low to farmers, then the lending institutions cannot afford
 

to borrow. Also low interest rates on time and saving deposits would
 
provide little incentive for people to institutionalize savings which
 

could be a major source for lending. When realistic interest rates
 

are paid to depositors, it is likely that the loan rates will also be
 

fairly realistic. 
When this is the case, there is more efficient uou
 

of capital by the borrower since he cannot count on concessional
 

interest rates to help cover perhaps high costs of other inputs. 
 There

fore, the borrower must utilize his resources as effectively as
 

possible if he is 
to protect his profit margin. Realistic interest
 

rates on loans to farmers may be lower than those charged by moneylenders.
 

Also if loan and deposit interest rates are maintained at realistic
 

levels, the financial institution would be more self-sufficient and
 

make more loans. 
Finally, interest rates charged by government agencies
 

on supervised credit are often too low to pay for variable cost resulting
 

from dispensing loans to scattered and relatively remote small-scale
 

enterprises L / Government agencies by making loans onto farmerL: 

l_/ Fred Miller,' L'Supervised Credit and Agricultural Development: APeruvian Example, Inter-American Economic Affairs, Spring, 1970.Charles Nisbet, "Supervised Credit Program for Small Farmers inChile," Inter-American Economic Affairs, Autumn, 1967. 
Zoo
 



concessional rates have also the effect of preventing the flow of
 

private credit to agriculture through commercial banks. 
Governments
 

often legislate laws that adversely affect agriculture credit by
 

private banks.-/ 
 Giving loans to farmers at low interest rates to
 

alleviate poverty will do little to improve their plight unless loan:
 

are economically Justified and accompanied by improvement in agri

cultural practices.
 

l/ 	Judith Tendler, "Agricultural Credit in Brazil," unpublished relort
 
to US A.I.D. Mission to Brazil, 1969.
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Conclusions and Recommendations
 

This paper has fo'used on the following main points: (1) Large 

amounts of credit have been chaineled into the agriculture of LDCs 

during the 1960s. A.I.D. has made a contribution in the neighborhood 

of $150 million to the increase in the availability of credit. (2) 

Despite the recent emphasis on credit by developing countries and A. E.D. 

and sizeable expansion of rural credit, insufficient economic analysis 

had embodied these activities. Efficiency pricing of credit (realistic 

interest rate) has not been of high priority on the economic agenda of 

most developing countries. Concessional interest rates have been 

justified on the ground of a host of aocial, political and other c.on

siderations. Interest rates that do not reflect the real cost of 

capital, the risk of the loan and administrative eharges, artificially 

distort the allocation of agricultural resources and unjustly favor 

the farmers (usually large) who get subsidized loans. (3) The share 

of lending performed via the non-institutional market is declining. 

The heavily subsidized institutional credit probably contributed to 

the decrease in non-institutional credit.
 

While there have been rapid increases recently in rural credit
 

in nearly all developing countries, still larger amounts are going to 

be needed where technological change is rapid and where demand for 

farm production inputs is strong. More emphasis should be placed not 

only on the supply of credit, but on the establishment of financial 

and economic foundation for agricultural credit systems. 
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A policy that aims at strengthening the agricultural credit aystcm
 

cannot overlook a number of preeonditions in the economic, social and 

political fields. Not only the governments of developing countries
 

themselves, but also A.I.D., have started to carry out agricultural crelit
 

policies without having satisfied themselves that these policies have a
 

reasonable chance of "success." Special attention should be drawn to
 

the following: (1) The existence of adequate and efficient socioeconomic
 

planning and the desire of all parties and groups to implement it. (2)
 

An adequate rural infrastructure. (3) An efficient system for stabil

izing fluctuations in prices of agricultural products. (4 ) A proper
 

system of land tenure. (5)Adequate and effective arrangements for
 

marketing. (6) A well organized and satisfactorily operated agri

cultural extension service.
 

The mention of preconditions does not imply that it is suggested
 

that unless all of them are fulfilled any attempt to set up or improve
 

the agricultural credit system must remain sterile and hence should be
 

'ignored. It is suggested, however, that no policy on agricultural
 

credit should be undertaken by governments and A.I.D. without a thorough 

investigation having been made to determine to what extent the minimum
 

prerequisites for itz successful implementation are actually met. If
 

such an investigation leads to unsatisfactory results, efforts should
 

be made, simultaneously with the implementation of the project to
 

bring about a more favorable situation. In cases where such simultaneous
 

attempts are likely to fail, the time and effort to be spent on such
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projects, which are bound to yield inadequate results, should rather
 
be utilized for bringing about the preconditions for successful im
plementations at a later date.
 

Improvements in agricultural credit systems are badly needed in
 
most developing countries. 
In the coming years new orientatlon should
 
be directed toward the following issues to insure that a nation's
 
scarce resources will be used wisely and productively.
 

(i) Financial institutions must be free to adjust their interest
 
rates to make agricultural lending a viable enterprise. 
This involves
 
freedom to set different rates for loans involving different risks and
 
servicing charges. 
If interest rates on agricultural loans do not
reflect the real cost of capital, policy should be adjusted to change
 
rates. 
Lending agencies should place more weight on the efficiency of
 
market forces, hence making the best use of capital to meet the financial
 
needs of the farmers. 
If farm credit is efficiently priced, more
 
potentially produntive small farmers may get credit from institutional
 
sources at lower rates than from moneylenders. 
Also large landowners
 
may slow down their demand for credit because of realistic interest
 
rates. 
Because governments of the majority of the LDCs have tended to
 
set interest rates at lower than market levels, it has been impossible
 
for most agricultural banks to sell bonQ.: 
and debentures to the public
 
or to pay realistic rates on saving and time deposits. 
This misguided
 
action by government has doomed most farm institutional credit systems
 
of the LDCs to using only limited capital supply available from government
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revenues, and thus has left most needy farmers without a source of 
institutional credit. Realistic interesL rates would give credit
 

institutions the opportunity to protect 
the real value of their capital 
and encourage the growth of institutional credit. Private banks, 

merchants, and non-institutional sourcos would find it more profitable 

to particiapte in lending and credit institutions would compete more 

effectively with private moneylenders or deposits. Charging farmers 

interest rates which reflect the price for savings and the added risk 
and administrative costs involved in farm loans would trengthen the
 

financial capacity of lending institut.ions.
 

(2) Institutional arrangements should be developed to make aveil
able the increased flows of savings and credit at the village level 

for financing both production and marketing. Thio seems to be a low 

priority area in the general field of money and banking in developing
 

countries. 
 External financial agencies, such as the World Bank, have
 

given some attention to the development of "second tier" level credit
 

institutions, but these have operated primarily at the national level.
 

What seems urgently called for now are the "third and fourth tier"
 

institutions which would enable the development of meaningful and
 

responsive credit structures capable of meeting the demand and strains
 

of fundamental agricultural change.
 

The most common programs used to date for example in Asia have
 
been agricultural banks, agricultural cooperatives, and recently rural
 

or village banks. These measures have in several cases proven adequate
 

vehicles for the increased flow of agricultural loans and for the
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mobilization of rural capital. 
There have also been many failures.
 

Given the urgency of the present situation, efforts should be made to
 

experiment more imaginatively with these and other approaches.
 

One device which has been suggested as a possibility to augment 

and to facilitate credit available to farmers has beern offered by
 

J. Price Gittinger of the Economic Development Insti.tute (if the World 

Bank. Gittinger's proposal is to develop a rediscounting system for
 

local merchants' bills. 
 Under this arrangement merchants would be able 

to rediscount their paper for sales of 
ertilizers and other modern
 

inputs. 1/ 
 Under such a program, effective controls to avoid or elim

inate any monopoly and monopsony powers of the merchants would be 

absolutely essential; otherwise any larger credit flows would merely
 

increase the economic power of the merchants and their relative gains
 

vis-a-vis the farmers.
 

Others advocate a system of rural or village banks financed by
 

local equity, local deposits and borrowings from other rural banks or
 

other non-rural banks who 
 get funds from deposits. A rural banking 

system is being established in Vietnam with highly favorable preliminary 

results for deposit accumulation and credit. 
The success of the rural
 

banks are attributed to realistic interest rates and to a high collection
 

ratio due to local management and forcethe 	moral of knowing that the 

borrowed funds are primarily the savings of neighbors.?/
 

_/ 	 Cited by Clifton R. Wharton, Jr., Infrastructure and InputRequirements for Asian Agriculture, in Regional Seminar on 
Agriculture, Asian Development Bank, 1969, 

2_/ 	 I have received the information on rural banks in Vietnam from
Henry F. Lee of A.I.D. 
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(3) In some countries the local village moneylenders and shop
keepers could be important agents of change and have a number of 
comparative advantages which could be mobilized for the development
 
effort in agriculture. These individuals often have a higher level
 
of economic efficiency. 
Their close, daily contact with farmers and
 
multiple economic functions are suited for the small volume) high risk
 
loan activity so characteristic of peasant agriculture. 
Their service
 
which they provide are such that they are able to operate far more
 
efficiently at the village level than say government agencies and
 
cooperatives. In large part, thiis fact accounts for their ability
 
(despite the stereotyped image of exploiters of poor peasants) to
 
compete with other lending agencies, cooperatives and farmers'
 

organizations. 
Thus, if and where possible, ways should be found to
 
harness their skills in promoting agricultural development without ex
ploiting the peasants. An agricultural credit ]rogram in Vihiga, Kenya,
 
is being designed now to build upon the strengths of existing insti
tutions, i.e., utilizing the skill of shopkeepers. Previous credit
 
schemes had failed because of unfamiliarity with the area and the
 
schemes did not adapt to the social setting of the villages.
 

(4) Rational agricultural credit policies may draw our attention 
more to other major problems which are impediments to agricultural
 
development. 
In many developing countries unrealistic pricing of rural
 
credit is obscuring these problems. 
If for example credit programs were
 
to be carried out efficiently, it will bring into sharper focus the
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inadequacies of input or output pricing, marketing and land tenure. 
 in 

many countries, the land tenure conditions are such that the farmer has
 

insufficient security of tenure to improve his land or if his bargaining
 

position as a tenant or sharecropper is so weak that he gets only a
 

meager return for his labor and the lion's share of all increase in
 

production flows into the pockets of the landlord. 
Unless the access 

routes to credit via tenure relationships aro, altored and made more 

secure there is no automatic assurance that the dL:tributiunal problm 

of credit will be diminished, rio matter how 'att the, vilum, of' credit 

to agriculture is increasing. Credit may be restricted due to faulty 

land titles, or lack of managerial ability. 
Most of the small Ecuadori.n
 

farmers who generally do not have clear titles have no access to credit.
 

Mismanagement may also be a direct result of tenure arrangements which
 

makes it difficult to acquire skills (e.g., 
a farm worker on a large
 

estate who has never had an opportunity to use his Judgment in managerial 

matters may be denied credit bec.use of his lack of managerial capacity).
 

Many productive farmers are also denied credit due to clumsy lending 

procedures.
 

(5) Strong agricultural credit systems emergu in large part as the 

concomitant of economic progress due to rational economic policies rather 

than as the product of legislation or governmental orders. Nations miust
 

assimilate more savings or capital before they can make more loans to 

their farmers in greatly increascd amounts. It is an often heard
 

opinion that thrift is a virtue seldom or never practiced by the average
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farmer in the developing countries. Tho)ugh it seems unrealistic to
 

deny that the abject poverty and the im)rovidence of the massos usually 

exert a very unfavorable influence on the formation of capital in rural 

areas, it is difficult to agree with those who see in the combination 

of these two factors the only explanation for the low saving deposits 

attracted by cooperatives and agricultu'al banks. There are many 

farmers who have the will and actually 'to manage to save money, par

ticularly if there is an incentive whic~i strongly appeals to them. For 

instance, in the Muslim countries many .;mall farmers save penny by 

penny to be able to perform some day th3 Hadje, the pilgrimage to the 

Holy City of Islam. 

Factors not inherent in tho livink, conditions of the farmer, or in
 

his mentality, contribute to his naturoL reluctance to deposit money
 

with credit institutions or banks. In tances are not lacking where
 

cooperative institutions accepting dep.sits failed to repay them in
 

full, which dealt a serious blow to thi: already weak inclination of
 

all farmers in the area concerned to di:posit their savings with
 

cooperatives. In a number of developing countries, the phenomenon of
 

inflation, coupled with practically fixed low interest rates have
 

unfavorably affected the willingness of the farmers to deposit savings
 

in credit institutions and banks. In Colombia, "the Agricultural Bank,
 

which handles about one-half of the country's saving, pays only a 4
 

percent rate of interest; i.e., a rather healthy negative real rate
 

of interest (-8 percent) during the 1960s." L/
 

_/ Adams, p. 169.
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Regrettably, little information is available specifically on how
 
farmers in developing countries respond to increase in the rates of
 
interest paid on savings. 
Howcvr, the experience of Korea and Taiwan
 
suggest that the supply of saving is rather elastic in relation to
 
interest rates for the economy as a whole. 
The "doubling of nominal
 
interest rates in [Korea 
produced an after-inflation interest rate on
 
one-year deposits of between 15 and 20 percent. 
As a result, the
 
constant price value of time and saving deposits rose more than eight
fold between September 1965 and the end of 1968, and bank credit was
 
consequently able to expand by 80 to 100 percent annually.,,_ 
 The 
available evidence on the farmers' proportion of saving deposits isnot
 
conclusive yet but examination of the financial status of the Korean
 
National Agricultural CooperLtivO Federation indicates that funds
 
deposited by farmers increased from 3.5 billion won in 1967 to 11.2
 
billion in 1968 or an increase of almost fourfold./ The recent rate
 
of increase of saving deposits by Vietnamese farmers in a sixteen
 
month period as a result of increase in interest rate in September 1970,
 
is rather impressive and explodes the myth that farmers are not econom
ically rational.3-/ 
At the end of the sixteen month period (September
 
1970 to December 1971), demand deposits more than doubled, saving
 
deposits increased by 80 percent and time deposits increased by 5475
 
percent. 
It appears if farmers have strong economic incentives and
 

_/ Administrator's Review of Development Performance, Bureau for Program
and Policy Coordination, Agency for International Development, 1970.
_/ Economic Position and Prospects of the Republic of Korea, Statistical
Appendix, International Bank for Reconstruction and Development,

Mrchi 1970, Table 7-B.
 

/ Unpublished report, Agency for International Development, 1971.
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access to financial institutions, a great deal of rural capital could
 

be mobilized to appreciably complement external funds for credit.
 

(6) Finally, improvement and establishing agricultiwal credit 

systems must be taken seriously in most developing countries. Yet,
 

building large new credit institutions is not a panacea for increasing
 

the supplies of capital to the levels needed for increasing agricultural
 

output and productivity. 
Rather, in countries where governments assume
 

a major role in the agricultural credit field, improvements in agri

cultural credit institutions will often need to be accompanied by higher 

priority to credit market forces, by taxation and by monetary and foreign
 

trade policies that will help to increase the national rate of savings.
 

Such savings are crucial to the effective use of credit to channel
 

capital in ever-increasing amounts into agriculture. 
Large expansion 

of credit without an adequate base of savings can do little more than
 

add to inflation, a problem that has plagued many developing countries
 

in recent years.
 

A.I.D. has an opportunity to contribute to the establishment of
 

sound economic and financial basis for rural credit systems in develop

ing countries. 
Emphasis should be placed on economic and financial
 

aspects of agricultural loan requests. There is also a need to link
 

agricultural credit with other major changes such as land reform, fiscal,
 

monetary and price policies. For example, agrarian reform leads to
 

land and income redistribution between big landowners and small peasants,
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* perhaps the small peasants in spite of their poverty are better
 
marginal savers 
than the big landowners; in developed countries peasants 
are known to be big marginal savers, and the big landowners were known 

as big spenders."_/ 
 In order to help governments move -n 
this direction,
 
better coordination between A.I.D. and other international assistance
 

agencies would be desirable so credit programs can be consistent with
 

another one. 
Development of agriculture has to be seen as a composite
 
of many factors and bringing them into effective relationship with each
 

other should be of high priority to developing countries and to donor
 
countries interested in promoting efficient use of scarce domestic and
 

foreign resources.
 

_/ Bent Hansen and Girgis A. Marzouk, Development and Economic Policyinthe I!AR (Egypt). Amsterda3m, North Holland Publishing Company, 19657 
p. 227.
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INTEREST RATE POLICY FOR AGRICULTURE IN DEVELOPING COUNTRIES:
 

THE PRESCRIPTION VERSUS THE EXPERIENCE*
 

Charles T. Nisbet**
 

INTRODUCTION
 

In the past twenty-five years experts from the predominantly
 

Western developed countries have advised the developing countries
 

on how to bring about rapid economic progress. Although agriculture
 

did not hold a priority position during the post-war push for world
 

wide development, it did receive some attention. 
Since the Develop

ment Decade of the 60's did not bring broad based economic health
 

to the third world, now there is revived interest in the agricultural
 

sector. 
Advisors from developed countries have suggested various
 

approaches, among them capital versus labor intensive production
 

techniques, export promotion versus import substitution, and large
 

farm agriculture versus agrarian reform w
ith smaller family size
 

operations. Generally, these experts agree in 
one area, that concerns
 

"the type of interest rate policy recommended.
 

*A paper prepared for the Spring Review of Small Farmer Credit
Programs in Developing Countries, sponsored by the Agency for International Development, Washington, D.C., June 1973. 
This paper is based
upon the many country and special papers prepared during the fall of
1972 for the "Spring Review." In addition, the author wishes to acknowledge the regioral workshops in Africa, Asia and Latin Amer:ca sponsored
by A.I.D. 
During these sessions representatives from the developing
countries presented the substance for the Ideas of this paper.

**Member of the Faculty-Economics, The Evergreen State College,
 

Olywpia, Washington.
 

217
 



-2-


Foreign advisors have argued that the interest rate charged on
 

loans should be a free market determined rate which reflects the
 

opportunity cost capital. Economists have presented the-irrefutable
 

logic of the free market interest rate argument in the literature
 

and the public forum. Despite this, policy makers from developing
 

countries have consistently opted for a non-market, administered
 

rate of interest. This rate is set below the theoretical equilibrium
 

market rate and, in most cases, the rate charged to agricultural
 

borrowers is less than the rate available to non-agricultural users of
 

loanable funds. In addition, typically among the specialized agri

cultural banks, development institutions and agrarian reform agencies
 

(usually the principal lenders to small farmers) lending rates are
 

below the low rates charged by commercial banks to agricultural
 

borrowers.
 

During the African, Asian and Latin American workshops on Small
 

Farmer Credit in the Spring of 1973 the issue of the interest rate
 

policy was the one basic area where the credit experts from the
 

developed countries and the country reprLsentatives from the Third
 

World were not in agreement. The experts presented the disadvantage
 

of low interest rates and the advantages of the free market rate.
 

The country representatives were seemingly unconvinced.
 

This paper attempts to explain why most of the developing coun

tries have chosen the administered low interest rate path as part of
 

their development package. Support for this position is offered,
 

including some replies to criticisms of low interest rate policies.
' 218
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I. THE FREE MARKET INTEREST RATE POLICY POSITION-


The free market interest rate argument can be stated as follows:
 

The rate of interest on loanable funds should be a free market rate.
 

Ideally, this market rate will be at or near its equilibrium level:
 

That is,at the level which equates the supply and demand for loan

able funds. By definition loanable funds are scarce whenever a
 

price greater than zero exists. A policy of low interest rates
 

.retards rather than promotes real institutional saving and capital
 

formation. Such a policy militates against economic growth by sub

sidizing the waste of capital. That is,interest rates so low that
 

they do not reflect the scarcity value of capital and its produc

tivity in alternative uses are in affect a subsidy to the use of
 

capital and an invitation to its waste. Higher interest rates
 

reflecting its scarcity value would increase the cost of using
 

capital and promote economy in its use. Therefore, economic effici

ency will increase when these scarce resources are allocated on the
 

basis of price, rather than on some arbitrary non-price mechanism.
 

With a free market equilibrium interest rate the credit granting
 

institution will be charging a rate that covers the cost of supplying
 

1Only a summary of this position is presented as it is thoroughly
 
discussed by Claudio Gonzales-Vega. Also for broader questions of
 
the role of interest rates and interest rate policy the reader should
 
consult his paper in this volume. Those readers interested in a dis
cussion of the role of interest rates as related to savings should
 
read the paper by Dale Adams.
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the credit. This eliminates the need for additional outside finan

cing to carry out activities of the lending program. 
Furthermore
 

some experts argue that a free market rate promotes equity consider

ations, since the credit institution will lend a greater proportion
 

of the portfolio to small farmers under those conditions than at
 

present, with the low interest rates. 
That is, a greater volume of
 

credit and a greater number of farmers would be serviced by credit
 

institutions charging free market equilibrium interest rates.
 

II. IN DEFENSE OF A LOW INTEREST RATE POLICY
 

The "Dynamic or Infant Industry" Argument
 

The "Spring Review" is concerned with the small farmer. In
 

the six regional workshops, local representatives indicated that
 

the number of farmers in groups 2 and 3 is small. 
The number of
 

farmers in groups 4 and 5 is higher than the visiting experts had
 

hypothesized and contain the majority of the rural populations.2
 

In other words, the vast majority of small farmers need some form of
 

subsidy. 
 I offer the following basic assumption:
 

It will not suffice to make available the same quality of inputs
 

and farm services to small farmers at the same set of prices
 

offered to large and medium size market oriented farmers because
 

the small farmers will not react the same way and receive the
 

same relative benefits as will large and medium size farmers.
 

2
2 Refer to the paper by C. 
Jqker for the definitions of each
 
group.
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The element of "subsidy" has now been introduced into small farmer
 

credit.3 
 Without this subsidy he cannot survive or compete as a
 

market oriented firm. For some undetermined time period this "infant
 

industry" argument will apply to the small farmer.
 

The other side of this argument is the "dynamic" consideration.
 

The vast majority of the farm population is classified as small farmers
 

in the LDC's. The problems of rural poverty and the need to expand
 

food supplies and foreign exchange earnings is so great that it can

not be left only to market forces. Even if market forces could
 

eventually bring an end to rural poverty and to the lack of food
 

production, the waiting period may be just too long. 
The agricul

tural sector must be jolted and shocked off dead center. Part of this
 

strategy includes a "subsidy" to small farmers and one direct means
 

is through a low interest rate.
 

The "Theory of the Second Best" Argument
 

In analyzing small farmer credit one can take a partial approach
 

3We might learn from the experience of the United States. 
During
the "new deal" period farm subsidies were introduced proportedly to
restore the equity between the small family farmer and the urban wage
earner. 
Within a decade or two after the introduction of farm subsidies U. S. agriculture was buldging with surpluses. 
The irony was
that the small farmer's lot worsened, while agra-business became the
major agriculture organizational form. That is, 
once the farm subsidies were made available to all farmers, it 
was the large farmers
who were quick to take advantage of them. 
If we wish to subsidize
particular borrower groups in LDC's we should structure this subsidy

more carefully than did the U.S.
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or an inclusive approach. If we focus on one market, i.e. the credit
 

market, we are taking a partial approach. If we focus on all the
 

markets in which the small farmer operates, we are taking an inclusive
 
4
 

approach.
 

When we focus on the credit market only, it is easy to demon

strate that the free market interest rate argument promotes economic
 

efficiency and equity, thus, one could reach the policy position that
 

the present low rates of interest found in the LDC's should definitely
 

be raised. The problem is that the small farmer does not operate
 

in this partial world. He operates with at least the following five
 

markets: production inputs, consumption goods, farm outputs, credit
 

and information (i.e., weather reports, country wide crop plans,
 

farm technology via radio broadcasts or trips to village farmer
 

meetings).
 

When we adopt an inclusive approach to the small farmer and
 

investigate the markets he operates within, we see they are region

alized, operate imperfectly and are commonly distorted by public
 

sector policies. More than likely, it will prove insufficient to
 

improve the operation of one market while leaving the others untouched.
 

For example, depressed farm prices might be the major barrier to the
 

41n recognition of an inclusive approach, examples of fully
 
integrated credit programs have begun in the developing countries. 
Some of the better known include the PACA project in Afganistan, the 
CAMILLA project in Bangladesh, and the PUEBLA project in Mexico. 
All these projects report significant increases in agricultural 
production and farm income. Z2 
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slow adoption of new technology 
and to a profitable small 

farm
 

5 In that case, improving 
the credit market could 

generate
 

operation.

One sure way of producing
 

no private benefits for 
the small farmer. 


instant private and social 
benefits is to manipulate 

all markets
 

together; hence they can be mutually supportive and contribute to
 

their meaningful interdependencies*
 

We must remember that 
the measure of success 

involves the net
 

charee of the small farmers 
serviced, not the financial 

l~quidity or
 

stability of the lending 
institution alone.
 

of Demand for Credit" 
Argument
 

The "ElasticitY 


This argument is based 
upon the assumption that 

small farmers
 

have tnterest elastic 
demand curves for new 

credit, especially for 
a
 

To date
 

productioll package representing 
a new production function. 


reject propo

we lack sufficient empirical 
evidence to support or 


sitions about the elasticity 
coefficients of small 

farmers.
 

Some economists argue 
that the high rates of 

interest paid to
 

moneylenders indicates 
the small farmers' inelastic 

demand for credit.
 

HoWever, some portions 
of this kind of informal 

credit is for con

sumption goods and not 
for production where 

elasticies may be quite
 

If meant for production, 
this kind of credit is 

most
 

different. 


commonly used for traditional 
farming methods familiar 

to the farmer.
 

5During the regional workshops 
in Africa, Asia and Latin 

America
 

the most constant single 
variable needing manipulation 

was "marketing"
 

including the price of the products. 23
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It may represent an "all or nothing" situation, that is, either
 

he gets the seed and plants his crop or he does not feed his family.
 

Usually, small farmer credit programs do not grant credit under
 

these circumstances, whereas most frequently credit from moneylenders
 

does not contain an explicit interest rate. The latter's rate of
 

interest will be disguised via overpriced goods sold or underpriced

outputs purchased, i.e. lending one sack and returning two or lending
 

cash and demanding repayment in kind.
 

Since credit programs are not meant only to bring more land
 

under cultivation via credit to small farmers but to raise pro

duction through the adoption of new production packages, we have reason
 

to believe that demand will be interest elastic, although the degree
 

is still a matter for speculation.
 

The "Income Transfer" Argument
 

The agricultural sector, particularly its poorest membere, are
 

adversely affected by a host of national government monetary, fiscal,
 

and farm policies. 
Currently these governments do not have the means
 

nor the will to undertake meaningful and efficient income transfer
 

measures for the benefit of small farmers. 
 Instead, they offer sub

sidized interest rate as a second best alternative for carrying out
 

some explicit transfer payments. Unfortunately, many small farmers
 

treat the entire principal and lower interest rate as a transfer due
 

them from the government (rather than the reduced interest rate only)
 

and proceed to default on their loans from public institutions.
 

224 



The "Line of Least Political Resistance" 
Argument6
 

For years the agricultural sectors in many of the LDC's have been
 

operating in a step-child position. In some cases an over-valued
 

exchange rate might discourage exports of primary products. In other
 

cases, state fixed prices of basic staples favor the consumption
 

package of urban workers at the expense of agriculture. Also, there
 

are countries where continuous inflation encourages the purchase of
 

rural property, as a hedge against inflation, rather than for pro

duction purposes. In many parts of the Third World the land tenure
 

system has fostered highly unequal distribution of income and wealth.
 

All these circumstances contribute to a rising tide of rural unrest
 

and general dissatisfaction with national government's policies con

cerning agriculture. Politicians have responded to this trend with
 

an array of promises, most of which they cannot deliver. Attempts
 

at basic reforms, (monetary, fiscal or land reform) have been met
 

with strong opposition from other sectors of the economy. As a
 

result, the governments follow the course of least resistance or "the
 

low interest rate path." In most countries, the rate of interest is
 

administered or set by the national government, thus it is determined
 

politically rather than economically. Cheap credit becomes the
 

"carrot" offered to agriculture, indicating that the government has
 

not forgotten the farmer.
 

6This argument was presented during the regional workshops by
 

Judith Tendler.
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III. A REPLY TO CRITICISM OF LOW INTEREST RATE POLICIES
 

A low interest rate policy jeopardizes the financial survival of
 

the credit institution.
 

Here we must distinguish between private and public institutions.
 

A private institution must rely on individual private savers for its
 

source of loanable funds: interest rate policy on the savings and
 

lending rate determines its ability to survive.
 

Typically, a public institution generates its operation funds
 

directly from the national budget and foreign sources. 
 Even if the
 

institution wishes to tap private savings, it is 
not locked into
 

interest rate dependency as is the private commercial bank.
 

Recalling the basic assumption of the need for a "subsidy,"
 

this subsidy must be paid by someone. In the case of public lending
 

institution, it is paid by the society as a 
whole through general
 

taxation and/or forced savings or maybe via foreign funds. 
 If one
 

is fortunate to have oil (i.e. Nigeria or Venezuela) then foreign
 

exchange earnings can be the source. 
Therefore, the survival of the
 

institution depends upon the ability of the public sector to generate
 

funds which will be a function of the overall health of the economy and
 

the continued option of foreign funding.
 

A low interest rate polciy will most certainly make it more
 

difficult for the public sector to 
top private savings and force
 

reliance on the other sources. 
But this does not mean necessarily
 

the financial survival of the public institution is in doubt.
 

226 
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A low interest rate policy discourages commercial banks from
 

seeking small farmer clients.
 

On the surface this criticism seems valid. 
Profit maximizing
 

bankers are not going to lead to small farmers who represent higher
 

cost and risk at the same rate they lend to larger farmers. Then, with
 

the rate of interest artificially fixed below the equilibrium rate,
 

bankers will have even less interest in lending to small farmers.
 

But this is 
not the end to the argument.
 

Private commercial banks came to the Third World from Western
 

developed countries.'They were imported to carry on colonial trading
 

activities and to handle booming commercial activities in the port
 

towns and major cities of the newly discovered lands. These banks 

were urban oriented and they operated with conservative and routine
 

banking practices,7 serving the upper-middle and upper class segments
 
of Third World societies. 
Years later they moved into the rural areas
 

because urban clients held rural properties and ddsired more conven

ient banking services. 
The banks never moved outside the capital
 

cit'les ii order to service the rural masses who had always been poor
 
and largely illiterate. Generally, the limited loanable funds possessed
 

7Even today this approach predominates the credit picture. 
Commercial bankers usually require land titles, co-signers or some other
form of security to obtain a loan. 
For example, the Agricultulal Finance Corporation in Kenya is required by IBRD to lend only with land
titles, so they have few small farmer clients. Land tenure system
such as communal holdings in Nigeria and Peru prevent small farmers
from receiving credit in Eicietles where private property holdings

predominate, 
 227 
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by the provincial branches were gobbled up by the larger farmers
 

and by town industrial and commercial interests.
 

Private banking personnel view themselves as middle and upper
 
middleclass citizens, that is belonging to the same strata as the
 

majority of their clients. 
They do not understand the rural poor.
 

The masses of rural peasantry are in gloups 4 and 5, at the very
 

bottom of the class structure. 
Both classes feel uncomfortable with
 

one another. 
One needs only to sit outside a private commercial
 

bank in a rural area to observe which economic class of people walks
 

through the doors; compare this with the traffic visiting the village
 

merchants.
 

For reasons of cost and culture then, and given the scarcity of
 

loanable funds at existing or higher interest rates, commercial banks
 

have no real interest in servicing the small farmers. 8
 

Low interest ratepolicies encourage the concentration of credit
 

in the hands of the large farmers.
 

The dichotomy between high (or a market determined equilibrium
 
rate) and low interest rates is somewhat artificial. The real policy
 
issue concerns the degree the interest rate is below the theoretical
 

8For example, in Turkey 90 percent of the institutional credit
is provided by the Agricultural Bank, a public commercial banking
institution. 
Only 10 percent of its lending goes to small farmers.
Turkey is a country where 80 to 90 percent of farmers are classified
as small, that is 70 percent are less than 5 hectareas. In the
Philippines, the Rural Commercial Banking System services mainly the
top 30 percent of agriculture. 
In this country 73 percent of the
farms are less than 3 hectareas and this same farms hold 40 percent
of the agricultural land but only receive 1.6 percent of institutional
 
credit.
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equilibrium level. Once an administered rate is utilized, non

price rationing will prove necessary to eliminate the excess demand.
 

More than likely, credit institutions will try to lend to those
 

borrowers who minimize their costs and risks. To bankers that means
 

making several large sum loans rather than many small sum loans, that
 

means lending to farmers with the best loan security, and that means
 

lending to the larger of the medium or small farmer applicants.
 

There is not, then, a choice between group I and group 4 farmers:
 

The program might well be directed at a particular farmer group, say
 

exclusively group 3. Within each farmer group there is an hetero

genious body; that is, an entire range of small farmers distributed
 

on the basis of costs and risk. Certainly, the institution will first
 

select the best small farmers within the group 3 category. Thus, low
 

interest rates with which all institutions operate, though the dis

tance below the theoretical equilibrium varies, are not the cause of
 

credit concentration in the hands of the large farmers. In addition
 

to the cost of granting credit these results stem from the original
 

design, purposes and operational procedures of the institution.
 

Historically in the LDC's, few institutions were set up primarily
 

to serve the small farmer prior to the late 1960's. Mexico provides
 

an exception with the creation of the Banco Ejidal shortly after the
 

Mexican Revolution.
 

Higher interest rates will increase the supply of funds to small
 

farmers. 29 
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The country studies completed for the "Spring Review" indi

cated that institutional credit services approximately 10 to 30 per

cent of the agricultural sector and public sector financial insti

tutiona (commercial banks, development banks, cooperative banks,
 

agrarian reform institutions, etc.) provide between 70 and 90 per

cent. The private sector, mainly commercial banks, has 10 to 30
 

percent of the agricultural sector. Remember that rarely does small
 

farmer credit reach as high as 5 percent of the total agricultural
 

credit granted by private commercial banks.
 

We find that in the public sector the supply of loanable funds
 

is interest inelastic because the quantity of funds to be loaned
 

during a fiscal period is a budgetary decision or else there is an
 

administered supply of loanable funds. Raising the interest rate
 

would not likely make more funds available for agriculture in gen

eral, let alone for small farmers.
 

The supply function of loanable funds from the private sector is
 

interest elastic. Historically, private commercial banks have been
 

reluctant to lend to agriculture in general at the level of interest
 

rates given them by national governments. Therefore, the existence
 

of low rates have forces these governments into passing legislation
 

requiring private banks to extend a fraction of their portfolio to
 

2 30
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agriculture.
 

Largely then, the bulk of the agricultural credit comes from
 

the public sector which has an interest inelastic supply curve for
 

loanable funds. A trickle of agricultural funds comes from private
 

commercial banks with their interest elastic supply curve for loan

able funds. Higher interest rates would make these large and medium
 

size farmers profitable investments for the banks, when under the present
 

interest rate structure, they are not good risks. Thus, it is illu

sionary to believe that higher interest rates would increase the supp]
 

of funds to small farmers.
 

Finally, let us look briefly at the following proposition: with
 

free market rates of interest commercial banks will lend to small
 

farmers. Below is an example of the interest rate necessary to make
 
10
 

small farmers an attractive investment for 
a commercial bank.
 

9A representative of a commercial bank in Nigeria indicated that
 

a higher rate of interest (from 12 to 24 percent) would increase the
 

supply of funds to large export oriented farmers, but not to small
 
'ngroups 4 and
farmers. He argues that most farmers in Nigeria were 


5 with profitable farming operations. Thus, higher interest rates to
 

the banks would not alter this situation. The larger farm operations
 

in export crops would be attractive at higher interest rates because
 

the bank could cover better the risks involved. He claimed that
 

generally these farm operations were quite profitable.
 

10This example is very general and used to illustrate a point
 

not to come up with precise measurements. It is a slightly modified
 

version of what Millard Long presented in a regional workshop.
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Assume the following:
 

a. required rate of return by the bank is 10 percent
 

b. administrative costs represent 15 percent
 

c. estimated default rate of 10 percent
 

d. 
expected rate of inflation of 5 percent
 

e. 
cost of capital to the institution of 5 percent
 

If the bank makes loans of $1000. then it must receive back
 

$1150 at the end of the loan period. 
That is, the original principal
 

plus the 10 percent rate of return plus the 5 percent rate of inflation
 

equals the required repayment. 
Since there is a 10 percent expected
 

default rate the bank will have expected repayments of $900. 
 From
 

the expected repayments we subtract the administrative costs of $150.
 

to get the net repayments of $750. 
 By comparing the net repayments
 

of $750. with required repayments of $1150. we come up with the
 

additional payments generated through the rate of interest, or 
$400.
 

Now by dividing the loan principal into the additional repayments we
 

arrive at the required rate of interest of 40 percent ($400/$1000 = .40). 

This 40 percent rate of interest is an annual rate. If the lending
 

period was 9 months and there were any risk 
that funds might be idle
 

for the balance of the year the required rate of interest would then
 

be 53.3 percent (4/3 times .40).
 

This estimated rate of interest is conservative. 
 In many countries
 

the rate of inflation is higher than 5 percent. 
Some of the countries
 

reported administrative costs to small farmers at 20 percent. 
It
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would not be unusual to have a rate of return for the bank of 15
 

percent. The default rate of 15 or 20 is not uncommon. If any one
 

or more of these estimates are low the required rate of interest would
 

be correspondingly higher than .40 percent.
 

This example illustrates that before banks could profitably lend
 

to small farmers interest rates would have to rise 4 to 6 times their
 

current levels. 
This raises the question of whether governments would
 

permit a change of this magnitude. I rather suspect not. Also, while
 

we might be able to find one or two examples of interest rates of
 

about 20 percent this still is only one half to maybe one third the
 

necessary level. 
Thus, I am not optimistic that establishing a free
 

market rate is really an alternative as a means of increasing thn
 

flow of funds to small farmers.
 

CONCLUSIONS
 

In this paper I have not tried to make the case 
that LDC's should
 

adopt a low interest rate policy approach for agricultural develop

ment. I have, however, taken account that most LDC's follow this
 

approach despite advice to the contrary. I have attempted to explain
 

this reality and look for possible reasons why this approach might
 

make sense. 
 Finally, I shall speculate on what conditions could en

hance the acceptance for higher interest rate policies among the LDC's.
 

Conditions which would make higher interest rate arguments gain
 

wider acceptance in the LDC's.
 

1. Developed countries and international organizations must
 

2.3 
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stop lending to the LDC's on a soft loan basis or lending
 

at rates that do not convey an appreciation of the costs
 

involved or of the opportunity cost of capital.
 

2. Governments of LDC's must stop pursuing cheap credit policies
 

for their public sector in general. That is, national
 

governments maintain low interest rate policies so that the
 

public sector can borrow funds inexpensively to finance
 

these public sector programs.
 

3. 
Profitable technologies must exist and be made available in
 

concert with profitable farm prices. 
We must stop trying to
 

enhance the rate of return through the back door, or the "after
 

the fact" method of reducing prices of production inputs "to
 

encourage the farmer to use 
them." Thus, we might stop trying
 

to force profitable operations out of unprofitable circum

stances.
 

4. 
LDC's must develop greater confidence in the general use of
 

the market in order to enhance their private and social wel

fare. 
This event would probably come in conjunction with a
 

reduced emphasis 
on the public sector as the principal engine
 

for growth. 
Then, market policy tools such as interest
 

rates might be given a higher priority.
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SUMMARY
 

Agricultural Supervised Credit for small farm operators had its start
in the U. S. during the depression years of the 1930's when the predecessor agencies of the Farmers Home Administration (FHA), U. S. Department

of Agriculture began.
 

Since that time, rural residents have borrowed over $20,034,738,000 for
the following rural development purposes: agricultural production, farm
ownership, soil and water improvement, cooperative development, rural
housing, rural water and sewer improvement and natural disaster recovery.
Over a 37 year period only 2.01 percent of the total amount advanced has
been written off as uncollectible. This collection record is especially
commendable since loans 
are made only to applicants who do not have the
resources 
to qualify for credit from private and commercial credit institu
tions.
 

The FHA success is attributed to the effective system of farm planning
and follow-up management guidance that is provided with loans to farmers

under the term of SUPERVISION.
 

FHA loans have always emphasized assistance to low-income rural people
and has played a major role in combating rural poverty over the years.
Since the inception of the FHA Agricultural Supervised Credit program in
1936, over 5,101,510 farm operating and 253,637 farm ownership loans were
made. It is estimated that FHA operating loans have been involved with
38% of the farms in the U. S. 
Likewise an estimated 4.3% of all U. S.
farms have been purchased or improved with the financial assistance of
FHA farm ownership loans. 

The FHA system of Agricultural Supervised Credit is relative and adaptable to conditions in less developed countries that wish to establish a
credit institution to serve their usually large small farmer population.
Over 139 former or present FHA employees have served in 32 differentforeign countries as Agricultural Credit Advisors. 
 Since 1945 over
7,500 foreign participants ha-e studied and/or observed the FHA system
of administering Agricultural Supervised Credit in the U. S.
 

The 37 years of experience that FHA has had in financing low-incomefarmers continues to be a valuable guide to 
less developed countries of
 
the world as follows:
 

1. 
Organizing rural credit b:,stems, developing detailed operating

procedures and designing training programs for personnel.
2. 
Planning public relations programs to gain political support.


3. Planning budgetary requirements.
 
4. 
Designing basic legislation and authority.

5. 
Planning the coordination of proposed rural credit programs
 

with related development activities.
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II. INTRODUCTION
 

"People are poverty-stricken when their income, 
even if adequate
for survival, falls markedly behind that of the community..."
 
John Kenneth Galbraith - The Affluent Society
 

The Farmers Home Administration (FHA) is an evolutionary agricultural
supervised credit agency of the USDA that grew out of predecessor

agencies of the 1930's known as the Rural Rehabilitation (RR),
Resettlement Administration, and the Farm Security Administration (FSA).
The predecessor agencies were created to alleviate the wide-spread
"poverty" conditions in the farming sector of the United States,
brought on by many years of traditional general unconcern, by policy
makers, for the economic plight of the small and medium sized farm
operator and intensified by the raging depression and persistant
drought conditions of the early 1930 decade. 
Today FHA can look back
 on an enviable record of achievements in financial assistance to
unaided farmers in need of credit and guidanc2 who were struggling
to survive in a complicated ever changing economic medium. 
Present
statistics indicate that 
the demand for FHA assistance has increased
steadily and significantly over the years substantiating a prediction
that similar demands for the supervised-type of agricultural credit
will continue to be an 
important aspect of future rural development

activities.
 

The how and why of FHA successes are described below. 
Perhaps we can
identify those technical aspects of providing supervised credit to
small farm operatorswhich can be adapted for use in less developed
countries and which will help subsistance "poverty" type farmers, as
well as 
other farmers in the need of credit, to achieve a level of
production nearer to the potential of their farms.
 

III. BACKGROUND AND EXPERIENCE
 

The following excerpts from Sidney Baldwin's book, "Poverty and Politics"
explains why very little was done prior to 1930, about helping the
many poor small farm operators to cope with changing conditions, educate
him in the ways of increased production, and otherwise mitigate the
comon low social order characteristic by which these farmers were
 
classed: 

"Another reason why chronic poverty on the farm, however
defined, was overlooked by manyAmericans during the nineteenth
 
century and the first two decades of the twentieth was the
"agrarian myth" 
 a cluster of ideas, beliefs, sentiments, and
values presumably representative of the ideal rurAl way of lifewhich tended either to deny the existence of poverty altogether, or to explain it away."
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According to a study made on Federal Credit Programs by the
Committee on Banking and Currency of the House of Representatives.in

February of 1964, there were at least 600,000 farm families on relief
in June of 1934 and about another 600,000 nonfarm families on relief
who 	were residing in rural areas. 
 The 	most important needs of these
unfortunate rural people was credit to purchase items that make a
farming operation function and included such things as seed, feed, and
other supplies as well as livestock and equipment. The study went on
 
to say:
 

"In a general sense, all Farmers Home Administration loan
programs are of particular benefit in lagging rural communities,since the lack of development credit, so-called need money, isoften one of the major causes of economic distress in such areas.

Supplementary credit from Farmers Home Administration for farm
improvement and development, land conservation and development,

community water systems, housing, public recreation facilities,
and other purposes has a significant "multiplier" effect in these
areas...The problems of economic development in rural areas

involve many complex issues which are only partially affected
by changes in general monetary and credit conditions. For example,
for many moderate size family farmers management assistance is
 as 
important as credit in the development of a succe;sful and

competitive farming operation. 
The 	availability of credit unaccompanied by such assistance may only worsen their financial
 
situqtion. 
It would not be sound policy, therefore, to relate
administration of Farmers Home Administration supervised credit
 
programs directly to fluctuations in the private credit system,
since problems of underdevelopment in many rural areas are not
responsive to general monetary or credit conditions.
 

While it is difficult to make a precise estimate of the
extent which the program has contributed to economic growth, its
contributions have certainly been very substantial...The impact

of this credit has directly and materially strengthened local
business and financial institutions and has increased tax income
 
to public authorities."
 

Why so many farmers were classified as poverty cases in the early
days of the FSA program can be attributed to the following fundemental

conditions that had been developed over a period of time:
 

1. 	Homesteading land was beccming scarce
 
2. 	Prevailing high production costs and low prices for farm
 

produce
 
3. 	Prevailing high rate of tenancy

4. 
The need for production credit outstripping the availability


of such credit
 
5. 	A lack of understanding by farmers concerning the ways of
 

improving efficiency on the farm
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With the realization that credit and technical assistance was
the key toalleviating farm poverty in
a dignified and effective
 manner, the Administration set about organizing an Agency to cope
with the problem. 
Out of this grew the Rural Rehabilitation
Program, a division of the Resettlement Administration, followed
by the Farm Security Administration, and the Farmers Home Administration
where supervision and credit 
were first combined to provide a packaged
service to farmers that met the needs of the time.
 

Needless to say that during the evolvement of the Farmers Home
Administration politics, as usual, played its part. 
A tug-of-war
between ideological conservatives and the humanists ensued. 
The
struggle to enact the Bankhead-Jones Farm Tenant Act in Congress
was intense and heated. 
The Act was finally passed in the fall of
1937 and the Farm Security Administration was shakily on its way.
 

The scope of the FSA program was quite broad and varied including
projects that were inherited as well as 
some 
that were newly designed.
Some of the activities were Rural Rehabilitation Loans (supervised
loans to individuals), Federal Emergency Relief Administration Grant
Program, group services or loans for farm cooperatives, debt adjustment, and tenure improvement, and the Resettlement Project Program
to relocate impoverished farmers to areas better suited for agriculture.
Out of this myriad of projects three focused more directly on assistance
to the small disadvantaged farmer under the more specific titles of
(1) The Tenant Purchase Program - (assisting farmers in becoming farm
owners) (2) The Standard Rural Rehabilitation Loan Program 
- (supervisedproduction credit) and (3) The Resettlement Project Program  (moving
farm families to areas of better production potential).
 

The supervised Rural Rehabilitation production loans made that first
year averaged $240.00 per borrower and by 1940 this average had increased
to $600.00. 
One out of nine farm families in the U. S. had received an
FSA-RR loan by 1943 which involved over 695,000 farm families. By 1943,
80% of all maturities on the loans given had been repaid and sufficient
advance payments made to bring the collection zate up to 93.5% of maturities. 
Over 260,000 low-income farm families had repaid their FSA-RR
 
loan completely.
 

The Tenant Purchase Program got under way in 1937 and by mid-1940 had
made 11,939 Tenant Purchase loans averaging $5,500.00 each. During 1939,
147,972 applications were received against funds that were available for
only 7,000 loans. 
 Likewise in 1942 over 175,000 applications were received against the availability of funds enough only for 8,000 averaged
sized loans. 
 By the middle of June, 1943, over $191,487,749 had been
loaned and repayments were averaging 98.4% of maturities.
 

The Resettlement Project Program was phased out before it had time to
prove itself, brought on by economic failuree in several experimental
projects that resulted from the complex problems involved in moving
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families out of their traditional environment, their low rate of
 
acceptance to change, lack of managerial ability-and the usual
 
technical difficulties associated with cooperative farming.
 

On the operational side, the FSA by 1941 had 2,270 county offices
 
established with a staff of 4,178 rural rehabilitation (county)

supervisors and 2,586 home management supervisors in the continental
 
U. S., Puerto Rico, and Hawaii. From that time to today there has
 
been a trend of decentralization whereby the county supervisor and
 
state FHA officials have some means of influencing the policy de
cisions of the men at the "top" in order to keep the program geared 
to the everchanging needs of the time. This was accomplished by
joint conferences, delegation of loan approval authority to county
supervisors, training sessions and on-the-job training for new 
personnel. Policy recommendations from the Washington office is
 
subject to county, district, and regional review and suggestions
 
for improvement.
 

To guide and enforce administrative policy an efficient and concise
 
system of field reporting was developed, upon which administrative
 
changes were based, then periodically transmitted to all personnel
 
through procedure change notices and related documents. These pro
cedure changes were then refined from time to time as the farmer loan
 
programs expanded.
 

The county supervisor, was then and still is the "AVANT GUARD" or
 
official contact for the supervised credit agency with the farm pop
ulation seeking credit. His work involves the complicated activities
 
of receiving and analyzing loan applications and directing the processing

of those worthy of consideration. He is assisted by a 3-man committee
 
of local volunteer citizens who are knowledgeable about local farming
 
conditions and farm people. In his role of assisting farmers with their
 
farm planning, he became the respected financial and technical advisor
 
on a particularly intimate basis not usually found among ,ovexnment
 
services. This close relationship between county supervisor and his
 
clientel was necessary in order for the organization to obtain the
 
cooperation of the low-income farmer and which eventually resulted in
 
the respecteble repayment record average throughout the country. 
This
 
was the first time that any government agency had been able to program

its field personnel to work so effectively at the small farm operator

level. Such an effort soon began to affect the status-quo power structure
 
in rural areas and stirred up a certain amount of hostilities among
 
special interest individuals and groups who were more concerned about
 
maintaining social and political control than they were about assisting

the disadvantaged farmer to develop into a position of more importance
 
through economic stability.
 

By 1946 the Farm Security Administration had passed into history. To
 
its critics it was considered a dangerous governmental intervention to
 
undermine the "STATUS QUO" in the U. S., an un'American socialistic
 
experiment. To its supporters it was a model institution that directly
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attacked the causes of rural poverty and offered a degree of social
 
justice and political importance to the neglected but numerous small
 
farm operators.
 

Again quoting, Sidney Baldwin in the book, "Poverly and Politics"
 
we get a better understanding of the reason for the demise of the Faim
 
Security Administration:
 

"In post-mortem critiques of (FSA) experience, the search
 
for casual meaning has led to considerable over simplification.
 
One of the persistent themes has been that during the "golden

years," the leaders of the FSA preserved their institution viabil
ity, but that they did so by winning small Pyrrhic victories that
 
were destined to cost them the war. By excessive zeal in refusing
 
to compromise on "minor administrative issues", it has been argued
 
and in failing to maintain a sufficiently broad basis of under
standing and support in Congress, they allegedly stockpiled future
 
adversity and squandered their political capital."
 

Before Congress loosened the guillotine on the FSA they realized that
 
rural poverty and the existing sizeable number of disadvantaged farmers
 
would not disappear with it. Some way had to be devised to carry on
 
the more"worthy" program of the FSA mainly the Supervised Loan Program

for agricultural production and farm ownership. Consequently, on
 
August 14, 1946, the Farmers Home Administration (FHA) was assigned

into being to replace the FSA. Unlike its predecessor, FHA focused more
 
on the causes of poverty rather than on individual case poverty. It
 
was also established as a permanent government agency instead of a temp
orary politically vulnerable organization characteristic of the FSA.
 
Because economic farm problems eased considerably over the war years,
 
FHA emerged as a less controversial agency an has escaped most of the
 
bitter criticisms attributed to the FSA, even though its loan and grant
 
programs were strikingly similar to some of those started by its pre
decessor agency.
 

As rural America adjusted to the new agency it picked up momentum as
 
a result of increasing demands from the still existing low-income sector
 
of agriculture.
 

In 1949 a rural housing loan was added to the FHA repertoire of services
 
followed closely by the disaster loan authority to alleviate suffering

by farmers subjected to serious and widespread economic losses due to
 
natural disasters. In 1954 the previous water facilities loan authority

limited to the 1.7western states was broadened to include the entire
 
country to finance individual farmers as well as incorporated community
 
groups and small municipalities for water supply and flood protection.
 
In 1955 FHA was selected by the Secretary of Agriculture to have its
 
officials lead the way by acting as committee chairmen in a rural develop
ment program coordinated with other Federal departments in most rural
 
communities. In a few pilot areas FHA was authorized to provide credit
 
to carefully selected but more risky under-developed farmers. This
 
authority broadened in 1959 to include still more areas.
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In 1961 a reappraisal of FHA operation resulted in Congress
passing the Consolidated Farmers Home Administration Act of
1961 which, in general, expanded and improved the SUPERVISED
CREDIT services of FHA which provided for financial assistance
to part-time farmers, increased loan limits on many loan programs, allowed more refinancing on real estate loans, authorized
loans involving reforestation of marginal land and extended
eligibility of rural water systems loans to residents of small

rural town including non-farmers.
 

From 1964 to 1972, other new authorities were given to the FHA.
These included authorizations to make loans to small cooperatives
and individuals under the Economic Opportunity Act. 
The housing
loans were expanded to include a Senior Citizens loan as well as
loans for rental and self-help housing. 
 It also provided for the
housing program loan capital to be supplied by private investors
under the Insured Loan Program, similar to the system used by FHA
Farm Ownership and other real estate loans.
 

This brief description of the principal services that FHA makes
available to rural people provides some background and more clearly
describes the evolutionary characteristics of FHA. 
It was originally
intended to eventually work itself out of business. 
Instead, it has
expanded both in number of services offered and amount of loan funds

made available for each service.
 

To illustrate the degree of expansion, the table in (Exhibit 1) 
shows
that in 1947 FHA had only 3 basic loan types under which 196,628 loans
were made with a total obligation of $149,375,908. 
In 1972 there are
nine basic loan types under whiph 189,439 loans were made with a total
obligation of $2,734,913,617. 
 It is interesting to note that over this
period the number of loans made by FHA decreased by 4 percent but the
quantity loaned increased over 1,800 percent.
 

This great disparity in total loan activities between 1947 and 1972 is
not too meaningful when one considers that the greatest increase in loan
fund obligation was for the large group of which many were not for farm
 
operators.
 

When we compare the same types of farmer loans advanced for the specific
years of 1947 and 1972 we get a different picture.
made were In 1947 all the loans
to farmers. 
 In 1972 we can only include the operating, emergency,
farm ownership, soil and water loans for a reasonable comparison. 
This
compared to 1947 reveals that about 64 percent fewer loans were made in
1972 utilizing about 82 percent more loan funds. 
This corresponds to the
economic and population concentration changes that have taken place over
the last 25 years. 
Farms are being consolidated and are fewer in number.
The decline in rural population has contributed to an increase in the cost
of operation for those who remain on the land.
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According to the 1970 Statistical Abstract of the U. s.,
farm population was over 25 1950
million and in 1969 it
10 million. was less than
During the same period, number of farms dropped from
5.8 million to 2.9 million and the average size of individual farms
increased from 196 to 378 acres. 
 As reported by Economic Research
Service of USDA (1972 Agricultural Handbook No. 439, pp. 8) the
index of prices paid by farmers for the principal operating and
living costs have increased by the following amounts between 1950
and 1971:
 

(Index of prices paid by farmers) - (1967=100)
 

Item of cost 
 1950 
 1971
 
Family living 76
Production 119
 

86
Interest 115
 
19
Taxes 138
 

Farm Wage Rate 
36 144
 
50 
 134
 

When a closer analysis is made of how FHA operates, greater
appreciation can be given to 
its achievements. 
a government agency it is not 
Since it is strictly
in competition with private credit institutions. 
 It can assist applicants only when other reasonable
credit institutions have rejected their pleas for financial assistance.
Therefore. most FHA borrowers come on the program as problem cases in
various degrees. 
 They also must transfer to private credit institutions
as soon as FHA can assist and guide them into an operation where their
financial condition and experience will make them acceptable to the
more rigid, less perscnal services of private credit sources.
 

A significant number of farmers have come to FHA after being long-time
customers of private credit institutions. 
 The usual reason for this
is that the respective private credit institution has referred them
to FHA because the borrower has fallen into a precarious financial
condition brought on by one or a combination of such factors as economic
price and cost squeezes, adverse weather conditions or miscellaneous
poor judgement concerning financial and farm management activities.
If they are not in 
a hopeless condition, FHA usually can assist these
applicants by providing various degrees of debt adjustment and credit,
providing more detailed fann management planning guidance and carrying
out periodical related follow-up supervision and guidance concerning
the operation with the aid of FHA farm plans (see exhibits 10 and 11).
 
Under the above described operating characteristics, the volume of FHA
activity is self regulating and is considered supplementary to other
sources of credit available to rural people under reasonable terms.
(EXhibits 2 and 3) prepared by the Economic Research Service of the
USDA illustrates the comparative proporation of loans held by FHA to
that of other credit institutions for both real estate and nonreal
estate loans as of the 10 year intervals of 1950, 1960, and 1970.
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It will be noted that the proporation of FHA loans compared
other institutions las declined over the last 20 years. 
to
 

it should also be noted that 
However,


(exhibit 2) does not 
include the
Insured Mortgage loans that FHA makes, supervises and collects
as part of the FHA percentage of overall loan sources. 
 If Insured
Mortgage loans are included in the FHA percentage it would be more
near the following: 1950 
= 8%; 1960 
- 7%; and 1970 
= 8%. Thisdoes not mean that the FHA volume of credit extended is 
less, but
that the other institutions are lending more and that farmers are
requiring more and larger loans.
 

Under the regulations that FHA operates, its volume of credit to
farmers compared to other institutions can be used aG an 
indicator
of the general economic condition6 in 
the farming sei.tor. Its
lending characteristics allow it to act as a cushion or stabilizer
of credit availability to farmers during time of adverse economic
conditions. 
 It also assists deserving small farm operators to become established in farming for the first time
means y or provides the
for applicants to improve their farms while still being financed
by other institutions for other purposes.
 

FHA still makes, in addition to and in conjunction with its 
lending
activities, sizeable numbers of Development Grants for hardship 
cases
and humanitarian reasons, in the areas of housing and community servicestype loans. 
 Over the past 6 years these grants for the entire U. S.
were as follows: 

1967 $28,678,184
1968 34,118,610 
1969 
 34,067,000

1970 
 50,014,000

1971 46,455,000
1972 
 50,300,000
 

The question of cost to government and the benefit to the community
of a credit agency such as 
FHA is important to those who may want to
emulate the system. 
Many of the benefits of FHA are obscure and
cannot be statistically described. 
They include indirect benefits
to merchants and other businesses when the small farm operator can
continue farming because of an FHA loan, reducing out migration from
the rural areas 

customers 


to the cities, developing future financially sound
for private credit institutions and helping to keep the
poverty level in rural 
areas 
to a reasonable minimum. 
The resume of
the 1972 activities of the FHA (exhibit 4) explains in brief what is
considered the most direct benefits of the program in 1972.
 
In his book, "The Land is Mine", (pp. 350) Paul V. Maris describes
and summarizes his observation and conclusions about the FHA programs

as follows:
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"1. 
The main preventable and curable causes of poverty
of farms in the United States are (a) small and unproductive farms; 
(b) poor and inadequate farming equipmcnt;
(c) insufficient operating capital; (d) insecure tenure
resulting in frequent and costly moves; 
(e) lack of
education, technical knowledge, skills, and managerial
ability; (f) a sense of inferiority which results in
isolation and in non-participation in group activities.
 

2. The farm-ownership program, supplemented by and
coordinated with the production loan program of the
Farmers Home Administration, is 
a specific remedy for
most of the foregoing causes of poverty on farms."
 
From the chart, (exhibit 5) published by the Economic Research Service
of the USDA, (1972 Agricultural Handbook No. 439, pp. 52) we can see
that rural poverty is 
still prevalent to an astonishing degree, but
declining. 
 In 1959, 33 percent of all non-metropolitan residents were
living below the poverty level. 
 In 1969, the percentage had dropped
to 17.6 percent which is still high for an affluent country.
 

The definition of poverty is considered by most as 
a relative concept.
Rural poverty cases of the 
1930's usually do not resemble those of 1972.
The fact that rural families are existing below an acceptable standard
for their community is everybody's concern, especially when there are
so many in this condition. FHA contributed, in no small part, towards
keeping rural poverty over the years as 
low as 
it is by assisting lowincome farmers with the basic needs that gave them the opportunity to
help themselves and become better citizens of the community.
 

In summarizing the costs of operation and magnitude of the FHA program,
budget report figures of the Agency reveal that as of June 30, 1972,
and since the inception of the program beginning in 1935, 
a total of
$20,034,738,000 has been advanced for all the nine different types of
loans offered in the rural area. 
Over this period of 37 years, only
2.01 percent of the total amount advanced has been written off as uncollectible. 
 Considering that FHA only handles marginal cases, this is
an excellent collection record, and one that many private credit institutions would like to claim. 
During the four years of FY 1967-1970,
interest collections were 95% of total operating costs, and about 12
times the amount written off. 

sidizing only about 

This indicates that government is sub10 percent of the total operating costs of the Agency.
 
It is most interesting to note that this favorable net cost of operation
attributed to FHA and 
its predecessors was achieved even though the rate
of interest charged to borrowers was 
less than that charged by banks
and other private credit institutions. 
From 1946 to 
1969 interest rates
charged on FA Operating Loans was 5%. 
In 1969, the law was changed
whereby interest rates on Operating Loans would be established periodically
by the U. S.Treasury based upon the 
current cost of Government borrowings.
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The following table shows the fluctuacion of interest rates
 
charged since 1946 on both Operating and Farm Ownership Loans.
 

Year Rate of interest charged
 
on FHA Operating Loans
 

1946-1969 
 5%
 
1969-1970 5k%
 
1970-1971 5-5/8%
 
1971%1972 7-7/8%
 
1972-1973 6-3/8%
 
1973 5-7/8%
 

Year Rate of interest charged
 
on FHA Farm Ownership Loans
 

1946-1948 3 %o
 
1948-1954 
 4%
 
1954-1973 
 5%
 

Because of competition among private and commerical-credit institutions
 
comparative figures on average interest rates for them are unavailable.
 
However, from general observations, we can estimate that the average

interest rate spread has been one to four percent more for private credit
 
institutions than that charged by FHA.
 

The interest rate advantage given to FHA borrowers, compared to private

credit institutions has been justified on the principal that since the
 
government is helping a low-income farmer to progrrss in other ways,

he also needs to keep his expenses at a minimum for the few years that he
 
is attempting to get on his feet economically and that the long-range

indirect benefits more than pay for this rural development cost.
 
Mr. Robert S. McNamara, President, World Bank Group, in his address to
 
the Board of Governors in September, 1972, clearly states what the policy

of. the World Bank was concerning the giving of reasonable advantages to
 
those individuals living in the poverty zone when he said:
 

"Finally, policies should be undertaken to eliminate
 
distorations in the prices of land, labor, and capital.

To underprice capital for the wealthy and make credit
 
expensive for the poor; to allow liberal access to scarce
 
resources for the privileged, and price them out of
 
reach of the deprived; to provide subsidies for the powerful,

and deny them to the powerless--these are wholly self
defeating approaches to development. Such policies lead
 
a nation inevitably toward economic imbalance and social
 
instability."
 

In any event as soon as an FHA borrower becomes financially attractive 
to private credit sources, which are prepared to provide him with
 
adequate financing, he must transfer his account to the private in
stitution of his choice.
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To give an indication 
of the volume of FHA borrowers who transfer
their credit business to private credit sources, the following
statistics 
were 
taken from monthly reports of FHA county offices:
 

During 1971 and 1972 fiscal years 114,976 FHA Farm
Ownership loans were reviewed by County Office Personnel
to 
determine if the borrowers were eligible to be 
transferred to private credit sources. 
 Of these 3,519 or 31%
actually were refinanced. 
Likewise for the FHA Operating
Loans during FY 1971 and 1972, 85,133 were reviewed and
4,589 or 54% of those reviewed were refinanced by private
Sources.
 

Ordinarily graduation is by voluntary means rather than by legal

enforcement. 
 This is desirable from the standpoint of the borrower,
 
other lenders, the 
 Government, and the public. 
When voluntary grad
uation by refinancing cannot by accomplished, there is
for enforcing the refinancing a legal basisprovisions of the note or security
instrument. 
 Legal action will be recommended
county supervisor. as necessary by the
For an objective report on 
the comparison of FHA
 
loans to those of commerical banks and Production Credit Associations,
see (exhibit 9). 
For recent verification of progress made by FHA Operating Loan and

Farm Ownership Loan borL'owers, 
we turn to 
(exhibits 7 and 8). 
 These

Family Progress Summary Reports, covering several approximate 5-year
periods, for the two types of loans illustrate the percent of progress
 
made by a generous sample of operating and farm ownership loan borrowers
 
in 
the areas of cash farm income, net cash farm income and net worth.
 
It is interesting to note from (exhibits 7 and 8) that for the most

important Indicator of progress, gain in net worth, the operating loans

averaged a 61.3% gain for the four groups involving 32,771 borrowers and
 
the 8,912 Farm Ownership borrowers sampled, also in four groups, averaged
 
an impressive 69.2% increase. 
This commendable rate of progress was
 
made possible by quality guidance and supervision of the FHA field staff.
 
Such planning and farm management guidance also results in high collection
of collections based on maturities for the years 


rates as evidenced by the following table which illustrates the percent

indicated between 1957
and 1971.
 

PERCENT- COLLECTONSBASED ON MATURITIES
 
Type of Loan 
 1957 
 1959 
 1961 1963 1965 1967 1968 1969'1970 1971FHA 0perating Loans 93.5 95.1 95.7 95.7FHA Farm 95.5 95.7 95.6Ownership 95.5 99.9 96.0 

Direct Loans 105.9 104.7 103.5 103.1 102.2
Insured Loans 
 101.6 100.7 100.1
105.3 107.2 105.4 104.7 99.9 100.0
102.3 
 99.1 
 97.8 
 97.0 
 97.2 
 97.3
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The characteristics of agriculture in the United States are similar
to those of other countries of the world. 
These characteristics are
quite distinct, varying from one part of the country to the other, and
are usually unlike those experienceaby other sectors of the economy.

Those most distinctive of these include variations of soils and terrain,
extreme weather fluctuations, complicated marketing conditions, difficulty of changing production emphasis during a production year, sale
prices of farm commodities determined outside of the farming sector,
among others, which many tend to limit the availability of enterprise
alternatives for farmers, expecially small farm operators. 
 During
adverse conditions, economic pressures mount for the farmer and his
only alternative for progress and often survival is 
a source of credit
that meets his needs and terms. FHA then is usually called into action
for special attention to the immediate problem.
 

FHA emergency loans can be made to assist farmers suffering from natural
disasters and can be made in 
a variety of ways to re-establish stricken
farmers in disaster areas when it is indicated that credit will ensure
recovery. The more difficult problems are those of an economic nature.
On of the most persistent of these involves the potato industry in the
state of Maine. 
Because of changing marketing conditions, potato growers
were caught in an economic squeeze, which affected a sizable area of the
state. 
 FHA has been financing over 37% of the potato growers in Aroostook
County alone involving over 22% of the county's potato acreage. 
 Even with
FHA's liberal credit and farm management assistance, potato farmers are
going out of business at a much higher rate than is good for the community.
 

The FHA assistance has cushionud and slowed the adverse economic impact
on the community as a whole giving time for other agencies to work on the
marketing problem. However, U. S. farmers, like farmers around the world,
are slow to change their established pattern of doing business and, Maine
potato farmers are no different. Reluctance to organize their potato
markecing adequately, and each trying to do his own has proved time con
suming and unprofitable.
 

During the 1930's and again during the early part of the 1950 decade, FHA
was 
involved to a large degree in the "dust bowl" area of Oklahoma, Texas,
Kansas, Colorado, and New Mexico. 
 -Thousands of emergency and other
production type loans were made to farmers to replant crops successive
times when devastating winds and dry weather had destroyed the previous
plantings. 
FHA county supervisors were instrumental in convincing many
of the stricken farmers to change their cropping system from traditional
wheat to less Tleky crops such as grain sorghums and pasture crops. Somelosse- did occur during these thme but the 
ones that survived far outnumbered the losses. 
 The FHA system of farm planning (see exhibits 10
and 11) and the experience of the county supervisors were teamed up in the
evaluation of loan applications and to determine the recovery farm potential
of the farmers and their land, thus keeping many ordinarily economic unitsfunctioning until favorable weather conditions returned. 
Today the "dust
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bowl" area is a much better place to live and includes many successful
farm operations that would have failed without FHA assistance.
 
Another example of FHA assis.ance to problem areas of the rural sector
 
is the comparatively 
new type of loan "Loan to
Corporations.,, Indian Tribes and Tribal
 
management 
on reservations by purchasing uneconomic fractional units

and consolidating them under a planned operation.
tribal corporation purchases the uneconomic tracts it 


This loan is made to Indian tribes to improve land
 

After the tribe or
sized tracts back to individuals for such purposes as 
leases economic


housing, recreation, etc. grazing, farming,
Since the first loan was made in May of 1971,
 
11 
loans have been made totaling $9,490,000.
estate type loan. It is strictly a real
Indians of course, can
type of loans from FHA on an 


obtain regular operating
individual basis like any other farmer
throughout the U. S.
 
There have been other rural problem areas
and which are 
too numerous to mention. 

in which FHA has been involved
These include among others the

dai-y, hog, poultry, fur and fishing industries. 
 The basic approach has
 
been to analyze the situation, establish objectives and procedures

to carry out 

to

cope with the problem in the best way possible then send in
the objectives. Experienced guidance and counsel by FHA
 

a work force
county supervisors along with sound farm planning (see exhibits 10 and 11)Loss averages are greater in extreme problem areas 


has been the key to making the loan programs as effective as 
they are.
national scale, but 
 than they are on a
this is to be expected and such losses must be compared 
to the advantages to the communities involved that the loan program effortpromoted but: which cannot be recorded statistically
paragraph 4. as mentioned on page 8, 
FHA also has made its contributions

credit system to the development of agriculturalin many developing countries of the world. Over 139 former
 
or present FHA employees have served in 32 different foreign countries as
 
Agricultural Credit Advisors, assisting these foreign governments to
 
establish a variety of systems of agricultural supervised credit adapced
 
to local conditions. 
 Not all FHA training and educational services have
 
been performed in foreign countries. 
 Since 1945, over 7,500 foreign

participants have studied and/or observed the FHA system of administering
Agricultural Supervised Crediting in the J. S.trained during the Overlast 11 years. Many of 

5,100 of these werethe foreign visitors are 
assigned to an FHA field office, where thy actually participated in
 
analyzing farm businesses and in processing loan-dockets.
are set up for periods of Training courses
intensity visitor wishesthe 

one day to several months, depending upon theto study the program. Study courses are also
designed for those who will be administrators of credit programs in their
 
home countries and include overall
planning, organization,
systems programof accounting and budgeting andmanagement, 
 reporting, personnel development and
program evaluation, development of operating procedures and
acquisition of capital.
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IV. CONCLUSIONS
 

The foregoing resume of FHA history establishes some of the reasons
why this 37 year old supervised agricultural credit program is active
and expanding today. Another contributing factor to its popularity

is that its 
leaders and officers down the line have prudently and
judiciougly adjusted and adapted the operating procedures of the
 
agency to relate to the ever-changing economic, scientific, and

sociological needs in the rural 
areas. Traditional de!c qn,.f;d

concern for tl~e low income farmers has given FHA policy makers an
unusual talent for seeing through the present noble ranks of successful

and prosperous farmers to that unfortunate 17% who are still living

below acceptable standards, and devise ways to finance and guide them
to help themselves. 
 To do this without interfering or competing with
private credit institutions is what FHA is all about.
 

The ultimate purpose of this paper is 
to detect those characteristics
of FHA operations over 
the past 37 years that relates to present con
ditions in developing countries and which these countries can consider
while establishing agricultural credit program for their respective

low-income farmers. 
 Some are listed below:
 

1. 
Nature of the Agricultural Supervised Credit Institution to be
 
Established
 

The FHA like its predecessors is 
strictly a government organization.

Various modifications of this system have been established in other
countries. 
 They are often in the form of semi-autonomous institutions,

such as Agricultural Development Banks, Cooperative Banks, various kinds
of Agricultural Credit Corporations or Finance Companies. 
 Some also
provide such services as savings 
accounts and checking accounts.
 

FHA and its predecessors were 
brought into being because profit oriented

credit institutions were reluctant, and in most cases 
refused to take
the responsibility for making adequate credit available to 
low-income
farm operators who had the potential for an 
economic unit. This is

understandable when the amount of capital they manipulate and the rigid
banking codes and regulations they must adhere to is 
considered. Such
institutions 
can usually keep their available capital tied up in low-risk

short-term commercial loans 
that take little supervision.
 

The tedious effort of financing and supervising marginal farming operations

in a way that will bring the operator and his farm to a more efficient
level of production takes an institution that has well defined goals for
aiding small farm operations, and has a training program that will prepare
its employees to cope with the special problems of the 
low-income farmer.
 
In most countries the small farm operator "subsistance farmer" makes up
the largest segment of the rural sector. 
Some level of government subsidy
is usually necessary and justifiable when a rural supervised credit program
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is planned because the important planning and supervisory work involved
 
is research and educational in nature. The following remarks of
 
Dr. Don Pearlberg, Director of Agricultural Economics, USDA, before the
 
21st Annaul Meeting of the Agricultural Research Institute, Urbana,
 
Illinois, August 4, 1969, supports and adds emphasis to this opinion.
 

"There is a prevailing belief that farmers should
 
capture for themselves the total gain that comes from
 
increased agricultural efficiency. But this is not the
 
way it works. In a truly competitive system, no in
dustry can capture for itself the gains that result from
 
increased efficiency in that industry. These gains are
 
disseminated generally throughout the economy...This is
 
the appropriate reason for the use of public revenue
 
in support of agricultural research. My concluding
 
remark is that it is inappropriate, thereforq in the
 
accounting process, to charge agriculture with the
 
whole cost of agricultural research. The primary
 
beneficiaries are consumers, all of us, not just the
 
farmers." 

If the marginal farmer is not given assistance in a society that demands
 
progress, the rural poverty condition will become worse. No.farming
 
operation can stand still, it must move towards improvement or suffer
 
increasingly worse conditions. Dr. Paarlberg, in his Urbana, Illinois
 
speech and had something to say on this also:
 

"There is a group of farmers who are adversely affected by
 
improved agricultural efficiency, and they are the farmers
 
who cannot, or will not, or in any case do not adopt the new
 
practices. Their unit production costs stay as they were.
 
But, the selling price per unit falls, the result of in
creased production on the part of those who do adopt the new
 
techniques and increase production. The cost-price squeeze
 
grinds down these non-participants in the new technology
 
and they either quit farming or stay on, paying themselves
 
a lower return."
 

Contrary to many concepts of an agricultural supervised credit program,
 
it is not a panacea to all the existing social/economic ills of a
 
community. It can only provide guidance and financial support for the
 
small farm operator in his quest for more economic independence, accel
lerating his efficiency, making it possible for him to attain a higher
 
status in the community. In so doing the entire country profits through
 
increased agricultural production.
 

The important message that FHA history offers is that developing countries
 
must understand the importance their small farm operators represent in
 
the national economy and to focus their efforts on a system of credit that
 
will enhance these farmer's prospects for progress. This can be done, as
 
FHA has provided with supervised credit, simply by analyzing the farmers'
 
credit needs as it is related to the overall development program and
 
designing a system of credit to encourage traditional farmers towards
 

252 



-17

progress. 
For the less developed countries, this may mean shifting
funding priorities from politically oriented purposes such as public
works and other job related programs to the agricultural credit program.
Reluctance to do so has often been the basic reason why agricultural
credit programs for the small farmers have been so difficult to establish.
 
Because of the general educational level of rural people in the U. S.
during the early 1930's there was a reservoir of persons educated in the
science of agriculture or those who had considerable experience from which
the new agricultural credit program could draw on for personnel. 
Also
other services were available to the rural sector which were taken for
granted and which usually are 
lacking in various degrees in the smaller
developing countries who are planning for agricultural development. Among
others they include: efficient communication facilities, orderly marketing
system, efficient research centers, experienced extension services,
comparatively high education level of farmers, convenient banking services,
system for convenient transfer of property titles, effective mortgage laws
and a convenient system of public records and registration.
 

A credit program which is planned to operate where the above mentioned
aspects of an efficient agricultural organization are lacking must depend
on government support, at least during the early years.
 

2. Importance of a Favorable Political Base
 

The demise of the Farm Security Administration was brought about to a great
degree by the leaders of the agency ignoring the importance of this aspect
of operating a government institution. 
Since political activity in most
foreign countries is much more intense that in the U. S.,
be over emphasized. this point cannot
The importance of assisting the small (subsistance)
type farmers with credit and related services must be convincingly sold
to those who govern the country, and to insure reasonable consideration,
proposed credit programs should be related to their political future as
well as to the development of the country. 
Policy makers of emerging
countries quite often are not adequately informed on the importance of
credit in the rural areas or are unable to 
see the poverty situation,
having lived with it all their lives. 
Unless policy makers become aware
of the significance and importance of programs designed to assist the
small farm operators to become more efficient and productive they will
be unable to justify a priority level for the program that would ensure
its success. 
FHA has an Information Division that is responsible for
keeping the public informed about the agencies progress as well as
importance to the economy of the farming sector. 
its
 

Foreign officials studying
agricultural credit in the U. S. often observe its methods of operation.
 

3. 
Funding an Agricultural Supervised Credit Program
 

As experienced by FHA, the funding level of a small farmer credit program
is an indication of the priority level assigned to that program.
on adequate future funding is Commitments
 
survive. 

a basic must for a credit institution to
Too often credit institutions or programs in emerging countries
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have been established with a high degree of foreign assistance and
 
little consideration for local country plans to eventually take over
 
the funding responsibilities. Because of this low priority given
 
the program, it usually phased out or lost is effectiveness when the
 
donor country withdrew.
 

Tho Rural Rehabilitation program and the Farm Security Administration
 
of the 1930's had a struggle with funding also, but of a different
 
nature. Even at its lowest economic ebb during the dApression days

of the 30's, the U. S. had a national tax structure tnat produced
 
enough revenue to keep such development programs going once they had 
been approved by Congress. The situation in smaller developing countries
 
is usually quite different. The competition among other national
 
budgetary items is severe because of the meager revenue available. If
 
early commitments are not obtained for future funding of a credit program

it may die on the "vine." Long range budgets should be prepared based
 
upon well designed operational estimates to substantiate any requests

for funding commitments. This will include well defined goals and scope
 
of the program as well as bench markes tc identify progress. These goals

and budget estimates are the basis for establishing and maintaining the
 
aforementioned priority level of the program.
 

The insured loan system of the Farmers Home Administration for acquiring

loan capital has considerable appeal and has been studied by several
 
developing countries for possible use in generating loan capital for
 
their credit institutions. This system employs the use of private

capital invested in the program and which is insured 100% against loss
 
by the government.
 

4. Developing Basic Legislation or Authority
 

Because of its nature, a supervised credit program must be supported by

carefully designed legislation and platis of operation. Lending and
 
collecting money can present serious problems unless basic principals
 
are clearly defined and understood by all concerned. Many countries in
 
the past have used FHA procedures, modified to fit local conditions, as
 
a guide for designing basic laws and operating procedures for their own
 
credit institutions. The FHA system of personnel training, program planning

processing and collection of agricultural loans are especially suitable
 
as a pattern for use in developing countries because they have been designed
 
and tested for small farming operations similar to those that make up the
 
greatest percentage of farms in these countries. Where the Rural Rehabilitation
 
program and Farm Security Administration in the U. S. were able to find
 
technicians with the necessary background and experience to develop a
 
primary field staff with reasonable speed, many small countries usually
 
must train an entire staff before the credit program can be initiated.
 
Personnel training today is an on going important activity of FHA and is
 
a necessary feature of any successful credit program, especially one
 
designed to assist marginal operators in a farning sector.
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5. Timing of a Supervised Agricultural Credit Program
 

During the early 1930's the Rural Rehabilitation credit program was
 
one of the first programs of assistance to farmers to combat the efforts
 
of the depression and drought conditions of the time. Other types of
 
assistance were then built around the credit program in the areas of
 
marketing, production subsidies and incentives, promotion of improved
 
practices, etc. Unfortunately, developing countries too often begin to
 
think about an agricultural credit program only after related agri
cultural development activities are well advanced and expect the
 
proposed credit activities to be functionable immediately. FHA history
 
supports the consensus that a viable and effective Agricultural Credit
 
program cannot emerge quickly, even with the best advice and training.
 
Systems can be designed with reasonable speed, but people change slowly.

A staff must be trained and farmers must be given time to adjust to a
 
system of credit that requires various degrees of social and economic
 
change in their pattern of living.
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-20-

COMPARATIVE FIGURES SHOWING VOLUME OF LENDING
 
ACTIVITIES OF FHA IN 1947 and 1972
 

FY 1947
 

1. Water Facilities Loans 


2. Operating Loans 


3. 	Farm Ownership Loans 


TOTAL 


FY 1972
 

1. Operating Loans 


2. Emergency Loans 


3. Farm Ownership Loans 


4. Recreation Loans 


5. Soil and Water Loans 


6. Association Loans 


7. Indian Land Acquisition Loans 


8. Watershed Loans 


9. 	Housing Loans 


TOTAL 


Number Loans 


4,O5 


189,667 


.5,906 


196,628 


Number Loans 


43,845 


122979 


13,755 


48 


891 


1,289 


4 


34 

116,.59 


189,439 


$ 	Obligations
 

1,9210,668
 

102,762,060
 

45,403,180
 

$149,375.,908
 

Oblications
 

$ 	337,285,818
 

108,911,809
 

355,762,019
 

1,807,820
 

4,573,526
 

308,124,600
 

1,990,000
 

5S,982-9400 

1961o475,625 

$ 	 2,734,913,617 

(Taken from Farmers Home Administration Budget Report on loan collections and 
loan obligations for fiscal year 1972) Z56 
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ECHIBIT 4 -23-
Resume of FARMERS HOME ADMINISTRATION
An Action Agency for Rural Development
 

ASSISTANCE TO RUR FAMILIES IN FISCAL 1972
 
FIIA 
 loans financed the construction and repair of 115,985 individual houses
and 3,500 rental units, providing housing for more than 570,000 rural people.

FHA loans to farmers included $816 million loaned to 71,583 families to
purchase or operate farpts or to restore disrupted farm operations, benefiting
over 323,000 rural people. 
Private lenders participated with over $300 million,
helping to make 8,900 additional loans and bringing total money available to
over $1 billion.
 

In developing rural water and waste disposal systems, FHA provided some
 
improvement of more than 1,200 systems serving more than 2.2 million rural
 

$300 million in loans and $40 million in grants for the construction or
 

citizens.
 

COMPARISON OF VOLUME OF LOANS AND GRANTS 
 FISCAL YEARS 1969 THROUGH 1973
 

Type of Loan 
 (Fiscal years) 
 (Dollars in Thousands)

1969 
 1970 
 1972
1971 1973 (est.)
FARMER PROGRAM 
 $ 677,480 
 $ 634,688 
 $ 686,468 
 $ 816,091 
$ 839,500


HOUSING PROGRAM 
 507,107 
 791,701 
 1,396,639 
 1,610,475 
 2,154,900
 
COMMUNITY
 
SERVICES 
 198,001 
 160 100 
 278,550 
 307.971
01==XIMMN 
 339,500
TOTAL LOAN =m=1100 m1m160101 =1=W.o=.rn==. 
 ==
 

PROGRAM = = =
 ........ $ 1,382,588 
 $ 1,586,489 
$ 2,361,657 
$ 2,734,537 $3,333,900
 
TOTAL LOANS
& GRANTS ...... 
 $ 1,416,655 
 $ 1,634,623 
$ 2,408,112 
$ 2,784,837 $3,382,176
 

(Excerpted from PHA Bulletin No. 
h39(O70), October 19, 1972 -U. S. Department
of Arriculture.)
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EXHIBIT -24-


INCIDENCE OF POVERTY,
 
METRO AND NONMETRO
 

IN POVERTY 

METRO NONMETRO 

30 

20 1959 

1970 
10 / '_ _ _ 

0 o. K 
TOTAL CENTRAL SUBURBAN tOTAL 

CITIES RINGS 
SOURCESU.S. BUREAU OF CENSUS. 

U.S. DEPARTMENT OF AGRICULTURE• NEG. ERS IS$S-72 (Ij ECONOMIC RESEARCH SERVICE 

Figure 67 

(Taken from the 1972 Handbood of Agricultural Charts, Agricultural 

Handbook No. 439, U.S. Department of Agriculture)
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EXHIBIT 6 -25-


SUMMARY OF FHA ASSISTANCE TO INDIVIDUAL FARMERS
 
FOR PRODUCTION AND FARM OWNERSHIP TYPE LOANS
 

FHA production type loans (in- FHA Farm Ownership
cluding State Corporation and type loans 
Rural Rehabilitation loans)
 

1. 	Year first loan made 
 1936 
 1938
 

2. 	 Cumulative amount of initial loan 
advances made to June 30, 1972 
 $2,754,486,665 	 $3,195,075,558
 

3. 	Cumulative amount of initial and
 
subseqent loan advances made to
 
June 30, 1972 $6,330,646,331 $3,561,148,010
 

---- i----ii---l--m----------------------------------------------------

4. 	Cumulative number of initial loans
 

made to June 30, 1972 (number of 
individual farm families assisted) 
 1,91.5,398 	 212,354
 

5. 	Cumulative number of initial and
 
subsequent loans made to June
 
30, 	1972 
 5,101,510 	 253,637
 

6. 	Average size of all loans 
 1,241 	 14,000
 

7. 	Cumulative number of initial loans
 
made as a percent of total number
 
of farms in U. S. as of 1954
 
(4,782,416) 
 38% 
 4.4%
 

NOTE: 
 Because the number of farms in the U. S. fluctuate from year to year, 1954 has been
 
used as the average annual number of farms between the years 1935 and 1971.
 

(Taken from Farmers Home Administration Budget Report on loan collections and loan
 
obligations for fiscal year 1972)
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Foreign Training Unit
 

UNITED STATES DEPA.nIr OF AGRICULTURE 
Farmers Home Adinistration
 

Washington, D. C. 

Farmers Home Administration Family Progress Report Summary of 4 Groups of Operating Loan Borrowers 
1952-1956; 1956-1961; 1960-1966; 1961-1967 - r'c:' rlng *i1 7tates and z-uerto Fico* 

Average Year Prior At Time FHA Loan Average Change at 
Type of Analyses Vo. Borrowers I!o. Year Years of To MItA Loan Paid in Full Time FAA Loan 

Sampled indebtedness (Average) (Average) Paid in Full 
Groun - 1 
Cash Farm Income 1952 3,033 $ 4,434 + 46.2% 
Set Cash 13,968 4.2 to 
Farm Income 1956 1,418 1,709 + 20.5% 

T.C-t W.or-th _.,,.__ _2 9'C63 + 38.4% 

GrouD - 2 
Cash Farm Income 1956 5,161 9,123 + 76.7% 
!:et Cash 8,588 5.2 to
 
Farm Income 
 "19i 2,073 339 + 61.9% 

Let Worth _9,083 14,697 + 61.8% 
GrOUD~3 
Cash Farm Income 196o 8,417 16,o08 90.7%
 
1:et Cash 7,771 5.8 to
 
Far.-mn Income L966 2,985 6,o34 +102.1%
 

let Worth a 13,227 21,979 + 66.1% 
Grouo - 4 t 

. Cash Farm Income 63 770 15,796 +102.7% 
o_ Ilet Cash 

- cF__n_ _967_2844_ 982_+108.8%_Income 

0 e ot 12,376 2,9 38 
ro
0
 

*Tqken from 0'-rating Loan 
3/21/67 and F:A Bulletin Ilo. 2991(490), '/9/68 - Borrowers sampled limited to those that paid thdir loans in full and 

K Progress Reports prepared by the M Budget and Statistical Division, dated 8/20/56; 9/22/61; 

continued to farm - rnst of whom tr.1nrferrcd their business to private and ccmrmercial credit sources.
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UNITED STATES DEPARTl. $ OF AGRICULTURE 
Farmers Home Administration
 

Washington, D. C.
 

Farmers Home Administration Family Progress Report Summary of 4 Groups of Farm Ownership Loan Borrowers 
1951-1956; 1956-1961; 1960-195; 1962-1966 
- Covering All States and Puerto Rico* 

Years of 
 Year Prior Year Survey Average Change Status of
Type of Analyses No. Borrmers Indebtedness To FRA-FO Loan Was Made During Period _ -nM.ent, eheduleSampled (Period of Survey) (Averae) (Average) of Sulrey7 Ahead Sch. 'Behind Sc-K 
Group-

Cash Farm Income 
 1951 3,652 $ 6,073 + 66.2%
 
-,-et Cash 2,629 
 to
 -rm Income 1956 
 1,871 2,098 + 12.1% 45% 20% 

Wo:0,491 
 1et +35.1_
Group 
- 2
 
Cash Farm Income
P~et Cash 1956
2,T74 :to' 6,036 12,023 + 99.1%Farm Income 
 1961 2,479 4,246 + 71.2% 47% 17% 
;'e Cas 2,74,o153 . 
:.et Worth 
 12,158 20,12' + 65.5-%
 
Group - -
Cash Farm Income 
 1960 9,336 17,154 + 83.7%
.let Cash 1,536 to
 
Farm Income 
 1965 9,537 6,074 + 71.7% 
 42% 19%
 

'etWorth _ _,_ 17,003 23.884 + 40l%Group-- , _. 
.
 .. ......
 

%Ash Farm Income 192 9,970 16,797 + 68.4%iEet Cash 1,973 toFarmThcome 
 1967 "3,4 t6l +100.4% N.A. N.A. 
1_067_ .86931 +104Iet Worth _18,325 1 25.546 + 39.4% 

:_;;Aa from Farm Ownership Loan Progress Reports Prepared by the FHA Budget and Statistical Division under FHA Bulletins
-To. 18, 10/30/57; 1o. 1123, 9/13/62; Eo. 254'(90), 2/6/67 and No. 3280(490), 4/21/69 - Borrowers sampled were indebted
for a -year period prior to the survey. 
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at7EA 
HOW THEY COMPARE WITH
 
BANK AND PCA BORROWERS
 

For more than 30 years the fed-
eral government has provided sit-
pvrvised credit to those farmers 
and rural people who have been 
unable to obtain ciedit at reason-
able rates and terms from other 
lenders. Since 19.16, these direct 
farm credit activities of the govern-
inent have been conducted by the 
Farmers Home Administration. 

\While F1IA originafly made 

loans to farmers with "adequate 
family farming operations", this 
program was broadened after sev-
vra! %'ears to inclide farmers hay-
ing .Iess thait adequ(Iate" famiy 
farming oper.tions. A more recent 
addition has been the provision of 
loans to low-income farm families 
for agricultural and non-am:yicul-

tural purposes ith the htective 
being to assist them in generating 

at least a modiest increase in their 
level of living. 

It has been assumed, because of 
the nature of the program, that 
FIA borrowers are significantly 
different from the kind of borrow-
ers obtaining loans from commer-
cial credit sources (banks, PCAs, 

etc.). Borrowers going to FIIA are 
in a financial position that hampers 
their ability to obtain credit from 
other sources, or their credit 
needs - relative to their financial 
position - are larger than coin-
niercial sourcts are willing to inmet. 

In seeking to obtain a measure 
of this, a*ricultural econonist 'zr. 
William11.r itt'l..mhli'Lfeq 

University has conductedlan mdv-
sis of the characteristics of farm,:es 
who recently (1965-66) obtained 

funds front FRtA's farm operating
fromReproduced 

best ailble copy. 

han program. These characteristics 
lave been compared with those of 
"uew" PCA and bank borrowers, 
Some of these comparisons are 
shown graphically at right. 

New F:!A borrowers were de-
fined by lhIrr as those not having 
idebted(ess to FIIA when the), 
obtained their farm operating loan 
il !iscal 1966. On June 30, 1966, 

FIIA bad about 130,000 farm op-

t.ating loans outstanding of which 
64,700 had been approve! during 
fiscal 19M. low.,,'er, only a por-
tion, of these loans were to new 
borrowers,!who had other outstalnd-

img indchtedness vith the agency. 

Thus, of the total number of oper-
atiug loans mlitde by F!!A in fiscal

only *.bout 12,"00 were to!X3, 

new bct,'owers.
'dentifying "new" bank and PCA 

borrowers was a bit more 6;fficult. 
!.rr considered a new PCA bor-

rower as being one who had out-
stnding iii!ibtedness to a PCA on 
June 30, 1966, and who had been 
a member of the association for !ess 
thai one year. Nearly 375,000 
farmners obtained loans from PCAs 

during fiscal 1966 anti, of these, 
30,640 were considered to be "new" 
borrowers. New bank borrowers 
were considered to be those whose 

opernting credit outtstandilg ol 
June 30, !966 had all leet' ob-
tail(,d in the previous 12 months. 
Borrowers who had renewed loans 
at the reportiug hank during the 
period were exd.lldedas were ose 
having outstandig bank debt orig-
iating prior to July 1, 1965. 

In his analysis, Herr found a sub-

stantial proportion of FHA borrow-
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-28

ers had low cash sales of farm 

products, were operating with a 
small volume of assets and had low 
net worth. Over half of these bor
rowers were selling under $5,000 
worth of farm products a year. 40% 
of them had owned assets of under 
$10,000 and 65% had a net worth 
of $10,000 and below. 

Basically, the majority were 
smallvr farmers and most of them 
had equity ratios that wvere lower 
than the new borrowers at either 
banks or PCAs at the time they re
c(ived their loans. Moreover, a rel

atively larger number of tie new 
FIA borrowers were tenant oper

ator: as compared to the new PCA 
bank borrowers.andWhen analyzed by level of gloss 

sales of farm products, Herr found 
flse differences were even more 

marked, especially among those in 

the higher income levels. For those 

selling over $10,000 a year in.arm 
products, for esample, the FHA 
borrowers owned only about a 

third as many assets and had only 
about one-fifth the net worth of the 

PCA and bank borrowers. 
Net cash income of the FHA 

borrowers was considerably lower, 
too. But, this was not because of 
lower net from farming operations. 
Rather it as due to less off-farm 
income. 

For example, of those having 
gross sales of farm products of tin
der $5,000 a year, the FHA bor
rowers realized a net from opera
tions of $800 compared to $700 for 
the PCA borrowers. However, the 
PCA borrowers had off-farm in

come of $5,I00 compared with only 

AGRI FINANCE 
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$2,100 for the F-IA borrowers. eraged less tha $21,000. 
Thus, while the FIIA borrowers Net worth as a Percentage of 
realized a little more net from their owned assets averaged near 50% 
farming operations their total net for the FIIA borrowers btit more 
income was less than half that of than 702 for bank atd l1CA borrow-
the PCA borrowers because of the ers. And, low equtities were mtich 
off-farm income factor. more common anotig the larger 

A similar picture was revealed FIIA borrowers. For exatmple, 
among all intonme classes stidied alltot a1foutlh of thaos( witlh low 
- FIIA 1oriowers hi'dd to shw asseIs a ld Ihai-ce-faillIas a t le lIag-
slightly mr,'e iiet fro,,m farin-hig buIt er olJ)riahirs h.ad c(ilities of less 
had less that ialf th(, o -fatilli itt- tIala 50';'. V a' 'allllitr'aeiaI let h'l's 
come of thei]CA borrowers. the proportion of' borrowtrs hlavitag 

Ini spite of these evidences of ft- such a low equity ratio was less 
nancial weakness atnong the FIIA than 25% in any asset class. 
borrowers, they were carrying sub- The precise source of the large 
stantial amounts of debt prior to average prior indebtedness of the 
going to FHA. Herr found that new FIIA borrowers could not be 
debts per borrower averaged more determined but Herr figures it is 
than $10,000 before receiving F-LA likely that banks and PCAs had 
financing, while owned assets av- supplied these farmers with sizable 
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(page 2 of' 4) 
anmOunts of credit before weakness 
developed in the management of 
the business, adversity limited debt 
payment, or credit needs of the 
borrower exceeded the lender's 

standards. No doubt other amounts 
were supplied by merchants, deal
ers amid others. atnd this credit may 

have been adeqa;|te for the
horros ', 
borrowet S nleeds. 

"Thluis indicaths that the probhluia 

fi- ""iI %,I IA ,,,,,,t y is is not t,,i, 

i tilial act ,'s to c'r,'-lit I)tI ontij nil ;i(c(i' 5", JI'T vmp asi ,'s. 
Iwd aIcce01. ctpiiswit ae, a i-s 
"1':' l ,eso i,,v,: .cquiited with v :,, i
er alm.ottiats of credit been more 

s'ccessfullh deployed, or had loan 
terns been better fitted to the 

1_needs of the borrower," lerr sas, 
"it is likely that ti(t credit harrier 

faced by these borrowers just be
fore coming to FlIIA in fiscal 1966 
sv'oild not have caccurred" 

The over-all .gal of lIl. k to 

Ihelti olrs'tas cl\'ohll)ftrms - iii
eat\NclinS , part-timi tnits - 'licih 
a 1el)al)e of producig a(e(qtuate 
illltc'mns for Ile fatnil' and which 

will Iaweille finlt ial]i"ll estab ish ted 
so that no firther direct credit as
sistatce vill be needed frotn FIIA. 
Through supervised -credit - in
puts of technical al financial ad
vice along with refinancing of (tit
statnding (h'l)ts on'ntore suitable r,
p)inell |termlls - F1T,\ ('all ipro- • 

v id v ;I \'err il 1 nn i t a a d o ar n 

r h a.1 toe rs w ho ;i _lt -; i s 7t 

T)it,iaanin. 
It is evident that 1,;IlA's operat

ing loan prograin futrnishes more 
credit funds to the agricultural see
tor thani would enter if the pro
gramt were not in existence. Herr's 
study of new borrowers provides 
a aneasure of this. When borrowers 
were grouped by net worth, he 
fi t lla l iIA IMI'rTwers except 
tho1sc ill the highllr naet wortlh eale
gories oltail'd sitlhstailltialh lillg '. 
loans than either the ]CA or batik 
borrowers (see table, page 40). 

For all three lenders, borrowers 
with small net worths obtained 
more credit relative to their finan
cial size than the larger operators. 
However, the small F1IA borrow
ers obtained much larger loans rel
ative to net worths than did small 

AGRI FINANCE 
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.-ore tenants and part-owners 
amon! -A borrowers 

FIlA borrowers in 
lower income brocket 
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EXHIBIT 9 

BIGGER Networth and Average Average Leon a% (pa e 3 I.of 4) 
LOANS loan source net worth loan of not worth From the groupings ma'T by

Under $10,000 Herr in his study, similar charac. 
FHA $ 3.700 $ 6,31C 171% teristics were revealed among someB R OWERS ca 5,3 4,000 75 
Commercialbanks 4,490 1.330 30 borrowers ai all three institutions. 
$10,000 to $24,999 For example, nearly 10% of new 
FHA 15,400 8,190 53 FHA borrowers reported net 
PCA 16,800 6,200 37 worths of $25,000 or more. This 
Commercial banks 15,750 2,590 16 
$25,000 to $99,999 same net worth class accounted for 
FHA 39,400 11,120 28 46% of the bank borrowers and 
PCA 49,700 10,900 22 54% of the PCA borrowcrs. More. 
Commercial banks 46,990 4.760 10 over, immy IIA borrowers with 
$100,000 and over
.AIA 128,600 14.880 12 nevt wolths above $25,000 obtained 
PCA 264,500 36,900 14 loans which were similar in size to 
Commercial banks 260,110 18.800 7 those provided by banks and PCAs, 

to farmers with similar net worths. 
While this would suggest that 

these borrowers might be eligible
buAk or Pg borrowers, be adequately financed even for bank or PCA credit, many oi 

Among larger FHA, bank and though the size of loan is small. them may have other problems in
 
PCA borrowqrs, the ratio of loan This would occur if a small portion their businesses which makes them
 
size to net worth was more corn- of the borrowers' outstanding in- questionable commercial credit
 
parable. llowever, as indicated dcbtedness is represented by refi- risks. Short of a detailed analysis
 
above, FHA borrowers are likely to nancing from the initial bank or designed to examine the operator's

have other financial characteristics PCA loap. manage'ment ability, equity, repay

-which limit their ability to obtain While the availabl data did not nient capacity and other faetors, 
credit from commercial sources, pcrmit lherr to dcterviine how lcrr says ie feels it is reasonable 

These comparisons indicate that nmch of the new FIIA credit was to concludc that competitive as-
FIA may not be as concerned with used for re'financing of outstanding _to which mcnht ho spested ,i' 

financial riskas are the two com- debts, it did indicatc that4he ma- the: hitgn net wortfl or some I IDA 
mercial hkmhirs. F~or banks an1 jority of thje new IA borrowers lirrowers arc reiative-n ii 
PC.s. fimm:ncial ril anu i1i (0(IOs received sonie edit tor acquiring and that ti, rlt;iell' f ~in X , ddtiUa rtesour'es. Thswas i-'.. FHA oneratine loan .

liit} t size loan ,u addiionil This w vi- M0ram is really one of assistance
 
smalhler farm onr,,rirs. denced by tht fict that the average t i
Anl i - - 7m t,__bab ly ra tlw,r th a n ,o mye tition to co in 

.- L practice tat probably FIA loan exceeded the average to- n-.,ial lenders.,dntg 
*.orks to increase the dilr'iroce be- tal debt outstaiding just prior to 
tween FIIA's ratio of loan size to the (xtension of FIIA funds. And, 
net worth and the ratio for banks undoubtedly, these figures under- Reprinted 
and PCAs concerns the proportion state the actual sittwtion for new From 

of the new loan which is used to resource acquisition. AGRI FINANCE 
refinance outstanding debts of the SEPTEMBER/OCTOBER"1969 
borrower. If a higher proportion 
of the FIA loan represents refi- FHA competition? 
nancing of old debt than for either While FHA is permitted to make 
PCA or bank loans, the difference loans only to those who are unable 
in the amount of new credit re- to obtain credit from other lenders, 
ceived by similar kinds of borrow- the suggestion is occasionally made 
ers from the three sources would that some FITA borrowers appear 
not be as large as it might appear to mect the eligibility requirciemnis 
Or, looked at from the standpoint of comiwrcial hnders. Thus, sonue 
of the two commercial sources, degree of competition between 
some of their new borrowers may FIA and ecommercial lenders is 

suspected, 
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USDA-FHA Position FORM APPROVCO. EXHIBIT 10 -32-
Form FHA 431-2 BUREAU OF BUDGET NO. 40-R1077.1 

(Rev. 9-13-67) FAr.1 A'10 HOI1E PLA N 
NAME OF USiANDI NAME OF WIFE 1 AORUESS 

AGE$ Or PE:SONS HSBAND WIFE SONS DAUGHTERS OTHERS 10TOTAL ACRES CROP ACRES, NENTI FARM S 
EA 0r**[ tEASE eI 

INIWNED IREPNTEDI IOWFADI OPERATED,AME QYES YETT 
NO ]t

I W911R LASTYEA%$El LAENo ~ 
IMS OF LEAE ]PERIOD OF LEASE 

A. FINANCIAL STATEMENT AS OF 19 
PROPERTY OW'NED DEBTS OWED 

HEAL STATE LCATION) ACRES VALUE NAME AND ADDRESS OF FINALDUE INTEREST ANNUAL RAOUNT UNPAID 
CREDITOR DATE ATE INSTAL. OELINO. SALANCEFARM _ __S ______ ,,,___ 


LIENS ON REAL CSTATE:
 

OTHER REAL ESTATE _ _ __S S_$ 

TOTAL REAL ESTATE ,S
 
LIVESTOCK: NO. VALUE S
 

LIVESTOCK HELD FOR SALE _ TOTAL LIEJIO*lj n. E. __._sss
 

DAIRY COWS LIETIS 0.J CHATTELS AID c"opa:I _
 

BEEF COWS _ ___ 5 _
 

OTHER CATTLE
 

BROOD SOWS AND GILTS__ 

OTHER HOGS I.' 
EWES __ 

OTHER SHEEP 
 T 
POULTRY 

FIACHINERT AND E(UI'TiE: 

AUTOS TRUCK S _ S -

TRACTOR(IS) 

OTHER FARM MACHINERY 

TOTAL LIENS CHATELS & CROPS$ 
- -- . - ________ .,UDE'.tTS: .. _ _ .... . . . . .. ... .. . 

TjOTAL AACHINERY AND ErUIP~LEUJT .
 

OTHER PERSONAL PROPERTY: UAN. .... TOTAL JU OErh!.j. ___ _ _ __ _ 
V TALUE J .. ... .. __ _ _ 

CROPS HELD FOR SALE S TA).S DUE: REAL ESTATE I.. PERSONAL S-'
 

GROWING CROPS INCOME A SOCIAL SCURITY I- .... .. TOTAL TAXES DUE S
 

FEED _ _ALL OTHER DEDTI mOCTOn, STOnE, ETC., D.7CRIBEI:
 

SEED AN. SUPPLIFSi-


HOUSEHOID GOODS .
 

CASH ON IHAND I ... .. .
 
.BO.NflS Afl ISVI'.,1h ,- ..-... . .-

A C TS .ro', lUj ftA I', , fil l I .. . .... ... . ,. .
 

TOTIL OTII"r. ;"-n 'L D':. I TOTAL PT!:' ," OESTS S
 

TOTAL NPOnE D .E74EP__ TTAL ALL DEBTS
 

h. TOTAL OF CASH Or, HA.D (rOPS A'D LIVESTOCK HELD FOR IMMEDIATE SALE. AND INCOhr TO BE RrCEIVED IN IMMEDIATE FUTURE . 

2. DEBTS AND EXPENSES V.'r WILL PAY FROM ABOVE CASH ANT) INCOME 

3. CASH CARRY.OVER FOR NEXT YEARS OPERATIONS AFTER PAYING THESE DEBTS S 

BEGIN1NING OF YEAR END OF7YEAR INCREASE OR DECREASE 

4, NET WO4TH (TOTAL PROPERTY OWNED MINUS TOTAL ALL DEBTS) S S S 

S. TOTAL DEBTS 

6. TOTAL LAND DEBT 

? TOTAL DEBTS OTHER THA', LAND 
PERIOD.COVERED BY PLAN: F Om to to It 
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D. IMPROVEMENTS AND PRACTICES-FARM. HOME, AND FINANCIAL MANAGEMENT 

CROPS. SOIL. LIVESTOCK. FINANCIAL MANAGEMENT. MAINTENANCE AND REPAIR. WHEN TO 
OOD PRODUCTION AND CONSERVATION. HEALTH, HOME. COMMUNITY ACTIVITIES. ETC. OO IT SOURCE OF FUNDS ACTUAL ACCOMPLISHMENTS 
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(Page 4 of 4) EXHIBIT 10 - 35-

AMY. OF AMT. OF 
F. CAsH FAMILY LIVIpIPENSE CREDIT PLAN ACTUAL H. CAPITAL UPENDITURIS CREDIT PLAN ACTUAL 

NEEDED NEEDED 

FOOD. INCLUDING LUNCHES........... I .............. ....................................................................I............. I................ ............. ................
 

CLOTHING....................................................................
........................................................................................................
 

PERSONAL CARE.............................................................................................................................................. ....................................
 

HEALTH......................................................................................... .... . ...............
................................................................
.................
 

HOUSEHOLD OPERATING................................
...........................................................................................................................................
 

HOUSE REPAIR AND SANITATION........................................................
........................................................................................................
 

SCHOOL.CHURCH.RECREATION................................................................................................................................................................
 

P RSONALINSURANCE......................................................................
...............................
 
............................................ . ........ ........ 
. ..... . .. .... ..... . .. ... .. . .. .. ..
... .. ........ .. . ...... ..... ..... . .... . .. ...


TOTAL S..............
..............................
 
AMT. OFG. CAIH FARM OPERATINO CREDIT ACTUAL .......................................................................
EXPENSES PLAN ............... ...................
 

NEEDED DOTS REFINANCED fTA9L9Al........
 

FEED...........................................5 ............. I ................ TOTAL s..............
I .............. I............ S.................
 

SEED..................................... ...................
TOTAl. OTHER LOANI AND CREDIT FHA OTHER ACTUAL 

FERTILIZER .............................................................. FAMILY LIVING ...........................I..............I............. I..................
 

PESTICIDES AND SPRAY MATERIAL ..................... . ................... ................
FARM OPERATING ........................ 


FUEL AND OIL ......................... .................................. ...............
CAPITAL EXPENDITURES 

MACHINERY REPAIR ...................................................... TOTAL .. .
................... S.... I....... 1 .................
 

MACHINERY HIRE .............................................. SUMUARY OF YEAR'S OUSINES8 PLAN ACTUAL
 

HIRED LABOR ..................... I. FARM INCOME FROM CROPS
..................................... AND
 

LIVESTOCK EXPENSE ........................................................ LIVESTOCK (Table D and C) ---- ......... ..........
 

AUTO AND TRUCK EXPENSE ................................................................ACP FARM INCOME .......
2. AND OTHER 

F'ARMBUILDINGS AND FENCE REPAIR ................................ . TOTAL CASH FARM INCOME(/ Plus 2).. S .................S...............

4CASH FARM OPERATINGREAL ESTATETAXES ....................... ............... EXPENSES (Table G) .-----.-


S. NET CASH FARM INCOME 

PERSONAL PROPERTY TAXES .......................................... (3 Minus 4) - ------- .............. I.................
 

WATERCHARGES ........................ ................. ON-FA RM IN COM E . ..................
0.7. TOTAL NET CASH FARM &NON-FARM 
INTEREST...............................................................INCOME (5 PI u .. ..............................
.................... 6)


S. CASH FAMILY LIVING EXPENSES 
RENT........................................ ...................(Table Fr.*..............-- - - - --

PROPERTY INSURANCE .......................................... 9. NET CASH INCOME (7 Minus 8) -.......
 
0. CASH CARRY-OVER 

................................................................................. (Pa e . Line 3)................... ....
 
II. LOANS AND OTHER CREDIT 

................................................. .. (Table ) ---------............... 


................................................................................................12. IN TE RE S T (Table G) -- - ---... - ---- --
13. TOTAL AVAILABLE 

.................................................
............... ...................(9,
................. JO, Jl and 12) -------------------- $.................
I ............... 


.................................................. .................. 14. CAPITAL EXPENDITURES (Table 11) . .-
CURRENT OPERATING BILLS TAIlLA). 15. BALANCE AVAILABLE (J3 Minus 14) .... . ..... 

............... 


. ................
 

TOTAL ............. IS. GROSS CASH INCOME (3 Plus 6) .. . s ..............
................ S..............
 

K. DEBT REPAYMENT 

AMOUNT DUE PLAN ACTUALTO WHOM OWED THIS YEAR AMOUNT 
TO BE PAID FUNDS PAID(PRIN. AND INT.) PRIM.AND INT. DATE SOURCEOF AON 

.............................................................
S .................... 

... 

I.................... ..................................................................................... ....................
 

... . . . . . . . ...............
.. .............. 
 .............................................................
..... ....................... . . . . . . . . . . . ...........................
..........
 
......................................................................................................... 
 ......................
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... .. . 
...................................................................... 
 ..................................... 
 .. ..............
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...................................... 
 .................
 
.......... ......
..... * .. ..........
............ ... .......
.......... 
 ....................................
.. o.............................
 

*....................................* ....** . ....................................... ................................... 

............................... .............................. . . . . . . . . 
INCOME AND SOCIAL SECURITY TAXES 

TOTAL S.......... ...... ....................... ............................... . . . 

We ogree :o follow thisplan and o discuts with he County Supervisor any Important changes Ihal may become necessary. 

C.PO 200 
 . ..- ..............................................................................
 

ICOUNTY SUPERVIOR) 



EXHIBIT 11 - 3.6-
ORM APPROVED.FORM FHA 431-1 Poaitton I OUREAU OF BUDGET NO. 40-R06.8

(Rev. 7-19-67) U. S. DEPARTMENT OF AGRICULTURE 

FARMERS HOME ADMINISTRATION NAME 

LONG-TIME FARM AND HOME PLAN STATE 

TO BE IN FULL OPERATION BY 19 ..	 COUNTY 

A. SYSTEM OF FARMING: 

B. 	 MAJOR CROPS:
 

ITEM 
 ACRES PRODUCTION PER ACRE 

CROPS. PASTURE, ETC. PRESENT PLANNED PRESENT PLANNED 

C. MAJOR LIVESTOCK: 

ANNUAL PRODUCTION 
KIND OF LIVESTOCK NUMBER OF ANIMALS PER ANIMAL 

PRESENT PLANNED PRESENT PLANNED 

D. CAPITAL PURCHASES AND COST OF IMPROVEMENTS NEEDED TO CARRY OUT THIS PLAN:MATED COST OF LIVESTOCK, MACHINERY, 	 (INDICATE ESTI-FARM AND HOME EQUIPMENT, AND REAL ESTATE IMPROVEMENTS.
SUCH AS DRAINAGE, LAND CLEARING, PASTURE DEVELOPMENT, FENCING, BUILDING, ETC.) 

LIVESTOCK. MACHINERY. AND EQUIP MENT REAL ESTATE IMPROVEMENTS 
APPROXIMATE YEAR TO BE APPROXIMATE YEAR TO BE

ITEM NUMBER COST PURCHASED ITEM NUMBER COST PURCHASED 
s $ 

TOTAL XXX s XXXXX TOTAL XXX $ XXXXX 
E. MAJOR CHANCES AND IMPROVEMENTS IN FARM. CROPS. LIVESTOCK, AND HOME AND FAMILY LIVING:fINDICATE ON REVERSE OF FORM THE CHANGES AND IMPROVEMENTS TO BE MADE AND SHOW PLANNEDCOMPLETION DATES FOLLOWING EACH ITEM. DO NOT INCLUDE PRACTICESKEY AND OTHER IMPROVEMENTS

WHICH ARE TO BE DOCUMENTED :N TABLE FORMD OF FHA 431-2.) 

WE A.GREE TO FOLLOW THIS PLAN AND TO DISCUSS WITH THE COUNTY SUPERVISOR ANY INPORTANT CHANGES 
THAT MAY BECOME NECESSARY. 

IDATE) 1BORROWER) 
IWIFE) 

apo SO0B-gB 272 	 (COUNTY SUPERVISOR 

FHA 431-1 (Rev. 7-19-67) 
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Chapter 17 

DESIGN CRITERIA 

SUGGESTED BY THE MEXICAN EXPERIENCE 

The Mexican experience provides a broad background from 
which to extract basic criteria for use in testing the design of any 
credit system which presumes to serve small-scale farmers. These 
criteria may be summarized as follows (no order of priority is 
followed, since any one criterion may be limiting under different 
operating conditions): 

i. The budget must provide J'r the time and skill it takes to 
leant, beftre initiation of the actual flow of credit, how best to 
relate to the people to be served. 
A widespread weakness in credit programs results from the 
assumption that people will behave as they "ought" to when given 
the opportunity to progress. They simply do not behave so and 
often action founders over the seeming intransigence of farmer 
response to good will on the part of the agent of change. Surprise 
reaction to the representatives of the credit program may have its 
roots deep within the social, cultural, and political history of the 
people involved. The farmers and their families may be so 
preoccupied by matters far removed from farming practice that 
their attention and their .ense of responsibility are inaccessible, at 
least at the moment when the credit system is under consideration. 
Only mclch time and money can get at the deeply held attitudes 
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and temporal concepts of rural people in traditional settings. Onlyspecial skill can unerringly locate the best points of entry into theminds and hearts of a community of farmers. Unless this skill isfound and applied with patience, a credit system may be built on
the weakest of foundations. 

2. The budget and inanagementplait must allow for ongoing
special training of the field staff.
A fundamentai characteristic of credit programs is their tendency toexpand over a wide range of technology which often and all too soonexceeds the training and experience of the field staff. In turn, as theignorance of the field staff is exposed, farmers' confidence in thestaff may be seriously eroded, with debilitating impact on the wholeprogram. The confidence and vitality of the staff are underminedunder these conditions, with costly results. Special technical trainingrequirements must be anticipated and the field work load must be

borne by those not in training courses.
3. The staff must be considered as profissional, not mis

sionary, in nature.
The salaries of professionally trained Mexicans working in the fieldof agricultural development are low. Yet few professionals in anyother field of work are expected to work under such tryingconditions, with such absolute commitment. as the men who workdirectly with the farmers in the administrative and technicalaspects of agricultural credit programing. Moreover, few professionals in otherany field are expected to be expert in as manydifferent technical operations, with as little opportunity for special
training, as are those engaged with credit.


Nothing 
 except slicer bankruptcy will kill a program fasterthan staff members who are technically inadequate, who arerestless, discontent, and angry. Nothing is more archaic than theassumption made for decades in development work: that staff will,
out of sheer devotion to the goals of human 
 progress, livework, year in and year out or even week in 
and 

and week out, under

the same primitive conditions as the campesino.


The key members of a staff have 
 many years of education.Their aspirations are in harr. ,:!rv vith their expanded intellectualachievements and their fai;l04.it haive comparablea orientation.They seek the same rewards 'r-in ;neir work as any other class ofprofessionals and if work coiiiiins are tough, if they must be 
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separated from family often and for long periods, they should be 
rewarded financially. 

Good staff cannot be bought cheap nor kept effective bycutting costs. The argument that income alone compensates fully
for the hardships that go with many assignments in rural is,areas
admittedly, an oversimplification, but without good pay other 
incentives prove inadequate. 

4. The credit institution must be free of the demand that itperfbrm equalli'v well wherever it works, in those instances of 
programs which cover large geographic areas. 
This criterion is particularly important in the judgment of publiccredit systems. In every incase the official credit institutions
Mexico have insufficient funds to meet their obligations to all the
farmers in their jurisdictions. Yet in every case the pressure to getresults and to make them evident is great and never ending.

As a credit program reaches farther fartherand into thehinterlands, the cost per unit of result mounts and efficiency
declines. As a consequence, systems have concentrated scarce 
resources of money and technical staff among farmers who are
easily reached and among whom the beneficial impact of credit
assistance will be most readily perceived. More help would movefarther out if the credit institutions were free of the demand to
perform with high efficiency wherever they work. 

5. The credit find and its sources of renewal must be large
enough to cover the costs of'success. 
To constrain a credit program once it takes hold is difficult andvexatious. A nation, a region, a state, a community, even a group
within a village are voracious in the demand for more money, more
technology, more technical assistance, more training, more manage
ment. Early success in th, extension of those elements of a creditoperation can soon create all the dangers of failure, if the growth
requirements which come into view are not anticipated and their
availability is not assured. By no means should programers alwaysavoid starting the movement of credit when it can be forecast that resources beyond those currently available will be in demand. The 

promises are inevitable, distrust begins to 

odds obtaining resources for the future, however, must be 
measured. 

When stated 
short, defaults on 

objectives are too grand and when money runs 
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corrode tile system, and haste and waste are evident in tile 
application of both funds and technical assistance. Staggering to 
the imagination and surprisingly often overlooked is tile totality of 
demand for credit in all its forms among the rural poor. For 
example, the Fund (see Chapter 4) 1970 could reachin only 
34,175 clients, even though SI 00 million moved within this 
national credit system. In one valley near Guadalajara, in the state 
of Jalisco, the credit needs of 525 farmers are projected at over 
.€530.000 to bring roughly ten thousand acres under modern 
high-yielding corn and sorghum practice, exclusive of the related 
costs of technical supervision, mechanical equipment, training, and 
overall management. 

6. The credit .system must integrate production ancd market
ing. either within its own, calnibiliti' or b' means of tied 
relationships with other organi:ations. 
Investment in new production can yield its return only in the 
marketplace. A credit system should always lead the producer to 
his market. or, as has been 'true throughout Mexico and throughout 
the Third World. production breakthroughs will lead to disil
lusionmen t and abandonment of the program. 

The burden of responsibility for marketing success can be a 
heavy one for a credit system. Its weight must be measured and 
the carrying capacity of the system carefully assessed. Market 
anla;ysis is not simply a question of determining the existence of a 
demand. Other questions Must be answered: Does the demand 
predict a price high enough to subsume all coSts and still yield
profit to the producer. high enough in his eyes to justify his labor'? 
Are critical investments required before produce reach thecan 
market in an acceptable way. for example. investments in storage 
facilities, packing plants. truck lines, or other forms of transporta
tion? Do efficient means exist to handle the required financial 
transact ions? 

For a credit institution to provide answers to' these and other 
questions, and for its program to have strength not only to answer 
the questions but also to act what those answersupon indicate, 
more staff members, consulting expertise, and money may be 
called for than was estimated when only on-the-farm considerations 
were taken into account. Oversights, oversimplifications, and bad 
judgment about marketing have wrecked many a credit program. 
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Note: The striking difference between public credit programs and those run
by the large private agribusinesses of Mexico ies precisely in the area of
marketing emphasis. The private programs all r sult from a need for raw 
materials, produced under close technical supervision to assure quality and
quantity at a price acceptable to both parties. In turn, farmers are attracted 
into such schemes because they are helped inthe effective use of what credit
buys and are assured of a market and a profit. llistorically, public credit 
banks have encouraged production without careful regard to marketing
follow-up. This negligence has meant widespread losses by the farmer and by
the lending institution and also has resulted in cynicism toward repayment of 
debts and criticism of the effectiveness of the banks. 

In Mexico private agribusinesses (primarily in the processed-food
industry) with effective production-maketing credit systems have laid them
selves open to threat, perhaps inevitable wthn agrarian reform lies at the hear,
of political ideology. As small-scale fhrmners have eniered into such private
credit programs and have benefited materially, leaders of farmer organizations
have made them aware of other gains not achievable through company
activity: the emotional satisfaction of managing their own affairs rather than 
being locked into a controlled production program on their lands, and an
increase in income from more direct participation in the profits of the 
agribusinesses themselves, even to the point of taking over ownership (see
Chapter 16). The industry in Mexico has not acted overtly upon the
long-range implications of the threat. Naturally, public credit in.titutious are 
free of such concerns. 

7. The anount of credit extenided to each client in a system
itust include a suin to corer personal as well as agricultural needs. 
A responsible credit institution must be able to satisfy personal 
credit needs for food, clothing, medical costs, education, and a 
multitude of other expenses which are harder to categorize, such as 
those for a wedding, expenses which a man must meet in the 
culture of Mexico. This aspect of credit, often overlooked or 
avoided, is vitally important in the early years of a program, until 
a farmer begins to accumulate savings. 

The importance of personal credit is rooted in the evil of the 
moneylender, his usurious rates of interest, and his control over 
the quality of life available to the rural poor. During the 
pioneering period of a new credit program, the subsistence farmers 
in the scheme in a given year may have to spend more nmney for 
personal emergencies than they can anticipate earning from the 
land. A farmer who has shifted away from the moneylender in 
Mexico in order to finance his production may find that the 
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moneylender either will cut off credit for personal needs or willincrease the already burdensome rate of interest as a form ofcastigation. This perpetuates despair that debt to the moneylendercan ever be eliminated, and thus it seems more secure to remaintied to ancient ways than to risk on change.

Though personal loans are 
 the hardest to secure, they liethe heart of people in poverty and must be 

at 
attended to moreadequately than in the past. To do so places an austere demandupon the quality of a credit-system design. Crop credit, credit toimprove the production capacity of a farm, credit for animalpurchase and the facilities for improved animal husbandry, creditto construct marketing channels, difficult as they are for tile poorfarmer to finance, are relatively appealing: they relate to tangibleresults which can be put into commercial terms. Some collateralalways exists, though it is often vague in legal and political terms.The only collateral for a personal loan available to the averagecampesino is his character, which rarely can be described con

cretely. 
Can any credit system risk on such collateral? To be prudentwith the management of scarce resources, must not a plan include 

a waiting period to see if a man functions well within the program?No credit system is total unless it faces the issue raised and is ableto respond either with personal credit or with a defensible reasonto extend such credit, althoughnot a lack may vitiate whatever 
else is done. 

8. The credit extended for production and marketing practices niust be enough to ensure a profit on the investment.
Obviously investment should be so calculated that it yields aprofit, yet andover over again in Mexico the of acost beneficialtechnology is underfinanced. Research may have determined that acertain plant density is necessary for profitable results, yet moneyadvanced for seed purchases is but a fraction of what is requiredby best practice. Again and again, a fertilizer requirement, ananimal-feed formulation, an herbicide or insecticide application, ananimal health control, and many other elements called for byimproved antechnology may be acknowledged by the credit institution but not fully financed when credit is actually extended. Suchpractices in a credit program increase greatly the risk taken byboth lender and borrower. The predicted profitability of an 
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investment in new technology simply cannot be achieved. The 
farmer's disappointment over results is inevitable. Default on the 
payment of loans under these conditions has always run high in 
Mexico, as has the rate of withdrawal from credit programs. In all,
attempting to extend the coverage of a credit program by offering 
less than optimum amounts of money per client is a false and 
dangerous economy. 

9. The credit s'stem must provide for close supervision at 
all stages from the first extension of finds or credit in kind to the 
collection of all loans. 
Supervised credit is widely accepted as a basic component of 
successful credit systems, and the Mexican experience provides 
overwhelmingly conclusive evidence that when supervision is close 
and continuous, the o' ds are great that loan default will be low or 
nonexistent; withou, supervision, the reverse is true. 

The Mexican campesino is neither essentially dishonest nor 
basically unreliable. His apparent irresponsibility in dealing with 
unsultervised credit is the result of two historical factors. One is 
the slicer lack of training in fiscal responsibility. The ,other, an 
attitude fostered by politicians and agrarian reformers since the 
Agrarian Revolution of 1910. is the belief that the patronage of 
the Mexican government is a right of the campesino. The idea that 
loans from public agencies (and. by association, loans from large 
private organizations) are separate from national patronage and 
require repayment is often difficult to get across. These two 
factors interact to reenforce the demand that credit programs be 
carefully supervised not only in a technical sense, but also in the 
process of educating the campesino in the ways of credit financing. 
Nothing in the Mexican experience predicts how long it takes to 
free a credit program from the burden of providing supervision; 
clearly, however, many years are called for and withdrawal of 
supervision too soon is dangerous to pr6gram stability. 

10. The policies of the credit system should reflect a wary 
attitude toward "self-help." 
This cautionary criterion is advanced not in any orthodox 
opposition to the ideals of local authority over local affairs nor to 
the notion that a cooperative is the most uncorrupted form of 
human organization and the one most capable of ensuring a fair 
distribution of wealth. Rather, it is suggested that undue speed in 
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allowing campesinos to pursue on their own the course set by 
people of far greater sophistication can be destructive and 
irresponsible. 

Idealistic insistence on self-help and on cooperative structures 
has left behind a trail of failures, typified by the case of the egg
cooperative sponsored by CREFAL (See Chapter 6). The people 
who are the focus of agricultural credit programs are not ready to 
be left on their own, often for years, despite any training program 
yet devised. Surely exceptions exist, but those exceptions do not 
justify the larger number of failures nor do they obscure in any 
way the soundness of the warning being flashed here by the 
Mexican experience. The campesinos of the world are intelligent
enough to manage their own affairs, but this intelligence is 
untrained. To bring about the necessary management discipline has 
proven to be a far tougher task than is generally admitted, despite 

goals of self-help 

decades of development experience upon which to draw for 
legitimate doubt. 

Before any credit system sets a time limit on reaching the 
and cooperation, its management must know its 

clients well. Is the time limit set for withdrawal realistic? How 
susceptible are the farmers to cacique pressures; how susceptible 
are they to losing newly created resources to the old forces of 
exploitation? What intensity of distrust is characteristic of their 
interactions? How individualistic is their concept of ownership? 
How prideful are they of their different levels of individual 
achievement? Why would anyone coming to understand the people
embraced by a credit program believe that some or all could be 
brought together in any kind of organization, for any length of 
time? 

Honest answers to questions like those, sought from time to 
time, will reveal better than ideological insistence the appropr"ate
time for withdrawal by outsiders and the type of local organization 
most likely to survive and protect the interests of its members. 
Meanwhile technical and management control should be tight and 
continuous, and the cost of that control must be estimated and 
covered. Paternalism is inherent in this part of a credit program,
and beware the system which in the name of some idealized form 
of human relations rejects the role too soon. Those who will suffer 
are those who already have suffered too much. 

256 

292
 



COUNTRY PAPER
 

CO-OPERATIVE CREDIT IN PERSPECTIVE 

A CASE STUDY OF WEST PAKISTAN 

by
Mahmoud Ali Khan and 
Dilawar Ali Khan 
University of Agriculture 

Lyalipur 
1973
 

2S3
 



Co-operative Credit in perspective A Case 
Study of West Pakistan 

By
 

Mahmood All Khan & Dilawar All Khan 

Ph.D.(Frankfurt/M. ) Ph.D.(Wisconsin)
 

Introduction:
 

The credit noeds of the agriculturcl sector of th= economy have,
 
boon mat traditionallyefrom the non-institutional sources. The common non
institutional 
sources may be countad ',s market intermediaries, professional 
money-lendor, village shopkeepers, frionds and relatives, and the land-lords.
 
They have boon a regular source of fin .nce, though uncertain to a degroo,
 
for the small as well as the largo farmers both for consumption as wall as
 
production purposes of short and long-turm nature but mostly at prohibitiv.
 
costs. The indobtednoss from the non-institutional sources ha. nover boon 
looked upon as something positive, especially in traditional agriculture.
 
It was under this psychological attitud that Darling exhorted that tho 
farmer in this part of the world t is born in debt, lives in dcbt, cnd dics1)

in dbt'. Ydt tho farmr has not escaped from tho non- institutional cradit. 
According to an estimate, 90 par cent of the agricultural credit comas from 
non-institutional sourcos.2) 

In order to relieve the fX:rmors of th& burden of unproductive 
d~bt, governments have been promoting institutional arrangement to meat the 
production credit noe.ds of tho farmnrs, pcrticularly that of small farmors. 
It has boon the considorod opinion thct credit should b; cheap, involve simpli
procoduris; and be readily available. Keoping in view these objoctivs of 
crodit supply, govornmont selected the channel of the Rovenue Dopartm.nt for 
the disburs-mzint and colloction of loans under the Itaccavil loan system. 
The land Improvomint Act of 1883 and the Agrica.turists loan Act of 1C84 

0) 	Thu authors are Associl.te Profossor and' ssistant Profossor
respoctivoly in th; Faculty of Agricultural Econo,-aics and 
Rural Sociology, WPAU.,Lyallpur. 

1) 	 h. L.Darling, Tho Punjab Farmor in 	Prospority and Dobt,(iadras:
Oxford Univ.rsity printing Press, 1932 ), p. 258. 

2) Mahmood Ali ,Dijav~r h1i KHbn and Uobmad Uuuealn Bhntti,
Faru Credit profilo and Supcrvisd Credit in Ruril P.kistan,
(.;imaogrphod),(Lyallpur: West Pakistan Agricultura.l Univor
sity,1972 ),p.52.
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waro passed in this rcspect but the latter 
 Act was replaced by the West
Pakistan AgrIculturists; 
 Loan Act of 1958. Under the provision of this Act,
loans could be granted for short, medium and long-term credit needs of all
types of farmers in the country. The funds aro provid,.d by the provia.il govornmcnts. The loan distribution nnd colloction is , xcuted at 
no cost to thi
borrowers. Small loans ore grnntvd agninst the personl surety whereas the
lrge lonns are given agr.inst the security of l.nd.

It is not known as to the type and ext3nt of forming community
covered through Itaccvi, loans. However, these loans are not popular among
either the small or 
progressive farmers as is revealed from the fact that
no loan application was received in 
one 
of the agriculturally progrcssil.e
districts of the Punjab Province during 1970 and th; 
loanable funds were
returned to the public oxchuquor as unutilized 
a
 
The limitations of the 
'taccavi, loon bystam wore reallized quite
early by the government. It was, thereforo, sjIpplcrantcd through the Rniffaisen Cooperative Credit system.. This system also f.iled to fulfill efficientlyand adoquately the credit nc.ds of the small foraeors. 
Thu credit cooperntivs
aft reported to have advnnccd over 
the decade ending December,..1967, 
n sum
of It.507 million. Although the share of small f2rmers in this loan money is
considered to be quite substantial but it is far below the total production


credit needs of the small peasantry..
 
Realizing the inadoquacy of the earlier two institutions and to wezt
the challenge of increasing demand for farm credit, Agricultural Development
Finance Corporation and the Agricultural Bank of Pakistan were establishd
in the years 1953 anA 1958, respectively. Both of theso institutions weru,however, amalgamated in the year 1961 to form the now 
existing Agricaltur:l
Devolopmont Bank of Pakistan* With tho expanded participation of the government and the inteenational aid giving agencies, this bank has developed into
a mightY.organization. A major part of the Bank's loanablo funds have been
disbursed to popularize the use 
of modern farm t-chnologios. However, in this
caso, too, the main beneficiarils have boon the well-off large si0o farmers.
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The flow of institutional credit into the fari sector is tabulated below. 

Table 1: Institutional Credit Supplies to the Agriculture 
Sector in West Pakistan (Rupees in million)
 

Yaars A.D.B.P. , Taccavi Cooperatives 
I I .. . .. I, 

196o-61 30.9 13.7 64.6 
1961-62 46.9 11.2 06.9 
1962-63 40.7 9.1 67.5 
1963-64 46.7 11.2 50.7 
1964-65 40.5 29.3 40.7 
1965-66 68.0 11.2 48.0 
1966-67 100.5 9.6 46.4
 
1967-68 106.2 11.1 41.9
 
1968-69 51.4 11.2 NA 

Source: Government of Pakistan, Ministry of Agriculture and 

Works, Year-Book of Agricultural Statistics, 1969..
 

The institutional crbdit arrangements have thus existed in his 

country for the past 90 yeurs but they have failed to maet the credit 

ne.ds of the farming communities in general and the small farmer in par

ticular. It is ostimatad that the credit institutions have not so far
 

created a cliontagc of more than five per cent of the total farm populn-! 

credit facilities need to be axpandod and streemlinadtion. 2)Institutionm.l 

who lackparticularly to effectively servo the interests of small farmers 

necessary collateral and ability to manage the necessary funds to adopt new
 

farm techndlogias. and to improve the rosourco-mix on their farms and to 

ouancipate them from the strangle-hold of usurper money lenders. 

1) As against this institutional cr..dit supply thu total annual
 

institutional credit ne-ods of the farm sector h&ve boon osti
mated to bc something like 771 million rupees. sau, F.Kahnort, 
ot al., Agriculture End Related Industries in Pakistan,(Paris., 
Dov(.lopm=nt Contre of the Org:;nization for Economic Cooperation 
and Development, 1970),.p. 234. in 

2) Inspito of the significant improvements/the institutional cro
dit to agriculture is estimated to cover only from 10 to 15
 
pr cent of total requirements. So.4*bid, p. 229.. 

est available copy.Reprodce from 
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I 

IIProgranm Characteristics
 

A. Background 
I.. Historical Summary 

The cooporative farm credit system in the country was introduced
 
vith the passing of the Cooperative Crodit Sociot!ists Act 1904.. Tho Act
 

provided for the organization of primary agricultural credit societies to
 

supply credit to far,,rs. Tho sociotios wore to raise funds thr, ugh mom

bers deposits and lanablo funds from ncn-mombors. The act also authori

zed provincial governments to appoint Registrar Cooperative Societies to
 

assist in organizing primary societies, to supvoriiso their operations, and
 

to audit their accounts,
 

The wcrking of th 1904 act revealod certain defects. In the 

first place, it did not provide f,.r the organization of central institution 
such as contral cooperative banks which wore needed to finance the primary 

societies. Secondly, the act did not provide legal basis for noncrodit 

societies such as marketing and supply socictios. The Act of 1904 was there

fore, amended 1 1912. The amended Act gave recognition to central financing 

institutions and extended the scope of the cooperatives to spheres other 

than credit, 

Inspite of concerted government efforts, tho number of coapora

tive societiUs and their membership stLod at 1769 and 93169 respectively 

by the close of the year 1912, The wcrking capital of those associations 

was 7.3 million rupees. In all 24 districts in whole of the Indo-Pakistan 

sub-continent had embraced the movement but nine of those districts had
 

no more than one cooperative each.
 

The governmont appointed the Nlaclagon Committee in 1914 to
 

roviow the working of the cooperative credit system.-The committee raco

mmended the establishment of a Provincial Cooperative Bank.to control and
 

coordinate the activities of the central cooperative banks in each province.
 

The provincial Cooperative banks wore, thus, establishod in most of the 

probincos. 

In the initial stages, the coopo.atives met with serious oppsi

tion from vested interests. The money lender, in particular, reoized that 

the success jpf tho cooperatives would mean his displacement. In addition, 

the persons who cadrinistorod civil law mainly cnme from nonagricultural 
SReproduced from a 

betavailable copy. 29 
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classesb They had a bias in favour of the n'noylondor and ngainst the
cooporativusi L.Langloy, tho Rjgistrr of Cooporative SociOties, Punjab,
roforing to this Opposition in thQ Annual Rzport of 1912(pm8 obsorvod:
 
Tho Iunsifs(Judgos), as a body, arnfylonding rOcrultod largelyor suall shop €,nor from thehvo classes s,, tha.t :Liany thema class projudico against thi villago banks, This 

of 
is shown

in tho way of voxatious and ov,.nwho h1ppon to be mom.bors illogal action tcwjards partiesaing troc.triont of c;6por,:tiva sciotiscf then2 in court. ind by insulfor It is not ana moncylendor unconmun practicoto put suue mcmborsinto court ofwith c nowly startedtho objct of frightening bankar. thealso on his bo~ks from joining a 
oth-r members

socioty. Once the clicnt 
who 
is 

in court, many and various aro tho ways in which a hkstilo Munsif(Judgo) 
can prse.cute him.
With th. passing of the government
becamo a of India Actprovinci,.l subject 1919, cooprativasin th-provincial logisl-turo. 
charge of a "inist~.r rosponsibleiCommittos to thewore constitut'd to inquiretion of the cocporatives into the posiin tho various provincos.thoir own Acts 1iany provinces passedsuiting thoir requiremonis and roplaced1912. th.This gave iulpotus All India Act tfto tho cooporatives. In addition the Qconoric pro. 

The progross 

spority botw,.on 1920 and 1929 facilitatad oxpansion of the cooporativos.
of thc sociotiL was, howover, again retardod duringdoprossiun of the 193 0's. 
tha 

Thu first land mortgage bank tu adva.nce lng-torm credit to farmers
was organized in q920 in tho Punjab. In the following yoars, a few more
banks cane iuto oxistence. Tho doprossicn of thu 1930s andfall in land valuis the resultantidvursly offected tho financial position of those
 
banks.
 

In v£drs, the progross of the
tablishuent land banks was slow till the esof a contra;l land mortgago banktho in 1929. The bankissuo of debentgres c .ntralizodof tho primaary land rmortgagoThe structure of banks in thu provinco.th(. land mortgago banks in the iAadr.s was folLcwd byothor provinccs. 
During this period farmers associations covering ocnoraic activitios likt, markozing, cattlo-brooding, bettor-farming, 

among the womon.fluks also aPpoarod on thu scono, 

thrift and savings 

Tha period betwoen 1939 to 19/+7, which is characterized by the 
28& IReproduced from 
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second IWorld W;r and the Independence Pakistan, aof was period of groe.t 
turbulanco and trial for the coopora.tivo raovomont. The cooporative organi
zations in th country were usud by tho Government as ..convoniwnt tool 
during the War &nd post-Indepndanco strintsncios. Tho cooperative associ:.
tions that had hardly established their place in the rural economy, wore
 
directed to oddundrtako activities liku th,; procuroment cf ceroals and th. 
whole .sale trade of price controlled articles like; sugar, salt, clth, !ind 
kerosene oil. The movumnt also started serving the intorost of nun-raoniburs
 
on a much widur scale than buforo. The development of rural credit coopora
tivos as roflccted in nu,.,bor , momburship, working capital, _*nd deposits is 
given in table 2.
 

During 1960-65 reconstruction of farm credit and ra rkcting
 
cooperatives 
was initiated in the Punjab Province. This resulted in. 
the organization of 550 large-sized credit cooperativos, 5000 small-sizud
 
credit cuoperativos, 73 
agriculture marketing cooperatives, and 1000 sorvicj
 
cooperativcs. The reconstruction of anothor 1250 smlall-sizod credit coopor
atives was also plnnned. This scheme was widonod in its scope duringS the
 
period 1965-70 thr )ugh the institution of F.rLi Service Contros orderin to
 
accelorato the paco 
 of farm mechanization and to facilitate the easy and
 
adequate supplies farm
of inputs like, saeAs, fertilizer and insecticides.
 
The numbcr of fcrr service 
centres, so far orgnnized, does not exce.d 12 
and tho total str%.ngth of service copratives in whvlo of West Pakistan
 

stands at 2006 

2, Relation to National Credit System 
The credit cooperatives are onviscagod to be basically self

supporting in regard to their 
financial responsibilities. Howevor, in 
view of the vast gap that oistod, and even continues tc widen-up, between 
the need for agricultural credit and the resource endowments of the cooper
ative sector, the State Bank of Pakistan which is the Central Banking 
auth.rity in the c.untry started financing th; cooperative sucto.r. 
The
 
financing was d-no thr.ough the via-modia cf the provincial cooperative 
banks(apex banks), primarily against the collateral uf government se
curities but at in ooncessin:l interest rcto of throe 
 per cent, that is,
 
two per cont below the bank rate, 
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Cnstituti. nally, thO c..c(porativo crodit institutions aro also 
linkod with tho Agriculturnl Dovvlpmnt B.nk cf Pakistan in rospoct of
 
thu flw %f finances d wn to the furvior and devising of farm crodit po
licios. But, in -.ctual pm-ctic., this linkago seems to have buon raroly
 

tried. 

As of 1965-66, the b~rrowings from tho StCte Bank of Pakist.n
 
cnrstitutod 46 pur cant 
.f the tital liabilitivs of the provincial
 
cooperative banks. Those ba.nks, in turn, had przvided linancicl accomo
dati(n to thc contrl cooperative banks to tho oxtent of 50 per cont
 
of tho amount thoy had borrowed fr,-m tho 
State Bank. Howevor, the li.nblitios 
of the central cooperative banks thetuwards provincial coopora:tivo banks 
constitutod only 21 per cant of their total liabilitios. It may bo romomborod 
that State B1nk's refinancing is primarily fc.- agriculture production 
purposes wharon:s 75 per cent of the funds provided by this instituti,n to the
 
c;oporative s..ctor leak out into cthr sectors of the oconomy. 1 ) 

3. Other Program Activities, 

Cooperatives have boon used by the government for different
 
purposes at difforent timw.s but.primarily to solve 
one or the other
 
problem relating tu agriculturoo For instanco, multipurposo credit coop
orativos h-ave buon used to facilitdto the purchase and processing of farm
 
surpluses particularly that of rico and cotton. Theso institutions have
 
also boon used for the distributi-n of f-zrm inputs liku so.d, fertilizer
 
and im-provod f-.rm inaplemnts and for thu jc-int marketing of form pr-ducts. 

4. Relaticn to Existing Lcal Institutions. 

The developmont of cooperatives in this country havo been 
largely under thu top.-down orrangomunt. The -.nly local institution
 
existing, before, tho cooperatives appeared on the rural sa001 
 , was
 

1) See, State Bank cf Pakistan, Statistics on Cooperative Banks,

(Karachi: State Bnnk Qf Pakistan Press, 1965),p.22.
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the I punchaitt sys tOm which was instituttd prilaar±y to facilitato and
supervise th. law nnd order situation in thetivos rural coLmuunitiosas an economic .Cocperasystou added a now diuansi.,nIt oncountered, to the rural economy,thorefzre, strong resistanco and oppositicn fronm the
institutioilal credit sources, particularly the money lender, and tho mar

non
kot functionarios. Besides, atte.nding to
which cooperatives 

the Oc ,nomic activities around
were organizod, those 
 organizatins have boon froquontly used by the dovelopont agencies for carrying their message t,
the rural dowellers. Also, cooporativo leadership and promoters are givenreprosontati-n 
 n vcri.,us coax.iittOjs and.boards that are institutud to
facilitate and prmote rurai dovelopront, 

5. Agricultural Patterns and Potentials.
 
The agricultural production pattern in this country is diversified. Farming is Ai.stly 
.f subsistunco nature intorspursed with pockets
of cuuixorcially oriunted farm firmis. As tho farm sector continued withtraditional technolgy for centuries togothev, the production level had
fo lloed, 
oro 
or 


introduction ,f the 
loss, a stable pattern. Beginning with mid-sixti


0 s, th0
naw seod-fertilizer and tubewoll tocinology affected
a sizet.blo shift in the agricultural production functin, at least in
relatin to the major staples like whot, rico, and maize. Some improvemonts have also bcon roalizod in thj 
cnse Df the 
two impL.rtant cash
crops, namo.y; 
cotton -nd sgarcano. Appundix I 
 provides the production
record fur important crups in thv c~untry.

Although production perfurmance of fnrm sector have significancly
Improved, but still, much gap exists butwoen the' potential productivity,
and the I roclizod-productivityf, 


The canal irrigated areas of the cuuntry
can make substantial contribution towards expanded production and
rapid agricultural growth in case nucessary moasuros are taken to puesh
tho use of mvdorn tachn,.logicaj package, both on small and large farms,
to the oconomic..ptimum 
lovel. Furth%r 
success can be achieved in case
bioL-gical break-. through is affected, through proper research offorts,
in rolaticn to the cash crops and the livostock sector. Barolj 
 areas,
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that soemod to h:.vo bon loft behind in the sway of racant agricultural
 
transforn-ati-n# can also manko their duo contributiun towards national
 
dovolopmant provided the necessary capital to effectively exploit land
 
gnd molsturo rvs,urcos is made available and new 
 crop and livestock strains 
suitud tf tho goe-physical and ocGL-gicnl onvir,pr of these areas nre innva
todo 

Be 

I* General Objectivos 

The genera3. ubjoctives .fa couporativo sccioty are incorporated 
in.its bye-laws. At tho time of the introductLn of cooporativo system, thu 
byo-laws emphasized thrift anng the membors and stated the purposi of tho 

t
cooporativo as finnncing of farmerst credit needs', The present d.y model
 
bye-laws aro quito comprehensive nnd incorporate clauses with regard to both
 
the scial and the oconmic'mnct'ivities,
 

Credit cooperatives perform functi~ns ;f accepting deposits,
 
lending of.money and marketing of farm surpluses b~t the major activity
 
aran relates to Lnding of loanable funds, It may be romouborod that, in
 
general, cooperatives neither 
tvy nor are able to fully satisfy the credit
 
needs of all of their members. Those associations, primarily, functi.n,
 
within a small sub-group consisting of the members of the uanagomant
 
committee and close
their associatosi 

2, Terms of Loan 

) Purpose 
Farm credit cooperatives extond credit for production as well 

as consumpti.n purposes. Country-wide information on the break-up cf loans 
for consumption and production purpososis not available. The results 
of a samplo study covering 81 sociotivs in the Sarg_dha division of the 
Punjab Province are given in table 3. 

It must, however, be stated that loan amounts may not actually 
be utilized for the purposes for which they are takon. In abenoe of 
proper loan supervision , such cases are thought to be quite common .&eIar
ticularly among ICI and 'D' category cooporativos. In tho c.so of 

*) For'the definition uf variL.us categorios of coororativos, see
 
app.indix 2e
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Coop.r, tiv..s thtt ;xt-nd kind locns in th, for.; fcrtiliz.r c.nd s :-ds, lo,.ns. 
us.i is according to th: st.tod purposz. 

b) P;riod 

AEriculturc loans aro ;ithzr [rantcd for six .. onths or ono ycc.r 
or at tho .:ost two y :.rs poriod. It was found thL.t cooporativs w jro -;n.
r.lly [rantinC. lo;ns oithor for six ;ionth or on. yzrr, 1hara-tvio yours' lo.ns 
1.oro givon in rr-.rQ crsos. Tonura-wisQ distribution of locns, bAsod on tho 
sn:.plo study rf~rrod to csbovo, is produced in tablo 4. 

C. Org,..nizztin.
 

Tho or3:.nizvation of crodit cooporc.tiv-s is dapict,.d in tho chart 
shown horound -.r, 

FAR,& COOPERATIVE CREDIT STRUCTURE IN WEST PAKISTAN 

St'ztQ 	 Bcank of Pak- Govornuont of Vast 

F 2 Provincicl: Coo-Binks 	_orativo 

'"77 	 Cantral Coopa;9, 

tivo Bnks 

14248 	PrLx.,ry Credit 
Coopoartivo's. 

Individual Meubors 
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It ni-ds, h.wuwvr, to bo pointod *bt the cooperative structurein the various regions of the country is not fully developed to the extent as depicted in the chart. For exa.ple, in certain regions the village

level cooperatives are functioning but the secondary and the tertiary level
 
cooperatives do not exist*
 

The local faru cooperative is run invariably through honorary
management assisted by the cooperative extension worker who 
 is deployed inthe field on behalf of the provincial Department of Cooperative Societies.
On an average the meubers of the uangement cou.jittee range between five to 
seven* 

A large Lajority of the coopetatives is run by the honorary secretaries. A small number of cooperative organizations, however, do some
tiues acquire the services of part-time paid secretarles/against the nonthly payment 
 of a nominal amount, not exceeding fifteen rupees per month. 

D. Beneficiaries
 

1,3: Selection Criteria: 
 Village level cooperatives only lendto their members. A member is lent according to his pre-defin~d loanlimit which is fixed at 15 times of the amount of the land-revenue Sorbe 
peasant proprietors, ten times the amount of land revenue in the case of
lease-hoMers as well as the non-occupancy tenants. Additionally, to the
limit determined on the basis of land revenue, 1/4th of the total income

f.rom other sources is also added. In case a peasant proprietor keeps upa good repayment record, his credit limit may be raised 
 to 20 times of
the amount of land-revenue paid by him. Nevertheless, the maximum permiss
ible loan limit per borrower cannot 
exceed ls.600.00 in the rainfed areas
and Rs.1000.00 in the irrigated areas. The prescribed maximum credit 
limits are inadequate to 
cover the production costs of even an average
size farm firm in both the irrigated as well as the non-irrigated areas,
particularly when-viewed in relation to the financial requirements of new 
farm technologies. 

Thus it can be Judged that bgsis for the determination of maximumcredit limits for the member partrons have little relationship to their
needs, repaying capacity, character, and repayment records. It is disturbing to record that the cooperatives in the country do not follow any 
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specific and scientific gr:tduation policy. Lending is, instead, guided
 
by social pressure rather than economic rationale. The class of benefici

aries may be different in 'A' and IBI class cooperatives than in 'C' and
 
tDI class cooperatives. Principally, the beneficiaries are the members of
 

the management committee and their supporters.
 

Field observations are indicative of the fact that the distribu
tion of loans in the case of cooperatives with non-egalitarian structure 
is more in favour of socially influential members than their ordinary and 
non-partisan counterparts#
 

The secondary credit cooperatives determine the maximum credit 
limit for the primary farm credit cooperative. The basis of the credit 
limit is spellod out in the.following formula., 

MCL = X - ( Z + Y) 

X.= Totq3L maximum credit limits of the members.
 

Z = 25 per cent of X Aor the first year of establishement of a

cooperative, or 10 per cent of X if the cooperative is older 
than a year.
 

Y = Owned capital of the cooperative. 

The procedures as well as the practice of determining these 
credit limits do not correspond to the sound banking philosophy and 
practice in the country as there is no direct contact between the pri
mary and secondary cooperatives. Further, the credit limit of each pri
mary cooperative is to be revised every year which is rarely implemented.
 

Also the gap between the credit limits computed according to the formula
 
and the approved limits has been found much wider as can be seen from
 

table 5. 
It may, therefore, be said that the credit limit formula is 

devoid of economic rationale and practical senses The actual credit limits 
do not stand in any definite relationship to the computed credit limits. 
These credit limits, whatever they stand out to represent, are not operaamong a large number of coo artives, A study covering 17 fo e ,.ives
tive showed tha? over a period df five years only 20 per centor tneu, 

class primary cooperatives were financed by the secondary cooperatives and 
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the total financial assistance was reported at Ps.10200.00.1) Thus the
 
alection criterion is not 
 only un-systematlc for the individual farmers 
but also for the small sized primary level credit cooperatives. Moreover,

secondary credit cooperatives enjoy the exclusive privilege of dropping 
the defaulting cooperatives from their suppo'rt program.
 

4v Other Sourcus of Credit 

The cooperative members have also access to other sources of
 
agricultural credit 
namely; government, the Agricultural Development Bank
 
of Pakistani the Commercial Banks, 
 and the non-institutional lenders. The 
"institutional sources 
like government (taccavi) and Agricultural Develop
ient Bank of Pakistan have, however, met the credit needs of farmers on
 
a very limited scale. Whereas the commercial banks have mainly confined
 
their coverage to marketing loans and their participation in the field of
 
production credit 
is only of recent origin. The Agricultural Development 
Bank lends to the cooperative societies but it is not authorized to directly
lend to the cooperative members. In actual practice, however, the coopera
tive members do manage to get financial accomodation from the Agricultural
 
Development Bank... 

The non-institutional sources, that is, friends, relatives, prof
essional money lenders, shopkeepers and market intermediaries account for
 
approximately 90 per cent of the total amount of loans borrowed by the
 
farmers, According to or estimate, relatives provided 63 per cent, moupy
 
lenders 17:6 per cent, 
landlords 17 per cent and the shopkeepers 2.5 per 
cent of the" total non-institutional credit flowing into the agriculture 
sector 2)
 

Anothor study reports that in a progressive agriculturol. area of
 
Central Punjab, friends and relatives provided 63 per cent, market inter
mediarles 18 per and thecent landlors 3 per cent of the farm credit. 

1) Mahmood Ali Khan, Cooperatives Dilomm,(Lyallpur:West Pakistan
Agricultural University Press, 19?2),p.81.
 

2) The Government of Pakistan, Report of 
 thePakistan AgriculturalCredit Enquiry Committe,(Karachi: Government of Pakistan Press,

1955), p.73.
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Wa3reas -114:the balanc,., was provided by the institutional credit agencies.) 

The.farmer's preferencependent on his knowledge for a definite sourceabout vereus sources, his of credit is doability to borrow accor-Iding to the terms and conditions of the credit source,ences past dealing experi.with a particular lender, personal association 
purpose with a lender, and theof borrowing. According to a study, nearly 80 per cent ofprefer ron-institutional the faxrr

lenders over institutional so urces, 2 ) 
It should be realized that cooperatives, inspitoherrent weaknesses, of all the 1nwee the most preferred source viz-a-viz other institutional credit sources. It needs to be remembered, however, that the
farmers preferences for various credit sources az=y ;hange, and aprioriinformation ravcals that they do change, with the changes in-the production
Patterns, and the production needs of farm firms and also with the changes
in the procedural methods and policies of lending agencies,
 

5. Profile of Farm Community
 
According to the 1960 Census of Agriculture, thefarm in total numberWest Pakistan was of4859983 and the total farmacres. Out of the total farm area 75 per cent was 

area 48.93 million
 
under cultivation. The
average size of farm worked out to 10 acres, Of the total number of farms
,6per cent were large farms (50 acres and above), 15 per cent medium sized
farms (25 acres to 50 acres), and small farmd.with a size of less than 12.5acres accounted for the remaining 77 per cent.
The tenuv-ial distribution of farming units isOwner cultivators also very skewed.were found to be operating only 38 perfarm cent of the totalarea whereas the balance was being cultivatbd 

owner-curetenants by the tenants andwho had to their respective share 39 and 23 per cent
of the total farm area.
 

This information po.nts out to the fact that the cooperative
clientage is reprosontativo o' the poor segment of the rural economy that
 

) iMuhazmad Naseem ,,, Small Farmers in the AgriculturalTransformation of tIest Pakistan,unpublished

(Davis:University of 

Ph.D.thesis,
Caligornia,. 1971).


2) Raja Attaullah 
Khan," Farmers knowledgeAgricultural Credit,,, I-est 
and Preferences ofPakistanNo.3.(Lahore CooprativeRvieW,West Pakistan Cooperative union, 

Vol. 5 
19 6 7),p1p.54555 

2,97 
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exists side by sidu with its affluent counterparts who control a major shara
 
of the nation's agricultural wealth.
 

Ev Portfolio
 

Data showing the number and volume of outstanding loans by type
 
and purpose are given in table 6. It was statod earlier that the use of
 
the loans could not be determined. A person may borroU es many times as
 
he likes but not exceeding the prescribed loan limit. The frequency of
 
borrowing as ravealed by a sample stody is given in table 7.
 

Another study revealed that only seven per cent of the borrowers
 
among 'A' class cooperatives continuously borrowed for five consecutive
 

years; 
nine per cent of such borrowers repeated their borrowings for four
 
years$ eight per cent for three years; 13 per cent for two years and
 
twenty six per cent were reported to be casual borrowers. Similarly, among..
 
'B' class cooperatives, eight, five, six and eleven per cent of the borro
wers were found to be repeating their borrowings consecutively for a period
 
of five, four, three, and two years respectively. Whereas twenty five per cent
 

were found t& be casual borrowers.1 )
 

It may be concluded that the cooperatives do not have either the
 
resourges or do not follow the policy of building a regular clientage in
 
order to strengthen their financial position. It appears that the coopera
tors, in genoral, also do not consider their cooperatives, as a reliable
 
source of credit. Instead, farmers consider their cooperatives as a source
 
on which they may fall back in case all other sources rofuse to accomodate
 

their loan requests.
 

2e Interest
 

The cooperatives charge varying interest rates from their members.
 
Some of the cooperatives, with a large proportion of their owned capital,
 
are charging only three-per cent rate of interest while there are 
others
 
which charge as high a rate of interest as 12 per cent. At present the most
 
co nmon rate of interest being charged by the cooperative associations from 

1) Mahmood All Khan and Dilawar'Ali Khan, Cooperatived Dynamics,
(Mlimeographed) (Lyallpuri West Pakistan Agricultural University,
 
1972), pp.75-76.
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the borrowers is nine per cent..As compared to it the friends and relatives
 
charge, on an aggregate, 20 per cent, .iorchants 46 per cent , and money In
ders 32 per cent interest rate per nnnum. Apart from the agrced rate of inter
est the non-institutional sources als:) extract disguised interest rates thro
ugh kind loans and pro-harvost sale arrangements,
 

3. Collateral 
The loans granted by a farm credit cooperative are 
not to bo backed


by any collateral. However, in each case two other cooperators have to stcnd
 
surety for each loan. It is observed that the relationship among the borrowers
and the first and the second sureties is based on mutual obligations. A roce.nt
study revealed that singlea borrower excutod maximuma number of 14 sureties 
in 'A' and nine sureties in 'B' class cooperatives during a single year .2)On
an average, every borrower executed at least one surety among the coOperativjs

that formed the subject of this study. Information on the surety rrge that th
 
borrowers werG found to have 
 executed during perioda of five years is conta
ined in table. 8.
 

4. Other Subsidies.
 
To accelerate the spread of farm
new technology the government


realized the importance of maintaining favourable 
 terms of trade for tho
 
ftrm sector. Accordingly, price support program for tlu 
 food grains were 
initiated and the imports of fertilizers and pesticides were undertake on 
public account to be distributed on subsidized rite. During the Ist plan

period Government imported 162500 of
tons fertilizers and gave subsidy ofR.20OO00 million against this single input. The Government also provided
75 per cent subsidy on the chemicbls to be used for arop treatment against
ins-ect-pests. )Subsidy alsois provided on the development of tubewell irri
gation and permanont 3and improvements. However, in vie,4 of the faet that 
the new technological package has fairly diffused, at least on commercial 
farms, and the locally producer modern f nrm inputs have started flova 
in, the Government is gfadually withdrawing the subsidy package. 

1) Cntrcl Tready Organization, Travelling Seminar for IncreasedAgricultural Production, (Ankara; Office of the United StatesEconomic Coordinator for CENTO Affairs, 19 63),p.29
 
2) Khan Mnd Kha1,qCooperativ~sDynamics, qh.Cit.,p.82
 

29 ) Aerial crop sprays are 
100 per cont subsidisedo
 

http:qh.Cit.,p.82
http:63),p.29
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Subdidy rates on various farm inputs for tha year 1967-68 are given in tabL. 9. 
As pointad out oarlir, the Government also providzs the fartaurs
 

with economic incentives by fixing procurement prices for variou*arm pro
ducts. Table 10 gives the support prices of major food grains and oil seods
 

for the year 1968-69.
 

5. Appraisal Techniques
 

A farmer's request for loan is verbally passed on to the managerh.n. 
con.mittee of a farm credit cooperative which considers it in its meuting and
 
passes a resolution approving the loan. No visits are 
necessary as the loanno 
is already known to the members of the managemnt committee. The needS are also 
known and if the loan is sanctioned for an ingonuine need, it is either undu"r 
tne pressure of social circumstances or the connivance of the management 
oommictee. The loan approvals aro further scrutinized by the cooperative en:
tension worker who inturn makes recomendation in this regard to the secon
dary credit coopevatives. This is nscessary only in case the loan disburse
rwnt to the farmers is to be made out of t.. sanctiond limit of th cooparn
tive itself. 

F. Collection 

1. Repayment Rccord 
A snmple study revealed that among 'At category cooperatives out of 

4060 loans, the repayments wore affected in 2809. Among the 'BI category co
oporativis, 2592 repayments wore affected against the total of 2788 loans. 
 ) 
A detailed account of thu repayment beh:.viour of the borrowers among 'A' 
and 'B' cooperatives is shown in table 11. 

This ,tudv also revealed thaFt 72 per cent of the ordinary members 
in 'A' and 6 8/in 'B' category cooperatives had liquidated their entire out
standing loans. As against these figures, only 50 and 43 per cent of the 

*) "ith the exception of *At class cooperatives. 
*s) These observationsrelate to relctiv-ly prosperous agricultural 

area. The repayment performance of cooperative membership may
bo different in aras with poor agricultural base# 

1) Ibid, pp.83,84. 300 I Reproduced from 
bestavailable copy. 
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members of the management committees in the respective categories had paid
 
their loans duo. 

Tho 
loan repayment aooord is mor, disturbing in the 
case of 'C'
and ID' category cooperatives. Statistics with regard to 
such 17 coopera
tives are give;n in table 12. It was found out that 86 par cent of th;committee membors were 
defaulters in 'D, class coopurativos whereas the
proportion of ordinary defaulting members was nogligible. Credit discil4linc

is greatly improved when tho mombors of 
honouring their loan committments 

the management 

because every m3mber 

committee start 

knows as to who is 
defaulting and to what extent. 

The recoveries are made in cash 
the office bearer of the local management 
tension worker who collects the amount from 

and never 

committee 
in 

or 

kind. It is either 
th.% cooperative ox

the debtors and deposits tha
 
same with the secondary credit cooperatives. This practice is observed
 
among majority of the cooperatives who stand ind.bted to the secondary
credit cooperatives. Cooperatives working with their own capital collect
their debts through their own office bearers. Howcvur, they face a very
peculiar problcm. The borrowers in such cooportntivus, inay put off the rejnymonts and extend the argument that they are not indebtedas to any outside agency, the borrowed money is a local resource, therefor., there should bL no pressure for its timely repayment. A practice has ben established in therepayment procedure where the recoveries from the debtors are first adjusted towards th outstanding interest and only th-a balance is adjusted tow::rdz 
th; autstanding principal . 

Lcan recoveries are affected normally on account of social :.ndmoral pressure of the cooperative group in general and thu IMnagUmnt coiwiiittee in particular. Some of the cooporativcs charge ina penalty rate of 
terest from the dcfaulters. The cooperative lgislation has veste.d wide
 powers in tho extension workers for the recovery of loans but the same haverarely bean used. Coercivc measures are used, at times, to increase the le:n recovery. It i.z common observation that farmers had to sell their farm cc'pital in order to liquidate their loan liabilities, which in some cases
bean incurred by 

hav 
their forefathers, alongwith the arbitration charges leviX.by the extension workers. Recently the recoveries have been affected throu-!. 
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nn ordinancz in "'ost Pakistan. As a r, sult out of the bad dubts amounting to 
60 million rupv~s, an amount of 40 million rupees has boon procured. 

There is no resch;duling of the loans, evun in situations of cro. 
fail-urvs or arther natural catestrophy. However, in actual practice, it io 
th cooperator who declares on his own unilateral moratoriumi on unpaid amounts 
wh.r.ans the records of the cooporative show it ns the amounts overdue. 

G. Costs 

The administrative costs are very nominal because most of the rer

vices ar( honorary and the loan disbursement and collection is done within 
village couimunity, However, thQ costs of cooperative extension survices lime 
audit and supervision, whatever their quality may. be, are borne by the Stnt . 

I .; B0neficiaries Savings 

The cooperative science lays great emphasis on thrift amd savings 
among thi members. The saving porformnrince is, however, not encouraging. A 
view is being expressed that cooperatives hive failed to mobilize deposits 
from the rural aroas. It is to b- "greed th.t the response of depositors is
 

diroctly corrolnt,.d to thv confidLnce of the farmers in the liquidity and th. 
functional uffoctivoness of the cooperatives. In order to dovelop thelr in

ternal sources and to accomplish tho underlying objective of the cooperativ 

movement, cooperatives imust toil hard to hobilize rural savings.
 

4. External Finance. 

The flow of external fin::ncus has b. n depicted in the chart pr'i
sented earliar. The State Bank of Pakistan provides loans to the pr&vincial 
Apex Banks that, in turn, finance the secondary level cooperatives which are 
responsible for meeting the financial needs of primary or village level 

cooperatives. As ou 31st December, 1965, Provincial Apex Banks borrowed
 

from the State Bank of Pakistan a sum of 118 million rupees that had risen
 
to R..231 million by the year 1969-70. The government provided with an acco

dation of only 1.4 million rupees. The secondary credit cooperatives that
 

-re also termed as the district or the central banks had borrowed , as of 
the same date, 60 million rupeas from the Provincial Banks. No finance was 

directly provid;;d either by the government or the State Bank to the secondz.ry 

level credit cooperatives. 302 

http:secondz.ry


-;~Cu. -

Under t cooperative legislation, tho secondary as well as thoipux credit cooporativs are required to invest r hinimum parcentre oftheir rosourcds in gov-rnmcnt socurities. Consecquntly, this 	I'lonay is tiedup. The Provincil Cooportiv Banks had in this 	way invested 11 millionrupees while th; contra:l cooperative brnks ht.d 47 million rupees tid up ingovvrnricnt socuritits. Taking into account the investments of cooportitivsuctor in th.so securitias, th, net contribution of the Central Bannk of th.country to th, cooljor.tivo scior com s to no more than 60 million rupees: 
per annum. 

Additionally, State Bank also maintains a Rural Cradit Fund rnnzing between 120 to 150 million rupees. This fund is provided for making
medium term lo-.ns and advances to cooper2tive bnnks 
and 	other rural credit
agencies or 
for converting short torra loans Given to cooperative bnnks into
 
redium torm lo:.ns.
 

H. Technology
 

The important oluraents of farm technology are nw sed v-rieti;s,
fertilizer, and lift irrigation. The market based public policies have ,played 	a vital rol; in the popularization of th. 
 us, of those inputs among
various farm grou,:s. Howevevr, the risk-averting nature of sranll farmers and
their low fin:.ncinl position has deprived them from making full use of 1:modorn 	inputs. ":h!:tever strides the small peasantry has made towards the ado,tion 	of new tvchnology, it has done 
so through continuous belttightcning and
by borrowine funds from the non-inLtitutional sources. The combersome proc.dural methods rnd the collateral requiremonts laid out by the notion's most
important credit institution- the Agricultural Development Bank, has gre.tly
restricted the flow of lonible funds to thu small farmurs thereby hindoring

the 	expanded use 
of new technological p-ckage on their farm 
 .
 

*) 	According to Agricultural Development Bank of Pakistan's
annual report for the year 1969-70, direct government contribution towards the paid-up capital of this bank stood at
175 million rupovs. In addition to it 
a loan of 317 million
rupeiis have also been provided by the State Bank of Pakist..n
agcinst the guarantee of the Central Government and the
International aid giving agencius provided additional lonn
of 197 million rupees. All taken together constitute 86
per cent of the working capital of the Agri.Dev.Bankof

Pakistan.
 

Reproduced from

best availale copy.303
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an ordin-nc, in 1.'est Pakistan. As a result out of the bad dubts amounting to 
60 million rupees, an amount of 40 million rupees has bajn procured.
 

There is no reschduling of the loans, 
 evun in situations of cro
 
fail-urss or a4ther natural catestrophy. However, in actual practice, it 
th, cooperator who declares on his own unilaoral moratoriuLi on unpaid a'nounts 
whir. as the records of the cooperative show it ns the amounts overdue, 

G. Costs 

The administrative costs are very nominal bocause most of the uor
vices ar( honorary and the loan disbursement nnd collection is done wit!hin • 
village community. However, tha costs of cooperative oxtension services li w 
audit ana supervision, whatever their qualitj may be, are borne by the Stat-. 

I - B.-ncficiaries Savings 

The cooperative science lays groat omphasis on thrift amd savii.gs 
among the members. The saving performance is, however, not encouraging. t 
view is being expressed that cooporatives hnve failed to mobilize deposits 
from the rural areas. It is to ba agreed th.t the responso of depositors is 
directly corrol:tid to thu confidence of the farmers in the liquidity ance th. 
functional uffoctivoness of the cooperatives. In order to dovalop their in
ternal sources and to accomplish tho underlying objective of the cooperativ. 
movement, cooperatives must to Mobilizetoil hard rural savings. 

4. External Finnnce. 

The flow of external financos has b.n depicted in the chart prt
sented earlier. The State Bank of Pakistan provides loans to the pr&vincial 
Apex Banks that, in turn, finance the secondary level cooperatives which are 
responsible for meeting the financial neods of primary or village level 
cooperatives. As on 31st December, 1965, Provincial Apex Banks borrowed 
from the State Bank of Pakistan a sum of 118 million rupees that had risen
 
to %-.231million by the year 1969-70. The government provided with an acco
dation of only 1.4 million rupees. The secondary credit cooperatives that
 
nre also termed as the district or the central banks had borrowed , 
as of 
the same date, 60 million rupees from tho Provincial Banks. No finance was 
directly providc.d oither by the government or thn State Bank to the secondary 
level crudit cooperatives. 302 
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As regnrds tha cooperative credit associations, their perforzmance
 
has equally ben frustrating. Except for the contribution this sector raade
 
towards th o popul.rization of use fertilizer in the
the of orly Sixties, 
and that, too, under special government drivas and directives , this welfcre
oriented institution:dl arrnnger. nt has faiLed to do th, needful to its clicen
tage. In few sc.tteroU cases, where the internal rosources of local associa
tions were) adequate and in Project areas like the Cooperative Farming 
Schr.aos at iWultan nnd Khanowal, cooporatives hnve done some meaningful sirvico 
by providing kind credit package containing fertilizer, new crop seed, tube
wells, and tr'ctors together with vory limited technical advice. However, t. 
coverage of thuse endeavourse, both in torms of farm firms and form acrL.-- ,
 
has been nrgligibll, realizing th. fact that thu problem ar-a extends ov.r 93
 
per cent of the farming units that coni.iand 66 per.cent of the farm are-, and
 

71 per cent of the cultivated area in the country.
 

The pcrforance of the full time national extension agencies in
 
extending technical 
knowledgu to the f':rmors hcs been equally unsatisfactory. 
It is al..iost rare to cone across a small frirmer who had the luck of receiv
ing extension facilities from the field staff of the Agricultural Department 
The locational pattern of agriculture research stations and the scale and 
quality of rural infra-structure are factors that further iinpxdo the sprcad 
of even the scale neuocral bio-chenical corponent of new farm technology 
nmong low-run- farrm con,:;unities. 

In order to effectively address to the majority problem area and 
to fully exploit the productivity potentials thart hve become available wit.; 
the onset of recent transforraation, institutional credit facilities and pub
lic participation in the development of irrigation cum othur rural infras
structure need to be expanded. Only these dovelopments can provide necessary 
incentive and capacity to the small farmers to make the desired adjustment 
in their production cind resource-mix patternsa and also boar the financial 
ruopo106litY which the now transition cls for. 

2. Supplies and Sales 

The farm credit cooperatives do iiot handle, in general, either the 
darm supplies or mrkotable surpluses. How.ver, service cooperatives, as 
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pointed earlier, at one stage, were actively engaged in the provision of fer
tilizer at the farm door. The farming cooperatives have, however, integrated, 
in restricted sense, the agricultural supplies, marketing, credit and agri
cultural extension package but these societies form only a small fraction 
of the total cooperative strength. Still their performance is encouraging as
 
the;se cooperatives havu constructed 604 mile ong approach roads, 328 hwnd
pumps, constructed 11500 houses, 486 common buildings, 86 meeting halls,. 119
 
school buildings, 140 mosques, 892 calverts, and installed 55 drinking &nd
 
201 irrigation tub~wlls. Some of these cooperatives also undertake joint
 
marketing of cotton and wheat. For this purpose, they have built storage
 

facilities. 

III Evaluation 

A. Prformence 

There has been a considerable devulopriont in the cooperative sector 
after the emergence of Pakistan. Taking 1948-49 as the base year, the number
 
of primary agricultural credit cooperatives had an increase of 157 per cent
 
by the year 1968-69 while the membership gained 263 per cent increase. Tie
 
working capital had boon growing continuously since 1948-49 with an incre:;so
 
of 065 per cent. Share capital constituted 16 per cent of working capital
 
in 1948-49 and duclin.d to 14 per cent in 1968-69 but in itself registered 
an increase of 484 per cent. Reserves constituted 40 per cent of working cn i
tal in 1948-49 and 22 per cent in 1968-69, again in itself gaining an incr... 
of 312 per cent. There has been a sharp increase in the borrowed capital. 
The borrowing from secondary credit cooperatives rose by 1225 per cent . 
Deposits from mzwbers and non-members increased upto 1959-60 but continucd r
 
declining trend thereafter. Deposits constituted 18 per cent of the worki:i
capital in 1948-49 rad eight per cent in 1968-69. 

The loans outstanding in the year 1968-69 were 100.59 million 
rupees that were disbursed among 253557 members ( five per cent of the farm 
families). The average loan per debtor comes to 2s. 396.58. 

As r.gards the overall performance of the farm credit cooperatives, 
it can categorically be concladed that this institution, lika other rural
 
credit institutions in the country, has failed to meet tate 
credit needs of
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tho merbor-prtrons. It is also bel' vod that a high proportion of credit 

supplied found their way into non-productive purposes. However, in cases 

where the credit was given in kind, credit wis used for the purpose it was 

originally gr:ntud. 

As f.r ns the crop seed is concurnod, small farmers have not 

been early adopters mainly due to th.e lack of purchasing power. As re

gard tha fertilizer, the small farmers have boon using loss than optimum 

Icces and have bean able to treat only part of their cro -pod acreage. Duo 

to the increased acv:ilability of fertilizer directly through the aegis of 

credit agencias, th., use level, as well as the npplicntion of fertilizer 

even to non-cash crops, have been significantly improved. A largo numbcir of 

tubowolls under group system and cooperative arrangements have been installed
 

for the small farmers. In cases, the use of tractor has also incrzased due
 

to the participation of thu cooperative sector. It may, thorefore, be said,
 

with great certainty, that the kind credit h::s afocted totally the farmers' 

adoption pattern :,nd the rate of adoption of fbio-chomical t and I mechanical

engineering' technologies. It is equally true that in certcin regions in
 

the country many small farmers have takea recourse to the market intirme

diaries to, rioet their credit requirexnts for fertilizer, seed, and diesel 

oil. The institutional credit arrangeiaents should be expanded to promote the 

extended use of new farm technologies. 

The farmers are not very clear about the concept of a cooperative 

association. They try to orientate tbe concept of a cooperative to the 

village institution with which they are already familinr or with an insti

tution about which they have heard gf. A table is given below indicating
 

the views of a sample of respondents on this issue. 

Table 13: Concept of a Cpopgrative Among the Miembers(in percentage). 

I I I 

Classification 'Village Bank Govarnmogt 'Informal friends 'No knowledge

' 'institution, It 

A 14 5 60 21 
B 7 7 41 45 
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Type of banking that a cooperative is expected to 
do was i1ot
 
known to the LZrmors. The farmers 
 took the cooporativos as In linding insti
tution and bacnio rembors to fulfill certain i-Ln.udiato credit nozds. Such
 
needs wore oxprcssud to be relating 
to both the productive and the consum
ptivo requirem-nts. 

Very f.w farmers aro r6portad to have know lidgo, about thQ coopor
ntivo principlas. This knowludge related primarily to open mimbership, dcrl
ing with rm.:mbors alone, and the principle of one member onc. voto. Most of 
the members had limited or no knowledgo at all with regard to their rights

)
and responsibilitios. 


Interestingly, 
 the ri ht to obtain loani - was most coimonly known
 
and thu right to voto for no fonfidence ag&nst the macngoment committee
 
was least known. Even the right to vote or thu riei.4 
 e beolected or tho
 
right to withdr:.w froia membership was properly
not known to the members. 
Half of the mnmbership did not know that n defaulter could be exp;lled

from the cooperativc. Similarly, there wns great lack of knowledge with 
regard t6 the responsibility for timely loan rupayment, proper us, of loan,
and exercising morc-l pressure on the defaulters for realizing the repayraent

loans..The concept of liability was not also wall 
known. Those knowing un
limited liability 
concept favoured the adokption of limited liability. This 
was nlso the comm:on feeling when the unlimitod licbility concept was espln
ined to those who did not previously know of it. 

It is beliovad that the cooperatives have failed to perform th 
role ascribed to them. But at the same timea the need fjr the cooperatives 
and their officscy is not being repudiated. 

B. Evaluation Procedures and Fead Back 

The cooperatives are required to be audited regularly by the audit
 
staff of the Dop-rtment of Cooperative Societies. It is observed that
 

1) .bid, pp.47,48. 

2. Ibdq p, 49.. 
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regular audit is not being performed among cooperatives particularly amonl 

those lying far off the lines of communication e A study reports that many 

cooperatives were not visited for as long as five years. IThe visits woro, 

however, recorded in the books which lie with the cooperative extension 

worker. The common remarks found with regard to such cooperatives were that 

no member was availabl in the village or the members weroecalled but they 

did not come forward for fear of demand for loan repayment. 

C. 	 Problems 

It is our considered view that farm credit cooperatives have deve

loped in a sporadic and erratic manner without much relevance to the pocu

liarities of agricultural settings, and farmer's attitudes and norms. No 

change occurred in the ddvelopment strategy of farm cooperatives when agri

culture moved from a static to d relatively dynamic position. No considera

tion was paid to make the farm credit cooperatives to adjust to the changing 

needs of agriculture. It must be realized that as the development of coopera

tives in this country has been under a top-down arrangement, the government 

has a specific risponsibility for planning and implementing the development 

of cooperatives in a scientific manner. This may be judged from the follow

ing observations, policy 
1. 	 As one observes the ptiblic/pronouncements, the ordinances 

of various Outonomous organizations and the guvornment's in
volvement in the form of providing supervision, guidance, and 
control to the cooperative movement, the government scons prima
facie coLz.iitted to the solution of the small farmers' problems 
through the cooperative approach. But twt.'tical non-coniittal 
as far as the ondeavours and noadod measures are concerned. A 
glaring example is available in the appointment of the Regis
trar of Cooperative Societies who-is a Govornmant servant. 
Firstly, he has always boon a non-professional man. Secondly,
 
his appointment is for a very short period, in certain cases
 
for a period of loss than a year, and he is mostly the one who
 
is sent to the Department of Cooperative Societies against his
 
wish and as.to penalize him. To this one instance may be added
 
other cases of inconsistant policies with regard to the coopera
tive sector.
 

2# 	Planning: Planning is to proceed on the basis of available sta
tistics, research results, and evaluation urk. ,) Yarm crod.it 

1) Khan, Coopefatives Dilemma, Op.Cit.,p.85 

*) 	In this regard a comprehensive rural credit survey is a
 
pro-requisito.
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cooportivis Lnd for th.t i*.;:.son L.11 typ...s of coop.rativ..s h..v.boon pl-.nnod oithr th whii. :.nd initiation ofon ,n .C,-..inistrz.tor or ..s a tool for achi.vinl- -. cortain obj ctivo undor c.Sovcrnu4 nt policy. Cons.qu.n' ly, :.-uch Jfforts, r, sourcs, :ndtiio hav o -no waste %,ndth- dis,ppointing consoquncizs ar'woll obious. 

3. Tho qu.lific.-;tions of th. coop-r.-.tiv. -xtonsion worker -,nd thoinc.;ntiv. .nd roqurd syst-,:- for his s..rvic.s h:,s no rolv:.ncCto th. job d.scription, rsponsibility, ._nddevotion involvd,
Tho pay scalus h.v, 
-Aso not bz :n comronsurata with co:.ipotinE
surviccs,
 

4. Evon thD concopt of tho coop;rativas so.uis not to hav. b".n proporly undorstood by the pro:;.otcrs who havo b-,,n considering
cooporativo as a panacca for 
 11 uconojic and social illso 
Thoro arc nuL.orous probl,..s ".iso at tho cgmncy prikovol which nrc

Larily or-anizational, structurnl, ..nd functionl in charactur. Tha uajor
problu, has bzon in dcvolopinL, r.coi.z.,itt:d and r:volvind lc-darship at tho 
apox . stcondary-Lvol cooporativ-s. Th 
 concopt of coLip,.titiv., viabL
 
and offoctiv. coopurativ, units hus not :.iso found its placc. 
in th. r.-sourcu
scarco oconouLy of Pakistan. Sci-ntific .nd .nlyticnl r.s-.,rch is n.dad in
ordor to sugz..st or:.niza.tionr.l, structur-.l, .nd functional chtnsos in
coopsIlativo sottinLs in ord..r to sirv. th; intorst of si.ll f..rteirs. 

Tho probl..i..s at l.v.1the far arc, fcr oxca-iplo, th. onforcc.z.nt ofcrodit disciplina, "liquidatinj inopori.tiv.. units, nd final-.. si;ttlJu.nt of thcrights and obli.tions of .i,bors on windin; up thu cooporativ, afroffirs u-y

bo considirod as th 
 b:.sic r.for:.: i.sur.s..Th. socondary and apix lovil 
oranization nu.d to ravit-liz.dbc r.nd r.;oriuntod asso to offctivwly
 
sorvo thu aZriculturj s,.ctor, in p..rticulzr 
 th. srinll poas.,ntry. 

D. -Conclusion about th.. Smail F:.r rs CrL.dit. 

Th. unfcvour:-bl.. l'.nd-labour r,'.tio .nd th. poor rosourc s of s:.:ll

farzors hcv., timo and aLgin nmcssitatad th. iuplQ:.ntation of public
policios and projrau.s which, basidas brinin in increasod flow of oxternal
into tho fnri sactor, wbrQ also diroct,'d to cr;atc now o:..ploy,-.nt opportuni
tics for tho surplus f.r hur.n rosourc~s. Th. Rur.l Ruconstruction D-volcp-
Lont ProzraiL, tht. Villajo-Aid Pro.;r:.:, Rur::l Social Works Proar-.ru the racnt
ly launch;.d pooplr's Works Pro.rai znd th. Int Sratid Ruril Dvclopj.i'nt
Proirar aru cases in point..All th-s. pror;.:.s ixplicity rocojnizod th, n..,d

for incr.jnsing th, financial r.sourc.s of s:..all puLsantry through tha 

Reproduced from 
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expansion of institutional credit facilities. However, the organizational
and operational deficiencies of many of those programs did not let the credit
package pass on to the small farmers who stand at the tailond of the receiv
ing line due to their poor collateral 3nd economy, low social and political 
standing, and lack of awakunoss and information,
 

Although, almost all the sectors and human groups in developing
economies face Complex problems on oconomic, social, and political fronts
but the problems of small farmers arc conspiciously dlarming. The small f-arm 
families, whose size invariably varies from six to eight adult units, have
such a small scale of their farm firms which oven do not allow the full 
utilization of thi components of traditionanl t chnology.
 

The unfnvourable resource-mix, the joint family system, and the
absence of alternative employment opportunities for the surplus family

labour work for the continuation of the vicious-circle of poverty and low
production on the small farms. Whatever little is produced is mostly uti
lized for the mnintonance of family -nd that, too, at or below the subsis
tence level. Theraby, leaving very little surpluses that can be ploughed

back into f"rm production activities, Although oven tX0 male units fail 
to 
get no more than the average value products of their efforts, thuy stick

around but in rvre cases work for capital form,tion on their family farms.

Thus the low propensity to save and inability of our
the 
 illiterate small
 
peasantry to effectivoly utilize tho human rosources impede the 
improvoment

of resource-mix on their farms. This class is also not 
in a position to get
any substantial advantage from the public and private concerns as they cannot
establish a guide prf quo relationship. In/mnrlet basod dovlopLiOnt progrnrs

which wore directed .o 
popularise the now 'bio-chouical, and tho enginee
ring -mochanical tcchnologies, the srall farmors have again fared badly.
As these innovations are of non-farm origin, they require cash resources. The
small peasantry has not been able to acquire thc new farrm inputs as they 
are unable to gonorate the neudod liquidity fromat their own resources. The
institutional crodit arrangerIents also do 
not suit the economic and social
 
conditions of this class of farming. Although the annual reports of Agri
cultural Development Bank and th, Government Revenue Doparti-ient make large
claims in regard to the benefits those o eij;xtond to small fnrmers but 
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in reality those are the more resourceful and influential upper-strata 

farmers who turn out to be the real beneficiaries. As a result th3 signi

ficant shift in the production function of largo farm fimris and the more 

or less continuation of status quo on small sized &arms is creating thd dis

turbing socio-political spill-overm The gap in technological levels of largo 

and small farvers has been established through empirical studios and the 

underlying reason was established to be the lack of necessary funds with the 

small firms, both own and borrowed. Credit prograris spocially designed to 

suit the economy and genosus of the low-rung farm communities should,thore

fore, be expanded.
 

The new arrangement should onsuro that the credit is properly and 

effectively intograted with supplies of farr inputs so that the farmers are 

able to receive tho now tuchnol)gicnl package in time and at their farmi 

gate. This arrangement will, beside ensuring the expanded use of *.iodern 

technology on saill sized farms, also reduce the chances of loanable funds 

being diverted to consumption purposes. These efforts must, however, be 

complemented with direct public participation in the development of the most 

important irrigr-tional infrLstructure, flow or lift jtype, and the develop

mont of communication net-work. It should, however, be realized that such 

measures can at best provide a short-run solution to the century-old problem.
 

Experiences of Japan, Taiwan and some other developing economies have amply 

demostrated that lasting solution to the problems of small peasantry lies 

in shifting the surplus human resource to the non-farm sector. The National 

Government must, therefore, give due attention for opening up of new indus

trial and commercial vnuos that would squeeze out the unproductive human 

resource from the farm sector loading the.way to the development of favour

able resource-mix in the agrarian economy. 

4. Conditions for Success or Failure
 

It may be observed from earlier discus.,ion that far credit coop

eratives have failed to make the desired i.pact on the farmi econormy. 'o may 

now raise the question: Would the cooperatives have done better under tho
 

circumstances? The cooperatives in this country were i.iplcntod in such on

virins and agricultural milieuo wheroin the essentials of cooperative su

ccess were largely r:issing. The fault lay pri.iri1y with the planners and
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the government that failed to realize that a cooperative is a business
 
organization that shall only sucqod if it is able-to effectively servo 
the
 
economic interests of its members in a business like manner. They also
 
failed to realize that an active farmer and an agriculture with the necess
ary resource endownments are the two necessary but not sufficient conditions 
for the sgccess of cooperative undertakings. Moreover, the governuent was 
not pragmatic enough to 	believe that some cooperntives ray succeed while 
other may fail. Instead of promoting promising and viable units and elirmi
noting those cooperatives which had no chance of success, the government 
followed an indiscriminate policy towards all category cooperatives. 

Thu introduction and ndoption of.new package pf farm innovations 
has resulted in tho trenstornatlon of ago-old stagnant and traditional agri. 
culture. Farmers have now started realizing that cajital invcstmert is
 
profitable and also necessary. This situation is conducive to the growth of 
cooporatives. However, it shall be a folly to assume that cooperatives shall
 
grow automatically. They shall still need external assistance in the form of
 
finances, technical knowhow and patronage. Accordingly, any program, aim
ing at promoting cooperatives, shall have to take the followings into
 
consideration.
 

1. 	Hinimuri physical conditions for agricultural production must be 
ensured, In the absence of reasonable prospects for agricultural
production, the loans, whether productive or consumptive, suffer
 
from groat uncertainity of repayments. Under such circurjstnncos,

the need for consimptivo credit far exceeds the productive need

bocr.uso the borrowers are constantly confronted with the problem
of fv ,Lily m3intenanco. 

2. 	 A cooperative cnnnot develop in isolation. There must exist
reasonable moans of communication, particularly farm to markot 
roads. 

3. 	 Cooperative groups should present ogalatprion structure. It is 
established that the concept of 	 strong central leader has donemore harm to the cooperatives. The cooperative leadership shouldnot be widely differentiated from thu meribors in terms of economic status and authority. On the contrar% he would be very much 
like the other Lmeribers of the cooperative group which shall
 
prorlote wider participation in decision making and democratic
 
functions.
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4. The Working of prianry level cooperotives should be supervisedand directed by the secondary leval cooperatives. The Govern.
montib Departmont of Cooperative Societies should confine itself
only.to the registration and concellation of cooperatives.

5. The secondary credit cooperatives should function as centralbanks of the primary credit cooperatives& In other words, the
dealings of the foknor should be rostricted to
example, the latter. For
no direct link existod between the central and tho
primary cooperatives. In many 
cases the central banks were unable to extend the neodod financial support to cooperativeslower tiers. Audit and atinspection ofwas the primary cooperativesnot done regularly and properly. The extension agent, themost strategic operational link, was not properly qualified
and trained, and lacked facilities aid incentives to efficientlydischarging 
of his responsibilities.
 
6. The existing secondary credit cooperatives should 
be bifu:cutedinto urban and rural cooperatives. One of the reasons being toallow the financial assistance of the State Bank of Pakistm toflow down to the farm cooperatives and the farmer members.
No ambitious program of cooporative building should be launchedwithout experimentation and proper planning. Cooporativo arrangements 
suiting the socio-cconomic matrix of various regions in the country should be
systematically d.voloped. The development of cooperatives should not be atop-down phenomenin. The participation of the beneficiaries must be gonerated at the grass-root level. Some of the 
tirao-worn practices and principles
need to be modified. For exai: 1le, it seems that rural population can easily
be motivated 
 to adopt joint action rather than corporate responsibility.


In the end it is suggested that cooperative credit should be linkedwith marketing and agricultural extension services. In this context, plausible arrangements should be pro-tested before trylng them on a large scale.Mass cormunication media should be extensively used to educate farn:oers in 
cooperative philosophy. 
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Table 2: The viciborship and Cn.pita1 Profile of Agricultural Cd
Cooperntivos in Vost P-kistan. 

I I I I 

Particula~rs 48/49 : 54/55 59/60 64/65 68/69 

No.of prim-:ry agri
cultural credit
 
cooperatives. 
 9047 10597 11871 14070 
 14248 

Membership 251310 338686 434327 601619 662777
 

Total working

capital 295.86 500.26 
 863.00 1366.69 1667.90
 

Sahre capital 47.98 719.02 109.56 210.74 232.28
 

Resorvas and other
 

funds. 
 118.66 167.99 185.48 
 224.54 
 370.70
 
Deposits


Nonembers ) 52.65 101.81 
 147.61 134.81 
 126.26
 

Borrowings from
 
secondary credit
 
cooperatives. 
 76.57 159444 420.35 796.60 
 938.66
 

Source: Government of West Pakistan, Annual Reports on the W7orking ofCooperative Societies (Lahorus Suporintendent Govt.Printing).
 



Table:3: Purposo-wiso Distribution of Loin ni-iong

a 
and 13 1 Catogory Cooperativ(es. 

S 

A Class Cooporativus B Class Cooperativos
I I

PSoe orwr I, rwosLoans SBorrowers 'Loans 
I I I 

I
Nurber : Porcun-' Nuber ,Porcon-. 

I 

,_,_ ,tage INul'- Porcon- 'Percn-I 'Nuaborbor tago r t qrG.) 

Purphaso of
 
98 
 6 131 5 109 8 177 8 

Dr:.,ught
.fiuls. 478 29 
 727 26 
 329 
 25 475 22 

.Iilch ani
1..ls. 270 16 
 367 13 194 15 244 11
 
S .ds. 181 
 11 512 18 347 
 26 673 31
 
Fertilizors 
 205 
 12 295 
 10 122 
 9 240 11
 

Govorniont 
tnxos. 149 9 190 7Farr 112 8 158 8 

i:yp lemrents. 52 3 64 2 43 3 103 5 
Othor agri
cu it ur:l ,ur. osos. 232 13 511 18 57 4 73 3 

Source: 14ahzi.ood Ali IKban and Dilawar Ali Khan, Cooperative Dynauics,AiUL~ogr--phod, (Lyallpur; West Pakistnn Agricultur .l University*
1972),p.78,
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Table 4: Trnur;.wiso Distribution of Number of Loansauong A & B Clcss Coo-poratives. 

Coop.ratives ( percentages) 

Lonn I 
frequency 

f r..)que....n.c_ 
First y.ar

S I 
Second ycnr 

. . 
Third year 

I b * I I I 

Six rjon-1 Ona 'Two Six Lion-, Ono 'Two 'Six ion-' One Two 
ths yenr

I, 
,yoors ' 

I 
ths 

p 
year ,yoc.rs

I ,I1, 
ths year' yars 

A Class Cooperativos. 

oioLoans 55 48 72 52 34 76 52 38 76 

10 :n. 
bolow 17 28 24 24 31 21 21 28 21 

11-20 14 10 4 14 14 3 10 21 0 

21-30 10 10 0 3 14 0 ? 3 3 

31-40 0 0 0 7 0 0 7 0 0 

0 _na 
.bov,. 4 4 0 0 7 0 3 10 0 

B Class Cooperatives. 

.c loc.ns. 70 56 90 72 56 84 72 56 80 

10 r.nd 
b,,O ,0 26 8 18 32 16 22 20 16 

11-20 6 6 2 6 6 0 2 18 2 

21-30 2 6 0 4 0 0 4 4 0 

31-40 0 2 0 0 6 0 0 0 2 

40n' above 2 4 0 0 0 0 0 2 0 

1316 



Contd............Tablo 4.
 

Cooperatives (percontagos)

I 

F'ourth year Fifth ycnr

I I 

Six L1:-ntis One yocrrTwo yoors jSix munths I One yorr ITwo yoars 

A Class Cooporatives. 
Jf- locns 41 28 72 62 34 83 

10 -n below 38 45 21 28 28 14 

11-20 10 14 3 3 21 0 

21-30 0 3 3 0 7 3 

31-40 3 7 0 7 7 0 

40 and abovo 7 3 0 0 3 0 

B class Cooperatives. 
No loans 80 50 88 80 58 
 90 

10 and below 12 30 12 16 24 
 8 

11-20 2 8 0 2 
 12 0
 

21-30 2 6 0 0 2 2 

31-40 
 4 2 0 0 2 0
 

40 cndCbovo 0 0 2 2 0 

Source: Ibid pp.73-74 
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Table 5: Approv,.d and Couputed 14J1ximuLi Credit Credit Liuits 
of Agricultural Credit Coo;perativos. 

Codo No. Approvo CComputod i-i.C.L. (is.) 

A1 5000 
 17369
 

It, 33000 
 49827
 

A6 15000 
 20692
 

A8 15000 
 86108
 

A9 10000 
 27070
 

A16 9000 
 20604
 

10000 
 13770
 

A20 
 15000 
 23785
 

A2 2 8000 
 17570
 

A23 7000 
 1o48o 
A24 6000 
 13711
 

Sourci.: Ibid, p. 6 8
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Table 6: Amount Outstand.zing, Due and Overdue as Relatedto the Nuubor of Borrowers (30th Juno. 1969) 

'AMount Outstnnding
1":ngc, tor 

Auo unt Du;. 'Amount Ovordu(in rupe.s): CouLitteo :Ordinary CouLittoo OrdinaryNiabo r o11ittee brdi..ry, a~no , ' |I rioa 
t I , . , !I iam, 

No. 
_ 

%ago ' %goNo. %ogo 110. , %a.gea No. %ageNo .
I 7 

.. AClass Cooperatives. 
ilil 
 19 22 
 334 35 20 
 23 372 39 57 
 66 995 74
100 & bolow 7 8 58 6 9 10 119 13 4 5 57 6101-300 
 16 18 205 22 
 16 18 
 197 21 
 9 10 109 12
301-500 
 18 21 199 21 18 21 152 16 9 10 51 5501-700 4 5 44 5 5 6 27 3 4 5 12 1701-900 
 2 2 19 2 2 2 11 1 0 0 81901-1100 
 15 17 56 
 6 15 17 4 5 3 3 11 11101-1300 2 2 4 0 0 0 3 0 0 0 00
1301-1500 
 1 1 4 0 0 0 1 0 0 0 001501 & Lbove 3 3 
 22 2 
 2 2 
 19 2 
 1 1 
 2 0
 

B Class Cooperatives. 

Nil1 
 38 24 
 241 30 46 
 29 258 
 32 93 58 509 62
100 & balow 34 21 
 129 16 
 37 23 
 165 20 
 25 16 110 13
101-300 25 16 187 23 30 19 205 25 22 14 116 14301-500 33 21 160 20 31 19 127 16 9 6 66 8501-700 
 5 3 34 4 5 3 22 3 4 2 3
701-900 5 3 22 39o'I-1'10 12 2 1 13 28 25 3 2 1 33 2 8 21 1 4 

2 
90 
1 118 110012
1101-1300 25
1 0 33 0 
 9 2 2 0 0 0 131301-1500 1 1 1 0 1 1 211 0 1 1 0 315 0 0 & abovo 5 3 15 2 5 3 14 2 2 1 3 

Source: Ibid. p. 86 
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Table 7: Y,:.rwiso lNurber of..Borrowors and 
 v-', Borrowers
 
in A and B class .":&r Cwodlt Corg tlyc.... 

!, YzarsParticulars 1 1 

j1962-63 1963-64 
 1964-65 1965-66 1 1966-67
 

A Class Coop4rativos'.
 

:ooof borrow
 
wars 272 328 
 298 256 
 315
 

Fresh borrow
ors 
 171 98 47 
 54
 

Percontage
 
incruese. 
 52.1 32.9 18.4 
 V.1
 

B Class Cooperatives.
 

:10. of 
borrowers 
 ill 122 168 
 151 212
 

Fresh 
barr owc rs 
 90 97 
 74 78
 

Porcontgo
 
incronso. 
 73.8 57.7 
 49.0 36.8
 

Source: ifuhc.i.ad Din Khalid,' Lending ,nt Rapoyment Frcaquency amongAgricultural Credit Cooperativa Socikti.s in Lyallpur dis
trict, undublished i*i.Sc.thesis,(Lynllpur; L'ost Pakistan
 
Agricultural University, 1968), 1). 
 49.
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Tab].. 8: 	Frequ.ncy of Suretikrc given by tha Borrowers 
_in Agriculturnl Credit CooUUrStivs, 

[1A Css cooperativos 
 B Cl-ss Cocporitivs 
tv;r.Itys 	 lNoeof orw .ssor 


borroweso Porcontcgo No. of barrowors Percont.go. 

No sur. ty 257 18 284 25 
1-5 

6-10 

700 

257 

50 

18 

593 

176 

51 

15 
11-15 110 8 67 6 
10-20 44 3 20 2 
21-25 27 2 12 1 
26 find .bove 14 1 7 1 

Source: Khnn & Ihcn, Coopvr-tivos Dynai-cs, O Cit.,p.82 

be'c. 
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Table 9: Subsidis on Agricultural Inputs
in 'YostPqkist.n 1967-68.
 

C~tegory 


Fertilizers 


Pland protoction ra-terials 

Plnnd prot.-.ction operations 

Irriga tion 

Scds 


AgriculturaJl machinory opor,,tions 

Source: 	 F@Knbnert, et. ol., 
trios in P..kistan, 
of tha Organization 
Developr-nt, 1970), 

Rnte of Subsidy
 

about 25 % 

?5 % 

Smf11
 

Rs. 2.00 per mwund 

45% on overall basis
 

Agricultur and Rolated Indus-

CParis; Dovalopm-nt Centre 
for Economic Cooperation and 
p.65;
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Tabl: 10: Support price Levels of Foodgrins -.ndOil so.ds in 'Vest Pakist-an: 1968-69. 

Crops 
£3. por maund 

W'hoat 
17,00 

i 4aize 
14.5 0 

Superior rice 
 38 .oo 

Irri-rice 

19 .00
 

Ground nut 

20 .00
 

Source: .iu., p. 6 2. 
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Tabl. 11: Frequency of Repaypents in Frrm Credit 
Cooflertivas. 

Frequ.ncy_ A C Cooper: tivesf PCo..ittez ;1'lbers ;Ordn. ry B Clnss Cooper.tivvsM;;abors tCo;.iitteo Mcribc$" Ordin',ry
r'pc.y 
u J cr.iber s.'ntsNo. %ogo 'No. No 
1-3 61 
 64 670 72 
 106 66 
 545 73
 
4-6 23 24 
 224 24 
 48 50 185 25
 
7-9 6 
 6 
 32 3 5 
 3 12 2
 
10-12 4 4 
 0 0 2 1 7 
 1
 
13 and
 
,.bovj 2 2 
 0 0 0 Z 0 0 

Source:Khan & Khan, Coop.r:tives Dvyn...uics, OCit,p.84
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Table 12: RepayraontP among the Farm Credit Cooper.tiives
(in Rupos).
 

-. I 

-.ud.: No. 1964-65 1965-66
of Cooper-, Amount 1966-67
Amount , Arount Auount 'Amount ' Aount
C.t-ives 'outstanding, , vu , outstcnding,Recovoredoutstnding,,Recov.r:d

' 
 I P' I -P P I _P' jP 'I 

C-101 
 58 271  - 58 275 -  58 279 .- C-102 
 533 1991  - 537 1951 - 100 537 1951 2761 187

C-103 
 -...- - - -
C-104 
 - .
 .
 .. 
 .
 . .
 . 
C-105 
 255 1108  85 255 1023 255 963  written
 

C-106 2102 1529 
 51 - 2044 1896  - 2044 2115 463 
C-107 
 46 977  - 46 982 -  46 987- 
C-108 153 613 -  153 627 
 - - 153 641 - 
C-109 
 440 1735  - 440 
 1779 440 v"-i-t- on off 
C-110 712 1608 234 700 478 -1020 - - 478 1063 - . 
D-101 

D-102 

4096 

4894 

1554 

3061 

1238 

-

250 

-

2858 

4894 

1305 

3181 

89 

84 

-

-

2776 

4810 

1582 

3339 

416 

-

-

-
D,-103 

D-104 

D-105 

7000 

4217 

2600 

1594 

1497 

773 

12 

5 

-

100 

-

-

6988 

4212 

2600 

1577 

2315 

loo7 

-

949 

-

-

600 

-

6988 

3263 

2600 

2341 

1913 

1241 

-

960 

-

-

70' 

-
D-106 1722 1168 - - 1722 1273 - - 1722 1445 - -
D-107 8976 1920 - - 8976 2775 106 - 8870 3930 596 80G 

N.B. P 
I 

st.nds for......-------
stands for interlst' 

princip, l(a ,unt borrowed). 

Contd,...... ....
 

Z'3-
 T
 



Contd.........TcbIo 
 12. 

- , 


'Amourt 
ing 

Sp 
2-101 58 

J-102 


261 


C-lo4 

C-105
 
U-1065
C-106 1581 
C-107 
 46 

C-108 
 153
0-1O9 

C-110 
 478 

D-101 2360 
D-102 
 4E o 

D-103 
 6990 
b-104 2303 


D-105 2600 
D-106 1722 


D-0
D-107 8272 


196,68 1968-6 
oii. nd-. Araolant 

Ricovarud 
,Aliount 
, 

oust-.nding 'Aaount 
nt 

" ' p ' p , I 

284 

lulo 
58 289 

2612-103 1033- -
-

2231 238 1097 1343 1357 -
992 - - 46 996 -
655 
-_ - 153

15 668 
-6 . 

1113 - - 478 1163 -
1818 392 - 1968 2054 - -
4163 

.041 
90 

-

200 

-

4720 

6990 
4038 - -

1381 - 2303 1704 
1501 - 2606 
1617 - 1781 

1722 1789 
3352 3 - 8271 3884 -

N.B. P st.nds for .......-
 principal (,-.mount borrowod). 
I st:.nds for intor.st. 

Source: 
 Mahood Ai I'ahn, Cooperativcs Dil,,,ai, cLy-11pur.Wcst Pckistan Agricultur;,l UnivMrsity,197 
2 )P 1 3 0 

326
 

http:intor.st


Appendix 1: Ar 
..cnd Production of Whb.t, Ric, 
 zLiizc, Cotton,
rcnd 
9 to 1969 -70

Su-gr.n. in Wst Pkist..n:19.8-5


~, Wh&t".tC-----
 Rim. 
 izCYOrs 
 Ao.-Wroduc-
 Ar. .
 1Produc- ' ir. Pro(luc
(000 :.crs) , tion "(000 crws) 'tion 
 (000 1 tion---- _o 
 __.__ (-
000 tons), c-crus) ! (000 t>)

1958-59 
 11933 
 3845 
 2844 
 976 
 1127 
 481
1959-60 
 12055 
 3847 
 2974 
 979 
 1192 
 478
1960-61 
 11463 
 3754 
 2918 
 1014 
 1185 
 432
1961-62 
 12165 
 3963 
 3001 
 1109 
 1169 
 480
1962-63 
 12410 
 41c4 
 2930 
 1078 
 1133 
 481
1963-64 
 12402 
 4096 
 3178 
 1173 
 1236 
 518
1964-65 
 13140 
 4518 
 3350 
 1329 
 1202 
 520
1965-66 
 12718 
 3854 
 3443 
 1296 
 1339 
 531
1966-67 
 13205 
 4266 
 3483 
 1343 
 1368 
 578
1967-68 
 14785 
 6317 
 3508 
 1475 
 1502 
 779
196&-69 
 15221 
 6513 
 3842 
 2000 
 1523 
 616
1969-70 
 14964 
 7123 
 3877 
 2346 
 1602 
 656
 

Contd. ...........
 



Cotton 

Y,.-.rs 'Arc. (000 :cr.s) 
' 

1958-59 3263 

1959-60 3216 

196o-61 3195 

-1961-62 3449 

1962-63 3395 

1963-64 2634 

1964-65 3624 

1965..66 3858 

1966-67 4003 

1967-68 4411 

1968-69 4308 

1969-70 4309 

Su, .r c.nq 

Production I Ar c (000 acros)l Production
 
(000 tons) 1 (000 tons) 

1587 1057 12292 

1639 980 10494 

1692 959 11457 

1823 1098 15130 

2060 1312 18148 

2354 118o 15885 

2124 1243 18373 

2331 1476 21957 

2605 1605 21635 

2911 1245 18365 

2961 1336 21624 

3015 1532 25952 

Sourc.: Gov. ,n....n't of P.kistjn, YArbook of Agricultural Si;ti5tics, 
(Islauib-d4 ilinistry of Agricultur cnd Works, 1969). 
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Appendix 2: Cl.ssific.tion Criteria for F-,r Crgdit Cooperatives.,
 

Class 'A'
 
Should r..-c ivo no help froma official or non official staff, othor thanthe annual audit. Such :' society may be inspectdd , exhortod and oncouragud;now proposals for the dovalopuont of its activities may be uade 
but an inspection 	should not bo necessary in order to reody thu defjcts. It 
nust 	in addiion contain all the distinguishing ianrke 
 of a 'B' class socity.
 

Class 'B'
 
Must Maintain its own accounts through a local secrot-ry, not a circl.
or intinoront scr.t:ry;it must prop.r, its own monthly of crop dm...nd, 
...kc
its 
own recoveries from d&btors, apply when n:cossary for arbitrc.tion, and bo
g:nr-lly in 
- sound and h,-.Ithy condition. It should ordinrily conduct its own
execution proceedings, but r,cuurso to an ux*,cution of Award Union will nqt disqua.lify a socikty from being in 
'B' class , A society cl,ssod as 'Bt may how

ov.r 	cont-in a certain nib.r of d.fa.ultrs, 

Class Ice 

The 	'C' class soci.-ty will be a society in which: 
(a) 	 the interest in arrears on outsidc 
loan does not oxccdo 12
 

months int.r-st;

(b) 	 the amount of overdue interest owod by members dous not oxcoa.d 2
 

years interest on tha principal outstanding;

(c) 
the nuiabor of rilcborsclassod as defaultors who hc,v. not paid anything in principal for two yc:,rs should not oxced 33 per centof the tot:.l nui.br of indebted .u.:bors !t the time of inspection;(d) 	the accounts .. r kopt by a locLl s;crat.ry (this condition i,,.y bcrolaxed with thj specific written sinction of thu Deputy R1ogistr..r,

if hu is s .tisfiud th..t th. particul.-r loc .1 conditions do not
por..it of th. .-ng..gvu:.tnt of a loc .l szcrot.ry). (o) 	somo lo.n business has boen dono during the proious 12 months andthe co~itt-- has 	 a with rz.son-.bL regul.rity. 

Class 'D' 

i) which is not considirud fit to recoivv u now loan on ,.ny tur.s
whatever fro;..- its financing institution, or
(ii) whor,..the ri.uount of overdue interest dut fromi ;..o:.1bors zc;;ds 4yQars, interest 
on the principal loan outst~:nding on thut dat ,or(iii) 
 whero the z.ount of ovvrdue interest 
on ogtsidv loa.n oxc.uds 3 
y.ars intor.st. 

In fast a bad soci.ty which will ordinarily b c ncclled if it do.snot raisu itslf to cl.ss 'C'within two yors, shall b; cl.ssed D. 
A society u:ay b. cl.ssod 'D' for ,ny of thv following d-fcts: 
(a) 	If the co ..:itto- coeas.s to function.
 
(b) 	If 
it do.s not fulfil its objcts.
 

bes ° 

http:intor.st
http:rz.son-.bL
http:szcrot.ry
http:s;crat.ry


Size 

Tot-I of 
all c--
t gori-s 

S.:ll 

M diu 

Lz.rg. 


C " 

Ction 


App,.ndix 3: 0iL= & T.nuri --1 distribution of F.r.. H1jI- 1n 
W-st P.kist:.n. 

Nu..bor of F:.r.s 
Tot:l nui.b.bur Owne.r 
of fnris 

4859983 1997736 
(100) (100)
(100) (41.11) 

Owner cu" 
tLn..nt 

834257 
(100)

(17.ip) 

Tun::nt 

2027990 
(100) 

(41.73) 

F:r:, Area
Tot7l fz rtrOwn..r Owner cuu 
ar;z t nant 
48929583 18722905 11011594 
(10C) (100) (100)
(100) (38.0) ( 23) 

Tenan-t" 

19195084 
(100) 
(39.00) 

3143587 1636683 568921 1537983 15493629 5482343 3130326 6880960 
(77.03) 

(100) 

728909 
(15.00) 

(100) 

(81.93) 
(43.72) 

219607 
(10.90) 
(3113) 

(68.19) 
(15.20) 

168968 
(20.25)
(23.18) 

(75.84) 
(41.o8) 

340334 
(16.78) 
(46.69) 

(31.67) 
(100o) 

12533011 
(25.62) 
(100) 

(29.28) 
(35-38) 

3446685 
(20.01) 
(29.89) 

(28.43) 
(20.20P 

222337 
(26.54) 
(23-32) 

(35.85) 
(44.41) 

5863997 
(30.55) 
(46.79) 

387487 
(7-97) 
(100) 

141446 
(7.08) 
(36.50) 

96368 
(11.55) 
(24.87) 

149673 
(7.38) 
(38.63) 

'110902935 

'42.72) 
(100) 

9493877 
(50.71) 
(45&2) 

4958931 
(45-03) 
(23.72) 

6450127 
(33.60) 
(30.86) 

Note: (i) Figurs in tho Ist Pcrnthvsis report th purc~ntcgu distribution in rUl
to tha r~.spoctivQ figures cppo.ring cEg.inst tha Ist row, 

(ii) Figurks in th 2nd P:r.nth,;sis re.port p;rc nt._t. distribution in relationto th. rjspoctiv%; figures appearing :.-_.inst th. Ist colui..n. 
Source: Govirn.nt of Pakistz.n, P-.kist.n Cnsuz :f Agriculture, Vol.I Report I.(K-.rachi; Ministry of Agricultur; :nd Works, 1963)-p.56) 
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