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Th. 'roc,!ss o I- Agri(:ultural Iodernization 

"/;,ri.'J,:Ltt~r:l P',odernization as used in tkhis paiper involves the wholc 

pro .;w ol' (,'wvelopirLg production increasing technirjues, adapting them 

to v rying Io,:,fi situ.ttions arid delivering knowledge of them, together 

with the necessary imputs, to individual farmers. it also includes 

providing the essential governmental, institutional Rnd economic infra­

structure to make ridoption of yield increasing technology by individual 

farmers poss.Lble, feasible, and profitable. This is a highly complex, 

time consuming and laborious process as everyone knows who is now or has 

oeen involved in trying to move a largely self-su'ficient, low producing 

trtiditional agriculture tc higher levels of productivity in various 

developing countries. 

:'robably the most common error made in the past by p].auners 9end 

adj:,iristr.1tors in all countries including both the so-uqlled developed 

and leveloping countries was to assume that agricultural development 

is ;,.rather sImple process, that farmers can, if they will, produce 

morcsimply by the use of animal, human, or green manures and increase 

ilputs of Iwbor. Experience has shown the fallacy of this assumption 

rnd tri(e 'f:ots relating to the nature of agricultural development are 

now receiving more appropriate attention. 

It is in the context of this whole modernization process that the 

roic; of iredit and other financial services are dealt with in this paper, 

Otner financial servi(,es -re included because the movement of a traditior 

al, self-sufficient agriculture to a modernized one usu31y involves the 

sriCr L'o:, a lr elv barter economv to a mon.ti.P.d nnp- dh~n rmrcl 
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it i,; :t ;w world to ir...uy of thei. involving a whole new set of c-ontacts 

vitnx su:m-:i persons as suppliers of production Inputs; and perh:-ps ,;redit, 

!j'C('.rLtbS of tne m'?.rket mechanism whirn often in :lude mrembers of the
 

UVfI'.IOcf2:J.t inre:uracy, goverrnent extension personnel, etc.
 

in this expariued monetized world the need for fin-ncinl servi--es 

in ;j;u,,itLon LO -r.edit soon emer:es iiew technolo.,\T will gener-Le s"vings 

for sone fariers, ;ud both the f-rmer and the country fire helped if 

their s,,vings are incorporated in the orgnmized fin-,ni.,l system through 

,nosL-tutioril deposits. A better cand safer w'y to tr-nsfer fuhnds thrn 

pef- )nal delivery of c;ash is soon :,n apparent need. it is recognized 

tn t r,;r±:; ;itu-tion varies consideraoly from country to 0ountry and 

oetw;,en S'ts witnin a country. Also we know th 6 there are w'-ys to
 

uidt-,cte tt.. ieed Cor oroa.der fin'.ncial services ter lpor-rily by issuing 

,; -,t.,.d !t :citin,; repayments in k ,nd, but this can be onj.y te. ;Orary 

Lf .. ,olintry is to move to a modernized integrated eonomy. Since 

gri .'nltu'c -s the dominant industry in developing countries, their 

wriole dcveloment orocess will depend largely upon the productivity 

of t,-;riculturo and tne savings th'-t can le tapped from that sector. 

T:h ie..portAnt point here is thvt in w.ny discussion of .-red t there 

is ,cu tu coiisider also the attendant finan,;ial services thrt -re an 

L to,. ,. ' ;Irt of .. :i.onetized e.;onomy. 

t:1 e ±::tercst of orevity, the teri. creuit serv..:es w~il be used 

ic_., ow;t t siouid u2 widerstood that the term encomp'-sses, where ap­

'ro'i;.L,,, t!, survi es of deposit, safe keeping, -and transfer of funds, 

'ts .''ii :s~i thc exteiasion of credit. 
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A.Basic Assumption
 

The discussion th!ft follows is based upon i. fuimd':.ental ::ssixiiption 
that farmers in developing countries, though illiterate in mreny in­
stances, are generally rational individuals that make rational decisions
 
within the limits of their knowledge and opportunities. This as3uinption
 

is stated here because too frequently it has been assumed th'it 
tne re ison
 
farmers in these countries do not adopt higher yielding pr,ctices recom­
mended by well meaning researchers and extension person-..el or use 
credit
 
offered by cooperatives 
or government bureaucrats is th'it 
they are
 
generally dumb, tridition bound, -id satisfied with their marg:nal sub­
sistence.. 
 Rather than let the matter rest on such nn 
'ssumption, it
 
is suggested that the researchers and governmernt administrators ex!irine
 
their technology, credit or other programs from the farier's point of
 
view. 
 xaminne the farner's background of experience, general knowledge,
 
social 
or faniily pressures, financial position, etc. 
 It is likely that
 
within the context of his circumstances, he has made a rational decision.
 

Tfe next step then is to 
fit the technology, educational, and orer.-ting

procedures to fit the farmer's situation. 
in the l.-st -nalysis, agricult­
ural modernization depends upon the actions of individual farmers.
 

Their decisions are crucial.
 

Place of 
redit Services in Agricultural odernization
 

To arrive at the proper rel.°tionsh p of !redit to 
the total 
development process it is helpful to turn to lviosher's clrssif'j.;,tion
 

of tne 
requirements for agricultural development.' 
 He lists the fol­
lowing five elei,.ents us essential in an-y locality before agricltural 

roduction cain in .re--ise. They are highly coijpliment' ry n...d alL must be 

present. 

1A. T. i,osncr, Getting Agriculture .:ovingp.?redri,,h .'rieger 'ubliation,
(Now ,rk, i . Y,) 
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() 	 :..rk(1t, for f.rr:, produ ts 

(2) ,ist ntiy cn:.ng ug product±on technology 

(5, Lu.:, .v .±'.bility of f rr, su! plies A d equipment embodying 

trie now' te-h.iology 

(4) 	r;tro!lu, tion in.enitives for f r-,lers 

f-rme with mr.rkets for frr.t products(5) 	trnLsjport-tion connecting 

and outlets for f.arm equipment 'nd supplies. 

- 1tny locality where these five essenti, Is -re presentosher s':ys th'it in

tre uovelor :,eut prooess :i-ay be stepped up by any one or 7ore o ' tihe 

folloriiij five i rcelertors: 

(i) cu2!- tionl, including extens-_on eduction of f-'rjiers 

(2) produ,.tio, ;redit 

(3) group .,itLonby f£trmers (m-ay include cooper-t.-ves) 

(4) l'jId 1, ,:rovemiie,;% and expansion of cultivn.ted -req, 

(5) p1 n,;..ng for agricultura] development 

At -C.c,:eotcu here thsit -redit, especially institutionil credit, is 

riot 'ii. essentid.l or even ,iprim-'ry element in getting injre',sed pro­

and an elementst rted but it is -inacrcelerntor importantduct-vity 

in any country's effort to get increased
in sustaining the upward thrust. 


a first step in agricultural moderniz-tion, the
produtiVLty started as 


five interrelated essentials must be given the highest priority.
 

purpose of this paper to dwell upon the tr-insfer.bility
t i.s not t.Le 


or non-tr:t.:sferab±lity of various elements of production tecnology 
fro. 

the need for adoptive rese;-rch, etc. These subjeets:-ouritry to ,ouaitry, 

this 2onference. Suffic, 
nave prob':oiy wcen discussea at other sessions of 

say, th;.t production research with attendant production increasingit to 

fundamental requlrement, is sterile Unless it istechnology, tnough a 

f:ri,.ers together with the imputs of seed, fertilizers,ielivered to 


apply it.
pestirLcs, ;-rd equipment necess ry to 
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i,1ir:Th1,'2' it 1.2 ,sueful to supply fertilizer ,,nd other imputos to ~trners 

,iji(:22 t qcrc i., also available to them a technology that will 1nke their 

profit,.ble -to tne f.arer. This incentive of profitability c x beus,,-

provvied cnly with '-t available dependable ri3rket. There h-ve been 

, riV jnst..u'es where extension personnel have put demonstr'tions on 

fari.crs' fields involvin,< the use of 	 improved seed, fertilizer, .!nd 

essential elei.ents were not physicallyDCst~i:id2. wiien one or more of these 

the proper timtie.available to farm.ers in the locality at 

n thc early development period there can be found individuals who 

hy, aoequatc resources of their own or with n the family to acquire the 

nec,'Sary imrits to :;-rry out higher yielding technology, but if i::.­
, 1U to 

prove. practices/spread from the innovators to the larger group, m-ny 

w.ll hivc to obtain credit in one form or another to obt._n the necessary 

off f-,rn imputs. 

iLfforts to isolate the contribution that credit makes to a farmer's 

productivity ha.ve not been very rewarding. in the attei-ipts reviewed 

to date tnere have been too many unknowns and too many tenuous assump­

tions. The fact remains however that as f!,rmers move up the prodution 

credit from one sour.e cr another.lidder tiey use in.:reasing anounts of 

oources of ;redit Services
 

To ai id in getting a brief overview of various sources of 

crd t servi es, tne following outline is presented: 

I. Institutional Sources
 

'. Government
 

1. Direct loans 

2. Government owned institutions
 

a. Nationalized banks 

b. Government owned corporations 

Government sponsered and supervised cooper-itives
c. 




S

..... 


!.%jor m--nuacturers and distributors of production impute 

and equipment 

3. 	F!,rner initiated cooperatives 

C. 	 .ixed ownership institutions (these may involve any one or
 

combinations of the above government or private institutions)/
 

ii. 	i'.on-institutional suppliers of credit
 

A. 	Local retailers of production impute and equipment
 

B. 	Local traders in agricultural products
 

G. 	Local money lenders
 

D. Family memnbers 

it is not intended that all possible sources of credit be included 

ill this outline, but it is believed that the most common ones are. Any
 

such outline ,s this involves some arbitrary decisions. It may, for
 

exr:, ple, 'be ,.rgiued that local merchan';s and traders -)re nstitutional
 

in Inature under a common usage of the term. They are classed as non­

institutional here because they are generally not organized in any
 

forjwtl majimer. They may have their trade association but these do not
 

place legil or forj:ial restrictions on their operations. Unlike major
 

imnufa,.:turers 'uid distributors of production impute and equipment who 

operftte country-wide or over large areas, local merchants and traders 

operate only in their own communities. 

lnstitutional ,jredit Services 

Of'major .oncern in most countries is the development of -.n effective, 

source or sourc.es of institutional credit services. it is through a 

.fgnatio11al .1:LStitutional framework of ;redit services th!it the 0enefits 

of 	 mo a agricultural, produtivity are:ireflected in the tot tl 

.
dvclOpment 	 They+I o ef:fort. provide ,'n essentirl inkage between the 

Sr. . id .... 4 > 	 J.alsec.o... 

http:sourc.es


; t jt t"e p w "iu -I ~ l n' 0 l' -T , ofio 

it must be treaited ~~a ntegrrnl P-rt-of tilt tot ii
r~1'~r: is jolrition; 

I.:owI t~ry dcvcio p:iertt effort. 

of credit servi,.e , nstitutions5 rre productsThe torih, and protcedures 

of a country's political ideology, economic circustpX1ce, 
cultural
 

herit'-.:;e, and social organizationl. Of special signific!:nce in -Igri­

no neea for a lnnd devel­culture is the I nd tenure system. There is 


property rights, individually

opwent bank, for examplq, where there are no 


The amount of precautions needed to saf'eguard
 
02 


or colle:-tively in lanmd. 


country.

loans are dependent upont the peoples' attitude townrd debt. 

dedicated to thle, somretimes called, "middle road,"1 is likely to strive 

a coopertitive basi.s. There is no form
for instituti~ons organized onl 


,.>,° ,:,......-::: .....-.: : >. -:..:: : . : . . . ... ...-.. . .>4'.. .-: r,- ,. .-...... , ..:... ..- .:... .. ::..... >., :v .:, : ;::i ? 
. -

" 
7 : : ?, 4,4?{ ,i, :" > :of organization, control- or method,:'" 

of" 
:°> 
operation

'> ':W o' .;% 
that 

" . 
is best 

:: 
for 

: 
all 

: v : 
, : > . ? 'k'4 '' ,2 i¢ :) I:: :'> .'.-?;"<: & '% :v 

colantries. "is agricultural techmnology must be adapted because of soil,~
 

"f4..reasonst credit service institutions must be ' 
4.
climr,tic and ecological -' 

4 
V 

adaptea because of socio-economhic and politica~l rernsofs.
 

Too frequently credit discussions and considerations center 
only
 

on !-ettin'g jredit services to the farmer and the crucirtl task of
 

are by-pa ssed. Whenf inarncintr tile supply and marketing functions 

developing structures' to control water flows, engineers st':rt qt the
 

it moves down 'the slope. Likewise with agricul­source and control it as 


tural credit services it is essential that the credit services ,finance
 

thle movei~ent of the essential imputs from factory or port to the 
farmer,
 

then out to his la-nd and the produce (that 'portion not required by
 

frumi]y) must then be financed through the marketing mechanism 
to'
 

tnoe 


the reta-il or government outlets for consumers.
 



JO(: !u,fstitutions
 

'>pit'il is generally scar,:e and available only it high cost in
 
(ieveIupi:.p, countries. 
 Therefore it is necess-.ry for government to play 

;1,1 iIurt:.it rule ii chanmeling sufficient amounts to rural areas to sup­
porL trieir agriuitural ;odernization prograi:s.
 

:)Lrect overnmient lending is commonly 
 practiced as a means of help­
ing w.'aer farmers adopt wooern pra;ti ,es helpingand/those who hnve suffered
 
n',itur I dis-ster such as drought or flood 
to be rehabilit-ted. Bec-iuse 
of hi,,n risk rnqd the close supervision requireu, this is expensive credit 
to rdiniote&-. it is provided at subsidized rates with government ab­
::orbi i1r;e­ o-.rt of the cost. This type of credit is In import-nt 
r.rt of--ny -oultry's ,-redit progr.im and is justified l-rgely on human
 
wetf r'e corisider'ttions. 
 it 
can be done most satisfactorily by direct
 
*"vu2:,c Ulendiaig through n agricultural extension type orgaulization.
 

!istitutioas- governxent owned, privately owned, or cooler-tive,
 
1 :irt 
:,rr ,xpe,.td to be self-supporting snould not be burdened witn
 
hfig3i-risxc, -iii;i- cost special 
credit for tne weaker sections. Any in-

Utitullton 
 tiit tries to extend both and"soft" "sound" -r(.dit is hedea
 
Cur truu.uLe oe:.':use 
 "soft" credit drives out "sound" credit. hotning
 
Li iV'u: d'.,i-±:4g to 
 ri sound, self-supporting credit system than knowledge 
oao LLei borrowers that some individuals are receiving ore servi es,
 

:'&:, ti~r; rcrdit at lesser cost or are 
 oeing given more time in which 
tu rep y ti-an others. All will demarnd the most favored treatment rmd 
sin-e:',overwuient is. involved -nd thus politics, they - re ,.pt to get it. 
.'Th'at w s intendeu as a self-supporting institution becomes subsidized,-
I'rger,. relief institution.
 

http:progr.im
http:iIurt:.it
http:necess-.ry
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PJ/J ,.w. ,:';port.t, 'iirect gOVerrent lending is not enou:h. ' 

,,I ,, "./ ;o otry i:- 'to oeco::.e sei'-su.fi, ient. To reach th s goil 

Then too, directmust be self-sufficient.itc b-sic instituitions 

government lending does not provide the other 
finpnlinl servi-es re-


Some governments have, through org-n­
:uircd of ' rneti-:ed economy. 

iftioLn of .orpor'-tions or banks, provided credit service 
institutions
 

-'re designed to be conducted 	 on business principle 
to rur',l " re;.s. These 

they h ,ve not all accomplishedevena9ia becoue sell'-support ing though 
the e.,rly years. The most important elei:,ent in thesel £-3ifi,ienlcy in 

capable personnel. A
 
success of triese institutions is well trained, 


' b !-
expand services more rapidly 	 tnan o'p

con:,on i:ist Jke is to try to 

:-iii be found and trained.persoriel 
reprosent
 

(ovcrrL.:ert sponsored service cooperatives J another approoch to 

robustThere h~ve been so:re 
providin; self-supporting institutions. 

on this front, out they need 	not discredit 
the cooperative


f-.iiures 


difficult thIn
 
fur.n of org:,:1ization. The cooperitive route is more 

banks, because of the enormous job of 
gov.:rrui.erit ovned orporation anu 

ecuu:n ting m,:ibers ,ind boards of directors in addition to tr Ling 

pl ys too big
it h's been argued that politics

coi. etent ,,'ia;rei!.ent. 


owned b:u-ks or
 
a p:-ct iii direct gorerrulent lending or goverrument 


oe given to loc,.l people through coop-

Coi' t Lnrd the job should 


becor:e infested
shows that cooperatives too can 
e.- tive:;. i!xperience 


is of the most vic'ou,i kind.
politic.swith poiitic;. -anid th'-t locrtl 

,fnece tre ooper:itive route is taken, it must be emph.sized 
thqt they 

f:ot upre-d f ister than capable personnel c(-n ce developed to 
shio'Id 

I,:cWe ,od supervise them. Ao institution is any better tn-- the 

L.ere mystic in cooper' tive or :iryform 
people .'1o run it. is 	 no the 


its success.
01 of'[r'tton ti-t assures 

http:sei'-su.fi


Credit Lu~ions deserve speciril iention at this point bec-use of
 

their considerable success in Latin America. 
They provide a vehicle
 

for mobilizing the savings of the people, regardless of how small,
 

and extending credit from this pool of savings for various purposes.
 

'ney -re certainly a beneficial and worthwhile activity where properly
 

org-iizea, ,nanaged, and supervised. However they r.re not designed to
 

direc:t capital flows from one section of the economy to 
another .s are 

rilti-ui:.l c.redit institutions. 

',notxecr type of government participation in credit extension is
 

to g, trantee lo~as of certain types fcr specified purposes. This -:.y 

oe 
dije throu rh govermient ovned or sponsored institutions or through 

privote enterprises. Its chief purpose is to direct cnpitnl resources 

to iiign priority purposes. An evident advantage of this activity is 

tvnit it j:3 relotively chenp. it is effective however oniy when the 

basic credit institutions are present and operating effectively. It
 

.is .ter developr:nent tool. 

r1_v'.(: ;lstitutons 

rjA'LTely: owned commercial banks are, or should be, cap-ble of
 

provi-din,- essential 2-redit services to 
rural areas. With the exception
 

p1,i. t:tonJ devoted to the production of ommer.-ial -rops such i~s
 

te;,, coffee, bninas, etc, agriculture is considered to 
be a high
 

ri.jK, ,i-n serve.
cost industry to Therefore banks hr,'ve tended to avoid
 

.lnvvlvemert in agricultural fin-ncing. 
Industry and tr'de h-ve been 

i;i i pri.ortl L-tems inf their operaitions. 

;o:e govurnments are now pressuring braks to 
enter rur-l ;-re, s
 

't, Coj.pltete L'inuici-l For India hasservices. example nrtion.lized 

ner oranks :rod very important stated purpose is to insure that they 

extend their services to rural areas*
 



It is true tn'it '.reuit extension to smw:il fari enterprises is
 

-ot;ler l:d risicUV thn to lirge industrial and trpde concerns.
 

it io to be ,-een whether india's banks can profitably extend their
 

-ervicesra.ril Experience in the early stages h:s been
to i re',s. 


ixed; so.Le oanks report quite successful operations, while others
 

are :ot hi-.ply w:.th early results.
 

.xi i:iport-.nt fact to remember in rega.rd to commercial bank services 

to '.ricUdture, whether private or nationalized b'-nks, is that they 

a-rc key inistramnents to effectuate a country's monet ry policy. hg­

ri Ltu~rc is cot as fle.<ible as tro-de or manufacture. it c-nriot be 

restricted or expanded so re dily. it is a combin-tion f,3nily living 

ar.o ousinless enterprise. _osts are lsrgely fixed. If bnnks -ore to 

serve tirricuLture dependably they canno turn the supply of cred:.t on 

or off iL will to stimulate or restrain the economy. This is -,n 1!rport­

A;lt c so:.i wur! the cooperative farm credit system was created il the 

United :;t',.es. it h.s, over the years, operited largely independently 

of i.unet!r, / policy except as that policy increases or decreses the 

':os ; oi !:'on/ in the maret. 

Lxajor m ,iu.-th.turers and disLributers of production imputs Pnd 

e JULp;;LLpt ,re important sources of _redit for the movei.ient of -roduction 

inputs :,did e'4iupment to farms. in countries where the b nk ng system 

,is rel~tively weil developed (either private or public sector) it 

cazi provide fin ncial backing to these firms. Government irsy give an 
of
 

aIssLSt oy giv 11g some gu,.rantee/protection against unforseen losses 

,ar.LLm. frol, this rictivity. The element of co!'petition provided by 

these fi.ms is ui imiiportant stimulus to producing jgood timely service 

to farmers. 

http:i:iport-.nt
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2r',.r,.... ,ti.t - ':ooper'..iivez, s contrasted with government
 
SitJ.L,:,I "oupe~twve 're
: here clas:;_fied -s privte institutions. 

it [.; doUA;tfu.l th'-t mrny such cooperatives exist in developing countries 
tciY, Ont :is develop[ment proceeds .nid farmers beco: e more sophisticated, 

afilueut, 'd agirressive, such cooperatives will develop if the political 
'limate perifits. .;in developed countries they provide herlthy competition 
to otrer enterprise s aid generally set the stnd rds of cost :,nd ser­
vi(ce thit otners mu - t meet or surpa-ss to st: y in business.
 

.xr (eaJr,':r:- 1 ].-.,titutions
 

Nie ,i...ed ovner.31nip institution is veniclea that goverrunent 11iay 
tuto, i t..;tt, credit or other services with the view of gr:.duqlly
 

wi I !r..,iA. .
le-.ving ownership to farmer otheror investors. The usual 

i .1: for ,ovurjeiit to provide most theof initial c'pita.l with 
*,r'oxr ioll I. :.!ers or others to invest. As investments and earnings 

,:ul atL, ,ovorri-went redaces its investment. Miixed ownership institutions 
may 1.: or; .ni :,(j on eithe.zr a cooper-tive or corporate basis. It is
 
:ommu.ilyf 
 id to ir-itir-te cooperatives.
 

________ns LIL;4iorvlJuppi 
ers of Credit
 

o;n tne :,,oun;, of money lender 
or other non-institutional 
rriv.,to :'ct u;eo Ln ,)ny country is very difficult to obt:rin, This
 
i:- u:., r,..o,, .';jy most 
credit reviews and studies made by consultrants
 
to ayveio:,'ia, 'ortries 
 have to do with institutional credit. Another
 
'eac():i of oroc is th,-.- the host ..ointry is :more 
 directly involved 

•it: ,:wtLtt.. on credit. :'erhaps more attention and study should be 
.'.-: to :,on.,, lenoer, merchant, ,rId other typus of non-institutional 
:real 1, becuuo, . Uhey nrive been and will probably continue to be import,nt 

.- o~U.cos 01 '.rU..t ini most countries. 

http:eithe.zr


-Lie il-i i ±pp ines, aiTer some rather sac experience with cooper tive 

credit, launched the Rural Bank Program, which has been a vehide for
 

recruiting private capital into the organized monetary sector. 
in
 

India, in at least one district, (West Godvari in Andra Prdesh,) dealer
 

credit has been an important contributer to expanded fertilizer use.
 

The volume of credit extended by cooperatives, which are the ost import­

ant source of institutional credit, actually went down from Rs 32.5
 

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 tht district.
 

it is also reported that as more fertilizers have been avilable to
 

these private enterprisers in recent years, their lending rates or 
coaxy­

ing charges have been reduced. This is evidently due to increasing
 

comp-etition among them to sell fertilizers.
 

voney lenders have been maligned the world around and for good
 

cause 
in many respects but despite this they continue to be a very
 

important source of credit to rural families. They perform a service, 

though sometimes at too high a cost, that no institution seens able to 

fulfill. 1 

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 privte lenders, the
 

users of the credit and the country's total development el'fort.
 

jf these important resour es of credit are recognized, progrms 

can be evolved that will utilize them to accelerntc developi;out, The 

experience of the Phillippines and the West Godvari district in India 

gives some evidence that this c:3n be done,
 

lPerhaps redit Unions, when properly organized and supervisei meet their 
competition best. 



,Teneral (,onsider,,.tions
 

The 'uestj ons relating to the best methods of extending the three
 

basic types of credit to farmers: short tern' production credit, medium,,
 

terii credit for capit'.il purposes '-id long tern lana purchase or develop­

one
menx!.c(redit will be discussed only briefly because there is no 


best ]iethod. it is generally ngreed that it is best if farmers 0,n Ue 

provided "one-stop" credit service. He should not be required to go 

to 'two or three different places to get proper financing. On the other 

haind there irc somie important differences between the techniques of 

exteniding, th-se different types of Credit and rlso somje fundaniert-l 

Sdiiren~es in the caital requ:.rements. 

iLngteri l!-ind purchase and development credit requires the use 

of ',.pilal for long periods, (15 to 20 or more years) -Ind the avpil­

.bility of this kind of capital is different than short-term c-pitil. 

dhere money iir-rkets are established the costs of short vs long torm 

capita. ;,ce oizen Iuite different. Their relative costs v, ry Wi h, 
,.o 	 t e4o l . ,.. . 

the 	changing euonomic conditions in the country -nd the world. I-v 6, 

veloping an willa i., country without organized money irn-rket be affe:ted 

by tne word iirket if it is obtaining cap..tal fromi- outside sources. 

Thef. tne £iorralities re,,.uired for making a long term ol,id i.ortgr.ge 

lou. rc2 'usu:,lly imore formidable th~'n for shott term loins. However, 

oncc ~ a long term lora remains outst nding with only pradent 

supe'V iuion .re uired frol:year to year. v 

'hort teri: se:sonal loans -re the leading edge of -redit to 

,, 	fartcrs. If trouble emerges it shows up first in the so, son-l finrncing 

Sope-,. on. 'Phose loans are made with less forin lity but usu-jlly h-ve 

to oe ude ,e.et a,year. Thus capital turnover ute r'pid;,.t once is 

,u .the Voli.. eanbe an annual basis if necess'try..-	 adjusted'on 

http:ortgr.ge
http:capit'.il


ii~ed iui! totir oi,: ' . atiod bt~e~te liv~ud 311tmd zi nii 

ii u.1. trsu tyYPe' of iI98m iimy be made by a s ingie ib:eitUtion 

but its activities would have to be organiz., in a
 

manner th:tt recognizes thesedifferences. 
if this is done the objective
 

of "one-stop" service is achieved.
 

,
Long term mortgage loans are often made by 
- single institution 

with short ,ind mediun term loans made by another. This procedure sim­

pliL ies the technical and management aspects of credit extension but 
require.- close coo'peration between the two institutions if "one-stop" 

o3erv.Le is ,ciiieved. Joint or adjacent offices would achieve this best. 

An agency rel-tionship between the two iAntitutions might be used but 

thi wbuld (,aoe:plic,-te the management factor because employees would 

have to oe trained in at least some aspects of all three types of credit. 

e rea.'grin, the 'best answer is dictated by the country's current 

situ.tion. Neither appro.ich is adequately superior to warrant anve.jor 

ovprv:ul of ar existing system. 

Anotner 'iluestion facing developing countries is whether to -out 

:il of %heirresources in a single institution to serve agricultur.e or 

to use amulti--Lgency approach (within limits, of course). An important 

fact to rcuieiiiber in this connection is that monopoly is rin opi,te. 

which induces uiwarrtnted complacency qnd lethargy with result'nt poor 

servi :e to f rrmers. 
. K1•
 

ifn m11 a ecotioiiies ,,here both priv',.te .nd public sec.tor institu ions 

co-oxist, dual or multi-agency approa.ch can provide a he!althy 

competitive situation thit will produce more aggressive service to 

£'~ii , :.id apri-business enterprisers. To avoid wasteful md destructive 

oipet;tiv s ,,,ti n there should be F fraiework of policy delineating 

-.1IJo . ,ore!oof responsibiiity rnd guidelines for rtes iid teis of
 

ioa s o he institutions involved. 
 16-4 
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u - i ii in -n lyizin, any (ountry's al.rit:ulturnl red t situ. tion 

the follo.L:.,, ltS ,ono are set forth: 

1. 	 ; the production techn-oligy in the ;oiui--,.ry cp;fible of produci:v< 

s;$Iifi8't inI ' SeS in produ::tion':' 

2. 	 ,:'e tnio iL;puts essenti-l to avply this tech-iology readily :vail­

'bie to f'..rmers? Is the miovement of these imputs fro.- fn tory 

to f:tri- -dequ-tely fin-,ncied? 

;. 8; thimro effective demand for the surplus produce? 

.. 	 .rc.mrkets re-dily accessable to frrmers '-nd is the -ovement
 

of the produce to consumer outlets adequately finnced?
 

5. 	 is pri :u poli,.y such that farmers h-,ve reson'ble inducerent
 

to ridopt more productive practices and repay lo-,ns?
 

6. 	 Doe-s tn country's credit service institutions provide r-de'{ute,
 

timely ::nd convenient seasonal credit for production i:puts 

*.xd is this credit repaid promptly froi: production? 

7. 	 i)oes the country's credit service institutions provide .dequc-te
 

m.dium .nd long ternm developmental credit for such purposes .-s
 

l.and dcvelopi:ient, equipment, etc? Is this credit repoid -ccord­

irng to plqn'?
 

*;. )o te .redit service institutions provide s-fe .otnd .onvenient
 

deposit service for f!rriers and are these deposits put to
 

work in the development process?
 

9. 	 Arc credits qnd drawings re-dily transfernble up and down the
 

suply and marketing lines Pnd from supplier and mrrketer to 

arit from-. fr.rmers? 

10. 	 i);es the whole process integrate agrioulturl development with 

tr-e 	coantry's total development program?
 

ii. 	 -f zricre 'ie two or more institutions involved nre their operations
 

coT)!eicnt',ry and beneficially competitive under policy -nd
 

gidelines estiblished by government? i­

http:oiui--,.ry
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f te iaswers to all of these questions 'mre positive the cotuitry 

'-l feel suu-ure i., this phase of its development effort. It is 

:li.'ly tri - -my developing .-ountry cuna "nswer R11 of these questions 

posLtivel, today but they present a target which m.way help give direction
 

to future efforts.
 


