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Developing Effective Rural Credit Institutions 

Back in the mid-thirties, about 32 years ago, we started a
 

program ci supervised credit, a program of trying to combine credit 

and soye pro.tessional counseling into an effective tool in the 

e.iminetrion oL r-.iral poverty. 

Speakins franikly I iust say that we have been only moderately 

successful. Half of the poor people in the United States today live
 

in rural areas. And rural areas hold far less than half the total 

population. 

These are not statistics that wc can use to claim total viecory.
 

But we can use this admission of -he fact that we do have rural 

poverty and rural problems, as an introduction to some remarks we 

would like to make about rural institutions and rural credit systems. 

For we would hope that in so doing you would understand that 

when we espouse some ideas and propose some principles we are doing 

so in a spirit of humility. 

The most thiat we can really claim is that our programs have 

been successful in varyitig degrees. '4e can not poss.3bly claim that 

they have been completely successful. And of course we would iiot 
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attempt to claim that what we have tried to do with some success 

is necessarily the solution to another country's problems. 

4ithu this framework, allow me to talk about some of our ideas,
 

our dreams, our suggestions. 

4?i noticed back in 1934, and we have continued to observe, that 

t1e other lending institutions do not fully meet the needs of the 

rural community. 

.Jewere not alone in ,aking this observation. Obviously others 

,ade the same observation or our organization would never have been 

brought into existence. 

Obviously others have noted through the ensuing years that there 

were areas not served by other credit systems, otherwise our activities
 

would not have been enlarged and expa:nded. 

In short, you could describe the role of the Fartmers Home 

Administration as that of an agency that fills the gap left by other 

credit agencies in serving the reeds, of the poor, the distressed,
 
the handicapped, and in general the "iittie fellow" ii rural Arr-rica. 

This is not a bad definition for it creates a strong if somewhat 

blurred image of an agency that is on the side cf Justice and right. 



It is a poor definit-ion in that it in no way explains just what 

it is that we do. 

,4e will come to a more detailed description of all of our 

activities laLer. 

But right now pursuing the Uine of thought that l have
 

elstablished et me tell you some more about my kind of agency.
 

I believe that the role of an agency 6evoted to rural develop

nent Is the role of fc.rreting ou,:' arid interpreting the needs of 

the disadvantaged. 

The poor do not have pressure groups. 

At least they should have skilled counsel at: the bar.
 

Through the years we have attempt to perform this function. 

In the very beginning my agency was created by an Executive 

Order of President Roosevelt. And that was as it should have 

been. 

The rural poor in the thirties did not have lobbyists to 

represent them In ,4ashington. 

So the President represented the rural poor before the
 

committees of Congress.
 



his hape'ned aga:n in L937 t-A er tIe aw was passed that 

us to ,,-e 100 percent loans to tenant farmers v.epayable 

over 40 years8t three percent. irt'erest for the purchase of fa3nis. 

'[hat Law came about beca-ose a Presidentia! Commission served 

as a focal point o.rc.li of the liberal groups that abliored the 

plight -f our tznant farmers. 

The tenant farmers did not corme to ashington to lobby in their 

Own beha lf. 

The same procedure ir taking place today. 

?'I (:he past five years sonhe ama:irwg chan,:es have taken place 

-ou.. ,.Je have been given authority to se,_ve a wider 

band of fami ly farmers including part.-time farnmer and fariers with 

vecy limite d resources. -de have beeo. given nuthoriity to make loars 

to familiss s: the bottom of the economic ladcler for a wide variety 

of purposes iLnc].uding small busjn]esses an;i service trades. For 

example we now -make loans for machine repair shops, for Eishing 

boats, for country stores. 

"Aye have been given -uthority to toke loans fo. housing adapted 

t:o Ce , of eiderly people, for J.arum labor housing, f'or housing 

prn-jects in which low-income fawiLi': build thu houses and we 



fu-rnish the ni terials end the su, er'Jision. 

1..lelave been given authorit' to 'ii~e loans and grants to
 

poor communities that need water and sewer systems.
 

All '.hese, and more, authorities have been given to us. 

And by and large they have Oeen given because we pointed out che 

need. 

Today as thirty years ago, the ipeople at the bottom of the scale 

do not havr lobbyiats in ,'as4hngton. 

There is, today, an awakcning takin'- place among the low-income 

pe-pite in the United States. They have spokesmen today that they 

ia>-.ed even two years ago. 

Perhaps in the future in iuy country the poor will be able to 

exp,"s their needs in a highly audible fashion before Congress. 

But that has not been the case in the past. 

And UnLLi that day comes ! believe that a basic function of 

an n.istitu'ion cornce,.-ed with ru al evelopinent is to represent its 

rua constii'mccy i;. wtatever chambers a hearing iS . ranted. But 

especially in (-ng.-:ssiona chambers. And such an agency must go 



beyond making recommendations for basic legislation. Such an agency
 

must review existing legislation each year and siggest needed
 

modifications. in other words such an agency must make way for
 

tomorrow, such an agency must challengetbe status quo.
 

I also believe that a rural development agency to be successful 

must be staffed with a rather special type of person. 

First of all its members must be for the most part rural people,
 

born and raised in rural areas. There is absolutely no substitution
 

for this. ,Je see today in 4ashington urban people who with all the 

good will in the world try to understand and even prescribe for, 

rural problems. These people are doomed to failure. 

in addition a rural development agency must have a staff that
 

Is well trained. Rural problems are not to be handled by amateurs.
 

And the staff members must have analytical minds and be able to
 

work with people and be interested in people.
 

Moreover such an organization must have both authority and
 

technical skill. 

I cannot overstress this point.
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To have the authority to make loans in rural areas for farm
 

development, for housing, for comnunity development and to lack the
 

technical skill to determine whether or not such projects are
 

economically feasible or to lacl the skill to motivate tlie people
 

concerned is to waste the authority.
 

Conversely to have the technical skill to farm and to build
 

houses and to give instruction in these fields is of little use
 

without the a,-thority that comes when you can provide the credit
 

needed to carry out the projects planned.
 

Too many technicians, lacking the authority, also lack the 

discipline that the authority brings with it, and lacling this 

discipline dream impractical dreams and give impractical advice. 

Equally important, is that a rural. development agency must
 

have its authority properly distributed at various levels. To the
 

maximum degree possible authority should be delegated to the field
 

level, to the office that is in direct contact with the rural people
 

served. To the maximum degree possible the remaining authority
 

should be delegated to the offices that supervise the bottom
 

echelon. And this principle should prevail until the top group
 

has little if any authority in making day to day decisions.
 



I believe that gener.lly speaking in a rural development
 

agency the policy that golerns the agency's activities should be
 

formulated at the nationl level, executed at the field level.
 

Now what we have jist said infers that the field level offices 

will make most of the cecisions. 

How can these of ices be equipped to perform this service? 

By a carefully worked out set of loan making and servicing
 

procedures.
 

de believe i ,at with, of course, the proper training you can 

ploce a man in : .ield level office, give him a proper set of guide

lines and t-en him .oose to help local people solve local problems. 

,4r have tested this theory for 30 years. It is sound.
 

Another governing principle for rural institutions is that they
 

.nust conduc:t their affairs so that the benefits of rural development
 

accrue to the people who were responsible for the development and
 

not to some distant landholder.
 

This also is not. an easy pri.nciple to apply. If a tenant is
 

to improve his land and benefit from the improvement, the lease he
 



holdsto the land must provide for this benefit. 4ritten leases are 

not easy to amend.. Leases in too many cases are oral. 

And overall a rural development agency to g&uge its function
 

and measure its effectiveness must look at the whole community, not
 

Just at a series of projects.
 

olhat matters the success ,of an improved leasing project if the
 

area is being by-passed by the scheme for improved roads?
 

What matters if new homes are built or old homes are improved
 

when markets are dwindling?
 

W Every thing that is attempted in terms of building up farms 

and rural coumunities must be attempted within the framework of 

the entire community. 

This is not to say that any one project should be discontinued 

because one or more sectors of the environment are weak. 

Rather that projects should be devised to raise all related
 

sectors of a community.
 

This does not necessarily mean master planning: though overall 

planning is desirable. It means applying common sense judgment. It 

meaas being aware of all that is going on in a given community. 



Some mistakes should be made, Otherwise the course of action 

1-0.sis ! f..la7c tooo.'..d aotsev:.:ve 

am say'ingt ihst:i that in a gceraI, broad, way, no rural 

d . f er CY1 r CCc;. oi a gv eY pa t11v~ithout bein aware of 

n,-d - 3 ,in.-o or.l dc .ation. - of th aeas h Ii. e a onxha t: 

n~t-. :t. of- he [orls irn the roadl all of Lhe bridgpe, ani all of 

the srea:s to be Forded, 

would s.so like to point out the merits in building rural 
:i~~sL l o". e to' poin dveo;en, u ls 


..
1.- use c capi. firar. ing developmeu Vocu0 ns 1, privo . rai t.. 

al,-; v01" ""l 


~Orie' Cars 11CXw we hv en 4 . to induce DrivatC bPst 

p rC.Yde uL witI the fu-nds we need to help famtily farrners purchase 

ano i nprove fIrrns. 

This principle of funding has now been extended to cover our 

housing progranm, and our community facility programs. 

The system worls in the followin.g manner: Private investors 

make funds available to my agency, Farmers Ifone Ad,the Ministration. 

dkf use the funds. to k.ake ioans, we service the loans i'ncluding the 

Col10et..o, of repayments, a cl we gurantee 'he return to th0 private 

investors of their c;.%itai, with interest., 

This system ha's several points to justify irs adoption. 
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First of all by using private funds we are able to finance 

projects o scale possible with fede.ral funds.,a never 

Second it eIablcs :ocal banks to ,serve their communiies, 

.- tii.'htdeve'iop c;I-t:Irs aT-!s1 proe7ro w:thout taing risks t.at destroy 

them,. For the bans are in no position to provide the supervision 

we .: "hs lixcoon. 

Itird it creates; a public . aeness of what is going on and a 

public support that no purely federi prograM couLId aLpire to. 

Fourth it draws funds out of the cities and -returns this 

capitFal to its point of origin - the countryside. 

Nlow 1with these broad principl.es !3tated, allow me to discuss 

some, of the rmethods tNhat we have fouivd useful in serving rural 

peopie and their cornxmnities. 

First of all we scart o;ut on the theory that we are not alone. 

The:^e are scores of o-i-ganii.zaiions that: ka can work with. 

And most important of all. we have the strongest partner 

imaginable- -the indivLdual or the organization that wants the kind 

of help we can provide. 

And we start with the strength gained from the 1nowledge that we
 

http:principl.es
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provide both authority in terms of funds, and technical skill in 

ter.is of farm and financial wanagement and family counseling 

techniques, 

! will not go into detai!. on the way we supervise our farm loans. 

YoU are fami'iar with supervised farm,credit . You have demonstrated 

its Value, 

Bur let rv tell you ',,-hat happened when our agency began to expand 

it$ services from farm peo-,3le to rur! people as a whole,, 

64hen this expansion tIolc place. what happened to supervision? 

Supervision, in our opinion'. stayed. 

Today in addition to farm oans we make housing loans. 

..th each loan ed in tohousing ,det counseling regard 

the elem.nts of a good house, .he nacessity of planing for expansion, 

the choice of site, .14andscapinr, the merits; of one type of building 

,
aterial versus another, te ca,.-lark of a good floor plan. 

And when the house is unde-. c-.im.:'.ctl.on cur neorle periodically 

check every of hui.d.rj,') ninhc- fhat aremove One to certain fcundations 
isp, . in.," d and mneetsll " Wiring 

properly poured, plumbi.ng is .r,,erv installed, 

local codes. 

http:plumbi.ng
http:hui.d.rj
http:c-.im.:'.ctl.on


Thi i~s supervbioni 

An d thiS .,A: 5upeI v 1. r .i t: li& '.g.I'te d c-!n ab es u F:k iv' S, ho u! 

to Irl'ake a 10U Y?,**r .C Eor tl--e crc:Sa hoirxe befor:elrva i 

the. ~~~.o ~ i~ . ~ ~ ~ ~~J~ -?~ "' of;o ~noccc ~ .S j-:1q-d 

nSv~pJ v u n 0 UL~ iCse a oove)K" rt Ua!eCS FronS 

I-lr s anot.er example. 

lod1ay in addc1Pion to fa-im loans we malte loans for rural 

(r'rf1vity warlier CvsY. 11flvS 

Ahn1e12aders 1.1,a o rura-O. c itycome. to 'J': and tel I S they 

wjan La.I but ~ nWyr builet a~water sy~temn11 9 vo'rvLg 

T'Igo wiv I- thetal S Lei) lowts -c a iji ; road that:- J.eacis LOC)fina.I 

cC) r; 1 .1txon0i1:f rsuc 11 3, I 

We help .hern tesi: ;t-he iraxr.unds.fre 

Oe encourace themn to waoke a survsay 1.1-at will show how many of 

their neighbors would ,upport: a, connminv.y water Systern. 

4! sugzgesc dhn they g a prelininrary plani for their- water 

systei~ frc&i ar engineeor befo're they go to any frh expense, 
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ge review the preliminary plan and advise them as to whether or 

noc. the project is feisible. 

And we continue to work with them in this fashion until the
 

project is complete . And after the project is completed we meet
 

with them once a ycar to review their progress.
 

This is the ".ind of supervision that enables us to make loans
 

for the construc ion of rural warer and waste disposal systems in 

areas where no cther credit source will venture capital. 

Now this supervisory tecihnique did not develop to the point it 

has reached 3day without many years of trial and error. 

It all started witl farm ma-,ageent supervision thlty years ago 

and I franlly admit that when we started out: 

Ne could not make a farm plan. 

.e could not analyze a farm business to determine its strong 

points and its wnak. 

we could not reorganize a farm so as to turn an unsuccessful
 

operation into a successful one.
 

we did not know how to make landowners out of tenants.
 

Hindreds of meetings 6nd thousands of discussions have been held
 

uring the thirty years that have passed since we started to build a 



supervised credit system. Soma of our people have this method so 

deLLy iibued in their system that they practice the fiue art without 

.e=.zing what they are doing. 

Anether or not we can transfer these skills to the youngs-zcers 

t.his. -c.xe joining our staff is a serious problem. But we seem to be 

mai(Lng thc a,-mt;-;on, have 1.n-ser-vice program... WJe Fn training that 
vWo-.es wov,:,ders wit h new emp .oees. 

korwq T have calked about the tr-,-b."ar of our supervisory 

ke'r:irues fm itdividuals ::o groups. 

maz~ Iel" -ou in a 3,it.e more detail about the experience 

we have had in o:.0i r, wit-h .roipz. These notes are significant 

we believe ciause there are certain facilities that farm and other 

ru. ,..peoge r-,.d th can be obta-ied only on . group basis. And 

morcnovew Zhe v-ery formation of grou)s may lead to something signifi-

Cant- J.nIra; i. v-ork. on broad for.ole .n... a basis social, 

ec'mo:LC avl . _Iga i.n 

*-F r1 ,han talk about weel! ue work:Lng with groups are 

pO~f a01, ""up of rural famil.ies in whic ! the faiiies are 

wo!' .g,getherfor a common objective. Such groups cark be formally 

c:cg-,i:d or in:ormaiiy organized° This includes cooperatives, 
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corporatons, village governments, and 'nonprofit associations.
 

7hat do we mean by nonprofit associations? By nonprofit associations
 

we mean a group o ,.people that have formally organized to provide
 

themselves with a needed service and to do so without profit so far
 

as the organization is concerned. This type of organization has
 

p in most parts of the United States,
proved useful in that it is,-


hhe easiest type of organization to form.
 

d4e believe we have picked up so!- rather useful means of
 

motivating these rural groups. Actually these are the same means
 

that we developed with individual farmers back in the days when
 

our work was almost entirely with individual families.
 

First of all we point out the economic benefits. These may be
 

greater than the group had envisioned.
 

Second we show how the members of the group by contributing 

labor and management can make a vital contribution of their own. 

This is of basic importance for we furnish practically all of the 

funds and unless the group can be made to realize that their con

tribution is vital they are apt to feel that the entire undertaling 

is a government project and in so doing withdraw the basic ingredient
 

for success--group effort.
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Third we show how the income that will be produced with the 

loan will be sufficient to repay the loan. This sounds simple until 

you realize that we make loans for 100 percent of the cost of 

developing a project and most people have been taught to believe
 

that a project: cannot earn enough to repay the entire development 

cost.
 

Fourth we use those devises of supervision that I mentioned 

earlier--we work closely with each group, point out what laws they
 

must conform to, indicate the steps they have to take in acquiring
 

engineers, lawyers, or other technical help.
 

If I could take you on a tour of the States I could show you 

many examples of our success in this participation in community 

development effort but without that advantage let me briefly list 

some of the community activities we have played a role in organizing. 

Oe are, for example, working with groups of low-income rural
 

people in the development of self-help housiag projects. In these
 

endeavors a group of from five to ten families who need better housing
 

than they now possess work together to build themselves new homes.
 

They buy the materials on a group basis, thus affecting some savings
 

in material costs, and they share labor in the construction of the
 

homes. In so doing these families are able to cut the cost of a new
 

home by about 30 percent. 



wqe play a role from start to ftnish in each of these projects. 

In the beginning it is our field man that explains to people needing 

new homes how the self-help housing program works. Je lend the 

families the funds they need to buy the building materials. We hire 

a skilled carpenter to train the familia3 in construction techniques 

and provide overall supervision of the project. 

But though our role is a prominent one the members of the group 

make all the final decisions. No step is taken inless they agree to 

take it. When there is a disagreement among the members they reach
 

their decision by voting. The group chooses a chairman from among* 
their membership to conduct their meetings and assume responsibility
 

for taking such steps as are needed to carry out the wishes of the 

group.
 

Another example of group effort is the cooperatives financed by
 

my agency as a part of the war on poverty. he make loans to a wide
 

variet of cooperatives that are formed by,and serve the needs of,
 

low-income rural families. 

Most of these cooperatives provide farm equipment that the 

families need, but as individuals can not afford to purchase. This 

equipment which ranges all the way from tractors to spray rigs to 

mechanized cotton pickers is a prime factor in enabling emall farmers 
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to compete with their larger neighbors.
 

-de have also financed cooperative grain elevators, farm markets,
 

processing plants, and farm supply centers.
 

A third example of group action aided by my staff is the grazing 

associations. The smaller livestock farmers have difficulty in many 

areas in obtaining adequate grazing land. ve encourage groups of 

farrers to organize and bid for large tracts of grazing land when 

such land is placed on the market. de advance the funds for the 

purchase of the grazing tracts and provide technical assistance in 

* 	 helping the groups organize an association that will enable them to 

use the grazing areas on a cooperative basis. 

A fourth example of group action is represented by the rural
 

families that form nonprofit associations and build needed wdter
 

and sewer systems. In several states this activity has now reached
 

a scale where the local people are looking forward to the day when
 

an adequate supply of running water will be available to every rural
 

home.
 

A fifth example is in the field of rental housing for elderly
 

people. Here civic-minded leaders, church groups and others, form
 

nonprofit associations and build housing adapted to the special needs
 



: 	 of senior citizens. In similar fashion rental housing is also
 

being provided for farm laborers.
 

I hope that in this brief discussion of our'work with individuals
 

and rural groups I have not created a picture of the federal
 

government dominating the field of rural community action.
 

In each of these endeavors when I speak of the assistance we
 

provide and the measures we take to motivate individuals 
and groups
 

I am talking about a partnership effort.
 

In the long run we can do nothing to help rural people unless
 

they take the initiative.
 

This is a sensitive process.
 

Perhaps I can indicate the degree to which the rural people we
 

work with assume the leadership role in the various activities we
 

help them initiate and finance, by pointing out that a typical
 

field office of my agency will be serving 150 to 200 families who
 

have individual farming and housing and small business projects and
 

another 20 groups of families engaged in developing water and sewer
 

systems, housing projects, recreation areas, grazing associations
 

and equipment cooperatives. Obviously this axale of activity can
 

only succeed when the people involved carry the Ieadership and the,,
 

S management burder.. 
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In conclusion may I summarize the basic principles ,heat we 

believe fire essential iaL any supervised credit program: 

1. The planning with the applicant of the enterprise to be 

financed with the loan, the making of the loan, the assistance 

in carrying out the plan, the collection of the payments due 

on the loan -ati of these functions should be carried on by 

the same person. 

2. The approval of a loan application should be based on the 

repayment ability of the applicant, not on the amount of 

security that can be offered. 

3. To the extent possible all of the applicant's needs should 

be adequately financed. In stating this principle we recognize 

that appicants that are handicapped by lack of education, poor 

health, and underdeveloped skills cannot utilize all of the 

capital !:hat would be needed to raise their level of living 

to the optimun level.
 

4, Repayments should be scheduled to fall due when income
 

produced with the aid of loan funds becomes available.
 

5j 3orrowers should be so motivated and supervised that the
 

decis;ions made in planning the use of loan funds and carrying
 

out the plans are their decisions.
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In essence these are a rather simple set of principles.
 

But It is our firm belief that a supervised credit system
 

cannot succeed unless each of these principles is observed.
 

They represent a rather marked departure from the older forms
 

of credit systems* More and more, these principles are being
 

adopted in my country by all types of lending institutions.
 

I hope that what I have had to say in indicating what we 

believe to be some of the characteristics of a viable rural 

development agency, ways of extending the supervised credit 

technique to nonfarm loans for rural development, some of the 

devices we use in working with rural groups, and the basic 

principles of supervised credit, has been of interest to you.
 

May our two countries move along together in strengthening 

family farms, strengthening rural communities and alleviating 

rural poverty. -de can take comfort in the progress we have made. 

We can take satisfaoetion in knowing that if we continue to pursue 

these objectives we will be building a secure and prosperous
 

future for all of our peop,Le. A country can not reach the ultimate
 

in development unless all sectors of the country are developed to
 

their full potential.
 

*9 .: 


