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assumplion that smalier farmers need special incentives to borrow and repay
loans

3 Volume of Forma! Credit ond Agricultural Qutput

The Lrstmajor resalt of the Brazihan expenence has beer the sharp expansion
of tormal crecit supphes relative to agnicultura output. Table ' snows the growth
in number and value ot loans made each ycar and the corresponding value of
agricuttural groauction for the 1960-1975 period. Columns 1 and 2 list operating
loans usuaily made tor less than a year. Tnese loans have repiesunmo about half
the number and vaiue of loans made in recent years. The remainder of the credit
1S spiit between marketing lvans’ with a term of a few mouths, and investment
loans payable over several years' In this 15 year period. agricuitiral outpul rose
2.3 times, while tre new loans made per year rose almost 12 times The ratio of
operating 10ans tu agricultural output (column 6 rose from 07 in 1960 to .27 n
1974 hkewise the rat:o of total 1oans to output rose from 13 10 3 in the same
period. In 1975, the tirst ratio jumped to .37 and the second 1o a whupping .83,
due in part to major tunding for drought reliet and cotfee repiarting. The ratios
in the most recent years of the series clearly place Braz'i in the top end of the
range of ratios found in most other Latin American countries . e jate 1960 s
(Adams' The 1975 figure may well be the highest credit 1o ou'put raho for a
nation in the world today! in comparnison, the U.S ratio of nonreai asiate credit to
total value of agricultural output in recent years nas been about o0*

If all this increased credit supply was actually used by farmers tur agricultural
purposes, one could conclude that Brazitian policy makers crearty succeeded in
meeting their objective of increasing insttutional creart to hinarce production
ang marketing. Later we will present data showing great concer = a4hon of insti-
tutional credit among relatively few borrowers implying that some ¢t st must have

2 Substant:a amounis of marketing icans go 1 INdw:guals otner than farmers Trius »lumn 2 undere-
st.mates the tclal short tarm credit obtaned Dy farmers white column 4 overestin.e e 1Htal credit

3 Liile instrutional crecit 5 avasable for farm real estate morigages so wvesimeti Inang are used
jargedy 1c finance machinery, Investock and peronniai craps

4 Cal7uialion was Laskd on New Nonrea es'ate loans made by Producthion Creddt A5 .ations during
e 193705 asourmung that Tiey 8preeentad abou! 25 ger »at ot alt nonranl es* e e ' ] each year
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been used for purposes other than originally intended. A logical question is
whether ail this credit was required to obtain these fevels of output.

Toble 1
AGRICUL TURAL CREDIT AND OUTPUT BRAZIL 1960-1975

Net Interna Ratwo of fatio of
Luans Mage Durng vear Prod From Opersting T5t Loans
Iecating Luans o Total Ag Loans Agriculture Loans 1o "o Product
Value i 1974 Value n 1375 in 1975 Product {4.5)
Yoar - Mumber ¢ Cruzeros Number ¢ Cruzeiros @ Cruzeros d'e 25)
R ‘2 ) 4} (5) (62 (4]
1950 e 180 2N 6176 46 493 Q7 13
1961 184 180 285 8.1%7 48252 o2 13
1962 37 4910 441 8.342 5702 09 15
1967 415 4410 549 1267 50 182 09 14
1964 527 [ ] ™m 9684 50.521 17 19
1965 509 52%0 666 8.483 56875 10 15
196& 529 6 700 856 11.53¢ 50.281 12 23
1967 63.) 9040 1 U29 14 £25 53415 '? 2
19648 733 1rarQ 1500 21019 53 485 21 39
1969 675 9.n24 1145 2C 118 56737 17 38
1970, 649 10992 19y 24 643 64 429 17 38
1971 686 12.394 1253 28 401 76.126 16 3?
1972 687 14,706 1766 353 82,608 18 4]
1973 keS| 21288 1400 49 852 95,998 .22 52
1974 789 27787 1450 61,648 104 158 1 27 59
'975 CUF REXE:) 1 858 89 997 107 301/ R 83

A Source Various Sertral Bank and Bank of 8razi reports. Figures represent number and value of
new [oans made

b From 1960 10 1968, tha estimates tor operating loans are basad on loans made by the Bark ~f Brazil,
which was responsble for the maCrity of agricultural credit fent during the period ’

€ Thousands of loans )

d One mil'on cruzeircs valuos adyusted by the Index « 2 - of Conyuntura Economica

e Source Varus 1ssues of Conunturs Economica

! Projecien tram tha 1373 figuie by compounding a 8 & grow!h rate for 1974 ang 3 4 for 137y

Piza compared the indebtedness nf agriculture relative to other sectors in the
recent years He found that although the entire €conomy was using Increasingly
more credit relative tc output, the ratio for agriculture was growing much faster.
Thus. although Brazilian economic devetopment strategy i1s generally srignted
towards accelerating developmant through tinancial means, the agricultural
sector has been especially favored with a huge volume of subsidized Crodit,
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Table 2
SIZE DISTRIBUTION CF FARMS * BRAZIL. 1960 AND 1970

Farm Sue Strata 1960 Cenzus *97F Censys

Farms Perceont Farms Perrent Percant of
{Hec1ares) Number Percent ol Area Number fercan' ot Aread Prodyct
Lets man 'C 1.495 020 4“8 24 2519530 B KR 178
1C 10 less than 100 1491 415 447 18 1934 350 el 204d 400
100 10 fess then © 000 314 831 84 344 AR T L) 3o iR
1 000 10 (ees han 10 000 30843 T8 M 354y S 212 100
10.000 and more 1497 ~C1 156 1409 (o 123 19
No ferm siza reported 4023 oy —. 183 4 — 03
TOTAL X 3337 769 99 10¢n 4924019 e 100 0 1000

& in the Brazilian Census, farms ars defined as = eslablishments - A farm s a un.t aith one or mora
adjacent parceis under a single admimistration Two non-adjacent parcels are ‘reated as separate farms
even i they are under a single administration Likewise parcels are treated separately even mough
owned by the same person  they are rented or sharecroppsd 10 two ditferent nresons with separate
adminstraton. Thus the number of establishments probably exceeds the number ¢t landowners, since
the number of ownership units treated as Several establishments probarly erceeds the number of Ow-
nership units treated as a single establishmant becauss they are under a simgle administration

5 An unknown bias exists in these data due to the farms which did not report size
Source. 1570 Census of Agricutture.

The inverse relationship between farm size and value of production noted in se-
veral 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. Tiie seco.d 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 i1s that in spite of the steady increase in supply of format credit
between 1960 and 1970, aimost 90 percent of the Brazil:an farms reported no
credit from any formai or informal source About one-fourth ~t tho farms in the
upper three size strata reported recenving loans, but that prosortion fell 1o 20
percent when loans from only government entities. inciuding »tficial banks, is
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considered. The number of farms reporting credit from government entities was
Just over 400,000 in the entire country The disadvantage of farms in the smallest
group is clear. As a group only five percent recewved loans and only 2.5 percent
from government entities Thus over 80 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 velume of credit and extend ban-
king services throughout the country

Table 3
PROPCUHTION OF FARLIS S TAINNG LOANS, BY SOURCES AND SIZE OF FARA' URAH 1970

Percentage Ftopurtion of Farmers Reporting Loa 5 From

Fare. e ratd . Goveri nent Prevate
(He tares: Al Sourcea trInviduals Entites Entities 8
Less *un 10 50 t9 25 08
N e hgr 100 172 26 131 19
100 0 s than ) 232 32 199 2
OO0 1 s g 10,000 253 i 2ta 33
10 000 &' Tore 231 3 164 61
N 1AM S tepy *at 137 4 0a 40
T01A iy N 14

81

4 Ths category inciades private Lanks as weil as noninstiiulional lending sour s such as nput sup-
piers )
Source 1970 Census of Ayriculture

The data in table 4 show a similar pattern of distnibution 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 recenved by each size strata can be compared with the three
farm <'ze dimensions reported in table 2: percent ot farm numbers, percent of
tarr - area and percent of production. The two smallest farm size strata received a
share of credit tar less than their share of farm numbers. while the three larger
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groups recewed far more This trend s particularly true of credit from govern-
ment entities. Considering farm area, however. the first three strata received
more credit than their land share. The value ot production criteria shaws that the
two smuallest stratz received less credit than warranted by their share ot produc-
tion. while the 100-1.000 group appeared to be especially favored with credit
from government entities Credit from private entiies including private banks, on
Ine other han: was espec:ally concentrated in the largest tarms 1hus. accor-
aing to t.e 1970 census, Brazilian policy makers had not achieved on a nation-
wide basis ther objective nf increased agricultural credit for small farmers.

Table 4

TOTAL VALUE AND DISTRIBUTION OF LOANS OBTAINED
BY SOURCE AND SIZE OF FARM BRAJIL 1970

Sourcus
Al Goverri. Private
item Scurces Indv duals Entitien, Entities
Tota! JaiLe ! Loans
Vaius ¥} L) 4144 18° 195 261 3270743 n17 183
Percent 1000 ae Tag 125
Percent
carm Size rectares:
Less 'nar D 55 132 40 85
10 10 s tar 10 3 KLR 314 294
10C 1o tase 'ran 1000 418 305 442 O
100 00 s tran 19 000 156 193 152 180
YL00% it T ure 40 a4 23 100
NO tarm noe e oot 0t 0% o1 M
TOTAL 1000 1000 939 99

Source 1970 Census of agriculture.

The regionai distribution of credit is important because a large number of small
tarms are concentrated in the Northeast, and to a lesser extent in the South. Vast
regror.al 'nequalities have plagued the country for years and specai credit pro-
grams have been designed to acdress income and productivity probtems of cer-
tain regions and subregions
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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 cento of total output and absorbed 75
percent of total and government credit. Sao Paulo aione absorbed 24 percent of
the total cred:t and a whopping 40 r.ercent of the credit from private entities. On
the othar hand, the Northeast with alrnost one-haif the nation s tarms reported
only 18 percent of the production, and just over 5 percent used cred't The pre-
vious national data showed the concentration of credit on suppusediy commer-
cial farms. These dala show a clea’ concentration of credit in these regions
where more commercialized agriculture predominates.

Table ¢
REGIONAL DISTRIBUTION OF VALUE OF LOANS OBTAINED BY SOURCE BHAZIL 1970

Source Percent

Al Government Frvate
Region & Sources Ingn L Entilias . Entines
North 3¢ 45 '8 86
Northeast 128 154 138 78
Southeest 403 “o 383 b
South 47 275 %9 59
Ceontec-Waest 92 88 93 St
Sa0 Pauio 242 73 218 86

a Seatootnote s table 5 for a Ist of states and territories ncluded in each region
Source 1970 Census of Agriculture

The state of Sao Paulo deserves special analysis because of 1ts large 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 technoicgies for these
scarce factors.

Table 7 reports the state's credit and outpul data for the 1969-1375 period. In this
period, output increased by 60 percent. operating loans by 175 perce«nt, and total
credit by more than 200 percent Furthermore. the average size loan more than
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Table 8

FARM SIZE DISTRIBUTION. AND TOTAL VALUE

Of LOANS OBTAINED BY SOURCE AND SIZE OF FARM,
STATE OF SAO PAULO 1963 1970

Sour ‘liagta
Ferien Parcant Pe-centc’

em af Farrs of Aras Totat Alt . [P T} Priv Banks

Froduction Sources BT and other

Scurces
Tota! vaive of Loani ¢
Value (Cr 31 000) 5280157 R | 1025393
Percent - 1000 [ 194
Peorcent

Farm Size (heclare s)
3 to iess than 30 875 91 120 127 NE? 123
30 t0 tess than 300 8o T 401 49 [ 20
300 10 iess than 1000 J9 229 221 178 N 152
1000 ary'rore 11 303 256 u9 NS 518
T107AL 1609 1000 1000 1000 1000

a Inciudas loans for operating costs and invastments
t Based cn asample of 2 262 farms. ‘arms beiow 3 hectares were not cansoyeres

Source Insttutu de Econcrmia Agricala

Data on credit distribution within the state were obtained for the 1969:70 and
197374 crop years-from farm surveys conducted by the Instituto de Economia
Agricola. The farms were randomly sampled in toth periods and are statistically
representative of the state. Direct comparison with census data is impossible due
to difterence in tarm size stratfication and farm definitions. but some national
trends observed earlier were found in the state as shown i tables 8 and 9. Of-
frcial banks provided 80 porcent of the credit reported by farms in 1969.70: the
smail decline noted in 1973 74 may represent the effect of policies to encourage
more agricultural lending by private banks. With such a large share of total credit
atiributed to official banks, the distribution of credit is targely determined by
their lending patterns and objectives. The data on farm size distribution in tables
8 and 9 show that over one-haif of the Sao Faulo farms had less than 30 hectares
and accounted for less than 10 percent of the total farm area Compared to the
national data, the smaller farms appeared to contribute a proportionately smailer
share of output relative to farger farms. The share of credit received 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 substan*.ally from )
196970 to 1973/74, but, surprisingly, private banks and Owier sourcces were re-

sponsible for more of this shift than were the official banks. In 1969 70 cver 50

percent of private credit went to the largest size group, but that propertan fell to

tess than 13 percent in 1972 74 The second size group also increased ite share

of total credit trom 35 to 48 percent and received the largest sharn o | ath offi-

cial and private credit Thus it appears that also Sao Paulo has been more suc-

caesstul than the rest of the country in channeling credit to some of s smaller
farmers

Table 9

FARM S1ZL DISTRIBUTICH: AND TOTAL VALUE

OF LOANS OBTAINED BY SOURCE AND SIZE OF FARM,
STATE OF SAO PAULO. 1973 74

Source ot Cridit o

Parcpny Par gt Parcant of

ram 9! Fers cf A¢a Tarar A (AT <r. Banks -

Prosuctian Sunces RELITY st othar

Sources
Totai vaise of (cans b
Vaiue (Cr 3t 0o 210y 142 1629 389 3 175424 8
Percent o0 774 €
Percent

Farm Suz€ (haclares,
J 19 Iess than 30 %R a9 113 185 161 271
30 13 less than 300 32 i 367 428 432 495 434
300 15 less than 1 000 iR A 24 220 23 19
1.000 ang more 1 J1a 212 13 190 126
fOTAL 100 0 1000

1000 1000 100 2 1000

a ir. o des loans for operating ¢asts and investments
b Baed on asamp'e of 6 99¢ farms. farms below 3 hectaras were not consiger ad
Source =stityto de Econemia Agricola

.6 Further Evidence on Credit Distribution and Usae

The datareported in the previous section give an indication of instit1hienal credit
distrivution within and among regions for one pomnt 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 panel data infre-
gquently found in most developing countries

Insights into this 'ssue were provided by Adams in an analysis of 338 farmers
located in the southernmost states of Rio Grande do Su!l ard Santa Catarina
{Oh1o State University. Chapter 10) These farmers were interviewad In 1865 and
aganin 1969 The farms were located in arcas well served bv ban-s both private
and Jthera!l Some of the key resuits are reported in tabte 10 "he number of
formal loans held by these farmers in¢ eased mere than 10 ¢ cent between
these two surveys. while the real value increased a whopping 110 percent. As a
resul! the average size toan increased almost 50 percent The number of infor-
mal laans sharply declined. while the real v 2lue held roughly constant

A tatal ot 146 tarms 1eported formal loans in 1865 and that number increased to
only 58 by 1969 Or the «ther hand, 120 farms reperted no foans in 1965 and
s umbar el only by four 1 1969, Alt but one of the farms "hat reported no
toais had 1oss than 106 hodtarcs

Eleven farms in the <an pte nad 100 hectares o¢ more. These farms accounted for
Lot 80 percent of the increase in format creait nated (01 the e+t ro sample They
ahso 'mereased total informal debt so they accountoe 30 over o percent-of the
total debt increase from 1965 to 1969. On the othe' hand. fa:r . with less.than
100 nectares also increased formal cregit, but at a much sicwver tate white redu-
cing informal credit use Thus. a handful of large farms in thic 1wgion absorbed
mcst ef the increase in formal credit and complemented it wih nformal credit.
Smaller farms appeared to substitute formal for informat crect resulting in a
more modest growth 0 total credit use. No comprehenswe cata e yet availlable
10 show f this same type of concentration is found today » e same regien or
elsewnerc in Brazil '

With this evidence on huge guantities of credit apparently G2indg to a fairly smail
number of farmers tis iogical to ask if such alarge amount of credit was really
necessary In orcer to meet agricuitural output and modernization objectives.
Hove did the farmers use tne large amount cf credit received’ Allegations have
frequently been made of substantial diversior of credit to uses ~ther than those
staiea al time of bourrewing Some farmers i frontier areas are reported to have
borrowed money several times to clear the same piece of land Other reports
suggest inat the amour f fertihzer supposedly financed wrth credit has excee-

(53]
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ded the amount actually sold. A federa!l deputy reported. somewhat tongue n
cheek. that if all the lime financed w his state wowd have been apphied it would
represent a six inch thick layer over the entire state. Even if tarmers didn t direc-
tiy transter thewr agricultural credit to other uses: clearly the oppertumity must
have existed for substituting credit for their own tunds which ceuid thee be inve-
sted elsewhere i

Toble 10

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

e . ’ 1969

feq - end Oulstandir § redita
Forma cran

Telat nurher vans 16 280

Sutstarder ) Balance ' Sr $1 2220 471.883
tatceman credit .

Tetal number Lans v T 242

Gustara ng t alance i $- 126 A 12709

Farm CreftDernd, sthan

Nirrtar ot 1a0ms wah

forma toars only . 4° 89
fistn format and indorr gt 101 63
RUNZEN SN . 64
(SRR N 120 116

TOTA Jw 338

Dutstandng Crods Halances by g m Size
Forve e=q than 100 K td oy 0 27y

Formai credit \D o A 189 506
Inturmal credit 94 122 52.815
TOTAL 194 597 242.321
Farms aith 100 hectarem 11
Furmal credit” 122897 282377
infermal cronye 32387 74 204

STOTAL 155 284 . 356.581

a Measured in 195 L uzetos
Saource Chao State U avers &y Tables 105 and 106
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7 Supply of Credit and Banking Services

An anaiysis of bank behavior in relation to agncultural credit supplies is badly
needed in Brazil In the absence of such research, a deductive rnethod 15 used in
this section to dentify some of the supply factors which may contribcte to ex-
plaining the pattern of credit use described abcve Future empiricai ~ork may
determine the axtent to which these arguments are the most important ones.
The aliocation of agricultural credit must be exarmined in relation te e motiva-
ton of the ienders The banking system includes private banks with &y, al proht
motves Otficial banks are partly state owned and hold large interest t-ee public
sector depsits Thus, they shoud be relatively more responsive tu sor gl objec-
tves They cannct compietely ignore costs and returns, however, and i fact tend
10 use stiundard efliciency criteria for evatuation of bank personnel

Brazthan policy makers distort milerest rates by tixing agricultural 104 rates to-
wer than those permitted for other loans. then try to force lenders to increase the
volume of treir agricultural operations Further, interest rates have be- negative
In reai terms with the return lowest for the smaillest size ioans By lenaing to
agriculture lenders earn less than could be earned by lending to other sectors,
and the real value of thew portfoliys decline due to inflation It 1s not SuLrpising in
such a situation that strong regulations and incentines are requirec ! farge vo-
lumes ot creait are to be tent agriculture, and tha® the pubhc sector muast furnish
alarge preportion of the funds. Other reactions by Brazilian tengers are also
logical Private banas. that historically had less experience and expertisen agri-
cultural lending than othicial banks, have been narticularly resistent ' vxpanded
ternding Ther pertfolios have tended to pe concentrated in loans to targe farms,
Agricultural credit managers in the Bank of Brazil have compiained of losing
narge fanmer chientele when private banks were forced into agncultural lending.
but were largely unassisted in their efforts to m=et smail farmer needs A large
share of agricultural lending has gone tor marneting loans where coilateral 1s
readily avadable. Lenders have resisted Increasing the proportion of operating
foans and longer term loans for investment. Finally, many banks have altempted
to increase therr return from agricultural lending by charging various non-inte-
rest costs and fees and requiring borrowers to maintain large ccmpensatirg
checking account halances ’

Likawase 1taslogical to question o the expansion of efficient banxing and credit
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existing banking system is an inetfective means 10 broadly expand credit servi-
ces in developing agriculture. The implication is that establishing special agri-
cultural programs and institutions is a preferred approach. This latter approach
has 11s own set of probiems, however. as amply documented i tho renorts inclu-
ded in the AL.D. Spring Review of Small Farmer Credit Furthermore, the Brazi-
lian model cannot be fully judged. particularly cn equity grounrs. untd it has had
a chance to perform under more favorable conditions, and that requiIres remo-
ving some of the distortions that currently exist in the cred:* mark>! Then and
only then will the real strengths and weaknesses of the model emerge

The most pressing problem concerns interest rate controls which tesult 1n nega-
tive real rates of return on agricultural loans. Until nominal mtorest rates are
raised so that lenders are not penalized for agricultural loans. there 1s no way to
judge how well they will supply agricultural needs and at wha! prie Moreover,
higher interest rates will help clanfy the effective credit demvand «ituation for
various sizes and types of farms If the current subsidy provided through credit 1s
reacired to 2ncourage output and mocernization, far better tc proyaa it through
product prize supports or direct input subsidias If interes! «.ates tor small far-
mers must be kept low for economic or soc:al reasons, then a. “White recom-
mendcd the farmer shouid be charged a « just » rate and the fender subsized up
to a marxet rate so an adequate supply is assured There are sigris that changes
in interest rates are forthcoming in Brazil, not necessarily for the reasons argued
here, but due 1o the financiat burgen of the present credit < tn: s Besides
Increasing the return on loans, rarsing the interest rate shouid at. * help reduce
the need for costly inspection systems now required to manitor i use of bor-
rowed funds. With interes! rates approaching those charg. -1 ther sectors.”
there will be tess reason to borrow funds for investment outside agriculture.
Other complementary policies need to be expanded in Brazil 10 mi <o agricultu-
ral fending more attractive and less risky to lenders For exampis *he minimum
price policy for agricuttural products has been improved in reccnt years but is
still infrequently used by small farmers. Crop insurance has cnly ‘ecently been
expanded in the country and could eventually become an impnrant measure 1o
reduce risk. There has been little experimentation with jcint iar ity lending
Even when cooperatives serve as credit intermediaries. the i ans made are the
obligation ot the individual borrower Some success has bern repartad In other
countries using group lending and this approach 1s especiall, & * v of study in
small farmer areas n Brazil '
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