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SUPERVISED‘CRE'DIV'I‘_ AND THE SMALL FARMER

by Ronald L. Tinnernecier *

Serious attempts are being made by the less-developed countries
(LDC's) of the world to improve the lot of the prevalent small and medium-
sized farmer. A review of census materials and lan& tenancy studies cleurly
_points out the magnitude of this problem [3]. Such attempts to help this
large segment of the population are justified on boéh economic and humani-
tarian grounds.

Agricultural credit, more specifically supervised agricultural credit,
has been looked upon as one technique which can contribute to the develop-
ment of the small, low-income farmer. Supervised agriculturai crodit
includes more than the usual servicing of the loan, the case for regular
production loans--it also involves assisting the farmer in planning his Jura
business and in operating the farm effectively. Such supervision includes
tecnaical and financial assistance for the farm business and family.

The countries of Latin American have experimented more with this tech-
nique than have the LDC's in the other parts of the world.1 During the 1960's
Latin?Ameripa experienced a sharp increase in external funding for agricul-

tur31 credit from the Agency for International Development (AID), the Inter-

These countries have not generally used supervised agricultural credit
as a development strategy but rather have emphasized credit cooperatives or
- other forms of extending agricultural credit [4, 11].

*Ronald L. Tinnermeier is Associate Professor of Ay .ultural Economics
at Colorado State University. This paper is based on ob.- rvations and materials
gathered in Peru while the author was employed as head of a credit evaluation
. team with the North Carolina State University Mission to Peru (AID contract).



;Amgfi¢3ﬁ,DevoldpmonthAhk‘T(IDB), and thé World Bank Gibup"(IBRD)3
imucn OI  Wnicn was @estined: xor supervised agricultural credzt [1]
INormally, these 1oans were granted with low interest rates, lenxenu
_grace periods, and long-term repayment schedules.

-The purpose of phis paper isﬁtgvbriefly review the history, achievements
f@ﬁdllimitatidns of ﬁerﬁ!s éuperVisediagriculfurAI credit program and to
fﬁiscuss how its eXpériéncevmight be geheraliiéd fof other areas.2

iPBRUfS‘SUPéRVISED CREDIT PROGRAM

~A“f°w isolated45§pervised‘agricu1tura1 credit pilot projects were
,initiatgd in Peru during the 1950's but the first nation-wide program
bégan’ih‘1964 withvthe signing of the first of four AID loans.> From
that déte through 1970 a total of $25.6 million was loaned to Peru by
AID for this purpose. The Peruvian government contributed an addizional
’SS3million as its share of the program. This activity will de refzrrszi
“tg in this discussion, although the IDB also funded a smaller credit
wprogram for selected regional development projects separate from the
AID program,

The AID-financed credit program operated in three different geographical
‘regions. The first important region affeéted by the loan was the lLa
1Convencion Valley’iocated.northeast of Cuzco which had suffered con-
siderable rural violence and land invasions (attempted spontaneous ex-
;propiiation)during the early 1960's (most likely strong stimuli for both

lender and borrower to sign the loan). This area was one of the first
’agrarlan reform projects in Peru and the new landowners were the target

"group for the supervised credit. The new owners were previousl

R Descrlptions and reviews of other country programs can be
r{found in these publications [2, 5, 6, 8, 14, 16]

3The signing actually occurred in 1961 but disbursement did not
begin until the end of 1964.



share-croppers and farm‘laborers on the large coffec and tea plantatibns
and-originally came from the more mountainous Cﬁzco area. The credit was
extended for the production and storage of coffee and tea, operating through
fecently formed purchasing and marketing cooperatives,

This system has‘allowed the small coffee producers to sell through the
cooperatives, receiving an average price which was 60 per cent greater than
that paid by local buyers. The loan repayment record after extending the
credit through the cooperétives has been excellent.4 It is important to note
that the cdoperatives‘not only img;oved the credit record of the borrowers but
that they also assisted the State Agricultural Development Bank in recuperating
long past-due individ@ql loans extended earlier by the supervised credit pro-
‘gram as well as by the bank itself. This is one case where it can be clearly
demonstrated that cooperatives have been highly cffective with supervised credit.
The Agrarian Reform Agency was very instrumental in the formation and operation
of the cooperatives.

In 1967, the devaluation of the Peruvian sol provided even larger marketing
margins for coffee exports since there was a lag in local production cost
increases and, unexpligaply, local buyers continued offering pre-devaluatioi
coffee prices, both of which providéd.strong incentives for cooperative partici-
‘patibn by the producers (cooperative prices were 114 per cent more than that
offefed by local buyers). Because of AID loan restrictions the La Convencion
credit activities have since passed entirely to the State Agricultural Develop-
ment Bank.

| T The‘se¢ond region affected by the supervised agricultural credit program

was ‘the central sierra or central plateau region of the Andes. Again, the

4The State Agricultural Development Bank as well as the supervised /
agricultural credit program experienced relatively high delinquency rates for
loans granted on an individual basis before the coffee and tea cooperatives
were formed. '



suporvised credit was.for new laridowners resulting from the ‘expropriation
:;f’ailargélSheep?haCiendga[IB],',The‘nCW’OWners'werc largely of Indian origin,
&éééndénts of the‘anciéﬁt‘inca Empire. Twelve communal sheep cnterprises
Were formed around the‘newly acquired land areas and the separate production
units were managed:by the long-established Indian communities under the
generél guidaﬁce of the agrarian reform technicians. Long-term sheep ﬁro-
duction loans for breeding stock and for pasture improvement were granted
to the‘communities. But more organizational problems were encountered as
compared to the coffee producing area and the government was less influential
in the day-to-day operations of the sheep enterprises. Nevertheless, loan
repayments were quite satisfactory. The communal sheep operations provided
considerable experience and knowledge for the more-recent and more-extensive
agrarian reform activities in the same general area since 1968.s It should
be noted that the selection and supervision of the borrowers in the first
two regions was under the control of the Agrarian Reform Agency while the
loan collection was the responsibility of the agricultural bank.

The third and most important region with supervised credit operations
is the irrigated coastal area. This region is currently under the supervision
of the national extension service but with the agricultural bank responsible
for loan collection as in the other two regions. Over 80 per cent of the
total value of supervised farm loans extended through December 1969 were for

this region (S/. 1,112 million6). Due to the relative importance of this

The communal sheep enterprise concept has now evolved into a new
organizational structure called "agrarian societies of social interest'.
The so-called SAIS concept has been applied to the recently-expropriated
large sugar cane operations on the coast and to the 100,000 hectare Cerro
de Pasco sheep ranch in the central platcau. The SAIS guarantees heavy
rovernmental participation as long as its capital contribution is signifi-
cant. The communities also actively participate in the sheep production
activities and it is anticipated that the SAIS will eventually evolve
into a cooperative structure. Due to large capital investments the super-
vised credit funds have not yet been used for these operations.

®at the current exchange rate of S/.43.38 per U.S., dollar this is.
equivalent to $25.6 million.
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zone in credit use and because the irrigated cropland is more similar to
agriculture found in the other LDC's of the world, the rest of this dis-
cussion will be limited to the experiences with supervised agricultural

credit on the Peruvian coast.

Coastal Credit Activities

The coastal supervised agricultural credit program has been oriented
towards the small farmers, largely share-croppers with less than 5 hectares
of land,'whd are unable to ohtain conventional production credit due to
high risk operations or because they lack the necessary legal land tenancy
or ownership documents required by the other institutional sources of
agricultural credit.. Slightly less than one-third of the borrowers are
owner-operators and the rest are share-croppers, usually living on a small
plot of marginal land on the edge of a large hacienda. The 1964 Agrarian
Reform Law provided legal land ownership to these share-croppers but did
not transfer any corresponding water rights. Consequently, this seriously
affected the outcome of the supervised credit in many areas since the
Peruvian coast is without rainfall. The recent military government's
revised agrarian reform law attempts to eliminate this problem by combin-
ing lagd and water rights. This 1969 law has also brought about extensive
land reform on the coast.

An estimated 80,000 to 100,000 low-income farmers exist on the coast.

The government optimistically hopes to reach a large portion of these

farmers with supervised credit. The establishment of the supervised credit
program wss the first attempt to provide financial aid to such a large group
of small farmers., The main source of agricultural credit, the State Agricul-

tural Development_Bank, had traditionally serviced the larger fEITS» primarily

forfexpprﬁ cfoﬁs;;however, the present military government is rapidly



igversing‘this policy by emphasizing the extension of credit to sma1l
and medium-sized farmers and'to'ggricultural cooperatives and other organ-
ized groups.

A portion of these low-incove farmers have migrated from the more
'densely populated Aﬁdeanvregion. Another group has come from continual
land division and fragmentation caused by rural population increases combined
with limited urban employment opportunities. There is some evidence that
a portion of the share-croppers have come from the large landowners buying
up the smaller owners, either for size considerations or for the purpose
of acquiring additional water rights [9]. Even though the coastal low-income
farmer is faced with many difficulties, he is generally better educated,
participates more actively in the marketplace, and is less culturally
bound compared to his counterpart in the mountainous regions of the country.

The supervised credit program affects about 4 per cent of the cultivated
area on the coast. When the land area for the non-financed export crops
of cotton and sugar cane is excluded, the supervised credit activities in-
fluence approximately 9 per cent of the cultivated land area [17]. Tte
maximum farm size permitted in the program is 30 hectares of irrigated
cropland or its equivalent, but few borrowers have rcached this size limit.
The interest rate has varied during the life of the program but now rests

at the 7 per cent level for most loans. For loans over one thousand

dollars and for longer term loans it is 9 and 10 per cent respeciively.

MAJOR ACCOMPLISHMENTS AND LIMITATIONS
The supervised credit program has, without doubt, accomplished much,
pgppciéliy when one considers that the small farmers 1lack

Sufficiént capital, have low productivity levels, useiiimited,ngQntéjéff



fﬁphffarm‘inputs, have low incomes, and possess little or no formal
eaucavion, little technical knowledge, and relatively small acreages.
Reaching these farmers with supervised credit is no small task.
The program did indeed reach the small coastal farmer. For the first
’two crop seasons (1964-1966) over 61 per cent of the loans was for farms
with 3.5 hectares total area or less and as much as 26 per cent was for
F_———-_\ )

farms of 1.5 hectares or less. The majority of the loans (66 per cent)

was for less than S/. 10,000 ($230). Although the program did reach
Cpmmtnvayy, ..

the small farmers, this very fact caused high administrativg_ggii? per
unit loaned. However, the field technicians felt considerable pressure
to reach more farmers. This concern later brought an increasing emphasis
on group or cooperative loans. In some cases, the program attempted to
assist farmers which were too small resulting in no significant or
visible benefits. These were often part-time farmers who were not ade-
quately motivated to apply new techniques nor did they possess sufficient
resources to take advantage of the credit and technical assistance pro-

vided by the program. Reaching too small of a farmer has been a major

limitation for the project. The field agents have recognized the error
but this awareness has not yet permeated the upper echelons of the program.
The already established extension office and service network

allowed the program to expand rapidly, reaching over 10,000 different

farmers wifhin two years, a major accomplishment in itself. However,
the rapid expansion brought about the negative'consequence of emphasizing
the number of loans made rather than stressing their effectiveness in
ﬂélping the farm family progress. The rapid éxpansion also resulted in
poor training for the credit technicians.

In servicing the loans of the small farmers the extension service..

technicians gained experience and an intimate knoWlédge °f‘SUb$iS???9¢T



‘agriculture which they had not experiehced in their previous extension
activities. without credit. ,The‘ekteﬁsion agents, many with limited
eipérience in the régibn”or even in agriculture, obtained first-hand
knOwlédge of the whole'multitude of problems facing the small farmer
iﬂciﬁding‘lack,of technical knowledge, illiteracy, high variability of
watér supplies, and a host of other economic and social facts of life for
the small borrower. Normally, the field technicians spent over 75 per cent
of their working hours in credit acpivities. This new and more intimate
contact with the small farmers helped the field extension agenfs more
realistically to appraise the effectiveness of their various methods for
.deveIOping agriculture.

There is evidence that the supervised credit did influence the adoption
qf some new practices and techniques by a portion of the farmers. The

percentage of farmers using improved seed more than doubled after joining

the credit program, with 75 per cent of the farmers using improved seed

at the time of interview. This was especially true for hybrid seed corn,

the major crop financed with supervised credit. The second majqr crop
financed, rice, was produced using local seed since the new high-yielding

varieties had not yet been introduced and tested in Peru. After 1967,

the government placed major emphasis on self-sufficiency in rice production

~ and mounted a large‘program for rice research, seed multiplication and
‘dist:ibution, resulting in near self-sufficiency by 1971.

It appears that the borrowers also used more chemical fertilizer after

| ijoining the program but this is not as conclusive. However, with few
~;}exceptions, the farmers ébplied less fertilizer than that suggested by
'Efébil laboratory analysié. The actual aﬁount applied varied considerably
%4£ton one area to another, no doubt partially due to variability of the

.~ water supplies. The borrowers applied more fertilizer to cash crops than



td-Crops proﬁuced for home cpnsﬁmption as found elsewhere [13].' A
nunbér of farmers applied only limited amounts, or in some cases, no
fertilizer to their c;ops. This reluctance to fertilize could be due

to a number of reasons.7 (1) For farmers with high risk aversion,
large fextilizer appiication_with highly variable water supplies would
be irrational. The farmefs in agencies histérically characterized by
“érought applied considerably less fertilizer per acre compared to the
farmers from areas with permanent supplies of water. (2) The returns to
fertilizer might be so 1ow‘as to not warrant application. There is evi-
dence that for corn the returns do vary with soil characteristics [19]
but not to the point of discouraging the application of chemical fertil-
izers. Using cross-sectional data, it was found that for low phosphorous
soils the marginal returns to nitrogen application were less than twice
the cost of the fertilizer. On high phosphorous soils the marginal
returns were almost three times the cost of nitrogen. The marginal

returns of phosphorous o orous soils approa i imes

the cost of the fertilizer.8 (3) The supervision by the credit special-
L tr——— ..
ists was inadequate or non-existent. Although the returns to phosphorous

were high for some soils, very few farmers applied this nutrient. Also,
very few borrowers used laboratory soil analysis for determining fertil-
ization rates, both of which suggest that little technical assistance
was provided.

Increases in productivity have been disappointing. Farmers can be
found thathave‘axperienced significant increases in productivity and in

levels of living; however, such cases are atypical. BEstimated average

- 7Chemical fertilizers are readily available for most coastal areas,
although mixing may be required to provide a complete fertilizer, R

'8The calculation of returns is based on relatively high levels of
fertilization. Lower rates would likely produce higher marginal returns,
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Yiéiqf;qve;s;fér?mbstﬁérdps7finandpdrwith'cf§diﬁ#WeréfIEQEffhhﬁ,thé yield
éverageSjpun;lsngavtoritne'same regibﬁs by a national statistical reporting
éérVigqﬂ:’, |
1fﬁ;tﬁermore on-faxm capital.forgation does.not appearto.have
changed 51gn1f1cantlx as_a result of supervised credit. A number of factors

can be suggested as respon51ble for this poor showing. (1) The necessary

:_;ources of land and water were m1ss1ng or 1n short supply, resulting in
11tt1e or no increase in net incomes, (2) The credit was uged primarily

s operating capital (less than 30 per cent of the individual loans were

long-term), (3) Any increases in net income went into additional consumption
expenditures rather than into farm investments, and (4) The technical
assistance did not meet the needs of the borrower or was not available.
Available survey data will be used to empirically test the third hypothesis
in the future. |

The formation of cooperatives has progressed concurrently with the
extension of supervised agricultural credif in Peru. An increasing number
of loans are being made to cooperatives who then loan to the farmer members.
In a 11m1ted nunber of cases the cooperative operates the.land and is there-
fore the final recipient of the loan. In the areas of the coast with
limited water supplies, cooperatives have been formed to finance and
operate new deep-well 1nstallations. The land is then farmed cooperatlvely,'
or individually, depending upon the desires of the borrowers. The super-
vised credit flnances the well(once proven productive), the pump and ,
distribution system, as well as crop production loans for the area sez
viced by the well. Loan delinquency has fallen.51gn1f1cant1y where‘ ’
credit has been extended in this Qay.

The ¢ooperative$ have bgen‘a,miXQd blessing for the supervised credit

program, - Farmer participation is no .doubt improved through the cooperatives
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'1§incgﬁ;i§t19 farmer participation in creditimatte?S'tOOk place. when
'Aindividual loans were made, The coqpefatives are alsb begiﬁning to wield
‘cdnéiderable influgnce in politiés. The:améunt‘of participation by the
igiibers i stili -an inportant research topic.

On the other hand, loaning fhrough groups has not really solved the
administrative prablems of loaning té small farmers since the coops extend
sub-loans on an individual basis similar to the extension service and the
same records and controls are still required. It is just a matter of
shifting the administration of loans from the bank to the cooperatives.9

The cooperatives have also been set up on a limited liability basis with

thé farmer being responsible only for the amount of his own loan.

Many of the cooperatives have been rather lax in extending and collect-

-

ing member loans. Little or no supervision is provided by the cooperative.
Many loans areblong-term and the results of‘poor control and supervision
will not éppea;‘until it is too late to recuperate the inadequately
applied loang;

| Thevsuperviséd agricultural credit program also managed to reduce the
legai and administrative requirements demanded by commercial banks and by
tﬁé’State Agricultural Development Bank. The characteristic delay from

applicétion to disbursement found with the regular institutional sources

~of .credit was normally cut in half by the supervised qredit program.

Nevertheless, the rapid formation of:cooperatives has shifted the extension

“There may be some economies related to providing technical assistance
through cooperatives. Obviously, group meetings and demonstrations are
easier to organize. However, a serious question can be raised concerning
-the effectiveness of such methods on each individual's operation. The cost
of the assistance per farmer will be less but the results might also be
less compared to making personal on-farm visits.



i
éféiooﬁéifiohﬁindividuaisx@ovgxoups.réSﬁltihgfin;lafgotadéiays;fofton . "w
opﬁfoéohing or surpassing the pre-program levels. oL 15%

Loan delinquency has been holdi . the 25 to 30 per cent level,

aiserious problem for the program. Such a high leVel of delinquency once

aga1n questlons the adequacy of the techn1ca1 a551stance prov1ded to the
borroWers. The program has gone through per1od1c crlses of shortages of
losnable funds but additional AIP_»' or governmental contributions have

alleviated some of the pressure to date,

ALTERNATIVE COURSES OF ACTION.

;A:numbervofglessonohoahjhovobtained'from the Peruvian experience with
§pporv15odlagricu1tural credit. Geneially:speoking, Peru has not been as
ouccessful,inpmncrea51ng proauctivity, in imﬁrovihg on-farm capital forma-
tion or in ra151ng farm incomes as compared to the Colombian and Brazilian
cases, largely due, it is suggested, to Peru's inability to resolve a
number of issues related to supervised credit.

Tt seems oppfopriate to briefly discuss these issues in order to
unoerstand how they might serve as lessons for other countries, It should
bé clear that policies, or the weighting of policies, Wili ahd should vary
from country to country depending upon the existing poiiticol, socialland
economic setting. This does not discounf,»howevef,‘the Qaloe of seriously
onaiyzingfthelexperienoeé;of~oné”oopn;ry oo‘§erVe as guides;fOr a §ocond

country to avoid obvious pitfalls or to revise already existing programs..

Program Objectives

Probably no other issuo,Of supervised agricultural credit elicits ‘mor
different points of view'than thotiof program objectives., Brossard [7]

prefers 'to call supervised credit a rural welfare service..." indicating
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that'the oxtension or ‘educational part must:be publically financed rather
:thﬁpﬁéﬁifﬁfiﬁéhdédfwiihiﬂ;théfbfogféhViféélf.f Few would disagrec, 0
?EOWéVér;LsuggQStiﬁgithat7superiSed*hréditiiS”syﬁonymous with welfare is
»perhaps\111¢advised since the credit portion of the program might also be
looked upon in- that light, as happened in Peru in the early planning stages.
SUchla]misconception'could destroy a credit program in a short timé’unIeSS
-outside financing is continually obtained--a most unlikely prospect.

v'* The basic oﬁjéétivevof supervised credit is no different than any other
typp of agricﬁitﬁréi credit. It is for the purpose of assisting the
‘borrower to obtain new inputs so that he is able to increase productivity
and" income ona sustained basis. ‘The difference arises in that supervised
éfeﬁitimﬁst be combined with technical and educational services and it is
,us;éily driented towards the low-income farmer. True, other objectives
might.éiso Be‘important. The government may view supervised credit as a
mééﬁs offslowing down rural to urban migration. Or it may expect the program
to increase the production of certain crops or products over others. Social
and'political considerations could also weigh heavily. But these objectives
should not ove:sha&ow the principal objective of changing the productive
structure of the low-income borrower.

éeru;q1a not adequately define program objectives at the beginning nor
dp;ingfthe;opératipnal phases of the program. This was clearly demonstrated

in field;intervieWs'with the credit supervisors in 1967. The supervisors

10Some supervised credit programs have been able to pay for part of the
educational and supervision costs with interest income. Colomhia is now ex-
perimenting with a technical assistance program almost entirely financed by
the borrowers. Such a project is feasible only for the medium sized or
larger farmers.


http:disagree.10
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were ‘confused as to objectives. resulting’ in haphazard borrower selection and.
few guidelines for evaluating the success:of, the program, . Before beginning
the program it would have been desirable to conduct a detailed credit survey
of the region to determine the number of potential borrowers and to obtain
féétual'information about their needs fpr,iﬁstithtioﬁai‘éfedit,’if aﬁy;:anaf
fof ﬁechniggl éssistance, as done‘invothér cbﬁnffiés_[IS];;'

>  ,'No effort was made to define'théjlife of the program/orfoffthe

bbrioﬁers éﬁd this is now becoming an important issue. Is the supervised
Eredit program temporary or is it fo have perpetual existence? How long
should a borrower remain in the program? Of course, the longer each borrower
rémains,_the less likely new borrowers will be able to enter the program.

It should bé’recognizéd that once a ;rogram is begun there is a tendency

for it to becom; permahent and to work with the same borrowers year after
year. Many borrowers have now been in Peru's program for 5 years and they
are reluctant to transfet to the agricultural bank, primarily because of
longer application delays, more impersonal treatment, and additional legal
aﬁd other requirements. Formal procedures need to he establishef to ensure
aﬁ;orderly transition to the bank once a borrower has progressed satis-
faétorily with supervisad credit unless the supervised credit program is

expected to continue indefinitely.

Farm Size

Another lesson evolving from the Peruvian experience and closely related
to program objectives, is the relationship between farm size and credit |
effectiveness. It has been found that there is a minimum farm size below
shich the supervised credit is ineffective. In Peru this would be at the
2-3 hectare level. Other supervised cr¢dit‘programs have identified thi;ﬂ

same r°1ati°“5hipjﬁﬂﬂ‘have‘set minimum size restrictions for credit;'?Tﬁé$
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exact minimum size is rather elusive since there,are .a number of indeter-.
ﬁinanpgva:;ap;9§:1nvq;yeq,_,?ng_inpgrg§p_apqpabilitytpf;the;farmgr is
ﬁaramdunp.-'Thé*tyﬁe'bfjcrop'gr6Wn iSAalsOQSignificant sihcé]it directly
affects the size of the farm business. Climatic and soil conditions also
influence size. Nofmaliy, és fﬁe:prdgram‘attémpts‘to.feaéh‘Smalier and
smaller farmers it must commit more and more funds and technicians for
technical and educationai'sef§ices. A very small acreage can be highly
producfive'and, where vefy_intensive cropping takes place, it can produce
a relatively high level of farm income. However, intensive cropping usually
means more perishable products and correspondingly more comﬁlex marketing
considerations. '

It i§ really just a question of establishing priorities, If a program
attempts to work with the very small farmers it gives up the opportunity of

significantly influencing total agricultural production. It is not suggested

that the one to two hectare farmer be overlooked. Rather, the focus of

E23_E2Bg;yised.nxedi;_should_hs_nn_Lhﬁ.fazmgrs with, say, 2 to 10 hectares

who can serve as a demonstration to the smaller farmers. The smaller farmers

could easily be included in all group extension meetings and activities,

——

Group loans could also be extended to these very small farmers but the ad-
ministrative and supervisory controls should be reduced to an absolute mini-
mum. These same marginal farmers could be included in Food for Peace programs
and other humanitarian projects. But the supervised credit program should
not be expected to sélve the plight of this group of farmers, since the
solutioh to their problems is related to a host of variables, the least
impbrfant of which is credit.

Perhaps as the technical competence of an agency and of a country

improves it will be possible to provide technical assistance difectlyvto
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‘the .1 or 2 hectare farmer, as done in Taiwan and Japan. Attemnting to
556 50 now in most LDC's with the existing human and capital resou}ces,
SEVIRBIEE v

*will only lgad.to frustration and mediocre results.

N ete vt s b o S ——

' Technology is the key for developing the small farmer, regardless of

his farm size, and technical assistance must be the principal component
 of‘éupérvised agricultural credit. But, first priority should not he nlaced

 pn &brking with those farmers with little immediate potential for increased

™ a e

brdductivity. If a program is able to demonstrétezits,éfféctiyenéssAin'_
dévéioping the 2-10 hectare farmer, it can'theniconfront thé‘more demand-
ing challenge of helping the farmer with less tﬁan 2 hectares.

Again, the-Peruvian case has illustrated it is not possible to reduce
or eliminate the training comnonent of sumervised credit. By doinpg so it
has produced mediocre results compared to other programs where training was
not overlooked. A well-trained cadre of extension agents and national
specialists will help assure that propram objectives are specifically and
realistically defined and modified with time, as conditions reauire. It
also assures that the most important part of supervised credit, technical
assistance, is current and available to the borrowers. The'on-;oiny train-
ing program also serves as an important feed-back to the various research

specialists to help orient their endeavors.

Institutional Arrangements

The relationship of supervised‘credit to the existing agencies such
as an extension service and a state agricultural bank is one of the
thorniest issues to be confronted in establishing or onerating a supervised
agricultural credit program. Most countries have an institutional source of
agricultural credit, usually én autonomous or semi-autonomous bank, whi#ﬁE

has been operating for some time. What should be the relationships‘df'fhe'
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- supervised credit program'to the bank?. Should the technical assistance and
ffgbpé?Vi§iqngb§{ingqrpdratédfihto:fﬁe“ekistihﬁkbéhk structure or should it be
l»complete;y‘inerendent?‘th‘is;nO'eaSy matter to resolve since the bank is
.ﬁgﬁél;yfrélﬁcfgﬁf_to éggfa'cq@petitive~program begin éven'if’thé bank has
Jnotfﬁréaitipﬁalli.éérviced the target group.

;Ifafhe‘éuﬁé;Qised éredit‘program operates through the regular institu-
tiong1_50urcequ agticu1tura1 Credit. say a bank, this results‘in procedures
aﬁ&lﬁoiicie§ZWhi§hhhave traditionally been applied to large and medium-sized
: farmers, prdcédures which are usually not appropriate for the small, low-
income farmers;‘ The characteristically abundant supply of lawyers in the
bank oﬁly éccentuates the emphasis on these legal and other formal require-
ments. The principal advantage of operating through a bank is, of course,
that it is already geared to meet many of the administrative and accounting
necds of the credit program.

A clear lesson from Peru is that it _is not advisable to separate borrower

.

selection and supervision from loan collection although an FAQ publication
\ T

has suggested the two responsibilities should be separated [8]. Colombia

has also experienced inadequacy when dividing these responsibilities. In
both cases the selection and supervision was handled by one entity while the
lo#n collection was handled by the bank.!! The time and effort required for
sufficient coordination under these circumstances is overwhelming. Those
_rgépbnsible for the supervision feel no direct consequence of poor borrower
vselggtionior inadequate supervision while those collecting characteristically

,jblgmb poor payment on those doing the supervising.

11The major supervised credit activity in Colombia which is handled
- by INCORA is not under this arrangement. Reference is made to a smaller
project where INCORA shares responsibilities with the livestock bank.



A satisfactory arrangement exists when. the bank is respon51b1e for maxntaznxngj:
individual loan records, for dlsburszng and rece1V1ng funds, and for prov1d-
ing the cusronary accountlng reports and summarxes.. Even then there are d1f-
jficultles because the f1nanc1a1 1nformat10n is not readlly ava11ab1e for the
‘credlt superv1sor unless weekly or monthly status reports are’ prOV1ded by
Tthe ‘bank. This is partlcularly serious when the bank off1ce is not located
'in thevimmed1ate ared -where the loans are made.

Establishing arrangements with one or more private banks to handle the
financial records and accounting responsibilities of a supervised credit
program has not been attempted by any country to the author's knowledge.
However, =uch a relationship might hold great promise in reducing some of the
high banking costs. Obviously, the political strength of the state agricul-
tural bank will dictate whether this is politically feasible or not. The
Peruvian Agricultural Development Bank would strongly oppose such a move

‘because the supervised credit accounts make up a significant portion of their
loan portfolio., Still, there are strong arguments for considering the
private banking alternative for maintaining loan records. '

It is more difficult to suggest the relationship which shom}d exist
between the extension service and supervised credit. Obviously the tech-
nical assistance is crucial but the immaturity of the extension service, or
even its absence, in many countries, precludes any generalizations. The
credit responsibility did inject new life into the Peruvian extension service
at the outset but the.lack of adequate training and orientation accompanying
the shlft to credit soon brought about di5111us1onment on the part of the
field agents. A common complaint in the field was that extension no longex
~existed as such because the agents were involved in too much credit paper-

work. This is a real danger and steps must be taken to minimize the
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»adm1nistrat1ve load of the agent releas1ng him for Farm V151ts to ensure
'the credit is being used wisely. vathe traln1ngvls 1nadeguate and the
agent feels‘he'has little to extend, he Wili'tend to spend more time in the
office handling the admiristrative aspects of credit,

itrméy appear to many that the institutional arrangements are insigni-
ficant'considerations in the overall supervised credit picture. This is
not the case for those countries involved in operating programs. An effort
can easily get bogged down in administrative and inter-agency conflicts
impairing the general progress of the program.

Probably one of Peru's major administrative limitations has been its

inability to find faster and cheaper ways of extending and controlling the

T ottt s 8 e et e e et A8 A et et P e 310 . S 57 .
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many small, individual loans. The formation of cooperatives has been the

I 1S | e et g

main technique used to reach more farmers but this has not been entirely

satisfactory as mentioned previously. The formation of small groups with

joint liability shows promise as a technique but new forms and procedures
—
still need to be experimented with before definite conclusions can be

—
Poscmpmeersnsre

reached. How these same groups can be effectively reached with technical
.-—....._““_

assistance is still an open question.

Program Subsidies

All the supervised credit programs in Latin America have been subsidized
in one form or another. The most common governmental support has been to
cover the extension or educational costs of the projects. Programs for
the very small, low-income farmers cannot operate without this support since
exorbitant rates of interest would have to be charged to cover such expenses,
Therefore, at least for the early educational stages of supervised credit,

there is no other alternative than for the government to provide a subsidy

if it wishes to reach this particular éroﬁp of farmers. As the farmers
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‘become’ more technically educated, however, 1éss individual attention will
o required and it may be possible, through' demonstrations and other group:
‘6fiénted methods, to reduce the costs of technical “assistance and educa-
tional activities to the point where a large portion of these expenses could
be self-financed throﬁgh interest charges. |

Concessional interest rates have;alsokbeen-provided'inlyirtually all
the supervised credit programs but Adams found no convincﬁhékfeasbns-for

12[1]; It is interesting to note that over

granting these éoncessional rates
one-half of the supervised credit borrowers interviewe& in Peru did not know
how much interest they were being charged. Therefore, it is difficult to
assume that the real negative rate of interest is brought about by pressures
from the small farmer. Generally speaking, the large landowner is also
receiving concessional rates of interest and it is more likely that these
powerful and influencial borrowers had more to do with setting rates than
have the farmers with less ec;nomic and political power. If income transfers
take place in this setting it is certainly not 'in favor of the low-income
farmer.

Assuming Peru doubled the existing interest rate to 14 per é;nt, giving
a real rate of interest of about 4 per cent with current rates of inflation,
an additional income of at least $200,000 would be available for additional
loans-or for training, each crop season. Obviously, changing the interest
rate structure of the supervised credit program implies a corresponding major
change in all institutional agricultural credit interest ratés, a move that

would face strong opposition from some circles.

12The concessional interest rates could have the effect of lowering
the interest rates in the informal credit markets for those not in the
program, but no data were obtained in Peru to test this hypothesis.
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‘What. mlght turn out to be a most ser1ous consequence of - concessional
interest rates 1s its effect on resource allocation and capital format1on.
'Therefls a clear tendency of the newly formed cooperatives to make large
inveétments in farm macﬁinery; often at the suggestion of a government
empioyee. These investments normallx require large amounts of foreign
exchange and tend to be labor substituting., Further research is needed
to adequately measure the impact of this investment on ruralyempioyment
and on the total foreign exchange picture.

A third form of subsidizing the low-income farmer is through loan
delinquency and default. As indicated previously, the Peruvian program
has experienced considerable delinquency. Only a small percentage of these
delinquent loans are actually "written-off" but if a loan is delinquent for
over 2 or 3 years it is virtually in this same category. Interestingly,
the national credit supervisor disregards delinquency, apparently assuming
that this is a legitimate cost to be eo;n by the government. Such a cost
can take on huge proportions, however, if it is not viewed seriously, As
of March 1970, approximately $5 million (S/.221 million) was outetanding
and due for just the coastal program. Over 70 per cent of this had been
due for more'than 90 days. This is indeed a high cost for developing the
small farmer, especially when there is little evidence that any benefits

have been passed on to him.

How much_delinquency should be allowed or is reasonable? There is no
v S ———

Set angwer. Rates of less than 10 per cent delinquency with defaults below

5 per cent would seem reasonable, if it could be demonstrated that the credit
was significantly raising productivity and net farm incomes. The programs

of Colombia, Brazil, Mexico and the Dominican Republic, to mention a few,

appear to have met this standard.
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“Rﬁfai’SdVings'

- Adémé has éuggested that there is a potential for mobilizing voluntary’
;‘rural'saviﬁgs, at least'infLatin America [1]. The credit unions in Ecuador.
haQe'démOnstrated that thisvpotential doesrindéed eiist'{iO];fAHoweve:;iSQChv
a sobfc; of capital hgé not yet been tapped in Peru.

Avstﬁdy 6f sé1¢cfed supervised credit borrowers in an irrigation project
‘negr Chimbote showed that the average operatbrs‘ equity»in his;férmvbﬁsiness
émbuntéd to less than one per cent., A similar situation will be found for -
many,cooperatives also financed withmsﬁpervised credit, The paid-in capital
ié insignificant and savings do not exist.13 Obviously, little effort has
beeﬁ made by the supervised credit program to date to mobilize some of these
potential savings.

Field ciedit supervisors have recognized the advantage of establishing
meﬁber savings accounts in the cooperatives. They have proposed that 5 per
cent of each individual's loan be deposited in a cooperative savings in his
name. Of course, these would be forced savings as contrasted to Adams' volun-
tary savings proposal. The accumulated savings would then be available for
consumption loans and for family emergency loans. Such a propoSél has consid-
erable merit since it frees the farmer from depending on the high interest, in-
formal sources of credit for emergency and other types of personal loans which
are not normally covered by supervised credit. It may also serve to reduce the
expenditures for religious and other festifities required for social status in
many countries. There is a strong temptation for a farmer to spend any in-
crease in net irncome on unneeded consumer items, often with little forethought.

The forced savings would demonstrate how capital can accumulate with time and

, 13Cooperatives are obligated by law to maintain certain reserve and
educational accounts but these come from cooperative operating surpluses
and not from member contributions,
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‘ﬁighffﬁéipf6rieﬂtftheﬁféﬁn¢r7ih7using;his’9afﬁiﬁg$fiﬁ:a"iéésifriVoIOus\mahhet
A seriols bottleneck for inducing either voluntary or.forced savings through"
éooperat;ves 1S an existing law:-limiting interest payments to no: more than 2.
‘per cent.

Iﬁﬁbﬁder.to mobilize savings from supervised credit borrowers the technical
aSSisﬁaﬁce'is agéin a~cru¢ia1 é1ément., Podr technical assisfan¢e wiii'be-ré-
flegtedvin poor income levels rgsulting in little or no savings.~VFdrced savings -
in this situationvwould"dnly increase the burden of the borrowef reducing his

repéyment capacity.



CONCLUSION

'Iﬂ»$9mm9?Yi'Superviséﬂﬁﬂzfisﬂltﬁrai-creait‘doésﬁhave>br6mi§eﬁa§?a““
strateg; AVl UTVELOPINE Tne.-loW-1ncome tarmer but it is: certainly. no pan- '
ecea Ior geveiopment. It a borrower lacks the necessary basic resources or
’land and water,‘ if there are 1nsuff1c1ent supplles of 1nputs, 1f there ‘are
no- markets for h1s products or 1f pr1ce 1ncent1ves are 1nadequate, then thi
.credlt 1n whatever form, W111 be unproductlve. These are some of the essen-
tial elements for agrlcultural development referred to by Wosher [13] and
they must precede the establishment of any supervised cred1t program. To
ensure that these elements exist it is necessary to coordinate the suoerv1sed
credit program with a national development plan so that these clements are
considered and provided for by governmental policies. |

The next most essential element for the small farmer, after the above
essential conditions are met, is technology. The small, low-income farmer
desperately needs to become familiar with and to apply new agricultural
practices and methods. Such technology includes new methods of soil prepara-
tion, the seeding, cultivation and harvesting of crops, as well as live-
stock management. It includes new crop varieties, the appropriate application
‘of insecticides, herbicides, and chemical fertilizers, the proper use of
sources of power with teols and implements, and finally, it includes the opti=+
mum combination of enterprises and the marketing of farm products. In some:
cases, it also includes efficient on-farm water management.

Technical assistance must be the principal component of supervised agrl-
cultural credit. The credit, when needed, is complementary to the technzcal
assistance. The advantage of supervised credit is that the credit is readily
available to implement the technical recommendations. The state agricultural
banks have always provided capital but the technical assistance entered the

picture only as resources permitted (funds usually were not available for this
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putpose). There is little evidence that this procedure has been adequate for
%development,of-the small farmer.

The techn1ca1 asszstance can be separated from credit, as done: in: the
vruvula pro;ect in Mexzco, but 1t seems that t1me and resources must be devotec
to secur1ng the credit to 1mp1ement the techn1ca1 adV1ce given, If a program
1s nation-wide in scope this could require a rather sizable effort, Theoret1-
cally thls effort is- not required in a supervised credit program,

Credlt does prOV1de a convenlent contact between the extension agent and
'the small farmer. Where the agent is also a well-trained technician, the
farm visits can be used for providing technical assistance as well as ioan
eupervision,wresulting in a savings of time and of human and physical resources,
if'tn151eene egent'is also responsible for seeing that the loans are Tepaid
then he is bound to feel the direct consequences, favorable or unfavorable, of
his technical advice. Obviously, the agent must receive sufficient training‘
and technical backstopping to be capable of providing such advice.

The Peruvian supervdsbd agriculturalicredit program has not been very
successful in raising productivity levels, in increasing on-farm capital
formation, or in improving‘net farm incomes as compared to similar programs
inrother countries. This, it is argued, is due to the absence, or partial
absence of some of the essential elements for agricultural development
‘mentioned previously which must precede a supervised credit program,
perticulerlyvtechnolegy-in fhe form of technical assistance, and water.
Burrhermore;‘insnfficientvattention'was placed on the following issues:

(1)_The nrogram objectives were poorly defined resulting in haphazard
borrower selection and control. The target aroup of farmers was not well
identified resulting in the field credit supervisors continually groping

to find potential borrowers, Economic and welfare objectives were



1nterm1xed “The main” ob3ect1ve of increasing: product1V1ty and thusly net
farm 1ncomes should not be cfouded by other soc1a1 or polltlcal obJect1ves.

2) Very small farmers wlth 1 or 2 hectares of land or less have
not effect1vely used the supervzsed credlt. It 1s argued that for the 1n1t1a15
stages of development the superV1sed credlt program should set a m1n1mum
’farm 51ze under whlch it w111 not extend superV1sed credlt It is’ felt ,‘
that the program has a greatcr chance of succeeding with the farmer W1th 2
or: more hectares. The smaller farmer can be hrought into all- exten51on an
techn1cal 8551stance activities but he should not be the main focus of the
'supervised credit. In this way greater immediate impact will be felt.

As‘the program matures, it can attempt the more difficult challenge of
working with the very small farmer.

(3) The institutional arrangements between the supervised credit pro-
gram and the state agricultural bank were not very operational. The extension
agency was responsible for borrower selection and supervision while the bank
was responsible for loan collection. Each group blamed the other for poor
results., It is suggested that those responsible for selection and super-
vision should also be respon51b1e for ensuring that the loans are repald.

The bank would then handle only the loan records and accounting responsx-
-bllitles.

The eventual status of the borrowers is a second 1nstitut1onal 1ssue.-
Normally 1t is felt that the ‘supervised credit program develops the farmer
’to the point where he is a good credit r1sk:and he then passes to conven-&'
vtional credit sources. This does not happen automatically, however, and

.onless formal procedures are established for doing this it may never happen.
The farmer will continue in the supervised credit program year after year.

reducing the chances for new borrowers to enter the progranm.



(4) The supervised credit prograns have alueys baon subsidized
thféugh;budget;supporti'cbncéssibnalfinter@st.rates; and7by‘cbvéring de-
faqlﬁgéjiégné.fuThefe is little chance that the technigal and educational
éérﬁiéés%ééﬁ‘bé{finéhéedfby interest payments alone.. However, the réasons
qu: CQntinuing concessional interest rates are less convincing. Raising
intéfééfirétésjwduld prdtect loan portfolios, provide additional funds for

more loans or for the training of field agents, and would help ensure
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proper resource allocation by cooperatives and on the farm. Higher interest

rates would alsd allow'higher rates on savings deposits, stimulating addi-
tional rural savings.

uluDe;inquency is a major problem in Peru. Loans are continually being
refinanced resulting'in a third type of subsidy to the small farmer. Tech-
nicai assistance is the key to reducing this program subsidy since the
success or failure of a program, partially reflected by loan delinquency,
is determined to a large extent by the success or failure of the technical
assistance.

(S) Almost no rural savings have been mobilized through the super-
vised credit program but the potential exists. The cooperatives are
appropriate institutions for generating such savings but unless the exist-
ing fixed low interest rates are modified, and there will be strong opposi-
tion by many groups to such a proposal, savings will have to be forced
rather than oftained on a voluntary basis. Even so, there may be consid-
erable mqritvto forcing savings where it results in a more rational use
of:ihcieﬁsed net farm incomes coming from supervised credit.

£ Peru had applied the changes suggested in this paper, the author

is convinced the results of the supervised credit program would be
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'stfikiﬁgly,differpht, ‘As things'stand nbw,~the ébﬁntry's»fdrbign'ex-
kchapgé burdenihas been increased as a result of the Supérviéed’credit
loan,ylﬁfgé ﬁaﬁionallbudgets have been expended supporting thé supervised
credif, and many field personnel have been employed, all to little avail.
The international aid agencies must clearly understand the lesson
bf_Pefu to ensure the same mistakes are not repeated elsewhere. Additional
empirical research is required to evaluate more specifically the crucial
elements of supervised agricultural credit. As information becomes avail-
able in each country, it needs to be diffused rapidly so programs can be
strengthened on the basis of such experience. It is unfortunate that the
international aid agencies have not assisted in evaluating the on-going
supervised credit programs and in periodically bringing together the
various country‘specialists to share their experiences and mistakes.

There is still time to do so and it would provide high payoffs if handled

properly.
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