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orbitant rates of interest; (b) most traditional
f2rmers need special inducement to use highly
produciive inputs for which credit is necessary;
(c; low interest rates arc further justified as an
income transfer mechanism and/or to offset
fiscal or pricing policy that adversely affects
farmers.

(3) Little savings capacity exists in rural
areas, and marginal propensities to save are
1ow. Almost all funds for credit, therefore, must
come {rom outside the agricultural sector.

Given the emphasis placed or agricultural
credit programs, it is disturbing to find very
littie evidence to confirm these vital policy as-
sumptions. Several of these asscrtions are ques-
tionable, and alternative suppositions should
be seriously explored. Unfortunately, with the
existing lack of economic escarch on credit in
Latin America, a discussion of this subject must
be mora suggestive than conclusive.

Agricultural Credit Shortage?

Severai difierent types of information have
been used to suggest that a scrious shortage of
agricultural credit exists in Latin America [30].
The most prominent of these have been: (1)
the fact that large amounts of external funds
have recently been absorbed by the agricul-
tural credit systems; (2) comparative data
showing that countries in Latin America have
substantially less agricultural credit than de-
veloped countries; (3) the impression that high
interest rates in the informal credit market in-
dicate a shortage of credit; (4) the apparent
insatiable demand at the farm level for agri-
cultural credit; and (3) the knowledge that
technological change in agricuiture, which is
occurring in narts of Latin America, has a high
credit propensity.

Credit absorption

Institutional agricultural credit in the 18
countries analyzed has expanded in real terms
rather rapidly, averaging an increasc of 12 per-
cent per year over the period 1960 to 1967-68
fsce Appendix).? Since inflation in some coun-
tries has eroded a significant part of the real
value of credit funds, this growth is even more
remarkable [12]. In 1967-1908, about 4.7 bil-
lion dollars worth of agricultural credit was in
force in thesc countrics. Parenthetically, this

1 Tt will be argued lates that noniastitutional or informal
agricultuzal credit in Latin America is relatively unim-
portant.

3 Carz must be used in interpreting absolute values of
agricultural credit funds in Latin America. The choice of
deflatos and exchange rates is very important. Also, in

was approximately the amount of farm credit
in force in the U. S. Lake States of Michigan,
Wisconsin, and Minnesota at the close of 1967
[57].

Even with this sharp increase in availability
of credit, institutional funds in almost all coun-
tries have not covered total loan requests, and
in this sense agricultural credit is .clearly still
short. Since rather low rates of interest are often
charged on these loans, it is unclear whether
rates of interest closer to the marginal efficiency
of capital would still result in excess demand.

Comparative data

Some evidence on the relative availability of
credit in Latin America is shown by comparing
the value of institutional agricultural credit
with the value of agricultural output (GDY).
Ratios for these values are presented in the
Appendix (column 4). For comparison purposes,
several similar ratics for the United States and
Taiwan may be useful. In the United States,
for example, total credit for agriculture amounted
to over $53 billion at the beginning of 1909
[57]. Since very little institutional credit is
available in Latin America for land purchases,
it is probably more relevant to remove real
estate credit from this figure and use only the
amount loaned for rural production and/or con-
sumption—=$25.3 billion. Comparing this figure
with total gross vatue of agricultural output in
the United States in 1968—847.6 billion—re-
sults in a ratio of .53 [58). Tn Taiwan total ir-
stitutional agricultural credit anmounted to
about 15.6 billion new Taiwanese dollars in
1969.4 The gross value of agricultural produc-
tion in the same year was 39.5 billion new
Taiwanese dotlars.® The ratio of total credit to
product was thercfore .39.

Agricultural credit in 18 Latin American
countrics in 1967-1968 was equal to 2 little
over one-third of the aggregate value of total
agricultural production in the region (sce Ap-
pendix). Chile, Costa Rica, Mexico, Nicara-
gua, and Venezuela all had agricultural credit
equal to or greater than half their value of
agricultural production. Bolivia, Ecuador, Gua-
temata, Honduras, Panama, and Uruguay, on

some countries funds used for financing exports of agricul-
tural goods, intermediate market sales of gonds, and non-
agricultural activities may be classificd as agricultural
credit. In addition, in several countries loans in default nuay
be a significant part of the total portfolio, e.g., Peru and
Venezuela,

¢ Unpublished data from the Farmers' Bank of China.

5 Unpublished data from the Departinent of Agriculwure
and Forestry, Provincial Government of Taiwan,
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tne otier hand, had ratios of credit to output
o .15 or less in 1967 or 1968. Onc 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-
livia, Brazil, the Dominican Republic, Ecuador,
Honduras, and Mexico have substantially in-
crcased thc share of total credit received by

gricultire over the 1960 to 1967-68 period.
Colo'*mu., El Salvador, Guatemala, Nicaragua,
and Uruguay, on the oter hand, ha\edecrca%ed
agriculivre’s credit share. Cosm Rica, Mexico,
ana Nicaragud have very high ratics 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-
tos do not give conclusive evidence on the
credit shortage issue. They do indicate, how-
ever, that Lo America may not be too badly
off with almos. one-third of total credit allotted
to agricuiture.

Intcrestingly, tests of significance on rank-
order and product-moment corrclation coeffi-
cients relating average annual rates of growth
in institutional crrdlt and average annual rates
of growth in gross domestic product from agri-

culture suggest no dcpcndcncy I'helack of rela-

tionship between growth in agricultural credit
anvl agricultural output may be due to time-lag
questions or to leakage of credit funds away
from agriculturat ploductlon purposes.

Characieristics of informal credit market

Characteristics of the intormal credit system
arc occasionally cited as supporting the agri-
cultural credit shortage claim.® Evidence ap-
bears to be rather inconclusive, however, with
regard to Latin America. A rcvxcw of studies
on informal credit systems shows that most of
the wisdom on this topic steins from cxperience
in Asia [59, 62]. It has been usually held, for
example, that privatc individuals, money lrnders
merchants, etc., provide a large part of total
rural crL(ht in less developed arcas. In India,

for example, studies have shown that less than
—————————

* “Inforinzl eredit system” is here usad to
provided outside the banki: vz osysten: and oflict 1.!
sured development or cooperative prog‘. ms.

aocredit
shone-

/ 165

" 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 ccming from institutioral lenders {53].

Less comprehensive data on several Latin
American countries sugzest a much smaller
role for informal credit. In Ecuador, Stitzlein
found only about 10 percent of the total credit
used by about 1,000 farmers was supplied by
noninstitutional sources [19]. 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
and 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 noninstitu-
tional sources [+1]. 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 [33, p. 170]. Tinncrmeier 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 fariners
over a four-year period, they equalled less than
4 percent of total funds borrowed. Anthro-
pological studies by Nash and Tax of Indian
commiunities in Central America showed that
institutional credit was almost totally lacking,
but they also found that only very modest
amounts of noninstitutional creait were used
[33, 50]. Likewise, a study in Costa Rica of
320 farms in 1961965 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 Letin America is not very
sizable. If there is a large segment of economic-
ally justifizd demand for agricultural credit,
the noninstit :iional money markets apparently
have not ext'rited the opportunity. One could
asly, “Daes ' - lack of a sizable informal credit
syelem indic e a deficiency in effective de-
mand?” .

High interest rates in the informal credit
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importance of marketing and transportation
costs, and the role of educational inputs are
masked in many cases by current credit policy.

In a number of Latin American countries
higher prices on agrucultural credit and rural
savings will entail major changes in farm pric-
ing policy, fiscal pbrograms,; and monetary policy.
In order to tncourage general movement in this
direction, aid agencies will need to face Latin
American countries with a united front. One
agency’s loan program that requires higher in-
ferest rates to be paid by farmers will not float
inasea of heavily subsidized credit 12

In order to convince countries to alter cur-
rent policies, aid agencies must be well briefed
on what their credit programs are achieving.
Uniortunately, aside from a couple of cases of
evaluation by AID and a few brief visits by
IDB and IBRD officials, the economic results
of the aid agencies’ “billion dollar agricultural
credit program’’ during the 1960’s has been
undisturbed by systematic rescarch.

Agricultural  credit, rates of
change, ratios to total credit, and
gross domestic product from agri-
culture for I8 Latin American
countries, 1960 to 1968

. Appendix.

Institutional agricultural credit
year-end balancest

Average Ratio to
Country and Agri- annual  Ratio to GDP from
year cultural  rate of  total agri-
credit®  growth eredjte cultured
n (2 3) )]
nmillion
dollars  percent
1S-country totals
of; 2,430 .22 .23
1967 or 1968 4,730 12 .31 .36
Argentina
1960 393 A7 .19
1958 . 555 2 .20 .28
Bolivia
1960 2 .25 .02
1968 15 81 .47 .13
Brazil
1960 606 A7 .18
1968 1,417 17 .33 .34
Chilee
1960 127 .31 YA
1968 213 7 .33 a7
Colombia
1960 231 .36 .19
1968 386** 8 .35 .26
Cos* 1 Rica .
1964) 68 L60) .62
1908 101 7 75 .67

27The difficultics recently experienced by the World
Sankin Brazil on a livestock Joan which was value-linked
is a case in point,

Institutional agricultural credit
year-end balancess

Average Ratio to
Country and Agri- annual Ratio to GDP from
year cultural  rate of  tetal agri-
credit!  growth credite cultured
n 2 3) @
million
dollars  percent
Dominican Republic
1960 21 .20 .10
1968 57 21 .33 .23
Ecuador
1960 200+ .13 .07
1968 48*** 18 .21 .13
El Salvador
1960 40 .29 .22
1968 44 1 .23 .19
Guatemala
1960 30¢e .41 12
1968 52 4 .24 .13
Honduras
1960 7 .20 04
1968 31 44 .41 .16
Mexico
1960 472 .41 .39
1968 1,065 16 .57 .68
Nicaragua
1960 32 . .62 .28
1968 85 21 .60 .53
Panama .
1960 6 .06 .06
1967 23 40 .10 .15
Paraguay
1960 10 .36 .08
1968 33 29 .40 .22
Peru
1960 116 .34 .22
1967 160 5 .36 .25
Uruguay
1060 59 .14 .27
1967 18 -10 .06 .07
Venezuela
1960 190 .16 .38
1968 448 17 .21 .50

* Nct domestic product figures are used here rather than
gross domestic product.

** Includes some data estimated by the author.

“** Data is for new loans made during the year, rather
than year-end balanees,

* Figures on agricultural credit represent institutional
lending and were taken mostly from annual or monthly
reports of cach country’s central bank. In scveral cases,
annual reports of individual banks were used, and in one or
two cascs, unpublished Agency for International Develop-
ment reports were used.

® Local currency values in cach case, except that some
data for Mexico (see footnotet) and Chile (sce footnoter)
were adjusted by the vearly copsumer price index figures,
with bascin 1063, published hy the International Monctary
Fund (22]. The 1963 exchange rate of local currency for
dollars was then used to convert to an “adjusted dollar
value.” The figurcs in the table, with the exceptions noted,
therefore show the 1963 purchasing power of lucal currency
in credit funds expressed in dollars.

® Agricultural credit (enl. 1) divided by the correspond.
ing dnmcsLic'crcdil-cl:nims—u'l-priv:xtc-sccrur fizure, taken
from Inteenatinnal Monctary Fund [22), The adjustments
explainéd in footnate ¥ were alsn made in the domestic
credit chims on private sector figures.

(A ppendix footnotes con't. on mext page)
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4 Agricultural credit (col. 1) divided by the correspond-
.ng gross domestic product from agriculture for 1967, taken
from United Nations [56]. For Brazil, 19658 GDP figures
were ured; for Bolivia, only 1966 figures were available.
The adjustments explained in footnote b were also made in
the gross Jomestic product from agriculture figures, except
for Mexico. Mexican data were expressed in 1950 market

/ 1

prices and converted to dollars using the 1950 exchange rate
of 11.57 sesvs per dollar.

* Local currency values in Chile were adiusted by a
yearly price index with base in 1963, The 1965 exchange
rate of escuchis was then used to convert each year to an
adjusted dollar value. The figures for Chile therefore show
1965 purchasing power of escud.s expressed in dollars,
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