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The . ‘rocess of Agricultural hModernization

Wrricultueal kodernization ags used in this paper involves the whole
pro-cog ol developiry production increasing techniques, adapting them
Lo v .rying local situntions and delivering knowledge of them, together
with the necessary imputs, to individual farmers. It also includes
providing the essential governmental, institutional =nd economic infra-~
structure to muke adoption of yield increasing technology by individual
farmers possible, feasible, and profitable. This is a highly complex,
tinie consuming and laborious process as everyone knows who is now or has
beert involved in trying io meve a largely self-sufficient, low producing
traditionsl agriculture to higher levels of productivity in various
developing countries,

‘robubly the most common error made in the past by plenners and
adniristritors in all countries includingz both the so-called developed
and developing countrics was to assune that sgricultural development
1s » rather simple process, that farmers can, if they will, produce
more, simply by the use of animal, human, or green manures and increaser
lmputs of liabor. iXperience has shown the fallacy of this assumption
and tne frogs relating to the nature of agricultural development are
now receiving nore appropriate attention.

It is in the context of this whole modernization process that the
rolc¢ of wredit and other financial servi:es are dealt with in this paper.
Otner financial services are included because the movement of = traditior
al, self-sufficient agriculture to a modernized one usuzlly involves the

snil't.ng ‘rom a largely barter economv to a monetized one. When farmera



D
it 1u oaonew world to mesy of then, involving a whole new set of contacts
¥itn sucn persons as suppliers ol production inputs: add perh-ps credit,
aprents ol the morket mechanism which often include members of the
coverauent bureaucracy, government extension personnel, etc.

il this expanaed monetized world the need for fin-ncinl scrvi:es
in siaition to :redit soon emer:es wWew technolo:y will gener-te s-vings
ror sone rarners, and both the f-rmer and the courtry nre helped if
their s vings nre incorporated in the organized fin-n.i»l system through
qustitutionsl deposits. A better snd safer w-y to tr-nsfer funds thsn
persunal delivery of cash is soon sn apparent need. it is recognized
th7 1 Tily s1tu-tlon varies considerably from country to zountry and
betwe.en re s within a country. Also we know th: ¢ there are ways to
slduestep w.e leed Jor oronder rinsnclal services teumporarily by lssuing
ceealt sud v centing repaymwents in kind, but this can be onty te yporary
LI 2 country is to move to a modernized inteprated economy. Since
siriculture i:s the dominant industry in developing countries, their
winole develo.mwent process will depend largely upon the productivity
of «riculture and tne savings th-t can e tapped from that sector.

I'me inportant point here is that in any discussion of ~red t there
1g need to consider also the atteandant finsntcial services thrt -~re an
Late, r:l part of . sonetized eLOoNoY .

virotne antercest of brevity, the ternm credit serv..ces w.ll be used
nere, out ot should ve understood that the term encomprsses, wnere 2p-
progrinte, the servi-es of deposit, sate keeping, nd transfer of funds,

a5 o wuell s o the exlension or credite.



)\ Basic Assumption
==oy AoSu ——

The discussion that follows is based upon - fund-iental nssumption
that farmers in developing countries, though illiterate in many in-
stances, are generally rational individuals th.t make rational decisions
within the limits of their knowledge and opportunities. This agsunption
is stated here because too frequently it has been assumed thnt the renson
farmers in these countries do not adopt higher yielding or-ctices recom-
mended by well meaning resesrchers snd extension person:iel or use credit
orfered by cooperatives or government hureaucrats is that they are
generally dumb, tradition bound, and satisfied ﬁith their marginal sub-
sistences. Rather than let the matter rest on such an ~sgumption, it
1s suggested that the researchers and government adwinistrators ex:inine
their techuology, credit or other programs from the farmer's point of
view. uxamine the farmer's background of experience, genernl knowledge,
social or fanily préssures, financial position, ete. Jt is likely that
within the context of his circumstances, he h~s mnde a ration=]l decision.
The next step then is to fit the technology, educational, and oper:-ting
procedures to fit the farmer's situ-tion, in the 1.:st analysis, agricult—
urzal modernization depends upon the actions of individual farners,

Their decisions ure crucial,

Place of Uredit Services in Agricultural kiodernization

To arrive at the proper rel-ntionship of :'redit to the total
development process it is helpful to turn to Mosher's clrssitication
OT the requirements for agricultural development.l He lists the fol-
lowing five elements s essential in any locality betore agricultural
production can in:reuse. They are highly coiipldment ry -nd all must be

preselt,

lA. Ts wmosher, uvetting Agricul ture lioving, *redri:h .'reeger ubli:ation,
(New York, w. Y3)




(L) z-.rkets for farm products

(2) + astwtly chong ng production technology

(4: Lozl v .Ll<bility of T ri suwplies .d equipment embodying

trne new techiology
(4) croduction in:entives for f rmers
(5) tir:cisport-tion connecting farme with mrrkets for f~rn products
and outlets for farm eguipment and supplies.
.osher stys that in any locality where these five essenti- ls ~re present
tne acvelor.ent process :nay be stepped up b, any one or iore o!" tne
tollowing rive accelerstors:

(1) cau:stion, including extens.on education of frrumers

(2) prodw:tio.. . redlt

(%) iroup ac:tlorn by farmers (may include cooper-t.ves)

(4) l:uid 1myproveunest and expansion of cultivated -re=a

(5) plina.ng tor agricultural developument
.t 5 aceeptece here that credit, especially ingtitutionnl credit, 1is
not 1 esscntisl or even a prim-ry element in getting incre-~sed pro-
duct.vity st rted but it is -sn accelerator and an important elemens
in sustaining the upward thrust. in any country*s effort to get increas=ad
produ:tivity started as a first step in agricultural moderniz=ation, the
five interrelated essentials must be given the highest priority.

't .5 not the purpose of this paper to dwell upon the tronsfer:bility
or non-tir:iuisierability of various elements of production tech:ology frou
sountry to couatry, the need for adoptive rese=rch, etc. These subjeets
nave probtoly wvcern discusseo at other sessions of this conference. Suffic
it to say, th:t production research with attendant production increasing
technology, though a fundamental requirement, is sterile unless it is
delivered to f rmers together with the imputs of seed, fertiluizers,

pesticiacs, ~nd equipment necess' ry to npply it.
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Dinealoe it Lo vesteful to supply fertilizer and other imputs to farmers
alens taere io also available to them a technology that will mnke their
This incentive of profitability cru be

uge profitable to the farmer.

provided cniy with =n available dependable warket. There h-ve been
wany instonces where extension personnel have put demonstr~tions on
improved seed, fertilizer, »nd

fari.crs' fields involvin.; the use of

vesticides wihen one or more of these essential elenents were not physically

available to faruwers in the locality
:n the enrly development period

have adequate resourcas of their own

at the proper tiie.
there can be found individu=ls who

or with n the family to acnquire the

necasary imoats to carry out higher yielding technology, but 1f 10-
e to
nroved practlces/spread from the innovators to the larger group, m-ny

will h-.ve to obtiia credit in one form or another to obtn:.n the necessary
off farrm imputse

stforts to isolate the contribution that credit makes to o farmer's
productivity have not been very rewarding. In the atterpts reviewed
to date there have been too many unknowns and *too many tenuous assump-
tionse ‘'ne fact remains however th-t as f:rmers move up the produ :tion
ladder tney use in:reasing amounts of credit from one sour:e cr anothers

sourczes of .redit 3ervices

To nid in getting; a brief overview of varlous sources of

cred . t servi-es, the following outline is presented:
I. Institutlonal Sources

4. Government
l. Direct loans
2. Government owned institutions
2., Nationalized banks
b. Government owned corporations

c. Government sponsered and supervised cooper~tives
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hoverent Lastitutions

vapital 1s generally scarce and available only at high cost in

aevelupl:yr countries. ‘Therefore it is necessnry for government to play

41 lmoortent role 1n channeling sufficient amounts to rural areas to sup-
port tnelr agricultural asodernization programs.

Direct overnnent lending is commonly practiced as a means of help-

helping

ing woaker Tarmers adopt mouern practices and /those who have suffered

naturl dissster such as drought or flood to be rehabilit~ted. Becnause

ol hish risk and the close supervision reguirea, this is expensive credit

to ndrinister. 1t is provided at subsidized rates with government ab-

SOTLLng 4 Lrie vart of the cost. This type of credit is an ilmport nt

bLrt ool any country's credit progr-m and is justified largely on human

#elt re considerations. 1t can pe done most satisfactorily by direct

coverne Lo lendingg through an agricultural extension type org:uiization,

nstltutions- government owned, privately owned, or coorver-tive,

it sre expected to be self-supporting snould not be burdened witn

high-risg, aich~cost special credit for tne weaker sections. Any in-

gtitution thot tries to extend both "sort" and "sound" :rcdit is he~ded

tor trousvle pbe::use "soft" credit drives out "sound" credit. hotning

Lo e dhiglng to a sound, self-supporting credit systen: th=an krowledge
Uronyr tne oorrowers that some individuals are receiving rore scrvi -es,

P setulng; credit at lesser cost or are veing given nore tine in which
to rep .y thn others. A1l will demard the most favored treatient nand

Slace sovernsent is involved and thus politics, they =re =pt to get it.
fhat w s intendeu ns o self-supporting institution becores - subsidized,

lorgei; relief institution,
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Phirs 20r. L7 portant, alrect goverarent lending is not enough. The

g Lol o o satry 1s To veSore seif-suffizient. To reach this go~l
its basic institubions must be self-sufficient. Then too, direct
government lending does not provide the other finrncial services re-
quired of - nmeti~ed ecoriomy. Some gavernments have, through orgsn-
i.~tion of :orpor=tions or banks, provided credit service institutions

to rur-l «reas. These nre designed to bpe conducted on business principle
a1a becoue seli-supporting even though they hsve not all accomplished
geli-susficiency in the e:nrly years. The most important element 1n the
success of tnese institutions is well trainedy, capable persomnel. A
comron List ke is to try to expand gervices more rapidly than c=pable
personriel :an be found and trained.

reprosent
Goverm.ent sponsored service cooperqtives,/ another appro~ch to

providing self-supporting institutions. There hrve been sore robust
f-ilures on this front, out they need not discredit the cooperative
fors of orgr.ization. The cooper :tive route is more difficult thmn
gov.rnient ovned orporition anu banks because of the enormous job of
equw:ating wembers snd boards of dire:tors in =addition to tr ‘ning
connetent nonazerents 1% hos been argued that politics pl-ys too big
a part in direct go sernnent lending or government owned banks or
corypor -tionc and the job should pe given to locnl people through coop-
er-tives. kxperience shows that cooperatives too can becoume infested
with politize 2nd that locel politics is of the most vic ous kind.
snere tne -ooperntive route is taken, it must be emphssized that they
should @not sprend Ister than capable persomnel crn ce developed to
nevl e nad supervise them.  Ho institution is any better tn-a the
people wno run it. ‘Taere is no mystic in the cooper: tive or ary form

ot org-nLzation that assures its success.


http:sei'-su.fi

~19-

sredit unions deserve special nention st this point bec-use of
their considerable success in Latin America, They provide a vehicle
Tor mobilizing the savings of the peosple, regardless of how snall,
ad extending credit from this pool of savings for various purposes.
tney re certalnly a beneficial and worthwhile activity where properly
orguiized, managed, and supervised. However they ~re not designea to
direct capital flows from one section of the economy to another =2s are
nation:l credit institutions,.

notner type of government participation in credit extension is
to guirantee loans of certain types fer specified purposes. This -y
be doie throwsh government owned or sponsored institutions or through
privote enternrises.  lts chief purpose is to direct capital resources
to nign priority purposese An evident advantage of this mctivity is
tnat it 15 rel-tively chenp. 1t is effective however only when the
basic credit institutions are present and operating effectively. It
Ls =~ 1l.ter development tocl.

riv-.te astitutions

riv.tely owned commercial banks are, or should be, cap=ble of
providin esscntial credit services to rural areas. WNith the exception
o vl nt:tions devoted to the production of ommer.:ial ‘rops such ns
tew, corfee, bsannnns, ete, agriculture is considered to be a high
risk, hign cost industry to serve. Therefore banks h-ve tended to avoid
tnvolverent in agricultural fin-oncing. Industry =néd tr-de h-ve been
nlgn priorty ttems in their operationse

sone povernments are now pressuring banks to enter rur-l rre- s
Wit couplete rinaricizl services. For exmmple lndia has netionslized
ner ornks and very important stated purpose is to insure that they

extend thelr services to rural areas,.
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It 15 true tnut credit extension to swi:ll fari enterprises 1is
costiier wad riskicer than to large industriel and trade concerns.
1% is to be seen wnether India's buanks can profitably extend their
services to rursl srets. Bbxperience in the early stages hns been
nlxedsy some vanks report gquite successful operations, while others
are 1ot hupyy w:.th early results.

n luwportant fact to remember in regsard to commercial bank services
to ugriculture, whether private or nationalized b nks, is that they
re Key instrunents to effectuzte a country's monet ry policy. Ag-
ricalture 1s ot a5 flexible as trede or manufacture. |t c-nnot be
restricted or expanded so re dily. it is a combinmtion fanily living
ar vusliess enterprise.  Uosts are largely fixed. 1f banks -~re to

serve yrriculture deperidzibly they cannot turn the supply of cred.t on

or oft v will to stimulate or restrain the economy. This :s =n 1mport-
wnt re son whiyy the cooperntive farm credit systen was created in the
United Sttes. Lt hns, over the years, operated largely independently
of nunet:ry policy except as that policy increases or decrenses the
cust 0of toney 1n the market.

lerajor moaut@w:turers and distributers of production imputs ~nd
equipiient .re wmportalt sources of credit for the moverient of production
impnts wid euepnent to farms. 1n countries where the b nk ng system
‘is rel:itively well develoved (either private or public sector) it
fcan_provlde fin ncial backing to these firms. Government may give -
;ﬂSSLSt oy ¢iv.ag sone guaranteevgrotection against unforseen losses
aristr; froi- this sctivity. The element of competition provided by
these firms is an important siimulus to preducing pood timely service

to farmers.
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farner o yaltisted cooperttivez, 1s contrasted with government
tolbiabe couperatives re here clascsified as privazte institutions,
Pt Lo doubtrul thet ANy such cooperatives exist in developing countries
tody, but as developrent proueeds»nnd farmers become more gophisticated,
aff'luent, -ind agiressive, such cooperatives will develop it the political
climate periits., in developed countries they provide hesalthy competition
to otner enterurises and generally set the standards of cost rnd ser-
vice thit others must meet or surpsss to stny in business.

Laxed Ownorship nstitutions

The . i.ed owmership institution is = venicle that govermnent may
A8 Lo Lrtinate credit or other services with the view of grodually
wilhdrawiet, lesviag ownersinip to farmer or other investors. The usual
Dhllern e ror zoveriaent to provide most of the initial cop:rtal with
srovision tur users or others to invests As investments and earnings
necanlate, sovernment reduces 1ts investment, Mixed ownership institutions
nay b oryani-ed on either a cooper-tive or corpornte basis. [t igs
“ommno.aly wsed to initinte cooperatives,

son—rtigstitation:l Suppliers of Credit

Hataoon tae avouns of wmoney lender or other non-institutional
PrIVALe sredlt used in any sountry is very difficult to obt~in, This
Ls 040 res5od Sny most credit reviews and studies made by consultants
o avveloiine ~ountries have to do with institutional credit. Another
fensun of :ovrse 1s that the nost -ountry is more directly involved
drteoanstitut.onsl credite  erhaps nore sttention and study should be
slved to toney lender, merchant, +nd other types of non-institutional
srealt vecanse they nave been and will probably continue to be import-nt

SOWries ol sredit in most countries.
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iae rusillippinoes, alrter some rather saa experience wlith cooper tive
credit, launched the Rural Bank Prograr, which has been o vehi:le for
recruiting private capital into the organized monetary sector. In
india, in at least one district, (West Godvari in Andra 'rr:desh, ) dealer
credit has been an important contributer to expanded fertilizer use.
The volume of credit extended by cooperatives, which are the rost import-
ant source of institutional credit, actually went down from Rs 2.5
million to 26.6 million during the period 1962-63 to 1967-68, while
the amount of nitrogenous and phosphatic fertilizers used per hectare
went up from 32.9 kilograms to 52.4. It is not known just how much of
this increase was financed by rice millers and other private distributers
of imputs but it is general knowledge that they have become much more
active in financing the distribution of fertilizer in th=t districte.
1t 1s also reported that as more fertilizers have been available to
these private enterprisers in recent years, their lending rates or CHPTY~
ing charges have been reduced. This is evidently due to incressing
competition among them to sell fertilizers.

loney lenders have been maligned the world around and for good
cause 1n many respects but despite this they continue to be a very
important source of credit to rural families. They perform o service,
though sometimes at too high a cost, that no institution seerns able to
fulfill.l

instutional credit must be organized, capitalized and supervised
whereas privately held capital is there. The challenge is to invo lve
it in a productive program that will benefit the privite lenders, the
users of the credit and the country's totnl develoyment cifort,

i thece important resour.:es of credit zre recegnized, progrmins
can be evolved that will utilize them to acceler:ite develo:nente 'f'he
experience of the Phillippines and the West Godvari district in India

glves some evidence that this can be done,

lr’erhaps vredit Unions, when properly organized -nd surervised mect their
competition best.
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Vg o+ ld in o lyizsin, any country's agriculturel :red t situ tion
the rollowwiyy juesti.ons are set forth:

le ;3 the production technology in the comnmiry c¢rpable of producinusg
5.onifiennt inere-ses in productiont

2. re the ilnputs essenti-l to apply this techwology re-dily rveil-
“ble to frrmers? Is the movement of these imputs from foctory
to rary ~deju~tely fin-ncied?

2. 15 there effective demand for the surplus producze?

4+ 're mrrkets reesdily accessable to frrmers -nd is the movement
of the produce to consumer outlets adequately finrnced?

5. 15 pri:c pelicy such that farmers hove re-son~ble inducerient
to ndont more productive practices and repay lorns?

b. Doea tne country's credit service institutions provide ~dejuste,
tinely -nd convenient seasonal credit for production inputs
wnd is this credit repaid promptly from production?

7. ors the country's credit scrvice institutions provide adeqju=te
medium and long term developmental credit for such purposes as
lend developnent, equipment, etc? Is this credit rep-id -~ccord-
ing to plan?

te Jo tne credit service institutions provide s~fe =and :onvenient
deposit service for frrmers and are these deposits put to
work in the development process?

9« Are credits and drawings re~dily transferable up ~nd dow: the
sunply and marketing lines =nd from supplier and m-rketer to
and rromn foirmers?

10. ives the whole process integrate agricultur-l development with
the country's total development program?

1l. .1 where -re two or more institutions involved ~re their operations
oo plementnry and beneficially competitive under policy ~nd

guidelineg estwblished by government? i
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-f tae answers to all of these questions ~re posit:ve the country
zan feel scuoure in this phase of its development ettort. It is
williely v -ny developing country cian »nswer all of these nuestions
positivel; today but they present a target which mry help give direction

to future efforts.



