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Agricultural Credit in Brazil
“The following discussion of agriculhural credit in Brazil is based

on fivgfwgeks of data collection and analysis in Rio de Janeiro, as well
as some limited interviewing, during the months of August and Septembér
1969, This report should be considered part of a two-phase investigation,
the present work to be followed by intensive interviewing in the tield.
Needless to say, the following analysis lacks the insights that such
field 1nterv1ew1ng‘wou1d provide, Data obtained was mainly from the
Centzal Bank, the Bank of Brazil, and the Servigp Eatatfgtico e Financeiro

(SEEF) of the Ministry of Finance. The following persons were interviewed:

Dr. Diogo Paes Lemz2, Manager, GECRI, Central Bank

Prof. Edward Schuh, Ford Foundation, Program Advisor in Agriculture

Dr. Ribamar Galien, GECRI, Central Bank

Dr, Victor Pellegrini, Agricultural Department, IPEA

Dr. Ruy Miller Paiva, Agricultural Department, IPEA

Dr, Adolfo Beeck, Agticultural Representative, IDB-Rio

Dr, Paulo Poock Corréa, Director, Banco Lar

Dr. Julio Gutidrrez, Manager, Agricultural Credit, Banco Lar

Dr. Rivail Lacerda, Chief, Statistical Department, CREAI, Bank of
Brazil,

Dr. Basilio Martins, Chfef, Economic Department, Central Bank

Dr, Alexandre Caminha, GBCRI, Central Bank

Dr. Fernando Murgel, Agricultural Advisory Group, Ministry of
Finance

Dr. Klaus Bethke, Agricultural Economist, IDB-Washington

Sr. Pardi, CONDEPE, Central Bank

Sr. Jose Luiz Vicente, Consultoria Tecnica, Banco do Brasil

I am nost indebted to the Brazilians listed above, who received
me with considerable courtesy and responsiveness,

I owe special thanks to Dr. Everaldo da Silva, who was of in-
yalugble,aasistance in preparing much of the calculation work. Professor
Kéﬁhéth ?rederick'of CQi;Tééb V&s most helpfal in discussing with me
Qhe~16Egieqc;eg<ofuQ:aiiliqéuagriéultural'cradit legislation. I would al-

‘éojlﬁke~tojthank Mr. Ralph Miller of ARDO for lending me his extensive
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library oa agricultural credit in Brazil, and for helping me to get
established at the Central Bank. I am quite indebted to Mrs. John
Wheeler, without whose tact, dependability and fine sense of judgment,
I would not have been able to accomplish halt of what I did. I am also
most appreciative of the assistance of Miss Janet McConnell of AID/

Washington, in enabling me to complete preparation of the report under

severe time pressures.
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J_- Summary and Recommendations
,G:QW;h-Qf:Agricultural Credi'; Despite the chronicling of Brazilian
kdbvérﬁ;épf néglect of the agricultural sector during_the 1950's and early
'60's, credit to that sector, as a percent of total hank credit, has grown
at a steady rate since 1954, Moreover, while agricultural credit as a
percent of agricultural product showed a tendency to grow slightly during
the same period, commercial and industrial credit declined as a share
of those sectors' product. The greatest increases in agvicultural credit
occurred during the 1960-1964 period, although the greatest official
attempts to increase such credit were made by the post-1964 governments.
During the 1958-1967 period, the Bank of Brazil, dominating agricultural
production credit with its 90% share of the total, gshowed a zendency to
diminish its concentration of credit among a few crops (especially coffee),
and registers a trend toward a more dispersed distribution of credit amoeng
borrowers.,

The distribution of agricultural credit in Brazil today shows that
regions get more or less the same share of agricultural credit that they
contribute to the country’s agricultural product. The Northeast,
surprisingly, gets only slightly less than its share, while the South
and East, also surprisingly, get only slightly more than their share.

The biggest disparity between share of credit and agricultural product is
the Center-West, which is supplied by the Bank of Brazil with several
percentage points more than its share of agricultural product. Needless

to say, the Bank of the Northeast, and to a lesser extent the Northeast
state banks, have made a major contribution toward bringing the Northeast's
,,ﬁaﬁéxe of agticulturai credit leser to that region's contribution to

;agtiqultural product.
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Compared to other Latin American countries, Brazil seems to be
committing an average amount of its total bank credit to agriculture,

in comparison to that sector's contribution to national product.

Pogt-~1964 Agricultural Credit Policies. The main features of recent
agricultural credit policy have been: (1) Resolution 69 and implementing

regulations, requiring that banks invest 107% of deposits in rural credit;
(2) the special rediscounting facilities of the Central Bank for agricul-
tural credit, funded in great part by AID counterpart, and amounting to
10-15% of total outstanding agricultural credit; and, (3) the rural credit
legislation requiring that the interest rate for rural credit be no more
than 75% of the interest rate for commercial credit. (Although Resolution
5 1s often cited as one of these agricultural credit measures, it was
principally a measure of monetary control, and no longer has effective
application to agricultural credit.)

Resolution 69 was intended to bring the private banking sector into
agricultural lending, dominated by the semi-official Bank of Brazil.
The measure has not bzen in effect long enough to evaluate its impact,
although it is associated with a slight increase in agriculture's share
of totei credit. There has been widespread evasion of Resolution 69,
and the lending under its provisions that has gone for agricultural
purposes has largely beneiited agricultural intermediaries rather than
producers, The legislation authorizing Resolution 69, as well as other
implementing resolutions, tend to divert from agriculture, rather than
attract, the éupply of private banking credit, as well as favoring
intermediaries rather than farmers--namely, the legally required lower

interest rate for agricultural loans, the lower legal rxeturn to banks on
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- agricultural production credit as opposed to short-term agricultural
ﬁétkéting credit, and the manner in which the 10%-of-deposits calculation
is made. The Central Bank is now making attempts to tighten its fiscali-
zation of Resolution 69 lending, and is also assisting banks in setting up

gervices for agricultural lending.

Recommendations:

-= that the Mission sponsor or encourage an economic analysis of the price
elasticity of demand to changes in the interest rate, and an analysis of
the cost of credit in total agricultural production costs. This type of
analysis is quite feasible for Brazil, given the availability of the data
and the fact that because agricultural credit has been mainly official
credit, it has therefore been subject to discrete and significant changes
in the interest rate. Such a study is crucial in determining whether a
policy that is so costly on the supply side (l.e., legal lower interest
rate for agricultural credit drying up commercial bank supply of such
credit) is truly justified by elasticities on the demand side.

Such an analysis should also explore the question of whether the
major part of agricultural credit finances products for which the price
is known to the farmer before taking the credit; if this is true, then
a nominal rate of interest that is less than the rate of inflation may to

the farmer still represent a positive real rate of interest.

-= that the Mission explore the possibility of financing a program that
would combine credit to farmers for undextaking specified changes in
their productiou techniques. Such financing would include a guarantee
régainet’fgilure,~ao as to incrgqae:thg:gconomic rationality to the

1";?@1@;§u§igﬁat§ar of éddﬁfingﬂ@qpe éff1¢1eﬁtﬁtéchh1ques.
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II - The Growth of Agricultural Credit in Brazil
The Share of Agricultural Credit. The history of Brazil's industrialization

during the 1950's and early 60's is considered a history of the neglect

of agriculture--reflected principally in the policy of price ceilings on
agricultural produéts, the declining terms of trade between the agricultur-
al and non-agricultural sector, and in the large share of public revenues
that went toward direct investment in and subsidization of Brazil's
industrialization effort, It is generally acknowledge that starting in
1964 the traditional neglect of agriculture turned into an active concern
for that sector, expressed principally in the federal minimum price pro-
gram and the legislation encouraging and requiring the direction of a
larger share of bank credit to the agricultural sector.

The data on agricultural creditl/ for the 1954~1967 period do not
reflect the trend of the above story. Although no spectacular increases
occur in the share of agricultural credit in the total, this share never
shows a decline and, indeed, increases steadily throughout the period--
from about 167 in 1954 to about 297 in 1967 (see Table I). The real
value of that credit more than doubles, with marketing credit rising a
little faster than production credit--the former representing 34% of
total agricultural credit in 1954 and 39% in 1967; during the same period,

the real value of credit to commerce and industry remains almost constant

1/ Throughout this paper, "agricultural credit" refers to credit for
both production and marketing, and "agricultural production credit"
refers to credit to the agricultural producer for working capital
and investment. 'Marketing credit" refers to financing the purchase
of agricultural crops, and benefits mainly agricultural intermediaries.



Table I

;c&ﬁmercial Banks and-Bank,of Brazil: Agr1cu1tura1 Credit ‘as: Petcent

of Total Credxt to Private Sector, 1954-1968

(Year-end Balances, Constant NCr $ Millions of 1968)

TOTAL .CREDIT A ¢ R } CULT URATL C REDTI T J  Agri Product .
o Production® Marketing | otal vv‘ T as % of
- Private Sector Value % Total Value % Total Valuéz_-- %'Total ’ Egﬁggag "
1954 10,527.0 1,162.7 11.0 605.7 5.8 1,768.4 16.8 29.0
1955 10,393.2 1,132.9 11.9 554.1 5.3 1,687.0 16.2 29,6
1956 10,421.6 1,075.7 10.3 636.1 6.1 1,711.8 16.4 26,9
1957 11,444.7 1,277.2 11.2 739.7 6.5 2,016.9 - 17.6 27.4
1958 12,558.6 1,523.5 12,1 675.8 5.4 2,199.3 “17.5° 24,8
1959 11,653.5 1,433.3 12.3 673.6 5.8 2,106.9 18.1 - 25.5-
1960 12,582.9 1,526.6 12.1 775.8 6.2 2,302.4 18.2° 26,5
1961 12,530.4 1,639.6 12.6 929,7 7.4 2.505.4 20.0  26.1
. 1962 13,109.0 1,912.9 14.6 945.8 7.2 2,858,7 21.8 30.0
1963 11,676.3 1,800.3 15.4 1,114.7 9.5 2,915.0 25.0  26.4
11964 10,959.3 1,888,1 17.2 1,262.9 11.5 3,151.0 28.8 - 28.0
1965 11,850.1 2,113.2 17.8 1,433.6 12.1 3,546,8 29,9 28.2
1966 - 11,359.2 1,941.3 17.1 1,352.2 11.9 3,293,5 28.9 24,0
i 14,105.5 2,528.0 17.9 1,648.7 11.7 4,176.7 129, 6; 23.7
2,856.7%)  14.6 1,865.2 9.5  4,721.9 24.1 )
% 19,581.3 21.9¢ 2401 1,651.1 8.4  6,373.0 _32~6 Bl

;Sdufce: Based on data from SEEF, Movimento Bancario Brasileiro.

&/ Working and investment capital. Estimates of rural credit which exclude marketing do not exist. I have
based my estimate on the SEEF breakdown of rural credit into "loans", and "discounted notes.' The latter
are promissory notes (up to 120 days) used in the purchase of agricultural crops. This estimate probably
overstates production credit and understates marketing credit, because the share of these notes in total

USAID/B-DPEC : (continued)
September, 1969 :



BB rural credit {ranging between 13% and 207% during 1962-1967) is less
normally goes for marketing (20%-40%). (The BB accounts for about 807.-9

b/ See footnote g/of Table XV.

3/f1968 SEEF figure for production credit reduced by 60%,
- rural credit.

gj'1968‘SEEF figure for production credit,

2/ Based on data from Fundacdo Getulio Vargas,

than the amount of BB credit that
0% of rural production credit,)

which is 1967 share of production credit in total



. (see Table I1). As Table 1 shovs, mést of the fncresse {n'the share of
regtstered between195° and 1564, Afﬁéf:fl?ﬁ.‘*v the ‘share of credit in the
Anﬁﬁégl'?e@éiﬁ;fabéﬁﬁsthevsﬁmé; | L | L

i A'Anbfﬁér 1h£érésﬁing,ﬁeasn:e'6£itﬁglclaimﬂof:tﬁe §$§1§?;§“i§ii8e¢tor
'on:§féditiipla comﬁari;dn Offthe lgtt§; pef§qﬁ£ag¢ g§fiﬁéf@éﬁtpr's con~
> t£i$ﬁ£idn£9 gbtal,prbductfg/ ﬁef0r¢51964, dgfiquﬁure’é share of credit
wéb‘lesa than its percenﬁage contribution to nacioﬁal product (see Table
I),”vhiéh had a slight tendency to fall since 1954, Whep it registered

_ 292.df.£ota1~produpc and 177 of credit. Starting in 1964, the percentage
| @ha;e‘Sf ggriculfure in credit was for the first time eﬁual or slightly
h;gﬁét (ardund 29%) than the sector's contribution to national product.

In any one year, agricultural credit geems to h@Ve'accouhted fog about 117
of annual agricultufal product (sec Table III);QI This percentége has
shown an upward trend, from about 9% in the mid-fifties to about 11% in
the mid-sixities, Thg‘iptgteqﬁing,thing about this series is not only
that one would expect this percentage to have decreased because of the

‘neglect of agriculture, but becéﬁééfﬁi@él,ctedit itself hardly increased

.2/ 1 include marketing credit in this comparison because it covers

only the purchase of the crop and not the food processing industry.
Thus, although marketing financing may not be directed to the
agricultural producer, it still contributes to the economic activity
classified as agricultural product,

3/ It 1s difficult to make a precise percentage comparison because the
» most complete total credit figures are based on year-end balances
rather than total loans, which means that one is comparing a stock
. (year-end balance) to a flow (agricultural production). On the
other hand, credit flow figures (new loans granted) are available for
"~ CREAI of the Bank of Brezil (90% of agricultural production credit).
Although there is some difficulty in determining which agricultural
production period to relate the flow credit figures to, the resulting
percentages bear a striking consistency with those relating year-end
balances to agricultural product. The footnotes to Table TIT explain
how this estimate was made.
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Table 1T

Growth of Agricultural and Industrial-Commercial

Product and Credit, 1954-1966

(Constant NCr $ Billions of 1968)2/

creditd/ Credit .as %
Product (Year-End Balance) of.- Product
b/ Ind. andc/ ~ Ind. and e/ Ind. and
Agri-" Commerce—~ Agri Commerce Agri=’ Commerce
1954 12.6 15.2 1.2 7.4 “e- 49.3
1955 12,8 16.7 1.1 7.5 9.4 45.0
1956 12,4 17.4 1.1 7.7 8.9 44,0
1957 13.6 18.6 1.3 8.4 8.0 44,9
1958 13.7 19.6 1.5 9.1 9,5 46.4
1959 13.6 19.5 1.4 8.4 11.0 43.3
1960 13.4 20.5 1.5 9.1 10.4 44.5
1961 13.8 22.0 1.6 9.0 10.9 40.8
1962 15.8 23.2 1.9 9.2 10.1 39.9
1963 14.4 25.7 1.8 8.0 13.1 31.2
1964 16.8 24,2 1.9 7.2 10.7 29.5
1965 18.9 24.3 2.1 7.5 10.0 31.0
1966 15.2 26.9 2.5 7.1 13.9 26.4

2l FGV Wholesale Price Index

b/ .Agriculture, Livestock and Vegetable Extracts. Figure includes purchased inputs, accounting

for about 157; Industrial-Commercial column includes value-added only. Gross figures used
here so as to be consistent with Table III. Source: Based on data from FGV, Instituto
Brasileiro de Economia.

- ¢/ - Domestic Income (value added) rather than gross product. Source: Based on data from FGV,
Instituto Brasileiro de Economia.

USAID/B-DPEC
September, 1969



d/- BB, BNB, BNCC, Bank of AmazBnia, State banks and rivéteﬁbaﬁks;'fIdtal,creéit“ébfﬁfiﬁaféfSééEStl

‘Source: Based on data from SEEF, Movimento Bancario“Brasiléiro,{

'Previous year-end balances as percent of current year production, Seé fdbtnoté d/ to Table IIT.

It is difficult to interpret this relationship since industrial product includes the product of
government enterprises, and since private credit also includes -some credit to these enterprises

(e. g., PETROBRAS). For example, the declining share of credit as a percent of industrial-commercial
product might be a function of an increase in government-enterprise production which was financed.
outside the banking system (e. g., BNDE), . . o
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Table IIL -~
Agricultural Credit and Gross Agricultural Product, 1954-1966

(Constant NCr $ Billions of 1968)£I

Agri Prod. Creditsl Credit as %Q/ CREAI, Agri Prod. Credit—!  CREAI.Credit as—'

TAgti«Pfoducthj Year-End Balances of Agri Prod. Loans Granted -Zréfngr§fProdg-
‘1954 12,6 1.2 - n.a SRR
1955 12.8 1.1 9.4 n.a. , ==
1956. . 12,4 1.1 &.9 n.a. e
1957 13.6 1.3 8.0 1.1 7.7
1958 13.7 1.5 9,5 1.1 7.7
1959 13.6 1.4 11.0 1.0 P
1960 13.4 1.5 10.4 1.1 7.8
1961 13.8 1.6 10.9 1.0 7.¢
1962 - 15.8 1,9 1C.1 1.4 9.1
1963 14.4 1.8 13.1 1.1 £
1964 16.8 1.9 10.7 1.5 - 8ik
1965 18.9 2.1 10.0 1.3 To&
1966 15.2 1.9 13.9 1.5 9.9
2.5 11.9 1.7 -

1967 6.0

£’ FGV Wholesale Price Index.

b/ Agriculture, Livestock and Vegetable Extracts. Source: Based on data from FGV, Instituto Bras de
Econoﬁlia. *

!
¢/ Commercial banks and Bank of Brazil. Source: Based on data from SEEF, Movimento Bancario Brasilgiro.

d/ Previous year-end balances as percent of current year's agricultural production. Although percent value
is not eccurate because relates to year-end balances rather than total annual credit flows,.the total
variation and slightly upward trend in this relation is more or less reflected in the relation between
total flows of credit and agricultural product shown in the following two columns. ,

g/ CREAI accounts for about 80 to 90% of agricultural production credit, and is the only institution.thii
reports rural lending according to total flows rather than year-end balances. Source: Bank of Brazil,
CREAI, Annual Reports.

£/ Annual credit flow as percent of average agricultural production of same and following year. Percentages
calculated on basis of Ncr $ Millions. :

USAID/B-DPEC

.- September, 1969
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in real terma»dﬁring'the»wholé period (see Table I); That. is, in order
foi the share of agricultural credit in a growing agricultural product
to increase under these circumstances, the share of non-agricultural credit
in non-agricultural product would have to décrease, which 18 precisely
what happened (see Table II),

The above evidence may not be as contradictory of the chronicled
neglect of agriculture as seems, for much of the financing of Braziliian
industry and commerce occurred outside the commercial and official banking
system--for example, the BNDE, letras de cambio, budgetary appfopriations,

4/

etc.~

Nevertheless, the agricultural sector also got much of its credit
outside the banking system; it is estimated that non-institutional credit

accounted for 827 of the agricultural credit in the early 1950'3.2/

The
" increase in credit outside the banking system for industry and commerce,
however, was probably greater than the increase in institutional and non-
institutional credit to the agricultural sector, though there is no way

of verifying this fact. On balance, the figures do show that in terms of

official and commercial bank credit, the agricultural sector did not show

4/ Moreover, the industrial product data include production of govern-
nent enterprises like PETROBRAS, while at the same time, the credit
data for the private sector includes some credit to these enterprises
(see footnote e. to Table III)., Because it is not possible to

separate out this state enterprise production from the product
accounts, and to separate credit to these state firms from the data
on bank credit to the private sector, it is difficult to obtain an
accurate idea from these comparigons of the historical growth of
total relative availabilities of credit to the agricultural vs. the
commercial-industrial sector.

gl'Gofdon Smith, "Brazilian Agriculturul Policy: 1950-1957," University
~ of California at Berkeley, n.d.
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a tendency to neglect during the 1950's and early 1960's.§/

The Bank of Brazil, until 1967, has accounted for about 907 of
agricultural production credit and about 25-30% of agricultural marketing
credit (see Table 1IV). The Bank has steadily increased the share of
agricultural production credit in its total credit outstanding, this
share having more than doubled between 1952 and 1967--rising from 21% to
467 (see Table V). Moreover, the Bank's financing has shown a definite
trend toward legsening of concentration among crops and in size of loan.
The real average value of working capital loans has decreased between 1958

and 1967 for the seven major crops financed except wheat (see Table VI).

Crops Financed. Where as coffee received the major share of Bank of

Brazil agricultural working capital credit in 1958 (40%)--more than its
percentage contribution to agricultural product (23%)--it now has been
demoted to the third largest sHare (10%), less than its 14% contribution
to agricultural product (see Table VI)., At the same time, however, a new,
though not as extreme concentration seems to have arisen in rice and
cotton. Rice gets the highest share of Bank of Brazil working capital
credit (27%) while contributing 14% to agricultural product credit;
cotton gets the second highest share of this credit (13%) while con-
tributing 87 to agricultural product, Though cotton in 1958 was re~
ceiving less a share of credit than its contributior to agricultural
product, rice was even at that time receiving more credit than its share

of agricvltural product. Moreover, its contribution to agricultural

6/ The data on agricultural credit can give only a rough indication even
of the amount of bauking system credit going to the agricultural
sector. There is no way of estimating the amount of trade credit that
finances the accounts receivable of stores selling to farmers, nor the
amount of non-agricultural credit diverted to agricultural purposes, or
vice versa,
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Table IV

Role of the Bank.of Brazil.

in Agricultural Credit, 1954-1967

(Year-end Balances, Constant NCr $ Millions of 1968)2/

‘B of B B of B
Agri Prod. % of

Credit Total
1,072.2 92.2
1.034.4 91.3
967.2 89.9
1,130.2 88.8
1,363.8 89.5
1,264,2 88.2
1,367.9 89.6
1,420.0 90.1
1,734.2 90.1
1,638.2 91.0
1,696.3 89.8
1,941.5 91.9
1,739.4 89.6
2,102, 83.2

ol

a/ FGV Wholesale Price Index.

Total Agri

Marketing

Credit—=

605.7
554.1
636.2
739.7
675.8
673.6
775.8
929,7
945,8
1,114.7
1,262.9
1,433.6
1,352.2
1,648.7

b/ Bank of Brazil and Commercial banks, "Emprestimos."

</ "Titulos Descontados."

USAID/B-DPEC
September, 1969

4/ Available only on basis of estimation from percentages for 1967.

B of B

Agri Marketing
Credit

125.3
123.1
108.6
105.7

9.2

77.2
117.9
329.6
341.3
425.4
417.3
316.8
361.6
317.8

NeB.~

d/

' Source: Based on data from SEEF, Movimento Banc&%io Brasileiro, "Empréstimos."
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Table V

Bank of Brazil: Share of Agricultural Production Credit

in Total BB Credit to Private Sector, 1952-1967

(Year-end Balances, Constant NCr$ Millions of 1968)3/

Total Credit to Agri Production % of Agri Credit

Private Sector Credit In Total
1952 4,005.3 842,7 21.0
1953 4,317.3 877.9 20.3
1954 4,532.5 - 1,072.2 23.6
1955 4,439.3 1,034.4 23.3
1956 4,241.0 967.2 22,8
1957 4,511.7 1,130.2 25.0
1958 5,160,3 1,363.8 26.4
1959 4,296.9 1,264,2 29.4
1960 4,452.9 1,367.9 30.7
1961 4,774.7 1,420.0 29.7
1962 5,236.9 1,734.2 33.1
1963 4,614.3 1,638.2 35.5
1964 4,142,3 1,696.3 41.0
1965 3,916.4 1,941,5 49.6
1966 4,122,4 1,739.4 42,1
1967 4,568.8 2,102.8 46.0

Source: Based on data from SEEF, Movimento Bancario Brasileiro.

a/ FGV Wholesale Price Index.

USAID/B-DPEC
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Table VI

.CREAI$ Share.of Principal»Crops in Agricultural Product

and. in Credit for Working Capital,ﬁl 1958 and 19672, o
' Average Value of Loan:

7 % of Credit % of Agri Prod. (Conmstant NCr 31,000 of:19685f 
Crop 1958 1967 1958 1967 1958 1967 .
Coffee  39.8 10.1 22.9 14.1 10.6 6.2
Rice 17.7 26.7 13.4 13.6 10.6 4,2
Sugar 13.2 7:0 7.4 10.2 6.6 6.0
Wheat 12.8 5.3 2.6 2,2 13.2 16.4
Cotton 5.6 13.0 7.7 8.0 3.1 2,5
Beans 29 3.1 7.0 7.5 4.7 2.1
Sub-Total 95,3 84.7 73.6 68.2
Others 4.7 15.3 26.4 31.8
TOTAL £100.0 100.0 100.0 100.0

Source: Credit: Based on data from Bank of Brazil, CREAI; product: Anudrio Estaff%tico.;

a/

Working Capital, excluding marketing varies between 60% and 75% of CREAI agricultural financing.
CREAI accounts for about 80% to 907 of the institutional credit available for agricultural = =
working capital. '

Average of 1957-1959 and average of 1966-1968 for credit, and 1965-1967 for agricultural product.

USAID/B-DPEC
September, 1969
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product remained constant during this period of an increasing share of
credit. No doubt the privileged position of rice in credit is related to
the political organizability of rice growers (e.g., Instituto Riograndense
de Arroz), and the obviousness of investments requirements--{.e., for
irrigation. Rice has the largest single and rapidly growing share of
Bank of Brazil investment credit--rising from 11% in 1966 to 31% in
1968 (see Table VII).

Two other major products have received less a concentration of Bank
of Brazil working capital credit during the 1958-1967 period: sugar,
accounting for 137 of the credit in 1958 and 7% of agricultural product,
now receives 7% of the credit and contributes 10% of the product; wheat,
receiving 137 of the credit in 1958 and contributing 37 of the product,
now receives 5% of the credit and accounts for 2% of agricultural product,
The share of corn in credit and product has remained the same during this
period (5% and 137%), and the share of beans has risen from 1 to 3%, much
less than its contribution to product (about 7%). Also indicative of a
trend toward de-concentration of Bank of Brazil credit is the increase
in the bercencage share of other agricultural products outside of the
major seven cited, from 57 in 1958 to 15% in 1967, still much less than
their contribution to product, which was 26% and 32% in 1958 and 1967.

It would be useful to analyze further the rise and fall of various
crops in their claims on agricultural credit. Are these variations
related to interest-group power? Are these concentrations of credit
asgociated with increases in productivity? If so, does this mean that
credit must be applied in indivisible concentrations over a certain period,
in order to boost a crop over a certain productivity barrier? In other

Latin American countries, rice and cotton also frequently claim a ph@:e
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Table VIT

-Bank of ‘Brazil (CREAI): Agricultural Investment.Credit by Cfoﬁ, 1966-1968

(Loans Granted, NCr $ Millions)

1966 1967 ‘ 1968
o Agri Share of Agri Share of Agri Share of
el Investment Total Agri Investment Total Agri Investment . Total Agri:
-« Product— Credit Inv. Credit Credit Inv, Credit Credit Inv., Credit
T % 2 R
~Peanut 5.1 2.5 0.8 0.3 1.6 0.4
‘Rice 21.9 11.0 51.9 20.2 118.6 130.5
 Potato . 5.1 2.6 5.8 2.3 2.7 0.7
Coffee 10.9 5.5 7.6 3.0 11.9 3.1
Sugar Cane 6.1 3.0 9.4 3.7 16.2 - 4,2
Cotton 17.7 8.9 16.1 6.3 33.0 8.5
Banana 3.3 1.7 4.1 1.6 5.0 1.3
Orange 1.0 0.5 3.3 1.3 5.0° 1.3
Tobacco 0.8 0.4 1.1 0.4 4.4 1.1
Mandioca 2.5 1.3 3.4 1.3 6.5 1.7
Coxn 23.7 11.9 36.0 14.0 38.4 9,9
Soy Bean 4,2 2.1 8.1 3.2 9.5 2.5
Wheat 4.2 2.1 11.4 4.4 22.6 5.8
Sub-Total 106.5 53.5% 156.0 60.7% 275.6 71.0%
Others 92,4 100.8 112.5 '
TOTAL Agri Inv. Credit 198.9 256.8 ~ 388,1.
TOTAL Agri Prod. Credit 888.8 1,293.5 1,824.4
Investment as % of Total 22.47, 19.9% 21.37%

Source: Based cn data from Banco do Brasil, CREAI, Annual Reports.
a/ These products account for approximately 85% of total credit for working and investment capital.
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of credit much greater than their contribution to national product, just
as in Brazil. The phenomenon is even more curious given the fact that
these commodities are not controlled by international price ér quota
arrangements (which is usually associated with high shares of credit),
nor, in the case of cotton, by internal price support programs. It
would be interesting to determine whether the technology of the two

crops is somehow conducive to especially effective grower organization,

Regional Distribution of Credit. As to the regional distribution of

agricultural credit, the current data does not exhibit the extreme
regional concentration that one might expect, which indicatee that the
tendency toward de-concentration of agricultural credit has also been
prevalent in a regional sense. Table VIII shows that, contrary to what
one would expect, the South and the East are receiving a share of agri-
cultural credit that is not greater than, but is approximately equivalent
to their share of agricultural product (50% and 267 respectively). Just
as unexpected, regions receiving more than their share of agricultural
product are the Center-West (7-9% of the credit and 6% of the product),
and to a lesser extent, the North (2-3% of the credit and 2% of the pro-
duct). The Northeast is the only region receiving less than its con-
tribution to product, although the discrepancy is slight--13-15% of the
credit, compared to 16% of the product. (I have adjusted the Northeast
and North figures to take account of the fact that their agricultural
credit peak does not come at year's end, as it does in the South and
East; the adjustment makes for one or two percentage points of difference

in the regional percentage shares--see footnote f. to Table VIIIa.)
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Tablé VIII-b

t;;RggiohalgBreakdowu of Agricultural Credit2/ and AgriculturalvProduct,‘1967;1968j'

(Percentages)
P E R €C E_N T O _F , C R E D 1. T
Private Banks~/ State Banks<’ CREAT="

L b Year-end Balances Year-end Balances Loans Granted. Ry
Region— 1967 1968 1967 1968 ‘1967 - 1968 | ‘% Agri. Product™’

NorthE 0.2 0.6 15.9 8.7 1.4 1.3 1.9

Northeastf/ 4.0 3.6 42.6 45.8 12.5 11.3 16,4

East 40.5 37.1 17.1 21.1 21.8 . 19.8 25,8

South = 51.0 54.5 21.9 21.5 54,9 - 55.2 50,2 -

Center-West 1.8 “1.1 2.5 2.4 ‘ 9.4 12.4 5.8
© TOTAL Sample 97.5. 96,9 100.0 99.5 _ P
TOTAL % . -100,0 ~  100.0 100.0 . 100.0 100.0 100.0 -100,0- -
TOTAL Valve : R ST A
(NCr § Milliond 787.0 1,272.48/ 457,48/ 601,48/ 1,579.1  2,283.5 - 13;897.0 .

- &/ Including Marketing.

b/ North: Amazonas, Pard; Acre, Territorio Amapé, Territorio Roraima. Northeast: Maranh@o, Piauf; Ceardz.

- Rio Grande o Norte, Paraiba, Pernambuco, AlagBas. East: Sergipe, Bahia, Espirito Santon, Rio de Janeiro,
Guanabara, Minas Gerais. South: SJo Paulo, Parana, Santa Caterina, Rio Grande do Sul. Center-West: Mato
Trosso, Goias, Territdrio Ronddnia, Distrito Federal. ' '

cf Source: Based on data from Central Bank, GECRI, "Credito Rural, AplicacBes," 31.12.67 and 31.12,.68. Central
Bank does not tave a regional breakdown by location of borrower; I based this estimate on regional breakdown
by location of head office of bank, which may slightly overestimate the role of the South and East to the
extent that banks in Rio, S#o Paulu and Minas Gerais have rural credit operations outside the region in which

the head office is located. Includes BNB and Banco da Amaz8nia, as well as State Banks; excluding gﬂ?ﬁ;)
cont.
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d/ CREAT regional breakdown not available on consistent basis for year-end balances (breaks down its
data irto North, Center, and South). This flow figure, however, avoids the possible distortioms
of the year-end balance figures which arise from the variance of crop cyeles between the North-
east and other regions. (See footnote f£/) Source: Based on data from Bank of Brazil, CREAIL,

e/ Average of 1965-1967. Source: Based on unpublished data of Fundafﬁb Getdlio Vargas.

£/ Rurel credit reaches its peak at the end of December in the Center-South regions and at the end of

August and September in the North and Northeast, due to the regional differences in crop cycles.
- Year-erd balances, therefore, are likely to underestimate the share of the Northeast in the total.

I have, therefore, increased the North and Northeast figures for state and private banks by an index
of credit seasonality, in order to make them comparable with those for the Center and South. The
peak figures for the North and Northeast (August-September) are 8,797 higher than the year-end bal-
ances; hence, all North and Northeast figures were increased by 8.79%. 3Source cf Index: Bank of
Brazil, Consultoria Tecnica.

g/ These totals are inconsistent with those of Table XI. The figures here are from the same Central
Bank GECRI document, but I derived these totals for the private banks by summing the individual
amounts of each bank, which did not amount to the sum reported by the Bank in the summary total,

I also had adjusted upward one of the items in the other table (see foctnote £/ of Table XI), which
would further contribute to the discrepancy.

Regarding the state bank totals (which include here BNB and Fank of Amazdnie, as well as state
banks, and exclude BNCC), the discrepancy in totals is also a result of the summing.

USAID/B-DPEC
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Table VIII-b

- ‘Regional Breakdown of Agricultural Credit and Agricultural Product, 1967-1968

(Percentages)
P E R C E N T 0 C R E D I T
Private and/ Bank og
State Bankse Brazil= / Total % Agri
1967 1968 1967 1968 | 1967 1968 producusl
" North 6.1 3.2 1.4 1.3 3.1 2,0 1.9
Northeact: 18.5 17.6 12.5 11.3 14.7  13.5 - 16.4
East . 31.7 31.8 21.8 19.8 25.4 24,0 . 25,8
South 40,1 43.6 54.9 55.2 49,5  51.0 , 50.2
Center-West 21 1.5 9.4 12.4 6.8 8.5 ) 5.8
TOTAL Sample ‘98,5 97.7 99.5  99.0 S
TOTAL % 100. ol 100.0 - 100.0 100.0 100.0 100.0 1000
TOTAL Value L
(NCr $ Millions)1,269.7 1,905.8 2,239,2 3,422.9 3,508.9 5,328.7

a/ Based on previous table.

b/ Baunk of Brazil does not break down agricultural credit for 1967 and 1968 by this regional distinction and by

' year-end balarces. In order to arrive at a regional credit breakdown for the BB consigtent with that for
State and private banks, I have estimated the regional values by applying the CREAI percentages of the previous
table to the total for agricultural credit year-end balances (including marketing) as shown in the Relatdrio
1968 of the Bank of Brazil. These year-end balance totals are higher than the CREAI flow figures of the
previous table because they include agricultural marketing loans, which are made outside CREAI. I include
marketing here because it is impossible to separate it ocut from the private and State bank data, '

¢/ From previous table.



2

It is clear that the Bank of the Northeast and the state banks make
up for the tendency to neglect by CREAI (11-137 of credit) and the much
larger tendency to neglect by the private banks (4% of credit-~see Table
VIIIa).Z/ The BNB accounts for 31% of the agricultural credit outstand-
ing in the Northeast, second only to the 56% share of the Bank of Brazil -
(see Table 1x).§/ The Bank of the Northeast, moreover, is the largest
agricultural lender of the state and regional banks--it ha& NCr$153.9
millions of agricultural credit outstanding in 1967 and NCx$218.0 millions
in 1968, as compared to the second lafgest bank in the category, the State
Bank of Sao Paulo, with NCr$73.3 million outstanding in 1967 and NCr§93.1
million in 1968, The data seem to 1ndica£e, in sum, that the Northeast
is now receiving ¢ .most the same share of agricultural credit that it

contributes to agricultural product.

1/ 1t is often heard that one of the few realized benefits of Resolution.
69, which was issued in late 1967 and took full effect in 1968, was
that it increased the relative supply of private bank agricultural
credit to the Northeast. This does not seem to be verified by
Tables VIII or IX.

8/ The BB share may be exaggerated because I did not adjust the year-
end balances of the BNB and state and private banks to be consistent
with the BB estimate, which is based on a percentage regional distri-
bution of total CREAI loans granted, and therefore not affected by
the seasonality of the year-end balances. The adjustment would
decrease the BB share by only a few percentage points. The BB total
figure on which the percentage is applied may itself be high, given
that it may include some financing to food processing industries
(see footnote c. of Table XI).
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Table IX
Nbrtheast£4 Agriculturél Credit, 1967-1968
(Year-end Balances, NCr $ Millions)

19 6 7 ' 1 9 6 8

Institution Value % of Total vValue = -% of Total
Bank b/ b/ - - e
of Brazil 279.9-~ 56.4 386.8— 55.7"
Bank of Northesst 153.9 31.0 218.0 31.4
Privete Banks 28.7 5.7 42.6 T 6.1
State Banks 34.0 6.8 47.4 . 6.8
Pernambuco Stete Bank 13.8 16.1 e
Alagoas State Bank 7.3 12,1
Piaui State Bank ) 4.0 7.4
Rio Grande do Norte State Bank 3.3 Z.9
Ceara State Benk 2,1 3.8
- Maranhao State Bank 1.9 2,2
Paraiba State Bank i.6 _ 2.9
TOTAL : 495.5 100.0 694,8 100.0

Source: Based on data from Central Bank, GECRI, "Credito Rural, Aplicafﬁés," 12.31.67 and 12.31.68.

'g/ ‘Not including Bahia, whose State Bank had Ncr $11.4 million outstanding in agricultural credit'in'1967,
and NCr $28.9 willion in 1968,

b/ Estimate, based on Table XI, footnote c/.

LA/DR
October, 1969
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Table X

Selected Latin.American Countries: Share of Agricultural Credit

in Tctal Credit (1967) and of Agricultural Product in Total Product (1966) -

- (. ' (2) 3
Agri Credit,

1967 Year-end Balancesgl
Country Value % of Total Agri Product Index of 7 Agri in
(ordered by (1563 Credit to as % of b/ Credit to % Agri in
size ¢f£ GNP) U. S. Millions) Pri. Sector GNP, 1966~ Product, 1 < 2
c
Brazil 936.1 30/ 24,02/ 125%/
Mexico 985.0 56 16.5 239
Argentina 516.0 23 15.3 150
Venezuela 448,29/ 21 7.9¢/ 266
Chile 128.0 30 11.2f/ 268
Colombia 331.0 34 32,.1- 106
Pery 160.0 36 18, 5¢/ 195
Uruguay 42,55/ 9 15.68/ 58
Guatemala G0.0h, 30 28.4 106
Ecuador 47,0~ 24 34.6 69
Dominican Republic 57.021 33 24,2 136
El Salvador 51.4 27 27.0 100
Panawa 23.0, 10 23.6 42
Bolivia 6.1%/ 24 21,7, 111
Costa Rica 102,0 72 31.0- 252
Nicaragua 72.8 57 29,6 193
Horduras 27.8 43 44,2 97
Paraguay 32.5 39 35.3 110

a/ Source: Dale Adams, AID/PPC, unpublished paper. Total credit figures from IMF, International Financial ]
Statistics; agricultural credit figures wmostly from annual or monthly reports of central banks (in severa
cases, annual reports of individual banks used, and in a few cases, unpublished AID reports). To arrive

(cont.)
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at dollar figures, local currency values were adjusted by yearly consumer price index figures with
base in 1963 (IMF, International Financial Statistics). The 1963 exchange rate of local currency . for
dollars was used to convert an "adjusted dollar value," Figures, therefore, ghow 1963 purchasing
power of local credit expressed in dullars.

b/ Based on GDP and agricultural product values (in local currency) from UN, ECLA, Statistical Bulletin
for Latin America, Vol. V, No. 1, March, 1968. 1967 series not available; on the other hand, Adams'
credit figures for 1966 not compiled.

¢/ Wy data, from Table I. Adams' figure for percent of agricultural credit in total is 287; ECLA figures
not availgble for 1966.

d/ 1968,

e/ 1963.

£/ 1965.

g/ 1964.

b/ New loans, rather than year-end balances,

i/ 1966,

USAID/LA/DR
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Credit by Bank and Sources, 1967-1968 (Including Marketing)

Commercial Banks and Bank of Brazil:

Table XI

Agricultural

(Year-end Balances, NCr $ Millions)

1 9 6 7 Res. 69 Bank as
b/ : as % of %_of
Bank GECRIQ/ GEBAN~ Res., Res., 69 Other Total Total Total
Bank of Brazil ——— ———- 75.0 1,384.5 779.89/ 2,239.39/ 61.8 63.4
Other Banks:
BNCC 609 12.3 hadhadad o A 28.2 4704 - - 1.3
BIB ———— ———— 1.2 102.4 50.4 154.0 66.5 4.4
Bank of AmazOnia .2 ——— - 22.6 46.4 69.2 32.7 1.9
State Banks 64,0 9.3 26.0 107.5 25.8 232.6 46.2 6.7
, Private Banks 63.7 123.5 147.8 298.2 153.8 787.0 37.9 22.3
<
< Sub-Total 134.8 145.1 175.0 530,7 304,.6 1,290.2 41.1 36.6
TOTAL 134.8 145.1 250.0 1,915.2 1,084.4 3,529.5 54.3 100.0 v
Sources as Annuval 7
_% of TOTAL 3.8% 4,17 7.1% 54.3% 30.7% 100.0% Change,
1 9 6 8 1968/67
Bank of Brazil  --- -—- 1293  1,714.8 1,578.8%/  3,422.9 50.1 54.6 52.9
Other Banks:
BNCC 34.9 16.9 --- - 11305 165.3 - 2.6 34'9
BNB —- hataded 6.1 239.4 16.7 262.2 91.3 4.2 70'3
Bank of Amazonia 1.6 - --- 42.9 3.6 48.1 89.3 .8 -30.4
State Banks 150.0 10.1 44,9 204.3 67.8 / 477.1 42,8 7.6 105.1
Private Banks 90.1 681.73/ 12.0 779.8 332.¢E 1,895.6 41.1 30.2 140.8
Sub-Total 276.6 708.7 63.0 1,266.4 533.6 2,848.3 44,5 45.4 120.7
TOTAL 276.6 708.7 192.3 2,981.2 2,112.4 6,271.2 47.5 100.0 77.7
Sources as %
~€ TOTAL 4,47, 11.3% 3.1% 47.5% 33.7% 100.0%
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Source: Based on data from Banco Central, GECRI/ASSES, "Credito Rural, Aplicagoes,” 31.12.67 and .

£/

. -

31.12.68. This type of bank and source breakdown does not exist for years pervious to 1967.

Rediscounts by the Gerencia de Créﬁito Rural e Industrial (GECRI) of the Central Bank.
Rediscounts by the Gerencia de Crddito Bancario (GEBAN) of the Central Bank (Exclusively marketing).

Adjusted. GECRI figure does not include BB agricultural marketing loans; "Other banks" include
marketing. So as not to underestimate relative contribution of BB, BB agricultural marketing added
to GECRI figure -- respectively, NCr $879.2 million and NCr $12,543.7 million for 1968 and NCr $153.3
million and NCr $1,798.0 million for 1967. '

This total differs from 1967 BB total in SEEF series because of new 1968 system of accounting which
BB applied to 1967 figures. BB figure for 1967 is 18% higher than SEEF figure, but former is used
here so as to be consistent with 1968. (1968 BB figure same as 1968 SEEF figure.)

Excluding coffee (NCr $263.1 million).

‘Estimate. Based on June 1968 and March 1969 balances (NCr $237 million and NCr $379 million respect-

ively).
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Inter-Country Comparisons. Table X compares Brazil's agricultural credit

situation to other Latin American countries. It shows that Brazil dedicates
a not unusually small or large proportion of total bank credit to agricul-
ture. It should be pointed out, however, that most of the countries with
percentages higher than Brazil are dominated by agricultural interest
groups-=-e.g., Paraguay, Honduras, Nicaragua, Peru and Costa Rica. In
contrast, the industrial and commercial sectors of Brazil represent
significant counterbalancing pressure-group claims on credit, not
existent in the former countries. Mexico is known for its exceptional
percentage of agricultural credit in the total. It would be useful to
analyze the special features of the Mexican situation, since it is one
of the few countries in the sample which is comparable enough in size to
Brazil to make such a comparison relevant, It may be that the high
percentage of Mexican agricultural credit is partially a result of the
widespread credit insurance system whose establishment was sponsored by
the Mexican govermment, Also, of the numerous public financial institu-
tions established by the government in the nineteen thirties, the agricul-
tural credit banks were at that time the most successful.

Brazil does not seem to stand out one way or the other in terms of
the percent of its agricultural credit in total credit, as related to
the percent of agricultural product in total product (col. 3 of Tabie X).
Such inter-country comparisons, needless to say, are of quite Mdmited
utility because of the varying degrees to which marketing credit 1is
included in the figures, the varying degrees to which non-agricultural
credit is provided outside the banking system, and because of the fact

that Brazil is so many times larger than the countries it is being
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.coﬁpated,eo;,a dgfference which must affect the institutional forms in
whiéh-crédit'is suﬁplied‘to the agricultural sector. Nevertheless, the
compétieon does not give reason to suspect particularly poor or particular-

ly impressive performance in Brazilian agricultural credit.

Summary. The story told by the data on the growth and distribution of
Brazilian agricultural credit does not secem to be indicative of problems
in the share of total bank credit, regional distribution or agriculture's
share of credit in relation to agriculture's share of gross product. The
Bank of Brazil data shows a definite improving trend in the size distri-
bution of loans, implying more lending to smaller-size farwers,..d4s.well
a movement away from concentration on é few crops. As the next section
suggests, the new agricultural lending by commercial banks may be revers-
ing this trend.

Agricultural credit, in sum, unlike other agricultural indicators,
does not exhibit two successive and markedly different period--one of
neglect, and one of favor, Although this aggregate data can provide only
a very rough idea of the actual agricultural credit situation in the
country, this picture lecads one to beieve that significant relative
increases in agricultural credit are not the pressing need in Brazil,gj
and that any program of additional agricultural credit resources might
do well to be built afound qualitative goals. One such approach is

suggested in Section 1V,

9/ 1t ig difficult to take farmer's complaints about lack of credit as
evidence of a shortage of total credit. A felt shortage of any good
is a partial function of its price, so that it is almost certain that
at the negative real interest rate prevailing for agricultural credit
in Brazil, there will be an excess demand for it, no matter what its
velative abundance in the econony.



III ~~ Post-1964 Agricultural Credit Policies

Governmental emphasis on egricultural sector problems has mainly
taken the form of bringing about agricultural price behavior that would
serve as an inducement to increase the supply of Brazil's agricultural
product, The major instruments of this approach were the etimination
of agricultural price ceilings, the attempt to expend and improve the
minimum price guarantee program, and the maintenance of a realistic
exchange rate. The government has complemented thie price-incentive
approach with a determination to increase the supply of one of the major
inputs of agricultural production -- credit -- and at the same time, to
put a low ceiling on its price.

Law 4829 of November, 1965, the "Rurael Credit Law," outlined this
policy, stating as its objective: (1) The stimulation of an increase
in worthwhile rural inveatments, including those for storage, processing
and industrialization of agricultural products, (2) the facilitating of
appropriate amounts of credit for working capital and marketing of agri-
cultural products, (3) the economic strengthening of rural producers,
especially small and medium~sized, and (4) the encouragement of the
adoption of rational production techniques, with a view toward increas-
ing productivity and improving the standard of living of the rural popu~
lation, as well as toward conserving the country's soil resources (Chap.
I, Article 3)., The law directed that at least 10% of commercial bank
deposits be committed to agricultural iending (Chap. 1V, Article‘15).
This meant that the increase in agricultural credit was to be required
of and channeled through the private banks, since these had been the only
baﬁking institutions lending less than 10% of their deposits in agricul~
ture at the time the Rural Credit Law was issued, Hence, the new law

represented a significant institutional as well as quantitative chenge in
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fgagriculcural credit policy, since this seccor had been alnost totally
°?serviced by the semi-official Bank of Brazil and ics far-flung network
aiof agenciea. | : | v
’r4bThe runal'credit lnwfaiao fixed*a,nticcAceiiing5for this type of

credit, 1;',;:0&{;'51:1:\‘3; that the interest rise above 75% of the interest
vfo:anormolmcommercinl lending--reoulting in a current 18% rate including
‘commiosions (éoie naragraph). An even lower price ceiling was placed on
small loans (up.fo 50 times the minimum wage), which were exempted from
- the fiscalization commission of about 6% (Chap. VIII, Art. 34). This
was subsequently changed to limiting the fiscalization commission to 27%
in loans up to 50 times the minimum wage, and 6% on loans over 50 times
that nage--resulting in a total interest rate of 14% for the former and
187 for the latter (Central Bank Resolution 69 of September 1967),
Circular 120 also allows the continued discounting of interest on notes
aiising~£rom agricultural marketing transactions, while prohibiting

this discounting from the principal of all other agricultural loans
(para, 6.1).

The Central Bank's authority for regulating the flow and terms of
rural credit derives from Law 4595 of December 1964, which specified the
basic structure of the national financial system. The law established
‘the National Monetary Council, charging it with the formulation of nation-
al credit and'monecary,policy, and provided for the creation of the
Central Bank, which would be the government's organ of monetary control.
.Thé primary functions‘of»cne‘Centrnlinank nould be to keep credit expansion
bin line with the government financial plan, and to direct credit to
priority areas. of the economy. The 1nstruments for pursuing these object-

gives would be che compulsory deposit and rediscounting mechanism.

! RN



3G

: 10
Central Bank Agricultural Rediscounting;“l Two of the operating

branches of the Central Bank, GECRI and GEBAN, have a direct impact on
the flow of rural credit, GECRI (Gerncia da Coordenag&b de Crédito
Rural e Industrial) channels funds to priority areas by rediscounting
notes of banks serving as financial agents of the Central Bank. GECRI
funds for agricultural rediscounting are provided by the FNRR (Fundo
Nacional de Refinanciamento Rural) and FUNDEPE (Fundo para o
Desenvolvimento da Pecuraria), both of which fall under FUNAGRI (Fundo
Geral de Agricultura e Industria). The FNRR was created in‘July 1964,
primarily with the purposeof coordinating the use of external resources
for rural credit, FUNAGRI was established within GECRI of the Central
Bank in September 1964 to centralize control of the various funds that
had' been acting independently and competing in the mobilization of external
and internal resources, At this time, the FNRR was transferred to
FUNAGRI from the CNCR (Coordena;ﬁb Nacional de Créaito Rural), which
was dissolved, FUNDEPE (Fundo para o Desenvolvimento da Pecué¥1a) was
established in July 1964 as a fund with FUNAGRI for administering the
U.S. $40 million World Bank livestock developmeht loan,

GECRI funds are used to rediscount notes which satisfy preestablished
criteria regarding the use, terms and supervision of the funds.ll/ GECRI
rediscounts amounted to NCr$134.8 million in outstanding balances at the
end of 1967, and NCr$276.6 million at the end of 1968--about 4% of total
credit outstanding for agricultural production and marketing (see Table

XI). AID's contribution to FNRR funds has been about 35 % of the total

10/ Most of this section ralies on a decription written by Kenneth
Frederick.

11/ An analysis of GECRI agricultural rediscounting activities 13 qon-r
tained in. Kenneth Frederick's evaluation (September 1969) of A.’i :

NERT TN
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 -since 1966 (see Thble XII), which means that the Aid ahare of funds
 ffor agricultural lending 1n relation to total agricultural credit
ﬂ9“P9F¢94§38'1“’195§-(NQF$147'5 million and NQr$6.3vb11110n respectively)
?ﬁé@yé‘iittle éver 2%.‘ The Central Bank reqﬁires’ﬁﬁﬁt 30% of FUNAGRI
fédiScountﬁ be applied for investment and operating capital purposes,
while no more than 707 can be applied to marketing. The Bank hopes
eventually to eliminate marketing as eligible for these funds, since
marketing is allowed to take the lion's share (67%) of Resolution 69
credit (see below).

GEBAN, tﬁe other operating branch of the Central Bank, also provides
funds for the agricultural sector through its rediscounting operations.
GEBAN's rural operations cover only short-term financing, up to 90 days,
most of which goes for the marketing of agricultural crops. GEBAN's
funds include the compulsory deposits of the entire banking system, At
the end of 1968, NCr$709 million of the outstanding credit for agriculture
was facilitated by the rediscounting operations of GEBAN, amounting to
about 117 of the total (see Table XI). In sum, the Central Bank, through
FUNAGRI and other rediscounting instruments, accounted for an average of
11.8% of total agricultural credit outstanding at the end of 1967 and

1968 ._1;2/

Resolution 5. -The most important implementing measures of the Agricul-
tural Credit Law were Central Bank Resolutions No. 69 of September 1967,

No. 97 of August 1968--and, to a lesser extent, No. 5 of August 1965.

"12/ The percent share of GEBAN varies sharply between 1967 and 1968
because yearsend balances often register wide fluctuations owing
‘to the nature of the credit.k1" .
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Table XII

Fundo Nacional de Refinanciamento Rural (FNRR) -- Source of Funds

(NCr $ Millions)

Source of Fuﬁds

Exchange Differential on Petroleum, Wheat,
end Derivatives
Operations
Agricultural Bonds (Res. 5)
FUNAGRI Depcsits (Res. 69)
Advances:
Central Bank
Central Bank -- To Account of IDB Loan 71 SF/BR
Centgal Bark -- To Account of FUNAGRI (Res. 69)
GERCA2/ (Res. 69 Account)
F. R. D, C. -- Fundo Reserva Defesa Cafe
AID 512-K024 (Program Loan)
AID 512-L02¢ (Fertilizer Loan)
AID 512-L055 (Program Loan)
AID 512-L061 (Fertilizer Loan)
IDB 71-SF/BR
7th Wheat Agreement

TOTAL

TOTAL AID
% AID IN TOTAL

Source: Central Bank, GECRI/ASSES

a/ First Quarter

1965 1966 1967 1968 19692
2.2 2.3 3.2 3.4 3.4
0.7 2.6 8.2 18.8 18.8

- 0.8 2.1 5.7 ——-

——-- ——- 22.3 18.2 20.6

——-- ———- 1.1 0.5 0.5

——-- 50.0 441 ——-- i

———- - ———- 143.1  143.1

———- —-- ——-- 50,0 -

——-- ———- ——-- sl 50.0

20.0 20.0 20.0 20.0 20.0

14.9 25.2 27.6 26.3 26.3

e - 25.0 45.0 45.0

———- ———- - 0.3 0.3

———- ——-- 6.0 21.7 32.7

- ——-- S 55.9 55.9

37.8 100.9  209.6  403.9  416.6

34.9 45.2 72.6  147.5  147.5

92.37  44.8%7  34.6%  36.5%  35.4%

b/ Grupo Executivo de Racionalizagﬁb da Cafeicultura.

USAID/B-DPEC
September, 1969
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“Reéélut tm 5 required thac commercial Eanks hold 75% of their compulsory
3deposits in cash; the remaintng 25% could be 1nvested 1n Adjustable
‘Treasury Bonds (ORIN*s), up to a share of 60% of that 25%, or in either
certain types of rural loans, or agricultural bonds yielding 3% per
annun, up to a share of 40% of that 25% (see following tablel, Since
liesolution 5 raised compulgory deposits from 20 to 25%, this meant that
10% of these deposits could be diracted to rural lending, amnd 15% to

. ORTN's-~reducing the amount of total cash compﬁlsory deposits to 18.75%
of total depositr. Hence, although Resolution 5 on the surface seemed
to be a restrictionary monetary measure,’raising compulsoryfdeposits
from 20 to 25%, its real effect was expansionary, since it decreased

sterilized (cash) compulsory deposits from 207 to 18.75%.

Effect of Resolution 5 on Compulsory Deposits

% of Compulsory % of Total
Deposite Deposits
Compulsory ' - 25,0
Cash 75.0 18,75
Investible 25.0 6.25
OﬁTN's 15.0 3.75
Agri 10.0 2.5

Eligible agricultural loans undex Resolution 5 could not exceed a
fairly low maximum (inttially NCr$3,300), could not have terms of less
than 120 days (or more than one-year), and could not carry charges of
more than 15% (including commission); loans. for agricultural marketing
could account for no more than 257 of .the total.” |

In October 1968, the rural credit 1ncent1ve of Resolution 5 was

reffeccively terminated with the" iesuance of Resolution 100, which offered§
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banks the additional-altetngtive of investing the 10% of compulsory
deposits in ORTN's., ORIN's yield a real interest rate of about 6%
(6% nominal interest plus monectary correction), whereas the Agricultural
Credit Law limits the interest rate plus commission on agricultural
lending to 75% of the commercial rate; this limitation means that rural
lending has until ;cw yielded a negative real rate of interest (currently
12% plus 67 commission on loans that are more than 50 times the minimum
wage, and 127% plus 2% commission on those up to 50 times the minimum
wage). Hence Resolution 100 effectively terminated the incentive effects
of Resolution 5 for agricultural lending, due to the higer returns
available on ORTN's. As Table XIII shows, the year 1968 already shows
the effect of Resolution 100, with Resolution 5 year-end balances showing
8 drop from NCr$219,7 million in 1967 (1968 constant cruzeiros) to
" NCr$63.7 million in 1968,

Table XIV shows the value of rural loans and agricultural bonds of
commercial banks that weré applied toward compulsory deposits under
Resolution 5. In vieﬁ of.the much higher rate of return on direct agri-
cultural loans in contrast to bonds (14-18% va. 3%), it is not surprising
that the share of the 3%-rural bonds in Resolution 5 lending 1s minor.

It i1s difficult to assess the impact of Resolution 5 on agricultural
lending, not only because of its short 11fe, but because it was devised
by the monetary authorities primarily as an instrument for regulating
monetary expansion, even though 1t'may have been publicizaed for palitical
purposes as a new and significant incentive for agriculture. An illustra-
tion of its secondary importance to the monetary authorities as an'agti-
cultural credit incentive is the fact that the Central Bank did not take

the data collecting, fiscalization and'implementatioh meggpfgg}fpf
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Tab;éiXIIif
;acdﬁmercial”Banks: Resolution 5 and Agricdltural Production Credit
(Year-end Balances, Constant NCr $ Millions of 1968)81

'Totai.Cfeﬁit,_ Annual Agrzcultural _ Annual : - % ofiké§;~5?

S Xo Variation Production Variation B . in Agri -

Private Sectork/ % Credit:.-.a; % Res. 5/  prod, Credit
1960 2.129.0 ———— 157.1 ———— ee-l R—
1961 7,765.1 -4.7 155.1 -1.3 s -
1962 7,872.7 1.5 178.9 15,4 ——— ————
1963 7,062.6 =10.3 162.3 -9,3 S e L eaad
1964 6,817.3 .. =3.5 191.5 : 18.0 L mes= o eada
1965 7,933.7 .- 1644 171.8 -10.3. L emee L male
1966 7,236.8 12848 201.9 17.5 . -133.4 6641
1967 9,536.7 31,8 425.0 . 110.5 219.7 51,7
2, 813 3 344 n.a. —cm 1 63.7 L aees

1968 1

'”*>Source‘. Based cn data from SEEF, Movimento Bancar1o Brasileiro.

-‘ ',§!f3FGV Wholesale Price Index.

‘:Q§[’ Lcans and'disccunted4notes;‘ Discounted notes represent about 90% of total commercial bank lending to.
;1:4the private sector. o S

gl Under Resolution 5, loans for less than 120 days are not elegible; moreover, marketing is e11g1ble for .
only 25%. Hence, Resolution 5 I --mpared here to commercial bank loans for agricultural production only, .
exclusive of discounted notes, whi. 1 account for 75% to 80% of commercial bank lending to agriculture.-

d/ Source: For 1967-1968: Central Bank GECRI,"Fundo Nacional de Refinanciamento Rural, Recursos," 1965~
1968, "Crédito Rural, Aplicagoes 12.31.67, 12.31,68; for 1966: Central Bank, Bolet1m, Jan. 1969 :
(Bolet1m fipure for 1967 about 107 lower than GECRI figure; accordingly, 1966 figure may be underestimated. )
Boletim figure for 1965, when Resolution 5 started (August), seems totally inaccurate and is, therefore,
not included. «

- 'USAID/B-DPEC
--.September, 1969
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Table XIV

Commercial Banks: Investment of Resolution 69 and Resolution 5

Resources in Direct Agricultural Credit and in Central Bank

Instrumenta, 1966-1968
(Year-end Balances, NCr $ Millions)

1966 1967 1968

Resolution 52/ 133,4 221.9 WA
Agri Loans 133.4 219.7 63.7
Agri Bonds n.a. 2.1 0.7

TOTAL Agri Prod. Credit2/201,9 425.0 737,65
% Resolution 5 66,07 64,77 8.7%

" d/

Resolutlon 69 - - 554,8 1,287,3
Agri Loans ——- 532.5 1,269.1
FUNAGRI ——- 22.3 18.2

TOTAL Agri Credit®/ ——- 1,290.2 2,848.1
% Resolution 69 43.0% 45,1%

&/ Resolution 5 investments begin in 1965. Central Bank Boletim
data (Jan. 1969) for 1965 totally inconsistent with GECRI data
as well as with SEEF data for total rural lending. Therefore,
1965 omitted, Source: Based on data from Central Bank, GECRI,
"Credito Rural, Aplicagtes," 12.31,67 and 12,31,68; and "Fundo
Nacional de Refinanciamento Rural, Recursos," 1965-1968,

b/ Excludes Bank of Brazil, Excludes marketing, because under Res. 5
marketing elegible for no more than 25%. Source: Based on data
from SEEF, Movimento Bancario Brasileiro.

¢/ Estimate, based on 1968 SEEF figure for agricultural production
and marketing (NCr $2,950.4 millions) reduced by 75%, which was
share of marketing loans (discounted notes) in cummercial bank
lending in 1967,

USAID-LA/DR
September, 1969
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Source: Dased on data from GECRI, "Credito Rural, Aplicaqoes "

12,31.67 and 12.31,68, and “"Fundo Nacional de Refimanciamento

Rural, Recursos," 1965-1968

Excludes Bank of Brazil., Includes marketing, since it is eligible
under Resolution 69. 1968 increase likely to be overestimated
because of increase in private bank reporting to GECRI between
1967 ard 1968,



Resolution 5 that it did for Reselutien 69 (see below); the latter was
issued two years later, and considered as turning the former superfluous
as an instrument of stimulating agricultural credit. Certainly, Reso-
lution 5's combination of varying reserve requirements, and the exemp-
tions to them that produced opposite net effects, was a sophisticated
political-economic instrument, enabling the monetary authorities to do
one thing, while making it appear to differing groupe with different
policy demands that they were doing something else.

Despite the mcnetary authorities' casualness about Resolution 5's
agricultural attractiveness, the data seem to demonstrate more evidence
of a net relative increase in agricultural lending owing to the measure
than they do in the case of Resolution 69 -- although the magnitude of
credit that could be facilitated by Resolution 5 was much less than the
amount made mandatory under Resolution 69 (e.g., in 1967, NCr $219.7
million outstanding in constant 1968 cruzeiros for Resolution 5, and in
1968, NCr $1.3 billion outstanding for Resolution 69 -- see Tables XI and
XIII). Table XIII shows that in 1967, commercial bank lending for agricul-

tural production credit increasedby 110% in real termslg/-- the largest increase

13/ Although commercial banks represent only 107 of total lending for
agricultural production eredit, and although Resolution 5 (and 69)
also apply to the Bank aimed at increasing commercial bank agri-
cultural lending. The Bank of Brazil already commits 467 of its
credit to agricultural production and accounts for 90% of its cre-
dit to agricultural production and accounts for 90% of outstanding
agricultural production credit. Since the Bank of Brazil had
already been lending to agriculture in amounts significantly higher
than those involved under Resolutions 5 and 69, these measures would
have no net effect on its lending. Hence the impact of these reso-
lutions is discussed in terms of commercial banks only, which include
state banks, the BNB, BNCC, and Banco da Amazonia (private commer-
cial banks account for about 65% of the commercial bank total in
agricultural credit).
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for this category on record, and much higher than the corresponding in-
creases in other credit categories. The increase in Resolution 5 in that
year accounted for 40% of the increase in commercial bank agricultural
production credit. Moreover, although commercial banks accounted for only
177 of agricultural production credit in 1967, the increase in their
lending in this category in 1967 accounted for 457 of the total increase

in agricultural production credit that year.

Real Variation in

Category Yr-End Bals, 1967/1968
Total credit, commer. Banks & BB 247
Total credit, commer. Banks 32%
Agri. Prod. Credit, commer.
Banks & BB 307%
Agri, marketing credit, commer.,
Banks & BB 227
Agri, Prod, Credit, BB 217
Agri. Prod. Credit, commer. banks 110%
Resolution 5 credit, commer. banks 65%

Source: Tables I, V, XIII.

Because Resolution 5 represented about 507 of commercial bank
agricultural production credit in 1967, it is possible that banks counted
as Regsolution 5 loans those loans that they would normally have made in
agriculture. Nevertheless, it is difficult, given the significantly
smaller increases in other categories and the lack of other incentives,l&
to explain the 110% increase in agricultural production credit in 1967

without attributing some causality to Resolution 5.

14/ Although Resolution 69 became effective in late 1967, it had little
effect on agricultural production credit (see next sectionm).
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Resolution 69, Resolution 69 of Sept. 1967 directed all banks to commit
at least 107 of their depoaitslé/ to agricultural credit, This measure
would make it mandatory for the commercial banks to direct four to six
times more credit to agriculture than the incentive provisions of
Resolution 5. (Of course both measures allowed banks to count loans that
they were already making in agriculture, as long as they qualified, so
that these relative increases are not net increases.) In that banks were
allowed to charge only 75% of normal interest rates on Resolution 69
credit, this measure represented a cost, whereas Resolution 5 represented
a reward, To the extent that the commercial bank, to fill its Resolution
69 requirements, would have to use resources that would otherwise have
been invested outside agriculture, Resolution 69 exacted a price in terms
of the forfeited 25% interest-rate differential; Resolution 5, on the
other hand, offered a return on resources that were otherwise sterile
(compulsory deposits),

Resolution 69 directed that banks comply with the 10% requirement
by the October 1967 month-end balance. Those banks unable to comply
would have to deposit the resources with FUNAGRI, to be used in the redis-
counting program of GECRI; these deposits would yield 6%, in comparison
to the 18% return the banks could earn on direct agricultural lending.
Banks could not count Resolution 5 loans, or loans rediscounted with

GEBAN and GECRI, as part of the Resolution 69 lending. And finally,

15/ Includes demand and time deposits of the private sector. Excludes
time deposits with monetary courrection, deposits tied to foreign
exchange operations, temporary deposits of public entities for
purposes of future wage payments or ariseing from tax collections or
Social Security contributions, deposits of state and municipal
govermments, and compulsory deposits., Amounts to about 85-90% of
total commercial bank deposits.
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vResqldtioq“69 referred to Art. 11 of Decree 58380 (May 1966) as specify-
‘ing the type of activities for which such lending would be eligible:
(1) Working capital for agriculture, livestock, agricultural processing
and industrialization; (2} investment capital for establishing permanent
crops (including pasture); forestation and reforestation; construction,
remodeling, or expansion of permanent installations; acquisition of machin-
ery and equipment of long useful life; rural electrification; irrigation,
drainage, damming, or soil recuperation works; clearing of forestland and
brush; acquisition of animals for breeding, fattening, or service;
acquisition of machines, implements, vehicles, equipment and other
installations of short- and medium-term useful life used in agricultural
activities; (3) marketing credit: &) to be conceded separately, or as an
extension of working capital credit, including storage, insurance,
preservation, drying, taxes, transport, b) to be conceded through the
discounting of notes arising from the sale of agriculture goods, and c)
to be conceded as part of the Federal Government minimum price acquisition
program; and (4) credit for the fishing industry (in accordance with
Article 18 of Decree Law 221 of February 1967). In sum, Resolution 69
did not make ineligible any activity associated with the agricultural
sector,

With no obstacles to financing agricultural marketing, Resolution
69 credit would logically tend to concentrate on that activity, rather
than in the financing of agricultural production--that is, the credit would
tend to benefit the intermediaries more than the farmers., The financing
of the agricultural sale is much less riskier and shorter-term proposition
than the financing of ptoductioﬁ. The purchase and sale of agricultural

crops is an operation that can be covered with a f£inancing of 60 to 120
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days; the purchaser issues a promissory to the farmer, who in turn dis-
counts it at the bank. The farmer's operating costs, on the other hand,
cover a crop cycle--which is rarely less than 120 days and is more often
than not closer to 280-360 days, before which time the loan cannot be
amortized, Moreover,'although the lending bank may take a lien on the
farmer's future crop as security for a working capital loan, it has no
guarantee that the harvest will be realized, or if it is, that it will
cover the value of the loan, Hence the financing of a farmer's operating
costs--not to mention his investment costs-- 18 a much less desirable
option for a bank which has the alternative of financing the inter-
mediary's purchase.

Certain incentives in the rural credit legislation itself make it
desirable to concentrate agricultural credit on short-term loans of large
individual amounts. With respect to loan size, Resolution 69 allows
banks to charge a 67 fiscalization commission only on loans above 50
times the minimum wage, requiring them to charge 4% less on loans below
that amount (Item 7). Hence because banks can earn 47 more on larger
loans, this requirement represents a disincentive to loans to small and
medium-size farmers. For agricultural marketing credit, banks are allowed
to discount the inturest from the principal at the time the loan is made,
while the practice is specifically prohibited for other agricultural
lending (Central Bank Circular 120 of August 1968). Moreover, banks
are allowed to charge the "fiscalization commission" on agricultural
marketing loans (6%) as well as on agricultural production credit, but
on the other hand are not required to carry out the normal fiscalization

procedures for the marketing loans, aside from verifying that the produce
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Afor which the note is being diecounted belongs to the producer bearing the
note (Decree 58,380 of May 1966, Art. 13, Item III)

’ Representing another incentive to short-term marketing credit,
.Reeolution 69 requires that total deposits and the 10% agricultural
loans be calculated quarterly on the basis of month-end balances, rather
than taken as averagee. Because bank deposits fluctuate unpredictably
throughout the year, a level of agricultural lending that amounts to
10% ef the first quarter's deposits could well represent significantly
more (or less) than 10% of the second quarter's deposits. Many benke do
not want to get caught with any percentage of rural lending over 10%,
since anything beyond that which is required by Resolution 69 represents
a loss to them, because of the lower ceiling on agricultural interest
rates, The best way for banks to avoid inadvertently lending more than
10% in agriculture is to lend at the shortest terms possible, in order to
have maximum flexibility in adjusting their agricultural balances to
fluctuations in deposits.

In order to cover the risk of being "caught" with more than 10%,
some banks make a small portion of their Resolution 69 lending in the form
of FUNAGRI deposits (see Table XIV); they earn 6% on these deposits, in
comparison to the 18% they earn on direct agricultural lending. They
take this loss because the FUNAGRIL deposits are refundable if a bank is
caught with more than 107 egricultural loans during any particular
quarter, according to Central Bank Circular 100 of February 1969, Item 2
(the refund is the exeeee over 10%) . The facc tﬁet the banks are willing
to risk a 12% interest loas 1n order to avoid the poesibility of a 6%
'intereet loss thich would teault from their lending et 18% whac they

;could have 1ent at 26%), 111uatretee the discouraging effecte on agriculw
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tural credit caused by the very legislation and regulations designed to
increase 1:.29/

The Central Bank has recognized the 10%-calculation disincentive to
long-term lending caused by Resolution 69, and ia now thinking of offering
to rediscount on favorable terms any excess over 107 that a commercial
bank may find itself with at the end of a quarter. Though this measure
might counteract the Resolution 69 disincentive, it could on the other
hand limit the flexibility that the monetary authorities have in contain-
ing credit as an instrument of stabilization policy. The disincentive to
longer~-term agricultural lendinug might be more efficiently and less
cumbersomely removed by calculating the 10% as an average of deposits and
rural loans during a certain period. If this were to cause an undesirable
lumping of agricultural lending during certain peak periods, then the
calculation might be made on the basis of quarterly rural credit out-
standing as a percent of a moving average of past deposits; the period
of the average could be lagged enough so that banks could anticipate in

advance decreases in their deposit averages, thus being able to adjust

their rural balances in a more leisurely fashion,

16/ This "hedging" approach tc Resolution 69 agricultural lending
described in the above paragraphs is used by one of the private
banks often cited as a Resolution 69 success story--i.e., a bank
which is said to be going into agricultural credit for the first
time and in a big way because of Resolution 69. If this kind of
operation is among the best that Resolution 69 can stimulate, thea
the measure cannot be considered to have much potential as an
instrument of institutional and qualitative change in agricultural
lending.
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':ReSoluc;ph 97. Tﬁe céhtral~nan£;(recognizing the disincentives of its
agriéultﬁral creditvréguiatibns~with.fespect to financing the agricultural
préducer rather than the intermediary, and to financing the small-to-
medium farmer, issued Resolution 97 #n August 1968, one year after
Rssoiution 69. Resolution 97 went into effect in May 1969, and required
that: (1) No more than 67% of the rural loans eligible under Resolution
69 could be granted for marketing, the remaining 33% being eligible for
working capital and/or investment (excluding coffee and sugar cane); (2)
the individual value of at least 707 of working capital and investment
loans could not exceed 500 times the high:st minimum wage (5,000 times the
minimum wage for loans to cooperatives); (3) the individual value of at
least 70% of the loans for agricultural marketing could not exceed 600
times the minimum wage (10,000 times'for cooperatives); (4) 10% of total
Resolution 69 applications would have to be made to small farmers in
amounts no larger than 50 times the highest minimum wage in the country;
(5) no more than 10% of Resolution 69 operations could finance the purchase
of jeeps, station wagons and cattle; and (6) banks which did not have a
bona fide agricultural credit department could extend up to 50% of their
Resolution 69 loans for agricultural marketing, but would have to deposit
the rest with FUNAGRI, at a return of 6%,

Resolution 97 was accompanied by efforts on the part of GECRI of the
Central Bank to institute a comprehensive inspection system which would
assure that banks were compiying with the various criteria outlined,
that they had bona fide agricultural credit departments, and that the loans
they are reporting as filling the Resolution 69 requirement are actually
being applied in agriculture. Moreover; GECRI has set up a training

program to instruct employees of commercial banks in the techniques of



rural credit loan evaluation and execution-(see Airgram Rio A-1121 of

10/17/68).

Impact of Resolutions 69 and 97. The effect of Resolution 69 1s difficult

to determine from the data, given the short.history of the program, the
activation of Resolution 97 and fiscalization measures only in ﬁid-1969
and the fact that bank reporting procedures were totally changed in 1968,
according to Central Bank regulations. The SEEF distinction between
loans and discounted notes, which enabled a rough distinction between
financing of agricultural production and marketing, is dropped starting
in 1968, 1Instead, agricultural and marketing credit are now specified
separately in the data; but "marketing" now contains credit to the agricul-
tural procesa}ng industry, as well as credit for the purchase of crops.
Moreover, it is clear from the 1968 SEEF data for commercial banks that
"production" includes a significant amount of marketing credit:lz
Despite these difficulties, an estimate of upper and lower limits of
commercial bank agricultural credit for 1968 seems to indicate that there
was not extraordinary growth in this particular category; this means that
most of the lending classified as Resolution 69 would probably have
occurred even in that measure's absence, Resolution 69 was issued on
September 22, 1967, to be effective with the October 1967 month-end

balances, By the end of the year 1967 (see Table XI), Resolution 69

17/ Because.the 1968 .agricultural prodaction credit figuxe for commercial
banks (NCr$2.3 billion) represents a 6507 increase over the 1967
‘SEEF figure for "loans'"; and the 1968 agricultural marketing figure
for commerical banks (NCr$689.9 mii.) represents a 50% decrease
over the 1967 figure for "discounted notes,'" These variations are
inconsistent with other credit variations for that period; moreover,
the data would be expected to show increases, not decreases, in
marketing, since the latter was the most attractive investment under
Resolution 69.
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3 ileﬁding;(NCr$530 7 mihlion) represented 407Tof commercial bank lending ffv

;?for asricultural production and marketing:(NCrsl 3,b11110n).,

_i3of depoaitﬁ;(see Table XV).» : 7 :
The rapid 1967 adjustment to Resolution 69 1eads one to believe that

banka claesified ae eligible thoae agricultural loans that they would

’-inormally grant, hence in 1967, one wou*d suspect, the meaaure probably

.would have resulted in no net increaee in agricultural lending, COmmercial
'bank agricultural lending, however, increased by 47% (real) in 1967, in
comparison to a real decrease of 8% in;1966 (see following table). At
the same time, total commercial-bank‘iending also increased significantly,
but not as much=--by 29%'(rea1).inv1967-§in comparison to a real decrease
of 10% in 1966, In comparison to the commercial banks, Bank of Brazil
agricultural credit outetanding-increaeed by only 15% (real) in 1967, com-
pared to a decrease of 7% in real terms in 1966. Moreover, commercial
bank agricultural loans, minus Resolution 5 loans, demonstrated a signifi-
cantly higher rate of”increaee (noninal) in the second half of 1967 (437%)
when Resolutinn 69 took effect, than in the first half (26%), the increase
being a little too high to be explained entirely by the normal concentra-
tion of agricultural credit at the end of: the calendar year.ls/

Another indication of a poasible net increase in agricultural lending
'_,in 1967 resulting from Reeolution 69 was a’ correeponding increase in '

‘a‘agricultural credit as a percent of deposits, which moved from 12.4% in

dif;1966 to 15 2% in 1967--an increase relatively greater than the increaae in .

18/ Based on data from Bancé’ Central, Boletim, April 1968, PP. 72-73.
‘,fOther percentagea in this paragraph based on' Tables IV:-and XV,
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Table XV

Commercial Baﬁksgjz Agricultural Credit, -Including Mafketinghl

as Pércent'of Deposits, 1954-1968

(Year-end Balances, Constant NCr $ millions of 1968)21
o Agri Credit - Nop-Agri ‘ Res.. 69. .
»Agri_d/ | aneAgré/ . e/ as _Percent Credit as 7 Res. 6%,} as-zz.ofr :
Credit— . Cred1 Deposits of Deposits of Deposits Loans= Deposits
1956 S71.9 5,99.5 . 6,941.4 8.3 78.0 — —---
1955 523.3 5,953.9 7,080,7 7.4 76.7 - e
1956 . 646,5 6,1380.5 6,997.7 9.3 79.1 ———— T mees
- 1957 776.4 6,932.9 8,453.7 9,2 72.8 . ————
- 1958 741.3 7,392.9 9,137.0 8.1 72.8 == : ———-
‘1959 ‘ 765.6 7,356.6 9,481.3 8.1 69.5 - _ | ==
1960 816.6 7,312.4 9,899.4 8.3 73.9 ——-- .
19€1 749.3 7,015.8 9,895.4 7.6 70.9 ———- m——-
1962 - 782.1 7,090.6 10,753.1 7.3 66.0 ———— m————
1963 850.8 6,211.8 10,234,8 8.3 69.2 e -—=-
1964 1,037.0 5,780.3 9,320,0 11.1 62.0 === Lme———
1965 1,288.5 6,645.2 11,906.5 10.8 55.8 ———- ———
1966 1,192.5 6,044.3 9,597.5 12.4 63.0 ———- ~ “'*h/
1967 : 1,755.9 7,780.8 11,552,0 15.2 67.4 660.1 “-i,l—»
196831, {‘23260.4 10,552,9 12,094.8 18,9 87.3 1,269.1 10.51*
‘ 2,950,4 9,862.9 12,094.8 24,4 81.5 1,269.1 10.5

“af Private and state banks, BNB, BNCC, Banco da AmazOnia --excludes Bank of Brazil. '

- b/ Marketing included because it qualifies for Res.,.69 loans. Although Res. 97 requires that marketing can-’

not exceed 67% of Res. 69 loans, this requirement is toc recent to appear in the 1968 date.
/ TFGV Wholesale Price Index.

c
. 4/ Source: Based on data from SEEF., Movimento Bawcario Brasileiro. Non-agricultural credit calculated as

residual of total wminus agricultural. ,
‘(cont.)"
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e/ Source: Based on data from Banco Central, Boletim, March 1966 (for 1952-1963, Boletim, March, 1969 - :
~  (for 1964-1963). TIncludes only demand and time deposits of the privete sector (excluding time deposits »
with monetary correction). Resolution 69 excludes, for purposes of calculating the 10% rural loan
requirement, those deposits (1) with monetary correction, (2) tied to foreign exchange operations, -
(3) of public entities which are tmeporary, deposited for purposes of future wage payments, or arising
from tax collections or Social Security contributions, (4) of state and municipal governments, and
(5) representing compulsory deposits maintained at the Central Bank.

£/ Banco Central, GECRI/ASSES, "Creédito Rural, AplicagSes," 31.12.67 and 31.12.68.

g/ Changed system of accounting in 1963 makes accurate comparison with previous series impossible. Before
1968, agricultural credit divided into loans and discounted notes, which allowed an approximate corres-
ponding categorization of production vs. marketing credit. New series separates industry in marketing
(which was previously part of the "coumerce' category), as well as credit for purchase of agricultural
products. Moreover, it is clear that the new "production credit" category still contains a considerable
proportion of discounted notes for finarcing crop purchases. Therefore, &wo 1968 figures are given,
representing an estimate of lower and upper limite. First figure is SEEF figure for "production credit"
and second figure is SEEF for production-plus-marketing credit. ‘

'.{g/ Since Resolution 69 took effect onlj in late 1967, it would not show a total 10% in the 1967 year-end
’ ~ balances. ‘

USAID/B-DPEC
September, 1969
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the percentage relation of non-agricultural credit to deposits (see
Table XV), The percentage share of commercial bank agricultural credit
in total credit outstanding increased from 16.5% in 1966 to 18,4% in
1967, an increase which is nevertheless not significant, given the normal
fluctuations in this category from year to year. There was a significant
increase, however, in the share of commercial bank agricultural credit
outstanding in total agricultural credit (including the Bank of Brazil),
which rose from 36% in 1965 and 1966 to 42% in 1967. In sum, then,
it seems that Resolution 69, along with Resolution 5, had some effect in

19/

increasing agricultural credit outstanding in 1967.

19/ That Resolution 69 took effect one month before the close of 1967
is not inconsistent with this result, Banks had known since September
1967 that they would have to comply by November 1. Moreover, agricul-
tural marketing loans could probably be made easily by banks lacking
agricultural credit departments, without any chunge in their procedures
or personnel, Lastly, the peak agricultural marketing cycle starts
in November and lasts about three months, '



Year-end Balances, Percentages
(Based on 1968 NCr$ Millions)

Real Variation over

Item _ Preceding Year .
166 167 1968
Agri credit, commer banks -8 47 29-68
Total credit, comme:r banks -10 29 34
Agri credit, Bank of Brazil -7 15 28
Total credit, commer banks & BB -14 24 39
___Percent Values ___
66 1967 1968
Res. 69 as % agri credit,
commer banku - 40 43-56
Res. 69 as 7% deposits, commer “
banks - 6 10
Agri credit as 7 deposits,
commer banks 12 15 19-24
Non-agri credit as % deposits,
commer banks 63 67 82-87
Agri credit as 7% commer bank credit 17 18 18-23
Commer bank agri credit as 7%
agri credit 36 42 35-48

Source: Tables I, IV, XV

An estimation of the increases in agricultural credit in 1968
brought about by Resolution 69 is more difficult, given the change in
reporting procedures referred to above. Estimating a lower and upper
1imit consistent with the 1967 data for commercial bank agricultural credit
outstanding at the end of 1968 (NCr$2.3 billion and NCx$3.0 billion
respectively, see Table XV), one finds a real increase over 1967 of
between 29% and 68%. In comparison, total commercial bank credit increased
in real terms by‘34%, from NCr$9.5 billion to NCr$12.8 billion, while total
credit of the commercial system and Bank of Brazil increased by 39% in
real terms from NCr$l4.1 billion to NCr$19.6 billion. Agricultural
credit outstanding as a percent of depcsits rose in real terms from

.



~55A

15.2% to about 22% in 1968, about twice as much as the increase in non-
rural credit as a percent of deposits (from 67.4% to about 847). Bank
of Brazil outstanding agricultural credit seems to have increased about
28% 1in real terms in 1968, Finally, the percentage share of agricultaral
credit seems to have increased about 287% in real terms in 1968. Finally,
the percertage share of agricultural credit in total commercial bark
credit outstarding charged from 18,4% in 1967 to somewhere between 187
and 23% in 1963 -- and the percentage share of commercial bank agricul-
tural credit in total agricultural credit changed from 427 in 1967 to some-
where betweer 35% ard 48% in 1968,  The data seem to indicate, then, that
commercial bank agricultural credit experienced a somewhat more thar
proportionate increase in 1963 -- compared to increases ir other credit
categories and increases in previous yvears,

Other evidence suggests that, although there may have been some
ret increase in agricultural credit owing to Resolution 69, this increase
has rot been significant, and that rone of it wenrt to farmers, but rather,
to agricultural intermediaries, It is generally conceded by commercial
banks and Central Bank officials that a considerable proportion of Reso-
lution 69 loans is going for totallv non-agricultural ends, and that of
those which are being directed to agriculture, a majority are going for
agricultural marketing, The monetary authorities admit that inspection
has beer very difficult, and that evasion in one form or another has
beer widespread, (One Central Bank official guesses that 50% of Reso-
lution 69 lending has nothing to do with agriculture.) The authorities
hope, however, that the currenrt fiscalization campaign beirg mounted will

help to brirg the program into line.
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The Emphasis or Marketing. Since Resolution 97 imposed a ceiling of

67% on Resolution 69 loane going for marketing, it can be assumed that

at leést 67%, and probably much more, went for marketing in 1967 and

1968 -~ givén the need to impose such a ceiling, given the higher returns
to banks on merketing as opposed to production losns, and given the judg-
ments related above. Moreover, in view of the fact that marketing loans
are of much shorter duration than production loans, 67% of outstending
balances could represent a much higher percert of the total annual flow
of credit.

Although the agricultural marketing sector may be in need of credit

to an equal extert as agricultural production, Resolution 69 nevertheless
was part of an array of policy moves that pointed to agricultural produc-
tion and rot marketing as a reedy sector. 'The Govermnment and the busi-
ness sector," stated a Central Bank document on agricultural credit,
Mare corvinced that the moderrization and dynamization of the country's
agriculture is a goal of the highest priority for the stability of the
ecoromy, Agricultural credit, appropriately applied, is the most effi-
ciznt instrument for achieving this end."zg/

Marketing had already been the object of bottleneck-removirg policies
ip the 50's and early 60's (see Smith), Currently, the problem of fir-
ancing the storage and sale of agricultural products is being dealt with
directly by the govermnment's other wajor policy measure in agriculture,
the minimum price program, Under this pfogram, NCr $2Z0.4 million was

granted in marketing loans in 1968 by CREAI (not including acquisitions),

20/ Central Bank Circular 120, Item 8, August 1968.



which represented 12% of their agricultural lending in that year. Al-
though Resolution 97 attempts to limit the marketing credit of Resolution
69 lending, the ceiling percentage (67%) still represenrts a majority of
the crvedit elfgible under the measure, The remairing 33% for working
capital and investment amounts to about the same level of commercial

21/

bark agricultural production credit already reached ir 1967.—" In sum,
the Resolution 69 program, along with other rural credit measures, although
interded to direct wmore credit to agricultural productior and although
accompanied by considerable Central Bark activity ir encouraging and
trairing commercial banks in rural production credit procedures, have the
eifect of directing the major part of agricultural credit to the agricul-
tural intermedijary.

Another estimate of the impact of Resolution 69 can be made by refer-
ring to Table XV, which shows that commercial bank agricultural lending
had alreadv reached more than 10% of commercial bank deposits for the
three years preceding Resolution 69, Commercial bank agricultural pro-
duction credit, required by Resolution 97 o be at least 3,3% of deposits
(33% of 10%), had not quite reached that level before 1967 --having been
2,0% in 1964, 1,47 in 1965, and 2,1% in 1966 -- but reached 3.7% in 1967,
before the 337 requirement was ir effect, These comparisons mean that
banks who were already doing more agricultural lending than the average,
would not be forced or encouraged bv Ra2gsolution 69 to do more, since
they had alreadv been lending in sgriculture more than 107% of their

deposits. It was those barks who had been doing little agricultural

21/ 1airty-three percent of 1963 commercial bank Resolution 69 loans
18 NCr $423 million, slightly less than the NCr $425 million (in
constant 1968 cruzeiros) of commercial bank agricultural production
credit in 1967,
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1ending‘éhat would be forced to do more, in order to reach 10% of their
deposits, Neadless to say, lending for agricultural production credit
requires an overhead of specialized pergsonnel and procedures and the
development of totally di.fferent "buasiness" connections--an overhead
most likely to be subject to economies of scale, Agricultural marketing
lending, as mentioned above, doesn't need this overhead; the Central
Bank recognizes this fact by forcing banks without agricultural credit
departments to inves’ 50% of their Resolution 69 funds in FUNAGRI 6%
deposits (to be used for agricultural rediscounting operations of GECRI),
but at the same time, allowing them to invest the remaining 50% in wmar-

keting loans (Resolution 97, Item II).

The 10% Approach, The 10% "average" approach of Resolution 69 seems to

be inefficient to the extent that banks with an already existing over-
head ard specializatiin in agricultural lending are neither forced, nor
encouraged to expand their operations; at the same time, many banks with
no agricultural lendiﬁg experience or predilections are forced to set up
their own separate agricultural credit service in order to meet their
10% requirements. If not, they must forfeit 50% of their Resolution 69
lending to FUNAGRI deposits, where they earn 6% instead of the 18% rate
for direct agricultural lending. This means that to the extent that
FUNAGRI deposits are used for increasing Central Bank rediscounting of
agricultural loans made by banks with established agricultural credit
departments, Resolution 97 implies a subsidy by banks without agricul-
tural credit departments to banks with those departnents, This could
mean that the Resolution 69 program was in effect a way of increasing

ogricultural cradit by rewarding agricultural lenders at the cost of the
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non-agricultural lenders. But, as Table XIV shows, very few Resolution
69 furds took the form of FUNAGRI deposits, which chows that banks with-
out rural credit departments prefereed to establish them, even if, in
some rudimentary form, in order to avoid forfeiting the 127 interest

spread between FUNAGRI deposits and direct rural lending.

The Private Sector Emphasis. Resolution 69 turns out to be a strange

combination of & new private sector approach to a resource allocation
problem, along with regulations that are private sector disincentives,

In many developing countries, agricultural credit has been to a consider-
able extent a public sector function, because of the higher administrative
costs thar for commercial credit, because of the greater risks, and be-
cause of the difficulty of insuring against such risks because of their
bunching at one point in time (i.e., weather caused failures). Hence,

in many countries of the world, commercial barks accourt for only &

small proportion of institution agricultural credit -- i.e., in Japan,

3% (196); ir Venezuela, 11% (1960); in the Philippires, 8% (1957%; in Iran,
zero (1963); and in India, zero (1961). The exceptions are Mexico,

with 66% (1959; and to a lesser extent, the United States, with 52%
(1960) 22/ Herce, Brazil, with 35 to 45% of asricultural credit accounted
for bv private banks, may be closer to the advanced courtries in this

field than the less advanced.

22/ Based on data frowm, Changes in Agriculture in 26 Developing Natiors,
1948 to 1963, Foreign Agricultural Economic Report No. 27, USDA, p. 32,
Another source cites the Mexicar percentage of private agricultural
credit in the total as 16.7% in 1960, (Dwight Brothers and Leopoldo
Solis, Mexicar Financial Developuwert, University of Texas Press,
1966, ) This major descrepancy betweern the two figures most likely
results from differert wavs of classifying the goverrment-owned
banks -- whether as commercial or public. Such a discrepancy of
this data, urless clear specification is made as to what is included
in commercial banks, and whether agricultural marketing credit is
included.
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CREAT, of the Bank of Brazil, was created in 1938 with the express pur-
pose of providing offiéial credit at subsidized rates to Brazilian agri-
culture. Resolution 69 thus represents a decision to place new emphasis
on the private sector for bringing abou: an increase in the flow of credit
to agriculture, as opposed to the past domination by the public sector,
Since the regulation offers no incentives for banks to increase agricul-
tural credit, and indeed penalizes such increases by requiring that a
lower interest rate be charged, it would have no effect on official
banks like the Bank of Brazil, Bank of the Northeast, and Bank of the
State of S&o Paulo, which are already lending more than 10% of their
deposits in agriculture. It is difficult to understand what the virtue
of the private sector approach to the problem could be; it certainly
isn't an experience and capacity in agricultural lending in the private
sector, for that capacity exists in the official and semi-official bank-
ing sector. Nor can it be a preference for the allocative efficiency of
the free market or profit motive, since the price of credit is not
allowed to rise to at least the level of other credit instruments, and
since banks are not allowed to maximize profits under this program.
Perhaps ore explapation of this combination of private sector
approach with pfivate sector disincentives -- and the resulting ineffi-
ciencies and evasions -- is that Resolution 69 and the legislation on
which it is based were really not serious attempts to deal with agricul-
tural problems, but rather, were hastily devised political woves to
show that vhe government was "doing something about agriculture." Even
ag a political ploy to agriculture, however, the legislation is not that
beneficient; that is, even if the farmer gets more crelit, it is at in-

g:eased pricen, for the private banks charge higher interest rates and/ox



fiscalization commissions than the Bank of Brazil and state banks.gg/

In short, from a political point of view, the measure seems to benefit
nobody except perhaps the agricultural intermediaries, who are already
accustomed to getting & good deal of their credit from the private bank-
ing system, In sum, the farmers get more credit (theoretically), but at
a higher interest rate, and the banks are forced to lend in agriculture,

but at a lower return.

Policy Correctives., The history of some policy programs that turn out

well ofter starts with such problem beginnings, which are painfully obvious
to policymakers and which bring to the surface previously invisible ele-
ments and possible solutions of the problem being treated. This particu-
lar policy, however, seems for the moment to be breeding corrective meas-
ures that are perhaps as irefficient and cumbersome as the original
measures they are designed to correct:

1. For example, the requirement of a lower interest rate for loans
that are higher cost and higher risk than normal commercial loans results
in a high incidence of evasion., The monetary authorities, rather than
trying to correct the disincentive, mount an inspection program in an

area where this kind of control is almost impossible.

23/ Interest Rates for Institutional Agricultural Credit
(for working capital and investment)
Federal State Private
Banks** Banks Banks
Interest Rate 10 11-12 13-14
Fiscalization Charge 5 2 4
Other Charges o== 2-3 2
TOTAL 15 15-17 19-20

%% BB, BNB, BNCC, Bank of Amazonia

/
Source: CIDA, Estudo de Credito Agricola no Brazil, Vers&b Preliminar,
February, 1969, p. 159
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| 2, Another example, cited above, is the built-in disincentive to
kiongef-term loans caused by (a) the calculation of the 10% on the basis
of month-end rather than average credit and deposit figures, and (b) the
gains to be had on short-term loans through the discounting of interest
at the start, The monetary eutﬁorities, instead of attempting to dimi-
nish the interest-rate incentive to short-term lending, or make the 10%
calculation in a way that does not punish longer-term lending, decide to
offer rediscount possibilities to the banks that get caught with more
than 10%. This corrective seems to be a tacit capitulation to elements
of a public sector subsidy approach, which is what the Central Bank's
rediscounting operations represent, Once this is recogniged, it is pos-
sible to think of more efficient methods of administering such a subsidy.
For example, instead of requiring every bank to invest 10% in agriculture
and thep offering to rediscount'anything above 107 that they happen to
find themselves with, the Central Bank might decide to allow higher-than-
commercial interest rates for agricultural loans, and subsidize, if
necessary part of the interest cost to the farmer.zﬁl In such a case,
the private sector approach mekes some sense, for the price distortion
is removed from the supply side, although it remains on the demand side.
The interest differential between agricultural and commercial credit
could be set high enough so as to attract banks already involved in agri-
cultural 1endihg and low enough eo as not to attract banks for whom the
setting up of an agricultural credit department would not be compensated
by the extras interest return., Nevertheless, such a solution is second

best, for a higher interest rate for agriculture that was subsidized

 3§/'ﬁThie approach was used by AID in the fertilizer loan,
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for the borrower would still encodrage evasion, and the credit might
not end up ir agriculture, In short, once prices are artificially deter-
mined, a policy is no longer a private-sector approach.

3. Another example of counterbalancing distortions is the Central
Bank's recent decision to allow banks to charge the borrower up to 1%
for the cost of contracting out the agricultural credit application
evaluation and follow-up visits to & consulting firm or a state extension
agencyv; altefnatively, the borrower may opt to include the cost of this
evaluatioh in the loan principal. The cost of the contracted assistance
may go up to 2% of the loan, with the bark paying the remaining 1%. This
measure was intended to facilitate implementation of the Central Bank's
requirement that agricultural lending be based on well-conceived projects.
Although some banks are making evaluation contracts with state extension
agencies, much of this evaluation work is being done by private consult-
ing firms, who contract "stringers" living in the prospective borrower's
region, The "stringer" usually has other jobs in the same or related
fields, is paid "by the visit," and is assured employment for the follow-
up inspection visits if the farmer gets the ioan. In the case of state
extension agencies, this measare could perhaps have interesting results
to the extent that it channels both new demand and resources to these
entities, The'consulting firm "commission system" approach, however,
probably does not contribute much to serious project evaluation. In
fact, the effect on who gets loans and for whet is probably the same as
the traditional and much-maligned banker's pure concern for the prospect-
ive borrower's guarantee -- precisely the kind of criteria that the Central

Bank's measures were intended to overcome,
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-;giﬁefééhtr?i?Bgnk!s:téduirément of indi&idual project evaluation
,qiéﬁéfwiéﬁ,pérﬁissioh to contract it out ana charge f&f‘ic would seem
o result in a dispersion of agricultural credit administration among
vvatibué public and private sector entities. This méy represent a costly
gpltntering of the overhead function, inconsistent with the kind of
qualitétive and quantitative change in agricultural credit which the
monetary authorities intended. In short, the disincentive of an interest
rate too'low to cover administrative cost, and the questionable effi-
ciency of a measure which requires every bank to give a little bit of

a costly kind of credit, is countered by other measures which guarantee
a new business to the private consulting firms, add to the proliferation
of administering institutions, and hence increase even more the cost of
agricultural credit.zﬁ/

The Interest Rate. One suspects that the difficulty of turning the

bad beginning of the rural credit law and Resolution 69 into better
going is to some extent a function of the political aspects of the inter-
est rate question. An inconsistency of the monetary authorities' new
agr?cultur&l credit policy is that, (1) the policy is not set in a con-

text of social welfare and subsidization of the farmer or rural worker,

25/ This is not to say that the separation of the evaluative and the
financing function is always inefficient., This separation works
quite well in the supervised credit program of ACAR of Minas Gerais,
where the extension service does all the evaluation work and the
Caixa Economica of the state makes the loan. The ACAR program
differs from the Resolution 69 approach, however, in that each
institution covers a very wide area (the whole state of Minas
Gerais), and the program deals with supervised credit, which has
the kind of administrative costs and structure which may make
such separation desirable and efficient,
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“but: of turning agriculture 1nto a good business, a highly commercial-
~ ized sector, yet, 2) the justification that one hears in the. Central
Bank and other offictalrsectors for a subsidized 1nteres:lrate in egri-
culture is that thejférmer is in a bad way, costs are high, and he needs
to be encouraged to froduce. It is generally known, however, that many
farmers pay much higher interest rates for non-inrtitucional credit in
Brazil as well as in all develoﬁing countries, CIDA estimates non-
institutional interest rates for agricultural credit in Brazil at the
yearly equivalent‘éf roughly 60%, in comparison to 15-20% for insti-
tutional rafea.gﬁ/ As mentioned ébove, the amount of agricultural
credit from non—institutioﬂél sources is probably quite significant,
having been estimated by Smith at about 82% frr the early fifties in
Brazil, Even in the United States, non-institutional credit is reputed
to represent more than half (52%) of total agricultural credit to the.
private sector.27/
Clearly, then, it is a relatively privileged few who must take up
a large part of the supply of scarce institutional agricultural credit,
Hence, a change in interest rate policy -- even if it were the simplest
and most efficient measure for achieving the desired objective -~ may
be a meﬁhod of last resort in political terms. .This perhaps explains
the seeming cumbersomeness of the actions and reactions by the monetary

authorities in attempting to increase the supply of»qgricultural credit.

26/ CIDA, Estudo_de GCredito égyicola no Brazil, Varsao Preljwinar,
February, ry, 1969, p. 161, 9

27/ 'USDA, Changes in Agriculture.ii, p;f8?q
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Q:Moreover, it is politically difficult in: any 8ector to - argue that one
is going to favor that aector by raising the price of one of its inputs -~
1n order to 1ncrease the supply of that input.

Political unpleaaantnees es an obstacle to raising the interest
.rate 1n agrigpltu:e is probably_qt least equally matched by the’hyper-
genqiﬁivity to ﬁriée:increaaée.of a government benﬁ‘on bringing an end
fo=inflétioh,-- especially ﬁith.regard to the prices of inputs in a sec-
toi wh§se,producti§n'1s'cOnpidered lacking, Prices normally controlled
in a mixed economy -- 1ike ‘utitity, transport, and interest rates -- are
often-peréeivéd:as’tﬁe only direct controls that a government has when
it is desperately trying to navigate in é sea of rising prices, There
is considerable evidence to,suggepﬁ, for example, that the early
Kubitschek government was sympathetic to the need for rate increases in
electric power, and éwarehofbthe harmful effects that inflation-eroded
rates would have-6n~power supply. Nevertheless, that government did
not fagilitate or fight- for legislation which would authorize such in-
creases., One can not argue that this lack of actioh resulted totally
from its expected political cosfs or from the government's desire not
to reward a fbtetgn utility,k For, at the same time that the Kubitschek
:government.was,notvfdctiitating,fate increases; it was facilitating all
kinds of other'1ncbme-£hdreée{hg‘(but not érice-incrensing) measures

: for the electric utilitiea(e g., prefarential exchange rates for equip-
e ment importation, profit remtttance, debt amorcizat{on). In eum, the

 Kub1tachek government'a rate policy was . no doubt influenced by the
7_;expectation that one more price 1ncrease was a greater and more immediate
; ?coat than the eventual deleterious effects that law rates would have on 2

:fi;power supply.v.   ’
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Although the post-1964 governments have been willing to act on
more long-range perceptions, and have put up politically brave fronts
with respect to the prices of utilities and agricultural products; their
action with respect to the agricultural interest rate seems to be a
continuation, rather than a break from the pre-1964 array of policy
responses to inflation. The present lower interest rate for agriculture
represents a shifting of the price-~ceiling approach to inflation from
the egricultural sector bagk one step in the production process to
the banking sector. The agricultural interest rate ceiling may also
reflect a tendency toward over-compensation by the government for the
many years of price ceilings on agricultural products, and their harm-
ful effects on supply,

The banking sector, of course, will not be anywhere near as harmed
by this price ceiling as was agriculture during the days of its price
ceiling, Agriculture is a small portion of the banking system's total
portfolio, and the banking business, in contrast to agriculture,
flourishes considerably when operating in an inflationary atmosphere.
Hence, the cost of the price ceiling to the sector on which it is imposed
is considerably less in the case of banking than in the case of agri-
culture; at the same time, the cost to the consuming sector (agriculture)
in terms of gsupply of the input is proportionately greater, precisely
because the supplying sector has the alternative of selling its product
elsewhere at higher prices (cowmercial bank lending) .,

Perhaps more to the pofnt, the agricultural sector -- in comparison
to electric power or other industries -- faces a highly elestic demand

curve for its products. This means that, whereas industrial firms can



fioften paes on much of their inflationary cost increasea to the consumer,
i?the farmer hae almost no- such possibility. Although the longer-run
equilibration of agriculturel supply ‘and demand resulting from the
~increaselin.the cost of an input might well result in a higher price
for the product, this will occur only after the,edjustmene mechanism
:has wiped»out the farmers on the 10Wer end of the brofit range. It
'may well be, then, that the present government's concern for kesping
down the price of agrieultural credit is qui.e unlike the case of
Knbitechek~end electric power; that is, the case of agriculture has
nneh.less*tb do.with a feared inereeae in prieeS‘than it has to do
ﬁith,a'eonne;n-for'squeezing out many farmers whose profits could not
witﬂstend ﬁhe blow that a credit cost increase would deal.

Since the interest rate question is so crucial in determining the
eupply‘of credit to agriculture and in agricultural policy-me%ing, it
gseems imperative that a study of the price elasticity of demand for agri-
cultural credit be undertaken. The data of the Bank of Brazil is more
than adequate for such an analysis, and vince agricultural credit has
been almost totally subject to officially declared and observed rates
(i.e,, the Bank of Brazil), it is possible to locate moments in time
when specific increaeee wera made, and the reactions in demand to them.
Superficially, the behavior of agricultural credit does not seem to
ahbw’a particuiarly notable price,sensitivity to the rate of interest,
at least over the prevailing range of ratea.

i An analysis of the price elasticity of demand for cradit should
}1be matched by a study of the cost of credit as a netcent of the price

»i{of agricultural producta, because of Lha conoern of policymekera ove.
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possible agricultural price increases arising from an increase in the
cost of credit. One point that is sometimes neglected in considering
the cost of credit is the fact that the farmer receives his working capi-
tal in stages, corresponding to his staggered input needs during the
preparing, planting, caring-for, and harvest period. Since the interest
is charged on the balance outstanding of credit actually in use --
rather than on the amount of the credit contract ~-- the total interest
costs are much less for the credit taken prior to the harvest, for
example, than for the credit utilized months earlier for the planting.
CIDA has made an estimate of the cost of credit as a percent of
principal, on the basiz of this phased receipt of the principal.gg/
For crops of short cycle, like corn, beans, and potatoes an annual
interest rate of 127 generally represents no more than 7% of the amount
of credit received; on the basis of 18% annual interest, the interest
charges emount to about 10.5% of the principal, Assuming that the
credit finances 100% of the farmer's working capital costs and that
these costs are 100% of total costs (both overestimates), CIDA calculates
that interest costs amount to about 7% of the total cost of production
in the case of a 12% annual interest rate, and 10,5% in the case of
an 187 annual interest rate, In sum, a difference of 6% in the rate
of interest, which is the present differential between commercial and
agricultural interest rates, can cause under these assumptions an increase
of 3,5% in the cost of ptoduction, This increase, of course, would be

slightly larger for tha currant 18%-247 agricultural interest rate

spread,

28/ cIpA, p. 160,
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 ‘”13The CIDA estimates are only guggestive. A more comprehensive

ﬂfanalysis ahould among other things, take 1nto account the price
ﬁyelasticitiea of demand for credit and agricultural products, which
f wou1d‘ind1cate how much an interest rate increase wouldfbe transferred
ihto agricultural price;idcreaaes and how much of it;ﬁould come out of
farmer profits, ‘Such an;analygipais én'eaBEntial complement to &
étudy 65 the pricelélaqticity of demgnd for agricultural credit.

| ‘Another questidn.that'could be examined in the case of the inter-

est;@te for agricultural credit is the following: It wmay be that the
 ;afféct'of'inf1at1oh,on the costs and future returns for agricultural
‘bgfioﬁg;s‘is quitéfdifféféht than that for non-agricultural borrowers,
fhaf is, by_the time commercial borrowers repay their loans, they
’havé reapad the inflagionary price increases that occurred betwe:n the
taking of the loan (purchase of inputs) and its repayment (sale of out-
puts), Hence, a nominal rate of interest that is less than the rate
of inflation is, in their case, é truly negative rate of interest. In
the case of farmers, however, most étedit goes for working capital to
cover the planting-harvest cycle, usually between 180 to 360 days.
Because of the current government minimum price program and the public
fixing of prices of the agricultural ptoducts subject to international
agreements or quotas, it may be that the prices of the agricultural
- ppoducts that account for most of the agricultural credit in Brazil
f5§re‘known'to the farmer before the planting (coffee, rice, wheat,
sugar, corn, and beans)., If this is true, his cost and credit calcu-
lationg would be based on a known future price, not subject to inflgf_ f

tion durtng_the planting-harvasting,patiod;i,In-;hisjcaae, the ndmihéi{fr'
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rate of interest would, to & certain extent, be the real rate of
interest to the farmer. Hence, there would be some validity in charging
a lower nominal raté of interest to the farmer; but then again, the
distorting effects that such a move would have on the supply of loan
capital for agriculture would have to be recognized, and an appropriate

form of the subsidy devised.

The Amortization Period. Another important point concerning agricul-

tural credit terms that should be given more attention is that relating
to medium-to-long term credit vs. short-term credit, Criticism is
often made of the relative deficiency of longer-term credit in compari-
son to short-term credit (up to one year) in Brazil, as well as in
other developing countries, The Bank of Brazil, for example, which
supplies about 90% of agricultural production credit, divides that credit
thirty-to-seventy between investment and working capital credit,
Along with the criticism that there ian't enough longer-term credit,
it is often said that banks pay too much attention to the security of
the porrower in determining the amortization pr.oiod, instead of the
profitability of the project being financed, and the time period of
its paybut. This results in an undesirably high rate of rollover of
-ghort-term credit and insecurity for the farmer-borrower, instead of
an efficiently granted supply of longer-term credit.zg,

It may be, however, that in the conditions of uncertainty of an
agricultural developing ecounowy experiencing substantial rates of in-

flation, that the rollover system is the only way -- and rather effi-

29/ e.g., GIDA reports that the percentage of banks which cope with
T  overdue oans by new financing is about 4 to 5 (out of a total num-
ber of respondents of 43, of which four were federal, 14 were

state, and 35 wera private banks). ~IDA, Annex, p. 22,
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1]cient, too -- of getting banks to finance agriculturnl 1nvestment and,
‘5just as important, of getting farmers to seek credit for and to under-
ltgkg investment, The rollover, or "inadvertent" long-tetm credit,
givés the bank the opportunity to cut its expected losses to one year's
credit ~-- rather than tnke the.risk of losing repayment on an amorti-
vzétion period of several yeers, From the borrower's point of view, it
mhy“Be much easiar to meet the bank's security requirements for succes-
sive 409g§ of one-year credit than for lump-sum financing of several
years,

The World Bank's U,S. $40 million livestock loan, granted in 1967,
may Be a,fase‘in point, One and a half years after the signing of the
loan; almnet no sub-loans have been made. Most people point to the
monetary correction features of the sub-loans as the reason for borrower
disinterest in the credit -- even though the correction formula is
quite gentle,gg/ and is tiad to an index of the wholesale price of the
product that the borrower sells, Of course, in that monetary correc-

tion results in a higher interest rate than most official credit; this

30/ Livestock loans would be for up ‘o 12 years with four-year grace
period. The balance of the principal would be adjusted annually by
an index based on cattle and/or wool prices, The adjustment index
would be cbtained by deducting ten points from the price index for
each year of grace or the inflation rate during the year, which-
ever is lower; base year for adjustments would be year in which loan
made, An interest rate of 147 would be applied to adjusted prin-
cipal, except during grace period, when interest would be computed
on adjusted balance as of year one. Adjustment of loan and payment

of interest and amortizations would be annual and take place at
loan's anniversary. 1f rate of inflation rises no higher than 40
to 507 per annum, these lending terms would yield a real lending
rate to farmers of at least 7% per annum, From IBRD, Report No.
T0-566, "Report and Recommendation of the President to the Execu-
tive Directors on the Proposed Loan to Brazil for a Livestock
Development Project," August 31, 1967,
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probably accounts for some of the loan's difficulty, given the fact
that it is directed to large livestock investors who probably already
have easy access to official credit, and given the fact that SUDENE
and SUDAM tax credit incentives are now available for livestock invest-
ment (amounting to about 70% of free capital for livestock projects).

Despite these factors, there are two other significan: reasons
for the disinterest of cattlemen in the investment credit of the World
Bank loan. One is that bacause of the long amortization period (ten
years) , the participating banks have,in some cases, been requiring co-
signers; yet, the friends of prospective borrowers, who would normally
co-sign for shorter-term credit, were not willing to accept co-res-
ponsibility for such a long period. The other related reason was
uncertainty about beef prices over such a long period of time; even
though the monetary correction was tied to the wholesale index of
beef prices, it was felt that these prices could fall low enough as
to liquidate such operations, In short, deliberate long-term credit --
in contrast to the inadvertent rollover kind -~ simply might not find
takers in an economy where horizons are shorter and uncertainty is
greater. The insecurity of the rollover process for the investing
farmer might be less an obstacle to his investing than the uncertainty
about undertaking a long-term financial commitment,

If the above is true, then one might want to facilitate the rollover
technique, rather than curb it, go that credit for worthwhile invest-
ments would not be cut off in midstream, With respect to the criticism
of the barking system's myopic approach to agricultural investment cre-

dit, it should be remembered that it is a function of the interest rate
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v:fgﬁ;fiﬁanéiag;"EVen‘though thé interest rate;in reality, may not
ﬁéipéffdfm{hg this function, it is difficult to ask'the private bank-
wihé'éystem to adopt this role, since it may well interfere with the

bank's function of guaranteeing & return on its capital.
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IV -~ Recommendation

This analysis has tended to demonstrate that quantitative in-
creases in the supply of agricultuial credit have occurred steadily
for the last 15 years, and these increases have not been associated
yith desired improvements in agricultural productivity and the well-
being of the rural population. Moreover, it seems that the current
governmental attempts to increase the supply of credit through the
private banking sector have not had, and perhaps cannot have, the kind
of impact desired, Indeed, the Central Bank's current pronouncements
on agricultural credit have laid much more emphasis on qualitative
change, as compared to the quantitative emphasis with which the agri-
cultural credit measures were announced. It is my feeling that the
qualitative improvements in agricultural credit sought by the Central
Bank will be quite difficult to achieve within the context of a lack
of incentives to such lending, not to mention outright disincentives
which are part of the agricultural credit legislation and regulations.

Even 1f the proper incentives could be devised and were politically
feasible, it is still doubtful that the changes desired in Brazil's
agricultural sector could be contributed to significantly by commercial
bank credit. I would like to present a proposal for the type of approach
that might come closer to achieving the kind of results desired, as
well as touching on other problem aveas of the agrienltural economy
thqt would not be affected by increases in the supply of agricult iral
credit,

It has been widely acknowledgedgl/chat farmers often do not,imprbv@ e

"él/ L@uB, Theodore.SQbuytz, Trangforming TrdditionaergficUIture;
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”‘on the efficiency of. their production techniques not only because of
kthe added costs of such change, but because of- ‘the uncertainty cver
whetber.the added returns from the new techniques will be realized.

. Trediticnal fermerSSmay well be actiug faticnclly by not‘awitching
~£o more profit-yielding,:uode:n techniquee,‘becauae'they:perceive the
;chbcuilitz of the expected return from these'techniques -- and not
the return itself -- as low. An "inuovation-guarantee" credit program
could change that eccnomic.tacionale. It would not only provide-
credit for the adoption of wore efficient combinations of inputs, but
‘would guarantee against the cisk.of failure of the new approach,

Take a case where it has been proven that certain techniques could
tecult in‘enormoue increases in the yield of a certain crop, to the
point where the cost of the new~1nputs could be covered out of the
1ncfease‘in the farmeris return from that yield, The innovation-
guerantee would constitute a guarantee to the farmer by the credit-
granting institution that he would have to amortize his debt only to
the extent that those additional returns were realized.

1 teke this idea from a similar practice used by a fertilizer com-
pany in Central America, The difference in the approach of this company
'ftom.the idea outlined above is that the compcny works only with in-
xc?eases in the use of fectilizer, rather than with changes in the
“;wucie spectrum of input combinations., The fertilizer company "takes
douer" the farm of one of the more innovating farmers of the region,
and provides credit and close supervision, in addition to a prcviso
ﬂ thac the credit need only be repatd 4f the increased use of fertilizer

uresulta in correapondingly higher returne. More 1mportant, the ferti-



-77=

lizer company works only with large farmers, since the return to the
company on such supervision, credit, and guarantees is only worth the
cost when dealing with large land units. The company has rarely had

e case of failure with this technique -- that is, it never had to for-
feit receiving debt repayment because of failure of the supervised use
of fertilizer to bring improved returns,

The fertilizer company experience suggests that close supervision
gnd some form of guarantee can be necessary to promote modernization
even among large, well-established farmers -- let alone small ones,
Moreover, while the return to the fertilizer company on such an acti-
vity is profitable, the gocial return necessarily must be even greater,
aince the efficiency with.which agricultural products are produced by
tbe country is being thereby increased, not to mention the additional
productivity increases induced by the demonstration effect of these
success cages on other farmers,

Because the company cutoff point for profitability on such a pro-
gram is somewhere between the large and medium-sige farmer, and since
the social returns are:considerably greater than the private returns,
it 1s to be expected that the social profitability cutoff point would
be at a farm of much lower size. Hence, the importance of having the
public sector undertake such a program -~ rather than, or in addition
to, private input distributors ~-- is that the social returns are consi-
de¥ab1y higher than the private returns. Because the private company
does not reap these social returns, the program is not expanded as much
‘as it profitably could be., 1In short, the program is not expanded to

‘the point where the marginal social costs are equal to thg‘marginal_ J'-Pﬂ
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aocial returns.

: Such a program might be administered in the way that AGAR (Assoc-
;iaeao de Credito and Assisténcia Rural) of Minae Gerais works, where
‘the auperviaion function is carried out by the extension agency, and
»the financing operation by a state bank (the Caixa Economica) The
;Pdtﬂt;°f extending the operetion oqtside=the banking system would be
lto,inc1ude'the necessary participation of a research-extension entity
-in determining what particular modernization programs were profitable
for which crops, and in which regions; the entity would provide the
neceasary supervision as well. Tha bank could charge an extra point
or two of interest for thc guarantee fund; or the defaults due to failure
might be met out of a state or federal budgetary iten under the heading
"investment in agriculture,” The line of credit could come from a
foreién'loan, from an earmarking of Program Loan counterpart funds
tnat now. contribute to the agricultural rediscounting program of the
Central Bank, or from a direct dasignation of those rediscounting
facilities by the Central Bank to that end,

It should be pointed out that the innovation-guarantee approach
18 -substantially different from the traditiqnal’idea of a credit or
crop insurance scheme. ‘Thevgoei of a credit insurance scheme is two-
foldsy (1) on the supply side, it aima to increase the quantity of total
‘credit by guarenteeing ‘banks egainst loss; (2) on the demand side, it
Saeeks{to protect the efficient farmer from losseskthat are beyond hie
control, The imnlicit assumption behind the traditionel credit guaran-
tee of.insurance scheme is that inereasedfcredit is an esaentiai input -

for, and agent of, agricultural PF°3r9°9;“th§J9°hem9 implies,'moteo§et,?;
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that guarantee. against the unpredictable calamities peculiar to thn
-business of ugricultura are necessary in order to keep efficient busi-
nessmen in farming, or to’ make farmers into successful busineesmen.
Such an insurance scheme may result in an increased supply of agricul-
tural credit and gooda, although not necesaarily go, for the scheme
may end up eimply guaranteeing against loss the -total stock of credit
already in existence.‘ If this were the case, it would result
in greater efficiency.of the credit mechaniem;’but for thcsejalready
participating in it and for the amounts already being lent out. Yet,
even 1if increaaed agricultural credit and production are generated by
a credit insurance scheme, it cannot be assumed that productivity will
also increaae; or that a desired redietribution of‘agricultural economic
activity willléccur. k

The baaic}difference of the irnovation-guarantee idea from the
credit inaurance;scheme is that the former assumes that credit is a
"neutral® input,. which in itgelf is not capable of bringing.about
change in significant quantities, Put in.another way, in the credit
insurance scheme, it is_the‘farmer who is active in seeking the crcdit,
while the lending agency is "passive." .In the innovation-guarantee'

scheme, it is the lending agency which plays the active role; it decides

on the kind of technique it wants to finance and seeks out qualified

borrowers. This, of couree, makes the innovation-guarantee idea much
nore dependent on the efficiency and dynamism of the administering s
agency, and,. hence, perhaps a more difficult program to carry out thnn
credit insurance which, once established, will be more or less taken~ ;e’_
'care of by the forces of the market, As suggested here, however, thq?‘f

freturns from innovation Buarantee may be much higher than from credit,"‘

5fﬁifau ance inia country with aubstantial gains yet to be made in agri-,'




Esculture., Needless to say, the two schemea can be mutually complemen~
3ﬁtary.‘ I eimply wanted to point out a very significant distinction
%between‘them.

An innovation-guarantee program could have various advantages.
; Most obviouely, it increases the . productivity offthe agricultural sector --
onot only with an increased availability of credit, but, more important,
by changing one of the moat important components of the economic ration-
ality to the individual farmer of adopting new techniques -- i.e., the
| exgected probability of return.
Anotner feature of such a program is that each sub-loan hes a
\,specific economic objeétiVe'--,i.e., bringing about a certain yield
';increase in a certain crop. This is an important distinction from most
supervised or\small-farmer ~1it programs whose purpose is basically
social -- to make available a certain input on subsidized terms to a
claes that previously had no access to it. Although the proposed
innovation-guarantee progrem could have a strong social content through
the selection of regions or groups of farmers on which to concentrate,
a previousiy defined and quantified eccnomic end would, nevertheless,
be pursued,

The very measurement of results that would be a necessary part
of the financing and amortization process of such a program would give
an ongoing and unavoidable reading on how the program was doing, and
how future sub-projects could be modified so as to improve results
even further, The importance of this ex-ante and ex-post specifiablility
and quantifiability of ends and results cannot be underestimated, One

-of the main problems of agricultural policy-waking and remedy-devising
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is that it is very difficult to determine what the result will be -- or
what it was -~ from certain agricultural policy moves or resource invest-
ments in agriculture. This explains the superficiality of wany agricul-
tural policies, and the great difficulty in learning from one policy
experience when moving to another, For example, when aggregate agricul-
tural credit is increased, policymakers have no idea what effect this
has on agricultural productivity; or, in the case of the successful,
long-lived,and much analyzed supervised credit program in Minas Gerais,
nobody has yet been able to come up with conclusive results as to whetker
supervised credit leads to an increase, decrease, or has no effect on
agricultural productivity.gg/ Hence, one always hears that the costs
of supervised credit are high, yet one never hears whether these costs
are high in comparison to their social returns, The innovation-guaran-
tee approach specifies the return in advance; and if it is not realized,
the evidence is quite clear.

An equally important aspect of such a program would be the demand-
generating impact it could have on research and extension entities,
the former often being criticized for the alaofness of their research
and its irrelevance to applied agronomic matters. Such a program would
give these entities region-sized experimental "laboratories," and the
financial resources (the innovation credit) to put into effect the
results of their experimentation., The public knowledge that a signifi-
cant agricultural modernization program depended on the productivity and

ingenuity of these entities might spur public officials and politicians

32/ Despite the careful analyses by Clifton Wharton and Edward Schuh,
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to grant them the necessary financial s'u';ipo-.r‘t}:.\- Moie‘ 1me6r,tanc,'such
§'§§ogtém might'ehébv thése entities with tﬁé;sense of importance (and
ifinénéial return) necessary to interest them in making an important
coﬁtribution to Brazilian agriculture,
| Lastly, in that the‘application of any particular new production
technique would have to be approved by the financing entity as part of
the innovation-guarantee loan procedure, the research and extension
entities would be forced to consider economic as well as technical feasi-
bility. This would help to curb the tendency by research entities
toward an “engineering" approach to change in agriculture, which some-
times emphasizes increases in yield without paying significant attention
to corresponding changes in the cost/return ra’io at prevailing relative
prices., This forced financial proof of a new method's feasibility might
also contribute to channeling the work of research entities into more
applicable areas,

As mentioned above, such a program could be limited to regions and
beneficiaries according to criteria directed toward lessening the
inequality of income distribution in agriculture, which would, in turn,
anhance the program's social return, Nevertheless, the program could
never serve as ~~ and should not be considered as a substitute for ~- a
policy that attempts directly to make significant quantitative inroads

into the problem of rural umewploywent, hunger, and poverty.



