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"4During the 1960's aid agencies channelled ovcr one billion dollars to agricultural crcdit systems7 inLatin Ameieca. This plus local funds boosted the real value of rural credit by 12 percent per 
year. Anumber of assumptions underlying post credit policy are critically examined. It isargiied 
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orbitant rates of interest; (B) most traditional was approximately the amount of farm credit
 

S. Lake States of Michigan,in force in the U. 
farmers need special inducement to use highly 

Wisconsin, and Minnesota at the close of 1967 
Productive inputs for which credit is necessary; 

low interest rates are further justified as an [57].
(c, Even with this sharp increase in availability 

transfer mechanism and/or to offset
income of credit, institutional funds in almost all coun

adversely affects
fiscal or pricing policy that 

tries have not covered total loan requests, and 
farmers. 

in rural in this sense agricultural credit is .clearly still 
(3) Little savings capacity exists 

short. Since rather low rates of interest are often 
areas, and marginal propensities to save are 

loans, it is unclear whether 
low. Almost all funds for credit, therefore, must charged on these 

rates of interest closer to the marginal efficiency
 
come from outside the agricultural sector, demand.
 

Given the emphasis placed on agricultural of capital would still result in excess 


credit progam5, it is disturbing to find very Comparative data
 

littie evidence to confirm these vital policy as-
the relative availability of


Some evidence onques-
sumptions. Several of these assertions are 

credit in Latin America is shown by comparing
 
alternative suppositions should credit
tionable, and value of institutional agricultural 

be seriously explored. Unfortunately, with the the 
value of agricultural output (GDP). 

-:escarch on credit in with the 
existing lack of economic 

for these values are presented in the
Ratios 

Latin America, a discussion of this subject must 
Appendix (column 4). For comparison purposes, 

be more suggestive than conclusive. 

several similar ratics for the United States and
 

may be useful. In the United States,Agricultural Credlit Shortage? Taiwan 
for example, total credit for agriculture amounted 

types of information have
Several different at the beginning of 1969 

to over $53 billion a serious shortage of
been used to suggest that little institutional credit is

[57]. Since very 
agricultural credit exists in Latin America [301. 

available in Latin America for land purchases, 
The most prominent of these have been: (1) 

relevant to remove real
it is probably more 

amounts of external funds
the fact that large only the 

estate credit from this figure and u-e
agricul-absorbed by thehave recently been 

amount loaned for rural production and/or con
tural credit systems; (2) comparative data 

2 5 3 billion. Comparing this figure
sumption-S . 

showing that countries in Latin America have 
with total gross value of agricultural output in 

less agricultural credit than de-
substantially 1968-8-7.6 billion-rethe United States in 
velopcd countries; (3) the impression that high 

ratio of .53 [58]. 'nTaiwan total in
sults in a 

interest rates in the informal credit market in-
stitutional agricultural credit amounted to 

the apparent
dicate a shortage of credit; (4) 

about 15.6 billion new Taiwanese dollars in 
the farm level for agri-

insatiable demand at 
1969.4 The gross value of agricultural produc

and (5) the knowledge that newcultural credit; in the same year was 39.5 billion 
in agriculture, which is tion totechnological change The ratio of total creditTaiwanese dollars.' 

occurring in parts of Latin America, has a high 
therefore .39.product was 

credit propensity. credit in 18 Latin American 
i aAgricultural equal to a littlecountries in 1967-1968 wasCredit absor1 tion 

of the aggregate value of total 
in the 1S over one-third 

Institutional agricultural credit Ap
agricultural production in the region (see 

countries analyzed has expanded in real terms 
Costa Rica, Mexico, Nicara

pendix). Chile, 
rather rapidly, averaging an increase of 12 per-

gua, and Venezuela all had agricultural credit 
over the period 1960 to 1967-6S ofcent per year than half their valueto or greatersome coun- equalSince inflation in(see Appendix).' 

the real agricultural production. Bolivia, Ecuador, Gua
tries has eroded a significant part of and Uruguay, on

temaja, Honduras, Panama, 

value.of credit funds, this growth is even more 


[12]. In 1967-196S, about 4.7 bil
remarkable some countries funds used for financing cxpnrts of agriclc

lion dollars worth of agricultural credit was in of goods, and non
this tural goods, intermedliate market saler 

force in these countries.3 Parenthetically, may be classified as agricultural
activitiesagricultural

credit. In addition, in several countries loans [ndefault may 

It will be argucd latc that n ninatitutonal or informal VcneLZUd.. Peru and 
unim- be a significant part of the total portfolio, e.g., 

Amrica is re!ativel)yportant. cre-it in Latinagricultural 
lank of China. 

4 Unpublishcd data from the Farmers' 
Care must be used in interl,reting abolute %aluc, of 

I Uipublishcd data from the Department ,fAgriculture 

agricultural credit funds in Latin America. The ch.ice of 
and Forestry, Provincial Government of Taiwan. 

rates is very important. Also, in 
deflato-s and exchange 
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the other hand, had ratios of credit to output 
of .15 or less in 1967 or 1968. One might argue 
that low ratios in a number of these countries 
are economically justified because subsistence 
agriculture makes up a large part of the agri-
cultural sector, e.g., Bolivia, Ecuador, Guate-
mala, Honduras, and possibly Panama. At best, 
these credit-to-output ratios present a mixed 
case for agricultural credit shortage in Latin 
America. 

Column 3 in the Appendix presents ratios of 
agricultural credit to total domestic credit. Bo: 
lK.ria, Brazil, the Dominican Republic, Ecuador, 
Honduras, and Mexico have substantially in-
creased the share of total credit received by
agricult:ire over the 1960 to 1967-68 period. 
Colombia, El Salvador, Guatemala, Nicaragua, 
and Urug'ay, on the other hand, have decreased 
agrIcu;zure's credit share. Costa Rica, Mexico, 
and Nicaragua have very high ratios in this 
regard; Ecuador, Guatemala, Panama, and 
Uruguay have surprisingly low ratios, As in 
the case of the credit-to-output ratios, these 
agricultural credit-to-total-domestic-credit ra-
tinos do not give conclusive evidence on the 
credit shortage issue. The), do indicate, how-
ever, that LP America may not be too badly 
off with alnos, one-third of total credit allotted 
to agriculture. 

Interestingly, tcsts of significance on rank-
order and product-moment correlation coeffi-
cients relatig average annual rates of growth 
in institutional crtdit and average annual rates 
of growth in gross domestic product from agri-
culture suggest no dependency. The lack of rela-
tLonship between growth in agricultural credit 
and agriculturai output may be due to time-lag 
questions or to leakage of credit funds away
from agricultural production purposes. 

Characteristics of informal credit market 

Characteristics of the intormal credit system 
are occasionally cited as supporting the agri-
cultural credit shortage claim. Evidence ap-
pears to be rather inconclusive, however, with 
regard to Latin America. A review of studies 
on informal credit systems shows that most of 
the wisdom 6n this topic sterns from experience 
in Asia [59, 62]. It has been usually held, for 
example, that privatc ndi~iduals, money lenders, 
rnerchants, etc., provide a large part of total 
rural credit in less-developed arca. In India, 
for example, studies have shov.n that he:. thon 

"Infor;ml crcdit system" is he-, c, :,cru!it 
;rov[~j,.e outside the banki:,7 systcn:; t ',o%1 .'1,1,-cvelo
st.red c( pnmct or cooperative progra;s. 

20 percent of total rural credit is furnished by 
the formal credit system [42]. In Thailand only 
5 percent of the agricultural credit was re
ported ceming from institutior.al lenders [53]. 

Less comprehensive data on several Latin 
American countries suggest a much smaller 
role for informal credit. In Ecuador, Stitzleia 
found only about 10 percent. of the total credit 
used by about 1,000 farmers was supplied by 
noninstitutional sources [49]. Two-thirds of the 
farms ir. his sample had less than 20 hectares, 
and only about half of the farmers surveyed 
used credit. Erven found even less noninstitu
tional credit in southern Brazil [17]. He sur
veyed 233 commercial crop and hay farms 
anl found that only 3 percent of their total 
agricultural credit came from noninstitutional 
sources. In the same general area of Brazil, but 
among small farm operators, Rask and Rao 
found only one-third of total farm credit used 
by 200 small farmers came from noniistitu
tional sources [41]. Nisbet's study of informal 
rural credit in Chile showed that noninstitu
tional credit made up only a little over one
tenth of total credit among the farmers he 
surveyed [35, p. 170]. Tinnermeier also found 
that noninstitutional farm credit was not sig
nificant among almost 200 farmers in a coloni
zation area of Colombia [54]. Montero likewise 
found noninstitutional credit to be insignificant 
for 239 farmers he interviewed in a major agri
cultural region of Colombia [31]. Although non
institutional loans made up about one-quarter 
of the number of loans held by these farmers 
over a four-year period, they equalled less than 
4 percent of total funds borrowed. Anthro
pological studies by Nash and Tax of Indian 
communities in Central America showed that 
institutional credit was almost totally lacking, 

but they also found that only very modest 
amounts of noninstitutional credit were used
[33, 50]. Likewise, a study in Costa Rica of 
320 farms in 1964-1965 showed that only 20 
percent of total credit used by these farms was 
provided by the informal credit system [13].

If these studies are representative, they sug
gest that the amount of noninstitutional credit 
in rural areas of Latin America is not very 
sizable. If there is a large segment of economic
ally justifi-d demand for agricultural credit, 
the noninsti',::ional money markets apparently 
have not ex,'r ited the opportunity. One could 
ad:, "'Doves C , lack. of a sizable informal credit 
,'.:t ..n indit :e a deficiency in effective de

ruand?" 
high11 interest rates in the informal credit 
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market also have been cited as indicating credit rates charged in this market may be rather been chalei 
shortage. That is, demand pressures face a modest, considering the nature of the services 

rendered. -1,may. well-be. that. currentnonin-
small-pool-of loanabl', -funds'-embodiedmin. aL--" 


highly inelastic supply schedule. It is therefore sticUtionai credit. is supplying arn Iarket that is 

concluded that competition for these funds has largelyu nrelated to the market for productive 

d-iVen inteestrts up ad resulted in mono- agricultural inputs. Thus, marginal costs for 


poly profits for owners' bf loanable funds [59, credit in this market may be of little or no 


801.8. value in determining the marginal productivity 
Again, a review of various studies of interest of capital used for agricultural inputs. 


rates charged in the informal credit markets in 

ural sugges ta- Strong demand for institutional credit"rural LatinLatin AmericaAmerica stronglystrongly suggests that in-

terest rates at best are weak indicators of pro- ThroughoutLatin America agricultural credit 

duction credit shortage. It may be that the requests often substantially exceed available 

importance of extremely high rates of interest in funds. From this it has been concluded that a 
the informal crddit markets in Latin America good many economically justified loans are not 
has been-greatly overstated. For example, Nis- 'made because of credit shortage. But, as already 
bet showed that in Chile a majority of the loans suggested, it has also been common to grant, 
made within the informal credit system which credit to farmers at concessional rates of inter-
he studied were lent at zero or negative real est. In Colombia, for example, most institu-

rates of interest [34]. Stitzlein showed that an tional agricultural credit has been loaned at 
average annual nominal rate of interest of less rates of interest within the range of 7 to 13 per-
than 20 percent was charged on noninstitu- cent. Borrowers ofrcapital in the nonagricul-
tional loans among the farmers he studied in tural sector, however, pay from 18 to 25 per-
EEcuador, and over 40 percent of the noninsti- cent for their funds. Hardly a country in Latin' 
tutional loans in his study carried'no interest America. does not have similar arrangements. 
charge [49]. . . ' - If the marginal opportunity costs of capital In 

Another aspect of this question is that rel-- the country are in the general range of the 
atively high rates of interest, may be justified 'charges on credit' thatnonagriculturalists are 
on loans in the informal credit market. The willing to pay, it is not surprising that agricul-
bulk of these loans are small, short-term, un- tural credit is so popular. ' 

secured, and mostly for consumption, and Inflation is a further reason for the strong 
lenders' administrative costs are therefore high demand for institutional agricultural credit. 
(4]. Similar loans in developed countries also During the period 1961-1968, six of the Latin 

"carryrelatively high rates of interest.r0.oreover, American countries experienced average rates 
these rates may be justified because of the high of inflation in excess of 10 percent per year-/ 
opportunity cost of capital in developing coun- Argentina, Brazil, Chile, Colombia, Peru, and 
tries, lenders' risks, and the substantial rates of 'Uruguay. These countries, in turn, extended 

inflation that are common in a number of Latin almost 60 percent of the agriculturalcredit in ' 

American countries [5, 6]. There is very littli Latin America during 1967-1968. During the 
evidence available to substantiate extensive 1960's a major portion of the institutional agri 
monopoly profits in the informal credit market cultural credit in these countries was'lent at 

[3,48]. annaysi real rates of interest that were ne gative; that is, 
In conclusion, ananalysis o nominal rates of interest wcrc less thn ionc-

in Latin America does not present firm proof tary depreciation. It is little woider, then, 'that 
that a significant shortage of production credit borrowers have clamored for nejratively priced 
exists in the riral areas. It may well be that agricultural credit. ithouit aP dju'stment to 
these informal credit markets are not large be- efficiency prices, it is difficult to determine the 
cause,of the lack of demand for their services economic effectiveness of this strong demand 
and stro'ng institutional competition. It is also for credit., 


,apparent that the' high-interest-rate problem 

,ai' nd new technologythat current interest On, capital formationhas been oversold and 

. . .,. . - . .r.quires cred it 
7 Lending by merchants for specific purchases may n ask Again, it has been, r'thcr wide eld } that: 

'in rgedoss o rdtar cesir tcrditarenecessary'ofcltttbc real charges associated with the lending. P'urchase price ltghoeeo 
adjustmcnts may substitute for interest as payment for 
useof capital. Noncof the studies availableon Latin Amer- rapid on-farm 'eritnl form.a 0-and.4echino 
ca explored this in any great detail, however. .ige. logical c. in.agriculu ln 
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been challenged 'recently by some who argue require a two- to fourofold increase in cash costs. 
Stht development-of appropriate, newtechnol ,biedat~areinconcluswe wth regard.to
 

Yo7 .lmust precede expansion of the credit sys- w'despread agricultural credit shortage in Latin
 
item and that technology may have a low credit An erica,' these studies suggest that credit bot
propexisity [21]. While it is apparent that tech- tenecks may be occurring where the moderni
nological barriers are important in a number of zation process is most intense and especially
 
situations, under some circumstances credit can among small farmers. ,
 
be the leading edge of technological-change Concessional Interest Rates
 
policy. Rao has correctly pointed, out, for ex
aample, that agricultural problems tend to be Implications for farmers
 
heterogeneous and that uniform policy prescrip- As already suggested, alleged high interest
 
tions are often not appropriate [401. In a study rates in the informal credit market have been
 
of farms in southern Brazil he found that similar- cited as a justification for concessional rates
 
sized livestock ranches and crop farms had ap- in-the formal system. An additional defense for
 
proximately the same amount of Capital invest- low rates has been that they provide the special
 
ment but that credit use was 50 times larger inducement necessary to convince farmers to
 
on the units which had switched to crop farming adopt productive inputs. But do farmers need
 
.[40, p.82]. HiS study suggests that among this to be bribed to do something that is supposedly
 
particular group of farms, large doses of credit profitable? A rather large amount of recent re
played a leading role in the change from live- search has Shown that farmers profitably allo
stock to crop farming. In addition, hi5 data- cate-the resources at their disposal, including
 
indicate rather serious credit rationing problems. credit. 1The recent rapid adoption of new cereal
 
A number of small operators in southern Brazil varieties inAsia also strongly suggests that
 
are blocked from using available technologies - farmers in LDC's will adopt very rapidly new
 
such as fertilizer, which are highly productive technology if it is profitable [9]. A low-interest
at the margin, because most institutional credit ratebribe may Simply induce farmers toto makem ake....
absorb ed by large opera tor s. rat b..r b. ..m a si pl fa m r . 
isa rcdylare.opeatr. • .. -.expenditures that would not be practical at
 
inAn evaluation of a supervised credit program rates charged for nonagricultural purposes. 

i Colombia further suggests that a number of Low interest rates for farmers have also been
 
small farmersan profitablyabsorb more credit.' justified as an income transfer mechanism. That
 
This program was begun in 1963 and has ex- 'is, farmers are given a break on credit because
 

. tended loans of up to $2,000 per farm in me- they are presumed poor; or farmers -are given - - ; 
diu-term credit to farmers with modest land concessional interest rates to partially offset
 

'holdings [1]. These loans were a substantial in- national-pricing or fiscal policy that adversely
 
crease over the $200 maximum which farmers farm income. - ,
 

is: ... .
 

-affects 

d had previously been able to borrow. Prelim-:":. Most of the institutional credit-in Latin 
d iary results of the evaluation indicate that - America is currently lent to relatively large 

substantial - technological change is occurring landowners who often have other occupations.
 
e on many of the participating farms. Borrowers Since the income subsidy is tied to credit access,
 
',have shifted to more intensive use of their re- few
sources; the value of purchased inputs has gone rtsaeflridownof the benefits, from concessionalua interestto the or ti
 

Sup•sharply; much more labor is being used on also an unanswered question as to how much
the farms; and livestock inventories and n -of this fuible-credit isleakin out of the
 

worth have grown substantially. agricultural sector through -multiple occupa
Several-recent studies in India also strongly tional structures. Aside fronm the political and
 

suggest that credit requirements dramatically ' advantages associated with the
-administrative 
ncrease wdhen newtechnologyis used [37,47]. -"'invisible income transfers" thigh onccs

7, ddtional fertilizer purchases, changesin ir- sional interest rates, the practice has-littlc in 
rigation systems, and more employed labor as- 'its favor. Direct cash payments, development 

g y, 'ociated-.....with...:use. . ....of' new seed varieties'......-may, of n .... ,is d the ofof sp -.:,,--.,, :,- .. , o newtechnologyl subsidizig-theprice s... 

--. cific inputs or adjusting pricing or taxing pol-
Don Bo:tick. James Schwinden, and persoincl from i swould .....- means 'seem to be 1"more efficient 


InttUtO Colombiano de 'I, Reformis" ;Agraria of easing farmrinncoc probleris.
bc-t.this evalua4tion in 19M0:A sampl of
 
600brr eromva 35 No single review, article dras together this research.
5 ttalfabon 97.samd. -a 

clnthe analysis. The credit program is adninis- Those wanting additional imformation on this point rm1.ht 
FNCIrbyJRA and partially funded by AID,' review the dkcussion stirred by Schultz sbook (44] 
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Implication for credit agencics interest rates down governments have kept the 
Low nominal interest rates combined with private banking system and the informal credit 

~r~hgh ateofnfltio eroe te ral alu ofmarket. from'-providing substantial-amounts.o 

- -d 

Bank, 
ia 
which 

credit portfolios. For example, if the rate.of. credit to agr, -ulture, Governments -thus -are - interest; i~. 1 
inflation in 'a cu is averaging 25 percent forced to try 16ldislate, usually unsuccessfullyintcrt dii'ri 
per year and farmers are, charged a nominal the granting of agricultural credit by private UnfortulunfoI 
interest rate of 10 percent, a negative real rate banks [52]. available on h 
of interest of 15 percent per year is im'lied. In summary, there appears to be no strong Latin Anwrica 
Under these conditions and without principal set of reasons for granting concessional rates of - rates of i 
riplacement, the real -value of a credit port- . interest to agriculture in Latin America. ence in Korei, 
folio is reduced' tohalf its original value in a - Rural S C ply of savings i , 
little over four years.10 As suggested. earlier, avings p - - to interest rate' 

.the high rates of inflation in Argentina, Brazil, Little attention has been paid in the liter- approxiatt:: i 
Chile, Colombia, Peru, and Uruguay have 're- to capital formation and savings capacity could b paid'ature 

sult~d in negative real rates of interest having in agriculture. Nurkse, Lewis, Ranis and Fei interest rate r. 
been charged on a-large part of institutio-ial et al.effectively directed developers' attention . savings deposi. 
agricultural credit during the 1960's. In Brz il away from this issue by stressing the use of an eightfold in 
a subsidy of $100 to $200 million per year has ,surplus" rural labor to. form capital in urban - counts has be 
moved through -institutional lending agencies- settings. Because rural people were often poor, - there is no inft;' 
to agricultural credit borrowers via these nega- it was widely' held that savings capacity in of this drainati,, 
tive interest rates. Given this, it is even more agriculture was very low and that little capital the rural area. 
remarkable that-most high-inflation countries, formation was taking place. It has also'been however, that 
with the exceptionof Uruguay, have been able :" assumed that these'rural residents have low in this m mais 
to increase substantially the real value of their marginal propensities to save [28, p. 289]. in the arly,, 
credit portfolios. Because of the capital wash- - Several -important conclusions -followed from successful in i: 
out, a much larger amount of capital has been - these assumptions: (1) Little investment -takes raising in erL( 
transferred intomricultural credit systems than place on' farms in less developed countries;- (2)' merted c;i . 
is indicated in ihe Appendix by the difference most investment that does take place must be institution:i 
between dollar values of credit 'in 1960 and financed by credit provided from so'u'rces out- centives hav
1967-1968. - ' side of agriculture;-(3) mobilization of capital Turkey. 

Thiscapital erosion has obvious adverse ef- from the agricultural sector must be largely It may beth:
fects on lending agencies. It tends to decrease done on an involuntary basis;- and (4) since- - ica had aulefi :, 

the real value of the loan portfolio and forces little savings capacity exists, institutions and - cess toasavin... 
, the agency to look to external assistance for - incentives to save are not necessary in rural - of local capita 

ffunds to increase its real size of portfolio. Under areas. Under these assumptions- it is not sur- icantly c'mple 
conditions of positive real rates of interest, - prising that international lending agencies have especialy-,'he.
lending agencies can build their portfolios by not encouraged countries to mobilize rural say- ri ral peOplcr1, 
generating some internal profits. Because of ings by offering favorable ratesof interest as ments or in i< 
low-interest-rate policy throughout 'most of well as institutional forms. . unions d .ri.. 
Latin America, internal profits have been'neg- ' A review of data on time deposits in savings '-Aneric~t sih%-, 
ligible. In addition, abstracting from the capital institutions in Latin America shows that volun- ' can be 1.1hili 
erosion problem, interest rates ;are -often too tary savings are relativelyinsignificant ' when ply avai;,,lY

:
low to pLay out-of-pocket ' expcnses. This is es- compared to figures on domestic credit claims ' fund in crul
pecially true where intensive supervision is tied -on private sector (22, 27]. This is especially true - ' creased frwii 1, 
to credit and overhead costs may run as high- -in Brazil with a'ratio of savings to credit of only to aboit 5 
as' 10 to,-25 percent of the loan portfolio per '.13 in 1968. Bolivia,. Chile, Colombia,, Costa ' in)itelv, I t 
year [1, 2, il, 15) 19, 24, 29, 32, 36, 43,55, 61]. Rica, Ecuador, Nicaragua, Panama Paragay, raised in i: 
Since overhead costs cannot be:covered under' and' Uruguay had ratios ofdess than .40.-The 'I,Presvnt poll 
these conditions, administrators are not "'under- 18-country totals for' Latin 'America show a lftrge'%' i' dth "' 

.' the-gun" to'watchi closely other'adminis trative 
costs. Flabby administration can result.'', 'K'' 

'ratio of o::ly .42 in'1967. or' 1968. Only.Mexico 
has. rouigbYy as much voluntary institutional 

complett I. 
Does a: 

It could 'also be argued 'that' by lizinthe 'salgT1.0 ".71domesti'c crdit, a pa tern' that" is c%5 -i-1r1-'V.t 

"0This can be caIculated ui in i=1-1/171? a1i11 
geiierai-dev'~eloped~countries '-

lMtiiterItry d It preciati ,.coupled, with 'fixed 
fromn 
'u 

w,st 1 

version factor, n=number of yeiw,r . and V=hf va'u i lowiincntiv oefrpel o hngsnasprovidcd,insttutlonalize savings -
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In Colombia, for example, the Agricultural nological change is occurring-southern Brazil,
Bank, which handles about one-half of the Central Venezuela,; aid the Cauca Valley of 

- country,s savings, pays onlya 4percent rate of.;-Coloia 7for, examle-provide a -substantial 
interest; i.e., a rather healthy negative real rate 

i of interest during the 1960's. 
Unfortunately,, very little information is

j available on how responsive rural people in 
Latin America might be to increases in the 
rates of interest paid on savings. Recent experi-
ence in Korea, however, suggests that the sup-
ply of savings may be rather elastic with respect 
to interest rates. In the last part of 1965 Korea 
approximately doubled the rate of interest that 
could, be paid on time deposits [8]. Since this 
interest rate reform, the amount of time and 
savings deposits has doubled each year and 
an eightfold increase in number of savings ac-
counts has been expcrienced. Unfortunately, 
there is no information available on how much 
of this dramatic increase in savings came from 
therural area. There is little reason to think, 
however, that rural people did not participate
in this in a major way. 

in the early 1950's Taiwan was also quite
successful-in mobilizing voluntary savings by
raising interest rates (10, 23]. Less 

portion of the agricultural' credit-needs? The 
possibilities look favorable. enough to warrant 
focusing some policy attention on this area. 

Conclusion 
Conclusion , 

During the 1960's agricultural credit in Latin 
America was sharply increased. While still 
larger amounts will be needed during the 1970's 
and 1980's to facilitate further development,
I would argue that policy priority ought now 
to be shifted away from simply increasing 
amounts. Emphasis should rather be placed 
on creating firm financial and economic foun
dations for rural credit systems. 
. In brief, I would suggest the following three 
issues for emphasis: 

(1) Where interest rates on agricultural
credit do not reflect opportunity costs of cap
ital, high priority should be given to raising
rates." Market forces should have more sway 
in the allocation of these funds. Higher rates 

,would likely enable sniall farmers to -get and use more credit as large operators back away 

" 

mented cases of recent substantial increases in 
institutional savings resulting from interest in-
centives have also occurred in Indonesia and 
Turkey. 

It may be that if rural people in Latin Amer-
ica had adequate economic incentives and ac-
cess to a savings institution, substantial amounts 
of locri capital could be mobilized to signif.,
icantly complement external funds for credit,
especially wher.)income isincreasing. Currently, .rural people must hold savings in land invcst-
ments or in livestock. The growth in credit 
unions during the past five years in Latin
:America shows that some additional capital
can be mobilized if institutional fores are sin-

from credit with higher costs. Increased rates 
would also allow credit institutions to protect
the real value of their loan portfolios and make 
them less dependent on external funding. More 
realistic interest rates would also encourage the 
growth in nongovernmental credit. Private 
banks, merchants, and other informal sources 
of credit would find it more profitable to par
ticipate in this activity. 

(2) Far too little of the agricultural loan
portfolio in Latin America is currently supplied . 

by. rural' savings. An important increase in 
savings capacity is resulting from the expansion in rural income streams in a number of 
areas in Latin America. I feel, that hiher in

ply available [20]. Between 1963 and 1968, 
funds in credit unions in Latin America in-

terest rates on institutional savings could help
mobilize a significant part of this savings po

creased from less than 8 million dollars worth 
to about 57 million dollars [14, 25]. Approx-
inlitely 30 to 40 percent 'of this has! been
raised in rural areas. ' . 

'Present policy in, Latin' America results in 
large' subsidies to credit uisers' and 'yet almost 
completely discourages institutional : savings
Doesi a significant !amount of potential savings 

:eIht in rural areas of Latin America? ELvidellc
from studies in Bolivia, Brazil, and Colombia 
-1,ests that rural sa'ings capacity doe exist 
~'[6, Is, 46, 60]. ,Could mobilization of the-; 

s-vings, escpecially in' areas where rapid; ech-;, 

tntial and that these Voluntary savings couid 
provide a major portion of future rural credit 
needs. . . -" 

(3) Afore realisticprices on agricultural credit 
would bring into sharper focus the major con-
straints that '5re slowing agricultural develop
ment Credit policies ina number'ofcountrics 
are currently obscuring these constraints. It is 
difictit, for example, to tell if input or product
prices are seriously out of line The econoics 
of new, technolog , land t "nurerestraint , the, 

i Valuc Unka-e or principal rcadjuitment should be ex. 
plored in rascs of veryhigh ratcsioxinfation (361. ' 

' 
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importance of marketingcosts, and and transportationthe role of educational inputs are Institutional agricultural crditAveragemask ed in m any c ases b y cu rre n t c red it po licy. Ratio to
yea ge RatincesIn a number ofhigher prices Latin American countrieson agrucultural credit Country and Agri- annualand rural Ratio to GDI'froroyear culturalsavings will entail major changes in farm pric-
rate of total agri

creditd growth credit, culture ding policy, fiscal programs; and monetary policy.In order to encourage general movement in thisdirection, aid agencies will need to face LatinAmerican countries with million a united front. Oneagency's loan program Dominican Republicthat requires higher in- 1960 21terest rates to be paid by farmers will not float .20 .10 
T1968 or 5in a sea of heavily subsidized credit.2 1960 

21 .33 23 
20***In order 20"** 18 .13to convince countries .213 .07to alter cur- .13 

rent policies, aid agencies 7'1'960 
1968 48* 18 .21 .13must be well briefed 40El Slvador .29 .22on what their credit programs are achieving. 1968 44** 1Unfortunately, .23 .19evaluation bv AIDaside fromand a a couple of casesfew brief visits byof Guatemala1968
1960 52 4 .2439** .13IDB and IBRD oflicials, .41 .12of the aid agencies' the economic results"billion dollar agricultural Honduras 7"1960 .20 .04credit program" during the 960's 1968undisturbed by systematic research. 

has been Mexico 31 44 .41 .16 
1960 472 .41 .39 

Appendix. Agricultural credit, rates of 
1968 1,065 16 .57 .681960change, ratios to total credit, and 

32 .62 .281968 
 85 21 .60 .53gross domestic product from agri- Panama 
1960culture for 18 Latin American 1967 6 .06 .06countries, 1960 to 1968 23 40 0 .151960
Paraguay 2
10 


.36 
 .08 
Institttional agricultural credit 

1968 33 29 .40 .22
Peruyear-end balances, 1960 1161967 .34 .22
Average 160 5 .36Country and .25Agri- annual Ratio toRatio to GI)P from Uruguay1960
year cultural rate of total agri- 1967 

59 .14 .27creditb 18 -0 .06 7growth credit, cultured Venezuela 
(1) 1960(2) (3) 190 .38(4) 1968 .16448 
 17 .21 .50
 

d r p 
IScountry totals 

* Net domestic product figures are used here rather thanPercet190r 2total.22s.2 gross domestic product.
1960 ,r S19 4,32 **Includes somne data estimated by the author.1967Aor 96S 4,730 12 .22 .3 Data is for newArgUn tina .31 .36 than year-end balances.

loans made during the year, iath r
 
1060 393 4 Figures on agricultural credit
.17 represent institutional.19 lending and were taken mostly from1968 annual or monthly.55 
 2 .20Bolvi .28
1968 reports of each country's central hank.Brazil 15 In several cases,1610 812 .47 .13 annual reports of individual banks were used, and in one or.25 .02 etrlntqweusd.two cases, unpubli.hed Agency for International Development rcports were used.1960 606 .17 .18190 1,41 1 b Local currency values in each case,.17 .14 except that sonic1068 1,417 data for Mexico (see footnoted) and Chile17 .33 . (see footnote')19hi12l.3e, were adjusted by tb.' vcarly co'sumer price index figures1968
1968 213127 7 .35.31 .77" 

with Lase in 1963', published by the Internationail.57* 1C1o623..ia Fund [221. Mfonetar'yThe 1963 exchane rate of localdollars was currencv for1960 231 
then used to convert to an "adjusted dollar.36 .19 

value." The figures in the table, with the exceptions noted.1969 386* therefore show the 1963 plurclasiig, power of lcal currency8 .35 
9() 

.26 in credit funds explresse in dollars.
 
.Ra .6?
68 

• Agricultural credit (col.6ng donesic-cre101 7 .7 .67 it-clatiii wi-privateiseciI) divided by the correspond.from Lit rational M.orct r. r iri.re, takerThe l und [221. hv a'lT" difficultic. recently lvt.ntsexperienced by the Worl expl idnl-tLa , in footn rote ,werein Brazil on a livestuck loan which aIso m ado in tIi does icwas value.linked/.s a ease in point. s
(Appendixfoonotes con't. on next page) 
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d Agricultural credit (col. 1) divided by the correspond- prices and converted to dollars using the 1950 exchange rate 

:ng gross domestic product from agriculture for 1967, taken of 11.57 oesos per dollar.
from United Nations [56]. For Brazil, 196S GDP figures Local currency values in Chile were adiusted by awere 	ured; for Bolivia, only 1966 figures were available, yearly price index with base in 106. The 1965 exchange
The adjustments explained in footnote bwere also made in rate of escud is was then used to convert each 'e.r to anthe gross domestic product from agriculture figures, except adjusted dollar value. The figures for Chile therefore show
for Mexico. Mexican data were expressed in 1950 market 1965 purchasing power of escudos expressed in dollars. 
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