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seminar report 

Research on Rural Finance: 
A Seminar Report 

DALE W. ADAMS AND YUZURU KATO 

Introduction 
Over the past dozen years the Agricultural De-

velopment Council has sponsored a number of work-
shops, conferences, and seminars which treated rural 
finance problems. A 1965 conference ol subsistence 
agriculture included several sessions which covered 
agricultural credit and rural savings activities [Whar-
ton].' A 1971 seminar on small ftlriner developiment 
strategies also included extensive discussion of credit 
and savings issues [Adams and Coward]. A/D/C sup
ported wo; kshops in Thailand in 1971 and Washing-
ton, D.C. in 1972 focused entirely on agricultural 
credit problems [Oichan-Ong and iinnicSier-
Dowswellj. Recett publications and coferences onl 
agricultural credit sponsored by the Agency for 
International Development, the World Bank, and the 
Food and Agriculture Organization have focused still 
more attention worldwide on problems of rural fi-
nance [AID, World Bank, FAO]. This increased con
cern with rural finance results from major increases 

in the amounts of formal agricultural credit in manylow-ncoe cunties
grat dffiuhis i redlig t 

low-income countries, great difficulties in reaching the 

rural poor with these financial services, and very
serious problems with the performnance of rural ii-
nancial markets. 

Despite the increasing policy attention given to 
problems of rural finance, there is relatively little 
policy-oriented research being done on these issues 
around the world. There is also little exchange across 
countries of information among individuals manag-
ing credit programs, individuals who make rural 
finance policies, and researchers. In order to focus 
more attention on research problems in rural finance 
and to improve communications among interested 
researchers, the Agricultural Development Council 
through its Research and Training Network spon-
sored a Conference on Research in Rural Finance in 

'Names in brackets refer to references listed at end of summary. 

San Diego, California from July 28th to August Ist, 
1977. Twenty-five individuals presented papers 
based on their research in rural finance. An almost 
equal nutll)er of' observers with interests in rural 
financ:e also attended tie Conference. Seventeen 
countries were represented by participants and oil
servers. A list of the )articipants and observers is 
given in Appendix A. The following is isummary of' 
the main issues raised illthle Confercnce. 

RECENT CHANGES IN RURAL FINANCIAL MARKETS 
A nutmber of the papers presented in the Confer

ence cited significant changes which are taking place 
in the rural financial markets (RFMs) in low-income 
countries (LICs). These changes incltde large in
creases in the amlounts of formal ioans made, and 
much more attention to providing formal loans to the 
rural poo. A number ofthe Conference participatts 

emerged i us problems ic luded or 
re n rs The prbasinlpo e oth e ienelt decreases in the purchasing power of' tile 

formal agricultural credit portfolio, (2) serious loan 
re problems in a number of countries, (3)rpaiynientprbesi anmbrifoute,(3
 
resistance by bankers to lending to farmers in generaland small farmers in particular, and (4) the lack ofmedium and long-term credit in most rural areas. In 
addition, it was pointed out that RFMs are doing a 
poorjob of (5) mobilizing voluntary rural savings, and 
(6) providing financial services to the rural poor at 
reasonable borrower or saver costs. A number of 
participants felt that current RFM policies were also 
resulting in (7) further concentrations in asset own
ership and income distributions, (8) discouraging 
capital formation, and (9) resulting in serious re

ci al o ation and verlt he n persouice allocation problems. Overall, thei recent per
formance of RFMs in most LICs was judged to be far 
from satisfactory. Adams suggested that additional 

policy-oriented research on RFMs might focus on 
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three different levels.2 The first would be at the 
enterprise-household level. The main issues here 
would be related to how rural enterprises gain control 
of, or manage their liquidity. Several Conference 
papers addressed these issues. The second level of' 
analysis night focus ol consideratiot:, at the 
lender-mobilizer level. Several Conference papers 
looked at how these insitutions behave. The third 
level would flocts on how national policies aflVect the 
overall performance of rural financial markets. 

LIQUIDITY MANAGEMENT AT THE 

FARM-HOUSEHOLD LFNiEL 


Savings Behavior 


A good deal of' the literature on rural finance has 
focused oil credit allocation and use at the farm11focuedalocaionandusen ce~lt t te frm-
household level. Much less attention has been given to 

savings activities inthese hou1seholds, how households 

manage their vfarus sources of' liquidity including 
credIit, and ho 'fai'm households alter liquidity man-
agement in e of' risk and uncertainty. Abouttit face 
one-third ,fthe Conferenc~e papers emphasized theseisses. oSeveral 

issues, 
in large pi't the paucity of' research on rumal savings 

behavior is (Inc ttothe widlely' held assumltion that 
rural peo e can not onr will not save. AwConf'erence 

paperasc i Allnepsoarte oion [xthnsive stu-Matt nra- Masini]. Ahn rep,,rtetl on an extensive stttdy' 

of rural savings b~ehavior in South Korea over the 
was based on data1962-1974 period. The study 

collected by the Ministry of' Agriculttre and Forestry 
in its annual Farmn Iiouehold Economy Sum'eys.The. 
main objective of'the study was to identify tile factors 
which have reccntly affected rural consumption-
savings decisions in South Korea. Ahn reported that 
the average income of' farm households increased by 
more than 50 percent in real terms frtoin 1962 to 
1974. Consumption in the average household in-
creased motre slowly than income. Tiis resulted in 
very substantial savings. In 1962 the average house-
htoid included in the survey saved 15 percent of' 
household income. By 1974 the average household 
was saving over one-third of household income. Ain 
also reported v'ery substantial marginal propensities 
to saving even among households with very small 
falns. He went on to argue that increases inhouse-
hold income have been a major factotr causing more 
savings. He also argued that opportunities to save and 
incentives to save have also influenced savings be-
havior. Alin concluded that sulstantial amounts of' 
voluntary savings capactities iwty emerge in rural 
areas of other low-income countries if proper policies 
are adopted. 

Ruozi reported on household savings in Africa. He. 

'Nantes cited in the text refer to authors of papers listed 
at the end of this sum mary. 

was also optimistic about the possibilities of mobilizing 
voluntary savings in low-income countries. He 
pointed out, however, that financial institutions in 
Africa generally do very little mobilization of house
hold savings. In part this is due to institutions which 
are not readily accessible, and it is also due to credit 
policies which inhibit savings mobilization. Despite 
widely held assumptions to the contrary, indirect 
evidence suggests that many Af'ricans have relatively 
high savings propensities. It also appears that many 
households save for insurance and security purposes. 

Ruozi went on to argue that new approaches to 

mobilization of personal savings are needed in low
income countries. He felt that savings banks and 
credit unions are more suitable institutions for sav
ings mobilization than many financial institutions 
which currently operate in Af'rica. He went on to 
describe the operation of a new savings bank in the 

Sudan which has sed a number of innovations to 

stimulate savings deposits. These innovations in
eluded mobile units to pick up savings, issuing savings
boxes to indiviual svers, and savings stamps. 
boetoidvuasvr, nsvngsam.

participants in the Conference felt that 
policy makers ought to take a more positive attitude 
toward mobilizing voluntary rural savings. This 
should include providing easy access to institutions in 
which savings can be deposited, and also attractive 

rates of return on financial savings. Deposit guarantee progr'ams were also, stiggested as a way of provid
tee morein e re to sute.
 

ing more incentive to savers.
 

Credit and Risk 
Risk is one of the major reasons why credit access is 

so important to many rural households. These risks 
may result from wea,1.her, diseases, variations in price, 
or changes in nationai policies. Rural households typi
cally use a number of techniques to manage their 
risks. These include enterprise diversification, multi
pie occupations, holding highly liquid assets, land 
tentre arrangements, extended families, and labor 
share arrangements. Loan use and access to unuti
lized credit reserves can also Ie an important part of 
household risk management. 

In his paper, Jodha argued that farmers in dry 
areas in India have too few mechanisms to protect 
themselves from the effects of drought. The 
mechanisms he discussed include decreased con
sumption, reduction in assets, increases in liabilities, 
and wage income from government relief work. He 
reported on results from various studies in india 
which showed that rural households were forced to 
liquidate their assets, mainly livestock, when sevete 
droughts occur. In some cases households were 
forced to sell their land to cover consumption or debt 

needs. This asset depletion resulted in pauperization 

in some cases. Households were also disadvantaged 
because they had to sell assets when all asset prices 
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were depressed, and attempt to reacquire these same Measuring and Evaluating Credit Needs 
assets in periods when asset prices were generally Household level studies of liquidity management
higher.nn prol)-

Jodha went on to argue that formal financial fice a ntmber of data and research-methods 
markets in India were relatively ineffective in helpiig lens. Because loans and savings often appear in the 
rural households adjust to wide fitictuations ia i- for of cash or near-cash, fungibility becomes a N'.rvrurao t dr utts. Typid ilimportantd sehold fluctuatp uion issue. Additional loans or savings resuh in come (tue to drotights. Typically, f'ormal produtct ion 
credit dries up with droughtsjust at the time affected 
households need additional liquidity to maintain 
household consum ption and asset levels. H e went on 
to argue that informal sources of credit are typically 
more helpful to households in time of dire needs. Ill 
part this is (ue to tile loan flexibility which informal 
lenders enjoy. They can lend and receive repaymentin-kind, they can loan for co)nsu nption IPu rp),ses,
they have flecxibl loan charges which can vary accord-

the hae fexileloa CC~d-chrge whch(-al vrying to tile credit-worthiness of the borrower, and 
informal lenders usually know the borrower person-
allrand need not incur costs to find out about tle 
borrowers cred itwort hiniiess. The informnal lender 
may also be willing to receive labor services in repay
ment of all or part of' a deb. From the borrower's 
standpoint, (lie informal lender imlay also provide a 


line of credit which includes a significant amotnt of 
unutilized credit reserve. This reserve may be caled

ulltilzedcreit reerv Ilay e cl.ledeseve.Thi 
tpon by tile borrower in case of (lire emergencies. 
Seldom do formal lenders provide these credit re-
serves. As a result, good credit ratings with in formal 
lenders may he more iilporta tlto a pool borrower 
than good credit ratings with fornal lenders. This may be amajor reason why formal lenders often havemayrasonsiots 
poorer loan recovery records than do informal lend
ers. Jodha concluded that formal lenders may be able 
to adopt features of informal lending to help farmers 
better adjust to risk. 

Baker reinforccd many of the points on risk made 
by Jodha. He pointed out that there are two general 
ways to manage risks. The fir'st is by controlling tile 
hazard which generates the risk. The second is to 
provide relief from the hazard's damage aifter the 
damage has occtrred. Most of Baker's discussion 
focuses on five ways rural households can effectively 
manage uncontrolled hazards. These include diver-
sification in income generating activities, flexibility in 
resource organization, marketing strategies which re-
duce expected price variation, crop insurance, and 
credit use. Major emphasis was placed on credit as an 
alternative source of liquidity. Baker went on to argue 
that many formal lenders in low-income countries are 
not dependable sources of liquidity for many rural 
households. Formal ciedit may be entirely unavail-
able to some, only some in lumps for production 
purposes for others, and provide almost no credit 
reserve features for households in cases of emergen-
cies. Informal lenders, in contrast, often provide 
emergency credit. This feature may make informal 
sources of credit more valuable to rural poor than 
formal sources. 

.lnraeiltl vrlllqiiyaalbet h anhouseholdl.increase Thistheaddit ional availablein overall to theliquidityliquidity can bec used to 

tio n o tme h cite s Becau cti lec ddiuin al 
iq 1 idivestllet activilies. Bcans tile additional 

analysis of' the needs ant ses of creit reluiri rich 
anlyiomrehesive an1-hotuseholc level data. A 
borrower has no (Ifricultv in diverti l l d sborwrhsn i'iuyi ierting loan idsf'u 

granted for fertilizer purchases, for example, to other 
uses. Even when loans aire given nkdicbrrower can substit lt e borrowed fertilizer for his or her 
normal purchlascs of fertilizer with owned liquidity. 
In this case, tile in-kind loan simply liberates liquidity 

s E e s i in-kind, the bor

which can be used for any hotusehold act ivitv. Thewhccalbusd10.11Nhoeod tvtvTe 

i 
other actiivities, not changes in f'ertiliztr use. *The 

borrower can also resell tie input given in-kind and 
gain tile same liberty of choice in how liquidity is 
managed. Becatise of* thIis fungibility, researchers 
must hav't, worationoil most major economic a
tivitics of the householld to assess liqiiidity needs anduses. It also is difficult for researchers to develop

methods ofanalysis wh ic
 

c iir e mprtniis ieou
 
of the ho~usehold's activities.
 

In his presentation to the Conf'crence, Onchan 
discussed the problems of assessing credit needs of 
farmers in Thailand. He pointed out that Thailand 
has experienced a very rapid increase inthe supply of 
fornal agricultural credit in the past 3-4 years. Studies 
carried out prior to this rapid build tip showed that 
informal sources were the main suppliers of loans in 
rural areas. A major reason fot tile recent rapid 
increase in formal credit supplies has bcen the as
sumptiol that credit needs in rural areas far exceed 
formal stipplies. This assumption has not been seri
ously tested by careful research. Most credit work to 
date has been descriptive rather than diagnostic or 
prescriptive. 

Onchan went oil to review two techniques for 
estimating farm level credit needs. The first 
technique estimates credit needs by calculating total 
cash requirements at the farm level to purchase 
production inputs. Some assumptions ahout the per
cent of these cash costs which ought to be covered by 
formal credit are then applied to drive aggregate 
credit needs. The weaknesses in this approach are 
that investment credit needs are ignored, informal 
sources and owned sources of liquidity are not sys
tematically considered, and the percentages of total 
cash needs which ought to be supplied by formal 
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credit is arbitrarily chosen. Use of smaller or larger 
perceritages can sharply alter the estimates of cre'dit 
needs. In addition, this approach ignores credit needs 
f'or household activities and other rural production 
activities outside of i'arming. It also does not shed any 
light on the creditworthliness o" potential borrowers, 

l.incar irogramming (LP) was the second 
techniqlue discussed by ()nchan. He pointed out th at 
LP models have been rather widely used to analyze 
credit needs and financial problemis of' fErmers. He 
went on to disclis:.S how limited data and computer 
facilities if) low-incomeic countries affect the use of, LP 
technilues. Data from a l'arni surv'eV in, Thailand 
were used to illuistrae tile use of" IP. Onlchan also 
argued that i mn level IT models can be useful il, 
,:stiniating iicro demand fo0" liquidity in fim pro-: 
duction activities. IP can also be useful in helping 
policy makers understand how firner's might react to 
changes in iorrowirig Ccost o'" to changes iin 10( Idc-

ion lpossibilitics. Onchan and sev'eral orther wo'kshop 

pai icipari s felt that researchers mnust pay tillrich 
iore at'rtion to collecting dlata and developing 

analytic techniques which will illuminate liqidity 
malageieit lrobIlens at lite firm-household level. 

These kinds of* data are also very necessary for 

evalurat ions of credl tp)rojects. As Rice pointed out, i 

all o miany cases credit proct iave been evaluated 
of) lie basis of' their fi rrnciaI per'ormlarie: Credlit 
divhery and"an recor). ilil tolitlerattntioncredithben givelno lan imnpac which credit has tilt rti c-
ben gciviies tie i'itwhch 'o1-to lev as nd 
tive aicti\ities at tire firrni-lrousehold level arid on 

cdit(liset valuat ion sw1e ent oto ld Banout hate 
[weclit brject le' W Bankevahlations the firld have 
been Iinriited by fou ' nai~ir I' r'oblerns. TIhe fixrst is the 

lack of' fairin-hoius-.hOld level data which will allow ex 
iost analysis of' changes in borrower'ractica usedhypost analThsiso( ll'l~lein orr or actUivit cs by 
a1loan. 'The second prioblemr is ito sort )t t fie el'f'ects 
of' abliornimal weather oil t lie results of' credit pro.jects. 
The third is to directly relate incr'eases in loan use 
with changes in firrn activity when a number of'other 
other changes are occuring in and around the bor-
rower's operation. What part of' the change can he 
attributed to changes in loan use? 'hie final problem 
is one of' substitution. It is very dtifficult, for example, 
to verify whether a farmer would have purchased f'er-
tilizer in tire absence of' a loan. If' the flrmer would 
have purchased the f'ertilizer without the loan, the 
credit simply substitutes f'or owned liquidity, and tile 
ultimate impact of the loan is the use made by the 
horrower" of' the released liquidity. 

Loin Repayment Problems 
Many low-income countries have been bedeviled by 

loan repaymenrt problems in their agricultural credit 
programs. While repayment difficulties in small 
farmer credit activities have received the most atten-

tion, tile problem often is serious among medium and 
large-sized borrowers as well. Four papers in the 
Conference addressed these issues. Three of these 
covered repayment problenls in individuals countries. 
Tlhe fourth paper discussed problems of'i measuring 
loan repayment performaince. 

Three general reasons have been given for repay
merit problems. The first is that tile political process 

sometimes intrudes into the loan business and con
vinces borrowers that they need not repay. The 
second is that the lending institution is b)adly or
ganizcd and (foes not do an effective job of estal)lish
ing the creditworthiness of* the borrower, nor an 
effective job of, recovering the loan. The thi'd reason 
often given is that defects in the moral character of' 
the borrower, diversion of borrowed money io con
sulnption, bad weither, of" low return investment 
aternativCs result ill borrowers not repaying loans. 

Over the past several decades foimal lenders in Sri 
Lanka have enconuntered very serious loan repaymienit 

problems. Sanderatne r'eported that f[corn 1947 to 
1976 only about two-thirds of the villu, of' for'mal 
agriculturail loaiis made wer'e recovere'd bv fornal 

lenders. He identified six possible reasons for these 

loan defaults: (1) borrowers are ullahb!e to repay due to 

low income, (2) highly variable incomes among non'
r'owers, (3) defects in the credit irnstitutions, (4) pl)oo 
attitudes about r'epayrnent, (5) misuse of' funds, and
(6) other miscellaneous reasons. Sandcratne went on 
to present data f'roin a 197 1 fil'In survey in Sri Lanka 

which tested the relative importance of' these reasons.
While all six reasons helped exphiin non-' epayneit, 
he f'elt that small fil'm sizes, low pioductivity and 
gre'lylwirc mswreteuanresr o or 

generally low incomes were the main reason for poor 
repayment perf'oriiance. He also faulted lender 
surpei'vision of' loans and political attittices towar'd 
nnpynn f on l i rsnain 
non-payinent of' loans in his presentatho. 

Ghana, like Si i Lanka also has experienced serious 
loan repayment problems. It has been difficult 
for the banking system in Ghana to service the 
financial needs of the rural poor. Opoku-Owusu 
reported oil recent attempts in Ghana to alleviate 
repayment problems anid reach more small farmers 
by granting formal credit through groups. In 1969 
the Agr'icultural Development Bank in Ghana began 
to make leans to informal groups with 5 to 50 farmer 
members. The bank had three main objectives in 
making these group loauns. The first was to improve 
repayment by making group leaders responsible for 
repayment, and also denying further loans to mem
bers of groups who did not repay previous loans. The 
second reason was that the Bank hoped to decrease 
the costs of making and supervising loans to small 
farmers by making a single loan to a group. The third 
reason was that the Bank felt it could relax its tangible 
security requirement, imposed on individual loans, 
when group loans were made. Since many small 
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farmers in Ghana do not have title to the land they 
cultivate, relaxing the security requirement makes it 
possible to extend formal loans to a much larger 
number of borrowers. 

By tile end of 1976 almost 75 thousand far'mers 
were receiving loans through about 3,400 informal 
groups. Many of these group loans were organized 
around several promotion schemes for crops such as 
maize, yams and cassava. Opoku-Owusu identified 
several major problems in this gr-oup lending pro-
gram. These included fixed interest rates which were 
too low to cover the costs of lending, bank staffs and 
branch networks which were inadequate to service a 
large nuinbers of' small farmers, and difficulties in 
lending medium-term and long-term to groups. 
Overall, the Agricultural Development Bank has been 
satisfied with the results of' its group lending pro-
gran, and they feel it has helped to improve loan 
repayment performance. 

For a number of years the Philippine government 
has attempted to reach additional small farmers and 
improve repayment performance by developing 
more financial institutions in rural areas: iural pri-
vate banks, agriculturalI credit and marketing 
cooperatives, and commercial banks. Tanchoco-
Subido reported that the (overnment also has used a 
number of additional policies in attempt to encourage 
lending to small farmers and also to improve loan 
repayment. These have included concessional interest 
rates on small ftrinler loans, noney from the Central 
Bank at low rediscount rates, loan guarantees, loan 
quotas for formal lenders, group lending, and credit 
tied to crop pronmotioln programs. Despite these ef-
forts, agricultural loan repayment has been quite 
unsatisfactory the past few years. It also appears that 
the financial system has retracted rather than ex
panded loans to small f'armers. Tanchoco-Subido felt 
that repayment problems were the largest probleill 
faced by small farmer credit programs in the Philip-

pines. She felt that pool- repayment was largely due to 
poor attitudes toward loan repayment, weak lender 
management and lack of' supporting services in rural 
areas.
Repayment problems are often difficut to manage 


a ymenlsot roearbesre of'en asuifcu nt o ninterest 
and also to research ecause of measurement pro-ioney 
lems. Von Pischke discussed five measurer which 
have been used to gauge repayment performance: 
collection ratios, percent of portfolio in arrears, aging 
of arrears, average collection period, and proportion 
of borrowers meeting repayment obligations. He also 
suggested a sixth measure which might be useftl to 
both researchers and loan managers. He termed this a 
repayment index. This index is based on a ratio of 
interest due on arrears over the amount of interest 
which would accumulate on balances in arrears in 
case of total default. He felt this index would be 
useful to managers of lending institutions as well as 
researchers, 

LENDER-MOBILIZER LEVEL
 
Informal Institutions
 

Surprisingly little research has been done on the 
behavi)r of formal and informal institutions provid
ing financial services in rural areas. In large part the 
success oi- Failure of a finance program depends on 
the willingness of' lenders and mohilizers to help 
achieve the objectives sought by policy makers. All too 
often, policy makers have assune(l th t informal 
financial tuarkets ought to he displaced Inv formal 
lending, and that actions of'fiormal leiiders 1couldhe
 
tightly cointrolled 1)yregulation. Sofnt( Conlference 
participants took exception to) I othf these assump
tions. 

Bouman and Barton both argued that infbrnmai 
credit-sav; igs as'ociations in low-income countris 
provide valuafble seivices to rural households and 
entt-:prises. Bounian pointed out that rotating say
ings and credit associations (ROSCA), a informal 
inligenous savings and credit society, are common in 
many low-income couritries, and ihlt large numbers 
of' rural people participate. Hc atliitltled their poplu
lat ity to five favorable features: a'.cessibility, simple 
procedurcs, flexibility, adaplability. and provision of, 
financial as well as social and eco:()nmic services. The 
R()SCA appears to satisfy tina ciai needs which for
rtal lenders ail'( goodnot satisfying. Boutiait placed a 
deal of' emphasis on savings m(blilization. ie argued 
that voluntary savings (apacities (b)exist in rural 
areas and that ROSCAs are p)lula r because they 
help to)moo)ilize savings. He also thatf'elt ROSCA 
played i a useful role inl the provision of credit by 
providing participants large sunns of ini(oey needed 
to meet household o- farm needs. 

Barton reorted on the oper;ons of ROSCA 

aiong ethnic Chinese its well as Vietiainese in South 
iere ver wisrea, n lea ted out 

that theasciisphad and liatso in out 

that tile associations have many variations inSouth 
Vie tiam. He found some ROSCA inwhich the 
periodic contribution made by members were di'trib
uted on a bid basis. In these bid-ROSCA, individualswho "won" the pot early usually paid high rates of' 

for tile use of tle funds, while those who took 
out later often received a higher rae of 

t r m on t e Chnese, a hige rrat e 
interest. Among the Chinese, Barton felt that the 
ROSCA were mijor means of mobilizing working 

capital to carry out rather larer busiu.ess activities. 
He ilso felt that ROSCA were often used as a way of 
keeping wealth hidden for tax purposes. 

The operations of informal financial inter
mediaries such as ROSCA provide insights for or
ganizing financial services that are needed and famil
iar to the poor majority. Barton and Bouman both 
felt that formal institutions might be able to extend 
more services to rural poor if they copied some 
favorable features of ROSCA. 

5 



Formal Institutions 

Several of tile Conlference participants fhell that 
filtch of ret'eM polotr pc'f()rnlance of RF.Ns ii llCs 
cotld I)e explainetd Ibylooking cartfttllv at the Ibe-
havior of frnal ltiancial institttiolns. Inl Iiost cases 
governtents a(itlst financial nuaiket policies in order 
to do sometthing for or to the itlinlatte uses of flitan-
cial services. Geterallv, litlic attention is givenl to how 
finacial institutions react to these policies: it is widely 
assuled th(+ey siniply leet i l-ieler an( spirit of lthe 
law. It is also cotummon f'or governmn(+ts to f<oltce 
financial institutions to carr\ otl activities tilh'\' are 
not C(ltippcld to handlc. 

Fo>ur" litesentati<ons in+ th, le<_nfee <t~ hwith 
frttal lender behavio)r. Rberts rtel ..tetnptS ln the bod anv ..i gri lture ()rganitatton 

•(IAO) of' the United Nations to imrl)tove training fo 
ttl)love~s of' credit institu~tio)ns. l. flth that i-ltnial Iles wclec lefriig l poorly lt thir 

staff's were not adC(lalcly trained. This alpears to le 
an especially pressing problem alltog thce junior and
itetrmediate level slaff. eitalso felt that ttaiing 

r)l)ltn s w tre er'v sim ilar across (o litties, and thalilternatiolnal training maltcrials could l e prlpa -rcdlo 
address training nlceds ill a nni rem of colttries 
sitU tillanco sly. 

Ihv') olhcl Co1nf'e+'rce reslttdli<lls tirealed be-
havior of" I'tial rutral lenders in the Unitc States. 
Boeliht. (iscusse~f resteart-ihImt liohds Fat "dete'riiitt 
whether two o, ilr rtihutl lentiders com)eted. H C 

|'0(t'scc l lainl o c ngegs in Iltercst rates paid < 

savings deposits as an inidicatioiti-

teraiction. HIe defitel rivals to le 
those fintancial 
institutiotns which rcspotidcd to each other's interest 
rate audliustnet+nits and liotl-rivals to be thost firls 
whic igtnored each others intlerest rIte changes. An 
interesting extensioi of Blehili's work wouldl be to 
ask tile same (luestiotns i'egi (nlg the interactins 
b vetwen fbrmal and itifortnial ]tiders ill LICs. Some 
Colf]e-en'ice particliants slggeste(l that RFMs inl most 
LICs are so badly fragtnentcd and seglt(+.lttd that 

fortual lenders give little oti li competitiotn to ilJtf't-

teal lenders. 


Barry allso rcporttd on behavior of' f'ortnal itiral 
lndcers in tile United States. He cotncentrltted (01 how 
lendetrs adjust the make Ill) of their loanit poirtf()lios 
whel faced with uincetrtaititv. He used recelnt U.S. 
infbOrnati;on oti itntebank relations ill financing ag-
ricilture, loan participation, tol illustrate his discus-
sion. Using profitability analysis, he showed that 
panticip~ation ill agricttiural hants Iecame utilprili-
able for rurial banks in the U.S. when inotietary 
condittons tightened and intetrest rates rose. He 
found that the main source of' the tttprofitability was 
the high cost (if ah:ncets which rural banks were 
forced to hold with their corresponding bank (loan 
participant). When monetary conditions change, the 

costs of these c'orresp)on(denut baltnces fluc'tuates 
widely, while the a(ljusttlletits ill inIterest rates oil farm1 
hatis are titulchl hre liield. 

Barrv's liscussiotn highlighted the Fact that verv 
aIlysis has I)eet 

l.ICs ItlaitHg, their loa n and asset portfOlios. Policy 
makers il tilese countries, as a result, have vev little 
itlo0rma1<taion avalable to help them understand how 
liler lehavior will be altecd lb-va-i ots 

little (lot)(. )nhow f'ttrtillendters in 

policy 
ad julstxnents. (,olzillez-Vcg.i pointed oiluthat weIl 
intenled l policies like cocessiottal interest rates ()It
loals to small farmcs may. ill Fact, f,0nrce lendlers to 
lirect loanls away f'r-omn the (lesirtd target group. 

Letnders are finctd t() direct concessionallv n'iced
 
has away l'votl tile small horrowcrs lccatuse CxpCcted

revenues tandcosts f[orn naking these typCs ofI' loans 
)rtrovide to tIfe letnder. Evenlittle prolit incentive when
 

theikib ,an system is nationalizel, it is difficult to
Forceflh lenilders t o extend financial Iclvictes which o
 
not resuih in economic surllusts to tie lende.
 

PERFORMANCE OF RURAL FINANCIAL MARKETS 

S o tt I lt'e I ost ilttriltaiI H atil halt egin r.e
sec'l'h issu .s(on rural financal irlate t. the oteral
 
l)clfoltance of iiraN Fiancial iarkets. In the pist
 
Ilos! resca-ct has foctlsel o)t individual borrower or.
 
Iti11h1( bIo.ha\iDl OFictcdit pro, tls t-suills. 01nl' re
ctitly have resat-clt'hirs becotmt itere, t-,d in how' the
 
+ntirc rtiral financial market s itltl ll)ig to
 
i- \i. i l uectives. Seven (iomt't'et'ce 1alers 

(lealt with this ul)Jet., live Palers te1l)ortd oin the
 
recent l)etforniltc ()I rural financial inaikts iii
 
individual C(liltrics. Another lpaterl
tattci r.seal-lh 
tcthods which ntight be lusd to litasutl. l)elfo

man'<s, and still atothir l)alet focused on how itter
est tate )olicies aiffcct th lpitrfrmance of RFMs.
 

Low-Income Countries 
L[adtiati and Tilicrneir reportcd )nf the perfor

nanc oi' RFMs in Bolivia Front I966 to 1975. Be
cautse ol'thc lack of' in'n'matioln )i itlfOttital tiarkels
 
their analysis stressed f'Ortnal RlFMs. Thcy noted that
 
lic structure and size oI' Rl:\fs ill Bolivia have 
.liatged substantially over the past ]() ycals. It is also 
appalrelt that agricultural credit expansioln has been 
associated with signiftcant increases inl agrictiltlttal 
output and il substititlioi f(t- agricultural imtiports. 
Despite these successes, the RNls ill Bolivia ap
pear toIbe falte-itig in other respects. For ex
ample, it appears that RFMs are (oitg a pIo' .jol) (f' 
mobilizing v(liliary riur-al savings anld )roviding ally
thing but short-tert credil. Serious loan dtelii(IltIice 
problems, cotcentration of' loalls itl ote region of' the 
country, antld lack of' loans for the rural l)o0r are othetr 
featui res of, this poo>r performance. Althotgh lacking 
suf'ficietit (lat; to prove their clse, Ladtnau and 
Tinnertncier argued that coticessioual intterest. rate 
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policies combined with significant inflation to help to 
explain a major part of tile poor performance of 
RFMs in Bolivia. 

In their discussion of tile recent Brazilian experi-
ice, Araujo and Meyer arrived at v'ely similar con-

clusions. They noted tha: credit has been a cor-
nerstone of Brazilian agricultural policies, and that 
formal credit supplies have sharply increased tile past 
few years. This sharp increase in, credit also has been 
associated with su)stantiall increases illagricultural 
outptlt, expanded area under cultivation, and addi-
tional use of, modern inputts ini agriculture. It has also 
been true, unfortunately, that the epxanded credit 
has been concentrated in the hands of' relatively few 
borrowers iii one major region, tile southern part of 
Brazil. There has aplparently been very little spread of 
the substantial increase illformal credit supplies. As 
illtile Bolivialn case, tile concessional interest rate 
policies conbined with substantial inflation appear to 
be closely associated with the relatively poor perfor-
maice of Brazil's RFMs. 

High Income Countries 
Inflation has hadI a major effect oil rural financial 


narkets in most c(ttntries during tile past few years. 
Interest raite policies have been very slow tol respond 

to hese clulges illoverall price,levels. Illmost 

countries admitnistereI interest rates on fornal ag-
rcitilt ural h a ns antd fi ia nci I ( de posi ts inl areasiruralI 


have been kept below the annatll rates of' inflation. 
Tlhese negative ral rates of interest cause mijor 

idistotisilii ruril inancialm arkets and also have a 
tributionls. 

Using farn household data for 1960-1974, Kato 
showed how inflation combined withi relatively flexi-
hie iiterest rate policies have af'fected farmers ill 
.Japan. lie pointed out that almost all faril noulse-
holds in japaniheld financial savings deposits, but 
that less thati half of the households had formal loans. 
lie also reo-ed that formal deposits ill rural financial 
institutions anoutted to far mnore iti value te'ms than 
f'ot'm hoatis tadle to t'ners. He concluded that 
almost all fal'm households suffered a loss from the 
erosion caused by inflation in the real value of' their 
savings deposits, while a minority of' tie farl house-
holds who were net debtors benefited from negative 
real rates of interest. In general, poor'households had 
higher average savings-to-debt ratios than did more 
wealthy households. Thus, negative real rates of 
interest penalized tile poor more than the weaklhy. 
Overal, tile rural sector was heavily penalized by 
negative real rates of' interest because it was such a 
large net saver in financial forms. Kato also noted, 
however, that farm land values had increased at a 
much faster rate than had inflation, and that this 
made rural landowners better off because of the 

relative increase iii the value of their physical assets. 
Again, however, landowners benefited from this in
crease in the relative price of land in proportion to 
tile amounts of land tile) owned; small flrniers 
benefited much less than large lan(lowners. 

As suggested earlier, most countries have found it 
difficult to provide substantial amounts of 'Medium 
and long-term credit for agriculture. Lee pointed out 
that this also has been true in Canada. To overcome 
this l'ol)lem, long-term funds have been channelled 
into Canadian agriculture through a specialized 
governnment-owned lending agency. This govern
ment agency anti a few other government prograls 
provide almost all 'f the long-terni loans for agricul
ttnre illCanada at con,essional interest rates. Despite 
these special efforts, the supply of long-term credit is 
often far less than effective demand at existing inter
est rates. Lee put forward tilree suggestions for 
expanding the supply of long-term loans. Tihe first 
would be to issue bonds illt lie open market to provide 
more long-term money. The second is to develop a 
secondary market f'or long-term mlortgages. Holders 
of' long-term mortgages could sell them in this market 
to generate additional long-term loanable funds. Thethird suggestion was to pro)vide more incentives for 
private lenders to participate illlong-term flrm lend
ing. This could inclde loan gtrantee p'ograms ant 
interest rate olicies which providedt miore incntves 

for private lenders to extend long-term loans.
N i bev ' aecmetdftv a11yo i 
Many observers have commented favorably on tie 

perfOrlancc f f'ornial agricuItural credit markets in 
tile United States. Melichar pointed out, however,that some major problem areas exist in these markets. 
He noted that the 'ecent sharp increases in agricul
tural land values in tie United States have been 
largely funded by a rapid expansion in formal credit 
supplies. A large part of this expansion in credit has 
been used by a minority of' medium and large sized 
operators to incl,':ie tile size of' their fatlm op.tra
ions. Melichar felt that if' land prices decrease, cer
tain Fegments of' the farm credit market could incur 
serious (ebt repayment difficulties. Small rural banks 
which have been heavily involved in farm lending and 
have low liquidity could be seriously affected. This 
could involve about 15 percent of the nation's banks. 
It may'be necessary to give this group of banks special 
attention and assistance should adverse economic 
conditions persist in rural areas of the United States. 

Flow of Funds Analysis 
Uncertainty about the analytic techniques which 

are most appropriate to use is a major reason for the 
lack of research on the overall performance of' rural 
financial markets. Increasingly, researchers are using 
flow of funds techniques to track the performance of' 
financial systems. This technique concentrates on 
sources and uses of funds over a specific time period. 
The analysis can be extended to relate changes in 
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these course and use flows to various policy atjust-
menits. In his presentation, Brake argued that more 
use should be made of this technilue by those iii-
terested in rural finance. He indicated that flow of 
funds can he useful in micro analysis of borrower. 
saver or lender behavior. It can also be applied at a 
sector level or to depict th( overall financial system, 
The Bibliography in Brake's paper should be usefful 
to those interested in learning more about studies 
which have used flow of funds analysis. 
Interest Rate Policies 

Iners Policie 
The topic of interest rate policies surfitced a num-

her of titnes dring the Conference. Those interested 
in savings mobilization felt that changes in interest 
rate polici, s were necessary bef'o-e large anomn of* 

voluntary rural sa vings (ou ( bl m i)bilized. Som e 
participants who focused oin farni level credit use 
issues argued that higher and more flexible interest 
rates oin loans woulId have little effect oI credit 
demand aniong the rural poor, but that these higher
rates would reduce loan demn d b' the wealth!y. Still 

other participants pointed out that concessional 
interest rates seriously affect leinder behavior and tile 
types of financial services which will be provided to 
variotis target groups. Several paiiicipants also ar
gued that policies which resulted in negative real rates 
of* interest inll'ral finanlcial mnarke2ts caused major-oditrst in rua pfncia markets cased tirci. 

cdistortions in thle perf'Ormance of' these markets.
They went to that most of theoin rgue serious
problems currlently foun'ld in RFMs closely' as-arel_ 


sociated with rigid interest rate policies combined 
with substantial inflation. 

Gonzalez-Vega treated many of these arguinents in 
his presentation. He also critiqudi three major argu-
ments ofteir used tojustify hw%interest rates on rural 
financial instruiments: (1) low rates :-ire needed to 
eliminate informal lenders, (2) low rates are needed 
to correct any other marker inperfections, and (3) 
low rates are an effective inechanism for income 
redistribution. He concldiced that all three arguments 
are very weak or incorrect. Gonzalez-Vega went on to 

point out that interest rate restrictions, especially 
when combined with inflation, catise RFMs to fturther 
con(entrate income in the hands of the wealthy. He 
felt thii is largely due to the "iron law of interest rate 
restrictions." In brief', this law posits that the lower the 
real rate of interest in RFMs, the more concentrated 
will be the concessionally priced loans in the hands of 
a few borrowers. He concluded that because of this 
law it is virtually impossible to have concessional 
interest rates and also provide substantial amuints Cf 

loans to the rural poor. 

FUTURE RESEARCH PRIORITIES 
The recent build up in volume of formal agricul-

tural credit in many countries, and the pressing 

problems wh'ch are commonly found in RFMs pro
vide a fertile area for researchers to contribute to 
prograin anl policy inprovement. Appropiiate 
policy-oriented research on rural finance can have 
very suibstaniial pay off in a number of counlries. 
While there has been a significant increase over the 
past four years in the amount of'this kind of research, 
much more is needed. Far too many policy makers 
are forced to make major RFM policy decisions with
out ;itf'ficient information, and too mnany critical 
;ssunmptions have not been su fticiently challenged.

lRast lie i ~'haene e Ted.rs
 
At least five lines of research are needed. The first 

allo iepnto f'al--househioldsunerstanding (& how 
is to expa I v. Tbhis would indhode analysis oftmnlage their liqtiidi 
taeroe whic loans iid fina ncl anly in 
the role which loans and financial savings can play in 
Iho ip ca fina n l i c rch a lierk e l on 
hOW rural plincial lenders behave. Hi relationship 
furthe cliie i a d tn a rearc shoulde 

bet conc)ntilralt(Ion hw the rurall po<or catn l)e l)tte'
served b finantcial iarkis. Trhis lighl include 
analysis of ciurrent snall fiariner credit delivery sys
temns. 'otirtli, more't retse~ar'ch shlould betcarried (Oitlon 
illnal credit systems ill rural aieas. In some cases, 
it may be possile for formal lenders Io adapt tech

nici tiS used bN inl ornal lenders. Fiilt, much more 
work should Ie (one oil the overinll performlnc;lice of'RFMs. This niight include analysis of how various policy 

tcnqe fetteoeal'efrac f I"techniques affctmihp iall peformeniqc of RFMs.
(:s-coit*cmprosofthiitsaid efornances may lead to improvements inpolicies innmerof coinI ies a 

nu in e 
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