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1, introduction () 

A number. of developing 
achieve goals such 

countries have stressed agricultural credit policies *toas increasing output or accelerating adoption of new technology. It is frequently difficult, however, to eivaluate the real effect of such policies because the amount of funds involved has been too Small or their impact

has been masked by 
 the effects of other development policies,case The Brazilan
is ree~ling because huge amounts of credit have been channeled teAagriculture, and credit policy stands out as 
a key component of agricultural "policy.
Thus, byIevaluating the Brazilian experience,, we gain insights into what other
countries might expect if and when t
thi deepetsrtg. u the assign CrL~lit suc~h an importarntrole intheir development strategy. Furthermore, the Brazilian approach has relied a]most exclusively on encouraging commercial banks to supply agricultural credita g up Specialized agricultural credijt-institutions Thus, the Brazi

existing banking system 
lian case provides some evidence into how well and under what conditions ancan service agricultural credit needs in a developing 
country.
This paper provides background on Brazilian policy objectives 
wa evaluates theimpact of credit on agriculture, Emphasis is given on interpreting the behavior ofagricultural lenders. The recently released 
 1970 agricultural 
censusprovide aggregate data Data from farm is used to surveys areadditional detail on 

also presented to Providecredit distribution The paper will showcredit Illl'1) agriculturalpolicy has been a cornerstone 
agricultural for certain short andi'iutrediats termobjectives, 2) ihe volume of formal institutional credit relativeagricultural output has sharply expanded. in recent 

to 
years, ard this volume ap

('f This paper was presented at ihe. Conteience on Rural Finance Rei;eatcr- hlo inCalilonia, San Diego.1977. The Conference was sponsored by The Agricuiturai, Dmelcpmentcan Agricultural Economics Association, ouncil, tie Ameri
ledge and'The Ohio State UniveitsI.he assistance of 16y Podrosy.,Caio Yamaduishi and Luiz 

The autries gratefully ac"now.
Henrique Piv n ,issembling some dataused in ire paper: and the comments by Dais Adams, Doug Grahram Oonal Lar,;rtand Warren'Leea brevkus draflt The nornal disctaimes apply on 
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pears associated with some indicators of agricultural performace. and 3) the 
distribution of credit continues to be concentrated in certain groups of farms'in 

,spite of the tremendous increase in total volume 

2. Brazilian agriculural and.credit poliies'-

Like many Latin American countries. Brazil has heavily.regulated its financial 

U markets in pursuit of its development.goals (Eckaus).The chief difference bet

ween Brazil and other countries, however, has been the energy and initiative with. 
which it has pursued cOnventiona. and innovative prescriptions in the financial
sphere (yusuf). Three general categories of credit controls including portfolio 
ceilings and quotas, discount mechanisms and reserve requirements have been 
extensively employed to affect bank behavior in developing cou'ntries (Johnson). 
All three plus interest rate controls and controls on bank mergers and expansion
have been used in Brazil. These direct mechanisms of influencing the supply of, 

credit have supplemented the usual indirect mechanisms of monetary control. 
Brazilian objectives for this intervention have included, modernization and in

creased efficiency in banking, enlarged financial services to less developed re
gions, and increased capital availability for particular sectors including agricul
ture. The strategy explicitly attempts to alter bank behavior~through selective' 
controls and distortions'of financlal markets so resources flow to sectors and 
activities considered most productive in a social sense. The'-magnitude and 
comprehensiveness of the strategy suggests a ,,supply-led ,.interpretation of 
the relationship between financial and economic developnment (Patrick)."Deve
lopment of real sectors is expected to accelerate through expanded sUpplies of 
financial services and institutions. 
The institutional credit system for'agriculture consists largely of private and - of
ficial banks (Meyer et al,,and Guimaraes). Insignificant amounts of agricultural 

1 Se,eral'detaied accounts of Brazilian agricultural policies are available. Smith reNiewed key.aspects 
of agricultural policies up to te end of the 1960's, Schuh provided a useful survey of the entire sector 
ai is performance up to1970. The Ohio State 8eeach Team surveyed much of the teralure evaila-' 
bie as of 1973 Parva ot al reporied on several aspects i policy and agricuitioa!. oefformance.cr-edtt 

also In 1973 In our paper far the 197,3 AID.. Spring Rw" Agriculturai.Crf~im r.-Icy. with special,
reifence to soaoifarmers was discussed indetil 
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credit are prov,.ded by government agencies. Official banks have various degrees.
of state and federal government ownership and capital. Public sector deposits 
""A
 

are 
held by these banks. The creation of the National Monetary Council
Central Bank 
ir1964 provided the federal government with an effective means 
and 

toinfluence and control bank behavior; At least 40% of the funds applied in ag*ri-.'

-culture come from funo;\ administered by the Central
of Brazil, Thus, the aqric6 tural credit supply 

Bank and/or federal Bank
 
as been highly dependent on Mo

nelary Council decisilns ."
 
The stated objectives of agricultural credit were e\tablished in 1965 by the Agricultural Credit Law 4829: 1) provide external funds 0 finance a portion of operating costs of agricultural production and marketlng>-) stimulatethe process of
capital formation in the agricultural sectori 3) accelerat, 
 he adoption of moderntechnology in 'agriculture, and 4) strengthen the econon %c position of farmers,
 
especially small and medium ones. An implicit objective appears to have been
the 7use of credit subsidies to compensate farmers for the discriminatio'r resulting from price and exchange rate controls designed to stimulate industrialization. Moreover, credit policies have been frequently adjusted to address shortterm problems like the rapid rise in fertilizer prices in 1974. By using credit controls in conjunction with product pricing policies, the Brazilians have developed

a comprehensive system for influencing factor use and output in agriculture,

A vast number of rules, regulations, programs and sub-programs have been applied to agricultural credit since 1965. Suffice to say that by the end of 1976, asmany as sixteen different programs were in effect in a single state, not :o mention several subprograms, each with its specific objectives, interest rates andrepayment schedules. Three general features of credit policies need to 1,n. emphasized. First, nominal interest rates for'agricullural credit have been controllat rates lower than those charged other'users., During 

d 
all of the last decade,,these controls have resulted in negative real rates of interest (i.e. nominal interest rates lower than the.rate of inflation). Second, incentives and controls havebeen used to encourage official and private banks to lend more of their owndeposits and,or government funds, to

due to 
agriculture. Theseefforts were requiredthe banks' historical reluctance to lend to agriculture as well as thfirlogical sell-interest in preferring to lend where higher interest rates could be 

A 

charged. Third, nominal interest rates for small loans (supposedly made ;o smallfarmers) have been set 1 or 2 percentage points below large loans basec on the 
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assumption that smaller farmers need special incentives to borrow and repay 
loans 

3 Volume of Formal Credit and Agricultural Output 

TheI.rst niahi, rcsjlt of the Brazilian experience has beer the sharp expansion 
of tor:nai cir supplies relative t,: the growth,<:it agricul tua,output. Table I sies 

in number and value of loans made each year and the corresponding value of 
agricultural Procu(.,on for the 1960-1975 period. Columns 1 and 2 list operating 
loans usually Pnai,- tor less than a year rnese loans nave represeilk a about half 
the number and vaiue of loans made in recent years. The rernainde of the credit 
is split Detween marKeting luans" with a term of a few mo'.t;[s, and investment 
loans payable oer several years' In this lb year period, agricui!,ji output rose 
2.3 times. while tre new loans made per year rose almost 15 tnt-,., The ratio of 
operatirg loans tc. acricu!tural output (column 6)rose from 07 in 1960 to .27 in 
1974. likewise the ratio of total loans to output rose from 13 to -A in the same 
period. In 1975, the first ratio jumped to .37 and the second to a , ,upplng .83, 
due in part to major funding for drought rehief and coffee replartIi. The ratios 
in the most recent years of the series clearly place Brazii in Inc t.,o end of the 
range of ratios found in most other Latin American countries i,ire late 1960 s 
(Adams, The 1975 figure may well be the highest credit to ou. ratio for a 
nation in the world today! In comparison, the U.S ratio of nonreai estate credit to 
total value of agricultural output in recent years nas been about 60' 

If all this increased credit supply was actually used by farmers t,)( agricultural 
purposes, one could conclude that Brazian policy makers cieari, -succeeded in 
meeting their objective of increasing institutional credit to finance production 
ano marketing. Later we will present data showing great conce' :&i(on of irsti
fational credit among relatively few borrowers implying that some (t it must have 

2 Sinsant;a. amouIis c marketing icars go to indtvcuais -trner than farme' T,, , :umn 2 unnterf

st.'ates me trtaJshort erm credit obtained , farmers while ,)hjImn4 ove .-'inr,,"t-iai credi 

3 Ltle inst'jlonal credit s aysi;awe for farm rea estate mortgag so fivffi '. r,nans are used 

iarqu.j tc finance machnery. ivestock and pernniMa caps 

4 CJcuiatcr. %as s--,on new 'vnreaj esate loans made by ProdJltLon , - .,ations during 

it -1 7 0 s as'i2rr t2~' rty ,xrrose0 *,! ? Q.n .,s fi jic nurinn flS' each ear 
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been used for purposes other than originally intended. A logical question is 

whether all this .redt was required to obtain these levels of output. 

AGPICU I IURAt CnAEDIT AND _)!JTPuT BRAZIL 196)-1975 

NetIntemal Ratio of f11ato
ofLvani oLAricufurMade Ou Near oan: Loans to T31 LoaIr 
L uarli in olal oPrOd From Oper ting Producta " "'71 

1 Vaius i' 1975 in 1975Piii, Plodurii11"bn C Cruuelios (45)Numtg c Cruzuro. d Cruzeiros de4'}2 (4) 125)13) 
 (5) (6, (7) 
C160 3 '8U1961 

'2 231 6,176 46493184 073 :80 13285 
 8.1571962 48.252337 4 910 441 
07 13 

.32
I 6"i 57023416 4 41(0 09 15164 9 7.267517 ) 4"0 771 5 182 09 141965 509 98W4 50.5215 ?30 666 13 19i9-R 8.483 56.875529 106 700 158561967 11539 50.281612 139040 23'J29
1968 14.C25731 53,415 171 4'0 'AV) 281969 71 019 534856?5 219 n24 39l'45 20 718 58737 17'" 38649 
 !OM2
1971 686 9; 24.6," 64.43912394 1,253 26.481 ,' 381972 76.1266817 14706 16 371973 1266 35321 a2.60771 21288 1 43
'974 1400 49.852 95,996789 2127 57 521450 61,848 104 1551cl975 27 59' 19 A46 I85A 8997 107 301 f 3 83 

A Source Various C.w'traJ Bank and Bak of Brazil reports Fgures represent number and value of new loans roie
 
b From 1960 
 to 1968. Ihsettimales for operating loans ase baed on loans mlade by the Baokwhich was rimonsible for the minority of 

fBrazil,
apricultraJ credit lent during the period
 

c Thousands of loa's
 
d One rmicrn cruzeircs Valuas adjusted by Me Index 2 - of Conjuntura Econormca
 
e SnOu(co Var-rus 
 issues of Cnn.furn EConomica 
I Prolcih' from the 1173 figufe by compounding a 8 5 growth rate for 1974 and 3 4 for '3" 

Piza compared the indebtedness of agriculture relative torecent years He found that 
other seotrs in thealthough the entire economy was using increasinglymore credit relative to output, the ratio for agriculture was growing mu-C faster.Thus. although Brazilian economic development strategy is generally orientedtowards accelerating development through financial means, the aqrculturalsector has been especialy favored with a huge volume of subsidizi'd crodit. 
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4. Credit policies, Capital Formation and Technological Change 

No recent reliable studies of capital formation in Brazilian. agriculture have been 
made. Schuh cited data suggfesting the structure of farm. cap'ital shified away
from real estatebetween 1940 and 1965, while the share in equipment rose',The 
1970 census showed that landand buildings represented 68% of total-capital 
assets, 18% in productive and work animals, 90 '.in permanent crops and 5% in 
farm machinery and vehices. Although efforts have been made to deepen agri
cultural capitl. it appeatrs. that-the value of land and buildings.still commands a 
large share of total farm capital because of increases in farming area and land 
prices. " 
Credit policies have ehcouraged the adoption of both biological and mechanical 
technology: Beginning in the mid-1960's programs were introduced to finance 
so-called, modern inputs.,, including improved seeds; fertilzer, lime. agricultu
ral chemicals -and livestock rations. Nominal interest rates varied.from zero to 7.. 
percent much ofthe time. During periods of high international fertilizer prices in 
the. early 1970's,' credit subsidiesWere increased to reduce domestic prices. Li
kewise, purchasers of don'.stically manufactured machinery, have benefitted_ 
from 5 to.8 year loans with nominal interest rates ranging uP to 15 percent, 
occasionally with a two y'e'ar initial grace period, In some cases no down pay
ment was required. " P 

It is difficult to evaluate the importance of credit in financing these inputs even 
though the respective credit programs have been, large. Chemical fertilizer use 
rose. 550 percent from 1966..to 1976 as the total nutrients consumed rose from 
3 0,thousand metric tons-to more than 2 million (Araujo).,There have been' alle-" 
gations -that the quantity of fertilizer supposedly financed with formal credit in " 
some regions has exceeded the amount actually sold. Likewise, tractor produc
tion per year grew from 6,300 Units in 1967 to over 62,000 in, 1975 (Instituto de 
Economia. Agricola):Most of these tractors were purchased by farmers 
For the Census, farmers reported making over Cr $4.4 billion in on-farm invest
ments in 1970. Of this total. Cr $2.2 billion was spent for machinery, livestock and 
permanent crops, all 0f which were eligible for credit programs, The Central 
Bank.reportedCr S2.5 billion in new institutional loans, foragricultural invest
ments in the same year. Thus, it appears that farmers self-financed most of their 
land and building's but borrowed for most other on-farm investments. Morevoer, 

174



. .........
 

i lover 50o-tSul,Parana 	and, Sao,esPauo;dofth enloans wre reore.....al os twutid these states accounted machineruy purchases, andofteelasw 	 forr 	 over 750, ofmade in the three states of Rio Grande do ....-..... :. 
fo n vmbe trcn or s rep-°rted,°*n 	farms'in 1970. Wtis quite likely,fo inetmn 	 then, that credit " .haueen highly correlated 	 conclusio 	 with new'1is onsistent with'the 	 roachinery purchases. This <results of 	 ...the tractor demand 	 i:estiae . - nd.s. orthe.150-1971 period. He concluded that the variable for real val 	

... 
u-e 

agricultural Wage rates. tracto..... price t.vae 
of tractor fnancing overshadowed the variable measurin 	 ... 

. 
"' . ; ;i 

5,Dsrbto fFarms and Credit 

The previous sections showed the apparent relationship between credit, Output-..and use of certain inputs, This section 'presents data on• 	 appears that 1) credit distribution.Ilt
444 	 a large proportion'of farms dld not receive credit• " ' =44	 

in 1970,"2)~much of the cr66:ir'has been concentrated on a-relatively small• ~~and 	 number !970rm,2)- 175{ U4,3) small farmers .• -•as a group receive a small Share of total credit. !frsTable 2 shows the size distribution of brazilian farms as reported in the 1960 and 
. 

".1970 census'. The total number of f[arms*increased from 3.3 million i
." million in 1970,•wvhile the total 
1960 to 4.9.-
 " area in. farms increased from about 250 millionhectares to almost 295 million. Three-general, trernds between 1960 and 197b can• 	 .
 be noted from, Census data: 1) the number~of farms -increased in all size strata
except those oviar 	 •'"10,000 hecta'res. 2) likewise, the area increased• 	 in all' -trata "excep t the largest, and 3) th,e gain (loss). in'numburs exceeded the gain iics.g)inarea so 	 . 

."anincirease in the last. The change observed in the strata with less than 

there was a decrease in average farm size in the first four categories and 

tare sdaeders lcaverag asefrmillio .... fam..... . ta 10.hecsiz 	 .adet gro p, wile theaverage ~=,,,-derae rm lot4t.6, hectares. Of 	 the 44 million hectareincrease in farmland, this small size group. accountedSthe next 	
for only 7 percent whiletwo'size 

• 
strata (10-100, f00,1.000) accounted 	 :

" respectively. .'	 
for 28 and.52 pmrcent. 

5See fotnole b to !able2jogaroing the delIonition,of a fatrnusem ,In the Cenlsus 
' 
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T661a 2 
SIZE DISTRIBUTION CF FARMS. BRAZIL. 1960 AND 1970 

Farm Size Strata 1960 Census *9, , 
(Hecitares) Nurnme. Percent Number er-ln t Area t 

LI% Ulan10 


o Aiea. Wt, Product 

1,495020 448 2 4 2.5 19q 3c 1 780I Islan 10 l491415 447 19 L: 1 94 3,,,'I00 lo les than 00] 314 831 204 40094 344 414 '46000 to i as thi 0 000 31)8.&3 -9 31 0 2911219t, 22 1(1S10 0 d mc,. 1 597 I56 )I 4,19No tru imzerpiote 4023 01 
12 3 1 9 -- is17'TOTAL 3337769 999 10c 4 924 01g 

(' - 03 
1, 1000 100 

a In the Brazilian Census, farms are defined e as 65tallShmemts A fa, Is a V', Alth one or moreadjacent parcels under a single administration Two non-adla<-ent parcels !rePJalM as separate farmsare

ften If they are under a single administration Likewise parcels 
 are treated 1ooarately even thoughowned by the sarne person df they dre rented or shBrecropped to two diffrent ,)w.sons with separate
administration. Thus the number of estaolishments probably exceeds the ru'-ber 0i landowners, since 
the number of Ownership units treated as several establtshments probaer, eri ems the number of ownership units treated as a single estabishment because they are under a single administra4ion
 
6 An unknown bias exists in 
 these data due to the farms which did not report sizi,
 
Source. 1970 Census of Agriculture
 

The inverse relationship botween farm size and value of production noted in several countries is also found in Brazil in 1970. The first two size strata represen
ted 90 percent of the farms, only 23 percent of the area but almost 58 percent of
the production. On the other hand, units of 10.000 or more hectares represented
less than 0.1 percent of the farms, 12 percent of the area but only 2 percent of'he production. Tile secotd and third strata, frequently considered the most im
portant for commercial agricultural production, represented roughly 50 percent
of the farms, 60 percent of the area and 70 percent of total production.
Table 3 shows source of credit for farms reporting credit use in 1970. A most
surprising result is that in spite of the steady increase in supply of formal credit 
betwee-i 1960 and 1970. almost 90 percent of the Brazilan farms reported nocredit from any form3; or informal source About one-fourt ,t tho farms in the 
upper three size strata reported receiving loans, but that proj. hlion fell to 20 
percent when loans from only government entities, inciudiac -fficial banks, is 
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considered. The number of farms reporting credit from government entities wasjust over 400,000 in the entire country The disadvantage of farms in the smallest 
group is clear. As a group only five percent received loans and only 2 5 percent
from government entities Thus over 90 percent of all farms in the country were 
untouched by government credit programs in 1970 in spite of all the efforts to
make credit terms attractive, increase the total volume of credit and extend ban
king srvices throughout the country 

Table 3 
PROPONIicr, .. F rAP -Ai 'AiNNG LOANS, BY SOURCES AND SIZE OF FAR,.' UFiA,'i i970 

I a, ,: i,, atd PVwsente P-ioton oi Fugmers Re01;1 c-i J F1m
Go~e'. non, P'rvae(HOita,,t-s.,, Ai Soutrem I-I,'irl uaJs E't,, E tnlies a 

e~s50
'.) " , ," 1, )' 172 26 

9 2 5 08
13 1 19ICYU1" a ,,,5 'hrl ) 232 3 2 5101)3,1 , 'I ,, li..CJJ 253 2 

1 
21 6 3
 

10(00 h,' "we 
 23 1 'N.' I a, %.;,!r, 6 4 .6113 7 4T()[A I1 
0 .1 40 
8 1 1 4 

a 1h_. cait..ory iwijaes. pNati. LanKs as weil as noninstutionai lending sOufv.'S Such as input sup-

Source 1970 Census of A,,c'uiilure 

The data in table 4 show a similar pattern of distribution of total volume of credit 
by source Government entities provided almost 80 percent of the credit reported
in 1970 Informal credit sources and private banks were responsible for a smaller 
share than expected 
The volume of credit recered by each size strata can be compared with the three 
farm -'ze dimensions reported in table 2: percent of farm numbers, percent of
farr ,rea and percent of production The two smallest farm size strata received ashar, ,f credit fai le,,s thin their share of farm numbers, while the three larger 
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groups received far more This trend is particularly true of credit f.jm govern
ment entities Considering farm area, however, the first three strata received 
more credit than their land share The value of nroduction criteria shaws that the 
two smallest stral: received less credit than warranted by their shie of produc
tion. while the 100-1.000 group appeared to ue especially favored with credit 
from cvernmen, entities Creclit from private entities including private banks, on 
tr other han;: was especially concentrated In tne largest farms l'us accor
ding to tt.e 1970 census. Brazilian policy makers had not achieved on a nation
wide basis their objective of Increased agricultural credit for small farmers. 

Table 4 
TOTA. V.LUE AND ,iSTRiBLITION OF LOANS OBTAINED 

BY SOURCE AND SIZE OF FARM BRAZIL 1970 

Sourc-M
Ai Gowe,r, ,' P' Nato 

;te", sc.rcas ' d als En:,,-. Ento, 

-olai a.,e r' La"4 
Va4u,. Y.) $! 4 144 19' 15, "12.N 32'0 743 17 183 
Pe0ce,,f 1000 8 6 1'' 12 5 

'"-'S.ze eLtaIeSi 
LeSS 1'

1 
l '0 55 '32 '2 85 

10 to .,,
10t' 1¢. 

0 

",a, I X 
, "a" IOU 

" 
'~ '-4 'j4356 

33 1 
41 8 

40
01 

, 
JQ 5 
5~ 
4 4
0 

334 
442 
52 
2 3
0I 

294 
40 

180 
100
SI 

TOTAL 1000 1000 9'9 '99 

Source !970 Cer.sus of agriculture. 

The regional distrioution of credit is important because a large numher of small 
farms are concentrated in the Northeast. and to a lesser extent in the South. Vast 
regional inequalities have plagued the country for years and speciai credit pro
grams have neen designed to address Incorme and productivity probe,-ms of cer
tain regions and subregions 
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, Tables5 and 6-report the regiona distributionof farmsproduction)ancredit 

sinfcn par't, of the: agr...... 'ith'eSouth: east region !and inthe c~untrv"-y, 
: Both the South and Southeast reported a far larger share of the natioh's agr,,i
• "- : cultu'ral productionr than perc)en't of farm :area. Sao Paulo alone prodluced almost 
i~ "~ "2percent of total output on 7 percent of the co0untry's total fatinarea.All o0ther2 

i.,
' ':".i, i '."regionsreported a production share smaller than their respective land shares , :i;:i :!;: 

~~~~~~EINLDISTRIBUTION OF FARMS AND PROPORTION . - . '' .. ' ' .:i: 

>>" ...:2 " :" :' "Petcant Percent P roportion of Farms Reno lig Loans Fromn' 
. ~Of- of; Petcat of 'All. . ' ": , Gcre nnment'Privale 

= >,.:" .: : " RtJo s... . " - arms .... Area .Procluchouri ,.ourca 
, "Individual! L'111i~tte -" Entwie"5 / ': 

; :• ; 
!,: .""'"? ;" 

North 
-No rheml 

. , " 53 
1448 : 

•• . 
253 

33 1, 
16t 3 

:6 9'. .' 
.49 

4 2 
1 3 

. ' 1,6 
33 : 

:" ;1 2 
0O4 ' " 

': 

4 
"er.W 

"Sa 

Co' t 

) 1 "
ohth ot 

"
nd 

5 1 • 27,8 

66' : 69ttes.rpre 
i 

7 

208 

126 

7..' 3
as elrer 

6 1'' 05 

' :: 3 . ":62 :' -58 , ' 
mhare ofthek na;Toe Sagr; 

. 22 "5 2. 53 

,Th stts nd terriories comprising each reon rh-o d riAce rizn ,R ri a 
Para,Amiapa ,No thleastM aanh aKi,P auiCeara, R o Grande do N or,lePara ba , Pe0rimbuco ,;Alag oas . "' " 

- : -- " " 
Ffando de Noronha, Sefgqpe.Bahia; Southeast-Minas GetaisEspirtit0 Santo. Rio de ianeiro Guarna-:-',!i

bara,"Sao Paulo, South-Par'ana, Santa Catarina, Rio G'a'nde'd6 Sul; Center -West-Mato Grosso. "Goias, ; -i 
: ' ! 
'::-::: 

Source 1970 Census of Agriculture 

, 
" . Credti
'<"-::::''"" t was.clearly concentrated in the southern part ~ofthe counttry. Ab u 0one-" - il :i;;,::.farms reported6using credit. The proiortion of farms rediti !;:) :-;:,fifthof the farms in r ceiving aneditthe Southeast and South and one-furth of the Sao Paulo,: ...;il::,!.} 

veinment entitieswas particularlyhigh inthese rions.,The coucentray ,goq na 

, cutia wa Paul loe poc alm.......otof production and total valueof credit 
pos 
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heast and South together represented only 45 percent of the farms and 40 per
cent of the farm area, but produced 70 per canto of total output and absorbed 75 
percent of total and government credit. Sao Paulo alone absorbed 24 vercent of 
the total credit and a whopping 40 percent of the credit from pri,,ate entities. On 
the other hand, the Northeast with almost one-half the nation s farms reported 
only 18 percent of the production, and just over 5 percent used cred,1 The pre
vious national data showed the concentration of credit on supp:,sed.y commer
cial farms. These data show a clea; concentration of credit in thuse regions 
where more commercialized agriculture predominates. 

Table 6 
REGIONAL DISTRIBUTION OF VALUE OF LOANS OBTAINED BY SOURCE BH1A2'. 197 

S)mfca Pefca't 

Region a 
All 

Sorcaa Ina i.0,& 
Go a'nme, 

Enniido 
' at" 

Enwles 

NOW 30 45 4q 86 
NoflU i 128 154 13 38 
Soulmhe 403 44 0 38 3 50 6 
Sour, 
Celi*W-,e! 

34 7 
92 

27 5 
86 

369 
9 4 

25 9 
11 1 

Sao Pauio 242 ,7 3 21 6 386 

a S"e footnote a table 5 for a list of states and lerritories wicluded in each region 

Source 1970 Census of Agriculture 

The state of Sao Paulo deserves special analysis because of its Iarqe share of 
output and credit use. The state produces a wide range of agricultural products, 
and has a strong network of research, marketing, extension and banking institu
tions. Land and labor have become increasingly scarce so there has been a 
strong tendency to substitute biological and mechanical technologies for these 
scarce factors. 
Table 7 reports the state's credit and output data for the 1969-1975 period. In this 
period, output increased by 60 percent, operating loans by 175 percr., and total 
credit by more than 200 percent Furthermore. the average size lan i ore than 
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' .. .doubled in r.al terms:.Compared to the nation'al data reported earlier.Sdao' Paulo
 
: }. .- iclearly receivedl proportion'ately m0,re credil to 'outputthan thierest of 1hecoun-.,..
-


S. try.. The values for the creditt'to output ratios for the nation and state,tend to: 
A , ' " '1 converge nrcn erhwvr h sh~arp increase innmbe and valueof . . . ....'.... loans in.1975 . ... fou'nd...in Sao PauloIln that year,". noted in the national. data 'is also 


: -. the ratio *of operating loans to output reached .40and,,the ratio of t~tal loans to
 
" output reached an exc.eptional .91. .,.:, . :. : ..: , ,' -:
 

• .U. " ,- AND OUTPUT,STATE OF SAO.APAUJLO. 1,969,75:''
 . 

i~~~~ Made Dorinc" . ' nans Year a ". - Pfuouct fro,- . Fa, Rlofo '" ." :: 
Total Lows J' Totei s - .•" 

" .' . -, " - t-75 • -9 9 m 1975 ' , 

• . :: :' ~~~OperatingLoan~s ' A9 . Agriculture trSt Loar : . .: .~ValuemnthAsae ormchney'AN Valu n 5 :" P, .(1, C t !oP,oduct" .;' :. .;;°
• ~~Yea, Nu/mber b 'ulteirosc Number6 C'Uutrsc C ru: :Tvs ¢C (1 , "'' 4 51 " . ' "' ; . .:.i: :; i
 

349. 
 5" 'A'1181 

• 1972, ' 1"14 4 3(13 ":: 10 71'3 9 88 '; 54347 19" 

T13 " ~ 1 F6W5 384 ;463C " 23.7G "'62 ' 

"197 " 9 4 3 419 1 '• '' . 206 ' 21220 "33188 " 40 "91 ' :'" :' 

a Source Vano:usC~ntNal Bank reports. Figures represenit number and value (11!ntew loans made,="; :
 

• " " " ' b Thnusar-ds ofloans., ' ; ".. :: ":
 
a d ~j u e d


•c One nillion cru zeirus V al' s - - Econnm "u C_5 lbythe Indlex 2 ofConiuta " 


"ADondinq growth rates ebRinatod bA the InstiNuto
- . d dieEconoinZa ABrcUI.a In kal ; ,ostfCo$.
cc)urre 1969 fr m C 00rinfora Econonlica 24, No 9 1971: 1970 to 41975 pro ,:i=onsm ade by ,oni,'At I LA.-

Sa Pa l ag iutr is he vl m c anized, It'isestimated.-that' the number of.' : "i,:;:" .:

tractors in th~e state grew from 65,000 in 1970 to 100,0000 by 1!975, Thie average, . ¢ ..,.v ..: 
amiount of cultivated land per tiactorwvas estimated at 55 hectares in1975 corn ... 

. (
: .. e
.. ... , pared to~t n x most heavily m echanized state of.Rio G rande do Sul w ith O .".90.i? ii;:. ,.......
- ,... 

•.... hectare s per .tractor. Likewise, has grown ki; . :.: ; :':;r;':fertili ;er use to approximately, 11.5 " 

Igains,per hectare in recent years,.Large amounts of crtedit have been'lent in.:!:', .L; 

the tateforachieryand fertilizer purchases.. 
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Tal 8 
FARM SIZE DISTRIBUTION. AND TOTAL VALUE
 
OF LOANS OBTAINED BY SOURCE 
 AND SIZE OF FARM.
 
STATE OF SAO PAULO 1969 1970
 

Pe -Cen C'Fe"'V *" Pe'cantItem 01 F;-,'s of Are& Torat All ." ',' P'v Banks 
0rculoct,'i Sources . . ad ov1.er 

S.urces
 
otIf atltd Of -d';t
 

Valte (Cr S, 00c 
 52871157 '., 105393 

5,antFor, Sze h@La S1 
3 tO ISS than 30 57'2 9 1 120 12730 to ts than 300 . 0 3r 1 40 1 349 12320 
300le, han 0tk 3 9 22 9 223 1-5 '521 000 ' -ofe 1r1 30 9 256 349 515
 

O L"7 100 0. 0 1 0 IC 0
0 1Ou 

a Incu dos loans for opfalirg costs and inves murLIS
 
b BaseJ en a sampIe of 2 282 farms, 
 'aims below 3 heclares were not cnsn,'lreri
 
Sou'ce Institutu de Econcinia Agrc-. ld
 

Data on credit distribution within the state were obtained for the 1969,70 and
'1973-74 crop years frorn farm surveys conducted by the Instituto de Economia
Agricola. The farms were randomly sampled in both periods and are statisticallyrepresentativ, of the state. Direct comparison with census data is impossible dueto difference i, farm size stratification and farm definitions but some nationaltrends observed eatlier were found in the state as shown in tables 8 and 9. Official banKs provided 80 p,:rcent of the credit reported by farms in 1969,70; thesmail decline noted in 1973 74 may represent the effect of polcies to encouragemore agricultural lending by private bans. With such a large share of total creditattributed to official banks, the distribution of credit is largely determined bytheir lending patterns and objectives. The data on farm size distribution in tables
8 and 9 show that over one-half of the Sao Paulo farms had less than 30 hectaresand accounted for less than 10 percent of the total farm area Compared to thenational data, the smaller farms appeared to contribute a proportionately smaller
share of output relative to larger farms. The share of credit rfeceived by farms in
this smallest strata -was far less than their share of farm numbers but similar to 
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their share of output. The credit share for this group increased substatin196970 to 1973174, but. surprisingly private banks and 
ail,' from 

ouer sources .vere responsible for more of this shift than were the official banks. In 196q ' .ver 50percent of private credit went to the largest size group, but that proporlless than nrjfell to13 percent in 1973 74. The second size group also increasri its shareof total credit from 35 to 48 percent and received the largest share rI ,fthofficial and private credit Thus it appears that also Sao Paulo has ben) fure sucr'esstul than the rest of the country in channeling credit to some of its sm3llerfarinUIS 

Table 9 
FARM SIZE Di STRIBUTI0; AND TOTAL VALUE
 
OF LOANS OBTAINED 
 BY ScIriCE AND SIZE OF FARM.
 
STATE OF SAO PAULO. 1973 74
 

cSor~t rtCCI ,j,!afm C-P,t _5Pe"O'rl. nt,s PPrt,'I'll 7("J,r A'a POIC1 Or A,,1 n~,t' 7 Banks. 

70 W Va ,,'teof I caBs I.Vailue ic, !iI W0 
2 10,0142 6

Percent 1 29 q89 "424 4'") 77 4 .726
 
Farm Sac (hoctaies. 
 Plrcen
 
3 to than '0 ' (P.s
140 890 1,' ies nar, 3002 182 113 '185 16136 ' 428 432 27 1300 1') less Itan 1 000 495 43 41 9 225 24 ,10( Xand mnoe 220 23 .J1 1 31 0 16921-2 113 ItrOOTAI 12610(0) ic 'O ID20 IO100 I0I CIO0 

a ' .rS loans for Operahng costs and rivestments
 
1) t ,1a,."d1 a Sarlpt' of 6 99. 
 farms, farms blo & 3 hacia,'s ,,%ere not COnsiderpli
 
Sour'" :',t,luo de Econorma Agricola
 

.6 Further Evidence on Credit Distribution and Use 

Tht! data reported in the previous section give an indication of instiilntt-nal credit.distriuution within arid among regions for one potnt in time This ,;)e of data 
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does not provide information, however, on how credit use and distribution. on 
individual farms has changed over time Such analysis requires pane data infre
quently found in most developing countries 

Insights into this 'ssue were provided by Adams in an analysts of 338 farmers 
located in the southernmost states of Rio Grande do Sul and Santa Catarina 
(Ohio State Univvisity. Chapter 10) These farmers were intervieed in 1965 and 
agari in 1969 The farms wee located in areas well served bv baen-.s both private 
and .t!,cia! Some of the key resu:ts are reported. in tablu 10 'tic numbe, of 
formal loans held by these farmers Inc eased more than .1 e,(-Cent between 
these two surveys, while the real value increased a %%hoppinq 1 10 percent As a 
result the average sze loar increased almost 50 riercent Tht, rwn;mber of infor

mal loans sharply de,.tined. while the real ',,3Lue held rouqhiy constant 
A total of 148 larms ieported formal loans in 1965 an that riumbei increased to 
onl '58 V., 1969 Or, he kther hand, 120 farms reperted no lom) in 1965 and 
ris r.,nmte, f(il only Dy four Mn1969. All but one of the farns '1hat reporte(i no 

;(,a.r-_- ad less than 1(0C n , !-rcs 

Elen farms in th, sa- p!rlnad 100 hectaret, :,, more. These far;m- iccounted for 
;;,,- 60 percent uf the increase in formal redit noted for thl, It - sample They 

ral',o ,'creased total informal debt so they accounto f)r (., (- lp rcent'of the 
total debt increase from 1965 to 1969. On th'e othe, hand fa,- .vith less.than 
100 nectares also increased formal credit, but at a much sc-,t- .it, white redu
cing informal credit use Thus, a handful of large farris in !hi i .,qion absorbed 
most of the increase in formal credit and complemented it ', .nformal credit. 
Smaller farms oopuared to substitute formal for informal c-e,: resulting in a 
moru modest gr,.ilth in total credit use. No comprehenrs,vr" .;ati ,i, yet available 
to show ,f this scame type of cori-centration is found today -r, to . , me region or 

elsewhere in Brazil 

With ties evidcure on hugt quantities of credit apparently 1:i a fairly smail 
nu:nber o farmirs it is logical to ask If such a large amount of (:redit was really 
necessary in order to meet agricultural outD.Il and modernzation objectives. 
Hcv- did the farmers use the large amount f credit received Allegations have 
frequently been made cf substantial divers:n, of credit to uses ither than those 
stated at lime of borre. 11 Some farmers in frontier areas arc- r-oorted to have 
borrowed money several times to clear the same piece of land Other reports 
sug.:est that the amour' )f fertilizer supposedly financed voih credit has excee-
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ded the amourit actually sold. A federal deputy r"ported. somewhat toIgue in 
cheek, that if all the lime financed Inhis state vcuid have been applid it would 
represent a six inch thick layer over the entire state. Even if farmers didn t direc
tly transfer their agricultural credit to other USeS clearly the ;pporlurllty must 
have existed for substiluting credit for their own funds which coulid tht-n be inve
sted elsevhere 

Table 10 

CREDIT USE ON SAMPLE FARMS RIO GRANDE DO SUL AND SANTA CATARINA
 
1965 AND 1969
 

eI.1end O !,'.&r i L,'tdI 1 

C~Toa i V~sl~dr:1ii'O $1'c(e ,c~r 
 22113, 471.883T1.1,11 1 IQ3 260n ,',.. r> 9 24? 
n| ., si .twd.i ' 

#',,,'F,[ I:,5.126 r : tlrl rl 127.h,.
 

N, ' ", of -1htv fx w!T', 
F.. na ,w ,a"l oml, 
 4" e9 

-int tIn-.1' a'nd '4 1"~1 69
-0 64*, ,I .),,120 
 1!6 

..
I TAi 338 
')uts 4:1,i .j : U i I mo ,rlj in Sire
 

- I,, itian 100 tn t4 3,17

Fotrnai <l t 
ad 41'* M 5,38 

hWforma1Ictdn 
 94 1-:3 52.815 
'07JTL 
 194 54, 242.321 

Fams ,,th100 ',,<ca.,n 1I; 
r" ,'ijcred 12289' 282.377 
,nof
:mal cf (.! 32 38' 74204 
TOTA L 155284 356.5811 

a Measurt, in.:5 C'uerOS 
Source I ',,o Sla', P' niet : 7 at)o', 10.5 and 10 6 
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One piece of research tried to test the, possibility that farners,received more 

credit than could be justified considering the amount of capital required to pay 

farm expenses (FOndacao Instituto de Pesquisas'Economicas - Ministerio da 

Agricoltura)., Theresearch was based on data collected throughout the country 
from over 1600 farms in 1971. Farm expenses and investments during the year on 
the average, represented about two-thirds of'the total funds available from credit 
and. own funds.., The .remaining one-third ,was available for consumption or in'

-vestments iot her sectors, For larger farms, which received relatively more cre
dit, the proportion available for these purposes was even higher. 

An, alternative approach'iS to test the counterfactual question, ., VViat Would far
mers have done if they would have received less credi.t or credit wilh less favora
ble terms? -,Singh and Ahn used a recursive linear programming model to si
mulate farmer response to policy changes in a'maj r wheat producingIregion, in 
the state of Rio Grande do' Sul (Ohio State University, Chapter 11.), They found 
that raising the nominal interest rate on credit from 15 to 40 pe.rcentto 6btain'a. 
real rateof 10 to. 12 percent resulted in.a substantial reduction in production for 

and large farms, but had little effect on small'farmers. Thi,;'result may be 
unique compared to the rest of the country, however, since.this reqion-was un
dergoing rapid transformation from-.traditional livestock raising to wheat and 
soybean production: Largeamounts of money were being invested in land clea
ring and machinery. 
Several attempts have been'made through linearprogramming and production 

-funclion studies to analyze the productivity of capital inputs, The results. fre
quently suggest underemployment of capital implying external credit rationing. . . 

Little effort-has been made. however, tocompare predicted .,ptimal levels of 
capital with cash availability and credit to see if borrowed resources are contri
buting toconsumption or off-farm investments. In an effort to study..this issue as 
well asaccount for risk, Peres recently' used a quadraticiprogrmming model to . 
analyzecredit demand on sampled farms in Sao Paulo. He concluded that small 
farms were actually borrowing more than predicted by his demand analysis but 
large farms could increase their borrowings. 

These research efforts demonstrate the'difficulty in determining' the extent to 
which the existing pattern of credit use can be justified on efficiency grounds. 
The crucial issue is the extent to.which supply versus demand factors explain the 
present allocation .of'credit. Most research to date has focused on demand, Very 
little''effort has been directed to the supply side of the issue, 

' '" 'medium 
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7 Supply of Credit and Banking Services 

An analysis of bank behavior in relation to agricultural credit supplies Is badly
needed in Brazil In the absence of such research, a deductive method is used in
this section to identify some of the supply factors which may contritj te to explaininr the pattern of credit use described abcve Future empirica, .ork may
determine the extenl to which these arguments are the most importa'- ones. 
The allocatio-n c.t agricultural credit must be examined in relation to t!'- rotiva
lion of the ;nder, [he oanking cystum includes private banks with t i,,lprofit
motives Official baiks are partly state owned and hold large interest !ee public
sector cp -,sits Thus, they shouid be relatively more responsive tu so, ai objec
tves They carmo t completely ignore costs and returns, however. and if .,ct tend 
to use standard efficiency criteria for evaiuation of bank personnel 
Brailian DOniCy miak.ers (listort interes't ratus by fixing agricultural loau; r-,tes lo
wer ttia these permitted for other loans. then try to force lenders to incease thevolume , f their agricultural operations Further. interest rates have bE.-:' nlegative
In retii terms f, ith !he return lowest for the smallest size loans By lending to 
agriculture lo (,rs earn less than could be earned by lending to other sectors,
and the real \ alue of thci portfol .)s decline due !c Inflation Itis not s-. ;)rising insuch a situation that strong regulations and incenhies are required. , iurge vo
lumes of (:rec it are to be lent agriculture, and that the public sector ril,-t furnish 
a large pr(;portion of the funds. Other reactiors by Brazilian lender:. are also
logical Private aiks. that historically had less experience and eperlts; n agri
cultural t_,nd ag thamn official banks, have been )articularly resistent t to:,pandedlendino Thuir portfolios have tended to Ce concentrated in loans to !ur,,? farms.
Agriculural credit managers in the Bank Of Brazil have complained of losing
:arge farmer clientele when private banks wert fcrced into agricultural lending.
but were largely unassisted in their efforts to niet small farmer needs A large
share of aq'icultural lending has gone for mareting loans where c-'llateral isreadily available. Lenders have resisted increasing the proportion or 3pe'ating
loans and longer term loans for investment. Finally, many banks have attempted
to increase their return from agricultural lending by charging various non-intf,
rest costs and fees arid requiring borrowers to maintain large ccmpensatrg 
checking account balances 
Likoeise it is logical to question if the expansion of efficient banKinj ind cr',dit 
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.-•services throughout tle country, another Brazilian objective miight'be retarded . 

. due to agricultural credit policies. Two dimensions of this problem are-evic!ent. 
; 


- *. - - - - First, there is little evidence that barks 
procedures'to accomodate-large numbers of small farmers. Regulationspermit 
waiving collateral' requirerfients, but the internal inefficiency of banks coupled 

i - " 	 ar'e actlely searching for: streamlined 

r'comp 	 reslt plicated,,i spect'n procedures associatecstsasiate resultith.hco 	 iithand o.st inhih.. 
-i.""
• 	 .-borrbwing costs. Informal credit with its hig-er interest chrge actually may be 

less expensivo: especially f6-r the'borrower of small loans (Ne'imar ' A few cotton. 
Cooperatives in the Northeast and wheat cooperatives in' the Soutfna-sa service 
to their members, have arranged to operate as agents for the local banks. Banks 
have embraced this mechanism as it reduces their costs: and,the small far"er 

.	 may.gain at the expense ofthe large one if the costs became part of the coope- .' , 4 

ratives' general.overhead rather than passed on to the individuial.-borrower.. 
Brazilian policy makershave 6ontrifbuted to high ba'nk costs.There-.has.bebn a )/ 
tendency to-attack a specific.agricultural problem.by creating'a new credlZ pro
gram with special objectives, interest rates;,and rep'ayment schedule. Thelrofi

- . .=ons "letation of programs has become too complex for the per ltinmately respon-" 
sible for implementing them:- the-ov'erburdened credit manaqqr and staff of the. 
local bank. Efforts to simplfy and consolidate the excessive number of individual 

. credit *programsar'e now. under way. Also, -a mechanism must. be ,created for : -. 
- partial service branches. Currently, little opportunity exists for establishing bran-r 

cheswhich offer le,-than a-full line. fbanking services. Thus.it is difficult to' . 
S"economically, Th's~c'nd dimiensjustify o'pening"n branch in a low incemebocen'l...la'nerural area.,.... '* -	 a ... 

,i concerns farmer accessability to-banking services. Cen .. 
tral-Bank policies have encouraged,themerger of smaller in~:ficfent banks and 
fr om 1961 to1975 the number.Qf banks declined from 332 to 103. Branches have. " 

- - een enc ourayedl and theirhnunber.1ose from 4949 to- 7897. it'uario Estatistico). 
in spite of in'cr~ased branching, the regional distribution of banking facilities has 
not appreciably' changed. ln 1972, over 80 percent of the banks and branches 
were located in-the South and Southeastern regions which have some of the 

-i i "larger cii s and accounted-for' 70 percent of the 1970 agricultural output. The, 
tw o -.- ;.Northeast with 45 percent of.the nation's farms had.'only 12 percent of the banks.:Nationwide, there w e re banks per municipio(rouhy eq' ivn toacony 

but Sao-Paulo, which had over'a third of-the banks, averagedfive per municipio.
The-ofticial banks responsible-for most of the',agriculturalcredit had just -over 

. - -

' 
,-2200 b'rahches in 1972 representing about one bran'nch per !Iwomunicipios. An 
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onanswored questio.ni is whether the growth and location of hanki g soivics hasled or IoIILiwed agricultural growth. The controls on agricultural lendinc suggestthat banks should have limited interest in expanding into regions where most oftheir banking business would be limited to agriculture,
White encountered the problem of.limited access to banks in a low income areaof the state of Minas Gerais largely dominated by agriculture. Only o,-third ofthe 123 municipbos studied in 1969 possessed an agency of an instiiii whichwas a siqificant sourcenol agricultural credit inthat state. 1he federal lank ofBrazil accounted for 89. percent, of allagricul'tural loans made and had only 16agencies with authority for agricultural lending in 114 municipios. Eighty percentof the farms had less than fifty hedtards, and the Bank of Brazil was th(,on...y oneeffectively making loans under Cr $1,000. " -

8 Conclusions and Implications .. -

During- the last decade, Brazilian policy makers'have made agricultural creditpolicies a cornerstone of their development strategy. The existing bakiing 'system has been relied upon almost eclusively to channel credit info agriculture.'A wide variety of powerful incentives and regulations have been implemented toencourage increased agricultural lending, The resulting distortions are designedto influence the flow and cost of credit.Formal agricultural credit has sharply increased relative to output. Increased useof fertilizer and agricultural mechanization has been associated with this credit,'The spread effect of the formal credit flow appears limited: Over 90 purcent ofthe farmers in 1970 reported receiving, no formal or informal, credit, Approximately 75 to 80 percent of the formal credit is used by commercial farms in a fewsouthern states. Small farmers and less productive regions appear to have beenlargely missed by the expanded formal credit supplies, A question can be raisedas to whether or not all this credit was necessary in order to achieve output andmodernization objectives, especially considering that much of it appenrs' o havebeen absorbed by relatively few farmers, There is some evidonc' thail I|trtisr"receiving large amounts of credit have'either channeled sortie of it into otheruses, or substituted credit for tneir own funds which were then availah- , or useelsewhere 
It is temptinq tc conclude that the Brazilian exPerience demonstrat:, thai an 
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existing banking system is an ineffective means to broadly expcnd credit servi
ces in developing agriculture. The implication is that establishing special agri
cultural programs and institutions is a preferred approach This b'lter approach
has its own set of problems, however. as amply documented ir !h." reports inclu
ded in the A.I.D. Spring Review of Small Farmer Credit FurthermOre. the Brazi
lian model cannot be fully judged, particularly on equity grouri is u'L1 it has had 
a chance to perform under more favorable conditions, and that 'oluires remo
ving some of the distortions that currently exist in the cred 'rk.-,: Then and 
only then will the real strengths and weaknesses of the model emerge 
The most pressing problem concerns interest rate controls which r," ult in nega
tive real rates of return on agricultural loans. Until nominal intrst rates are 
raised so that lenders are not penalized for agricultural loans. there is no way to 
judge how well the,, will supply agricultural needs and at V.rha:i prv-t, Moreover. 
higher interest rates will help clarify the effective credit derwank! ,ituation for 
various sizes and types of farms If the current subsidy provide through credit is 
reaLtred to ?ncourage output and modernization, far better tc re. ,a it through
product price supports or direct input subsi-fies If interest ',!es for small far
mers must be kept low for economic or s;c.al reasons, the-' a, .'hite recom
mended the farmer should be charged a -lust - rate and t-relend,-r subsized up 
to a market rate so an adequate supply is assured There are sign'; :'iat changes
in interest rates are forthcoming in Brazil, not necessarily foi :'ie roi'irn~s argued
here, but due to the financial buraien of the present cretwit ',:.li'S Besides 
increasing the return on loans, raising the interest rate shoI a!. help reduce 
the need for costly inspection systems now required to m.",ni!to ' ., use of bor
rowed funds. With interest rates approaching those char,:. Ii "ihersectors. 
there will be lessreason to borrow funds for inestment outside.-iIriculture. 
Other complementary policies need to be expanded in Brazil t1, ri-i agricultu
ral lending more attractive and less risky to lenders Frr exampl-, 'he minimum 
price policy for agricultural products has been improved in rec-rit years but is 
still infrequently used by small farmers. Crcp insurance has cnly "ecently been 
expanded in the country and could eventually become an imr2' art measure to 
reduce risk. There has been little experimentation with joint i,:- 'ity lending
Even when cooperatives serve as credit intermediaries, the i)ans made are the 
obligation of the individual borrower Some success has be-., reF,-rled in other 
countries using group lending and this approach is especiall, , -. ',, of study in 
Small farmer areas in Brazil 
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K.. 

It isnot clear how many of Brazil's current agricultural credit problefns w6uld beresolved and new ones created by ,these changes: Considerably. more research isrequ iredto adequatetyunderstand the agricultural credit -market. But it thie ban-.
king smbett .
eet agriculturalcredit objective's;particularly regardingsmall farmer credit, these pr6 posed changes represent a step in the right direclion. There is really no alternative in Brazil. Neither in the mid 9 60s'when the'current strategy began to take shap e nor today I decade later isthere a pssibility of creating a separate agriciJltural c decit
system to effecti erenymillion farms scattered across fise40OOmunicipios
nental U.S. 

in an area larger than the conti
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