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FOREWORD

The Agricultural Finance Center of The Ohio State
University, through a contract with The United States
Agency for International Development:, is conducting a world=
wide research project on "An Analysls of Programs for the
P velopment and Improvement of Agricultural Credit Institutions
and Services," This project is designed to develop principlos
and guidelines uscful to AID and developing countries iu the
establishment and opcration of permancnt and effective
institutions and systems for providing agricultural credit
in developing countries,

The influence of agricultural credit institutions
upon agricultural development under different environmental
conditions has plagucd economists, cconomic planncrs, and
other interested partics for many years., The complexity
of the economic development process is only now being
understood as bits and pieces of relevant information from
many areas Of the world are tecoming more widely known,
This Agricultural Finance Paper attempts to present a brief
explanation of the relationship of agricultural development
and emphasizes a realistic role of apricultural credit
institutions in the agricultural development process,

The author is grateful for the published works
of the many writers in the ficld of economic development
that were used in the preparation of this paper, However,
the major ideas presented in the latter half of the paper
rasulted from innumerable seminars with membors of the
Agricultural Finance Center staff, It 1a not f{ecasible
to recognizce the contribution of all thesc individuals
who have influenced the author's thinking on this subject,
but special acknowledgement ia given to Dra. R, A. Bailey
and Noruan Rask,
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THE INFLUENCE OF AGRICULTURAL CREDIT INSTITUTIONS
UPON AGRICULTURAL DEVELOPMENT

by

Ted 1L, Jones®

An urderstanding of the ecoromic development process requires an
approach osimtlar to thnt followed by nysten analysts in solving problems,
The importance of onc factor cannot be understood except in terms of otner
closcly related factore, DBelrhaw defined econonle development ag '"we=a
coutinuing nncial procens leading to a progressive dncrease in averane
output per hoad ameng the peopie In a cocicty,"1/ 1This definitfon refers
to a process becauae cconomic development involves cloiely related variables
and 18 continvous over time, Lecnomic development 13 alss concerned wich
the oocin? cector hecaune o5 the procens contivves, chinges occur in
the technuienl and Jnstitutieonzl envivenncnts of voclery ag well as in
physical output,

FEconomists are compelled to focun thelr ccononic knnwledge and
training on currcnt preblem sltuatiens, Since Vlorld Var 1I, the focus
has be:n upon increesing the rote of econonic developuent in the emerging
natican and at least, wainralning the race ol economlic develepment in the
more mature countricn, DnC tiwe profersicns record as problem colvess, or
even £8 explainery ol the econcomic and rocial relaticoshing involwed in
the econcmic developnent process, particularly in developing ccuntries,
is far from perfect,

In one senoe, cconomlsts have felt restreined to offer theivr explanation
of the development process by empiosising the historical determinants
of production=-=lend, labor, capitel, and management, Recerntly, technology
has carncd the ripght to be added to this aupuat 1ist, These determninants
do place limitntions on production, but they arve not the determinants
of econom!c development, per oe, Vith a glven avosnt of land, labor
capital, ard techrolopy, the manner in which people orpauire will
deterfne the level of producticn,2/

Tao oftcn In the past, econowmiats have attempted to sioplify the
development rrocees by callinp attention to one limiting factor ond then
trying to rorove this restralnt en {f 4t was not related to other
variables, As a reanlt, proprams have been designed and cenducted to
solve the ecducational problem, piroduction problem, matkd ting problem,
capital problew, cradit problem, or cooperative problem, etc, This
approach hao not been very {ruftful,

L] Amsociate Frofesdor and Associate Director, Agricultural Finance
Center, Department c¢f Agricultural Econorics and Rural Sociology,
The Ohio Stato Univernity, Presented at the NCR=6 Meeting, Shermon
llouse, Chicago on November 2, 1967,
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Probably the capital problem has received the greatest amount
of atteation, "In the view of many econcmicts, capital occupics the
central position in the theory of economic development,"3/ Kindleberger
quotes miny economists who gtute that capital occuples the key role in
the development procezs, but he aloo quotcs as many who question the
importance of cepital as the key factor in development,4/ It is
misleading to single out capital in licht of availnble xcsearch and
conclude that eccnomic deveiopment is the result of only this one variable,
Nevertheless, the impowxtance of the role of capital in meking possidle
higher production and nigher income ner person camot be disregaxded,
I¢ has been pointed out that differcnces in capital resources distingufshes
the agriculture of developing countries from that of economically
advanced countries more than any other factcr.5/

Agricultueral development is one of the important sectors of the
total eccnorny thet influences the over~all ceonomic developrent process,
Since the mwajor quantities of the reioucce base of a couvatry ave in the
agricultural cector durlag the early stagez cf econom’c develorment,
agriculture's centribuiion oxr lack cf coatribution directly afifects the over=all
rate of development, kellor repovted that 00 to C0 ner cent of the
population is vangaged in aqriculture aand 50 per cent or wore of the national
income 18 generated in the apricultural sector in the carly stageas of
development in many countries,(/ Circistensen pointed out that hirzovical
recovds clearly chow that no country has moved from chrenlc stagnation
into the toke~off stage of ccoromic develspmont vithovt flrst athieving
& subatdantial gain in agriculiviel productivity,7/ Agrlculta=e's
contributions to natinnsl ccencule develepnert have been subjezted to
analysis and recocded in cxcellent papere and boolks by many people,lf
There is general agreersut that increased epovicultaral output cemes from
tvo basic sources~=incrcased cuantity of irputs and iscreascd produetivity
resulting fron improved technology, Chufstensen azd Yee consluded that
inereases in apgriecnltucal productivity contribute to national cceaomic
deveclopmernt and national income in three major vays:

1) By supplying an econonlc surplus of apricultural productinn that
cen be congumed or uaed for {urtier production elther ia the
agricultural scctor or In the von-agricuituril sector,

2) By relecaing labor and other resources Jor use in pon=agricultural
sectors, aud

3) By increneing pnrchasing power of rural people, erpanding merkets fox

industrial development, and bringing about etructural changes
needed for national econnmic growth,9/
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Christensen made three general points that should be kept in mind when
onnlyzing the process of economic development, These pcints were:

1) JIavestmente must bpe made to improve techmical skills and managerial
talents of the Lumin factors,

2) Agricalture nust gradually shift from subsistence to market productionm,
and

3) Scarce supplies of capital inputs from outside agriculture will need
to be used sparingly end where marginal retuvns are largest in
order to increase crop yields in the over-all productivity ratio
in agriculturc,10/

Twvo of these threce general polnts involve capital investments; oue to
improve the skills und talents of the human Iactor ¢nd two, to provide
capital ipputs frowm cutside agriculture,

PRSI

Nurske presented one of the firat applicatlons of the capital
formation explanation of growth in developing countrices, In ocrxplaining
the vicious circle of poverty he sald, "There is small capacity to Jave
resulting frem low level of real income, ‘jhe lou rezl income 18 a reflection
0f low productivity vhich in {t3 turn is duc largely to the lack of
capltal, The lack of capital is the result of the osnall capacicy to
save,"11l/ Cpltze stated that it was necoscacy to have a gocd understanding
of the deternminauts of capital formation in oxrder to urderscand the capital
and credit problems ig a changing apriculturne,12/ The capital fermetion
approach to cconomic development is widely held by meny cconomicte, but
it certaiuly is not universal,l3/ There is senersl agreemant, however,
that normally the productiviiy of lebor will be incressed when vred
wvith capital inpnts and total production normally increases, other
things beling equal,

The conclusion was reached that capital formation problcms are
only one group of problems that need to be analvzed and solved to increase
the rate of cconomjc development, There is no intent to slight other
problem areas, aud there awve nany, bui simply to state a poaition on one
speclflc set of problems that need to be solved, Assuming then that
capital probleme arc present, vhat are some of ihe ¢uestions that mast
be answered? Some of the wmore pressing problems arve: What kinds of
capital to add? Uhen to add the additional cepital? llew rmuch capital
to add? Into what scctors and entcerpriacs to inject cepital? How to
obtain the nceded capital? llouv to inject the capital? the last point
leads to the discussion of agricultural credit institutions os one means
of injecting capital into agriculture and possibly thereby increasing
the rate of agricultural development,

«3e
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Objectives of Apricultnural Credit Institutions

Since each country has its ovmn unique combination of human agents,
land, capital resourcecs, and technical pozsibilities as well as its owm
econemic, social, legal, and political inotitutiouns, agricultural credit
inatitutions in thesc countries can have their own unique objectives,

I submit, however, that tic objectives of agricultural credit institutions
should include the following points:

1) To increase the rate of economlic devclopment by facilitating the
injection of capital inte agriculture by:

A, Making, supervising, and collecting agricultural lecans supplied
to farm producers,

B, By meking, supecivising, and collecting agricultural loons
supplied to agvicultural marketing and supply firms, 1if not
served by other lenders,

2) To up-grade the capabilities of the agricultural credit staff as
well a5 providing for expansion of the number of trained
agricultural credit rerscancl, and

3) To provide thie lender services needed so the agriculturai credit
iastitution vill be a viable and efficicat institution over time,

One of the assipgaments concerning this paper was to support or
refute the hypothesis that agricultural credit insticutions are critical
in deteradining the rate ol agrientturel development, The parametovs of
the expected role of agviculinval credlt ingiitucions to apgricultvral
development must be estimzied before tufop hypetheaiz can ke ayyported
or refuted, Galbraith ctated that in every agelcultural comnunity,
developed or developing, “armers seck credit in order to acquire two
broad types of capital asscis, Tirst, they seok credit in cxder to become
owers of land or simildar nonercnewable assets, These assets are nov in
the posseasion of nthers, llere credit is vequired to ifacilitate the
transfer of exiating capital or exigting produciive equipnent from onc
person to another, Sccond, farmers seeck credi: in order to bring into
existence copital that does not now cxiste-capital such as better sceds,
livestock, machinery, and so forth‘lﬁj Belshaw raisced the question
concernlng how fast could :the develeping councries absorb additional
capital, 1In other words, vhat ia the effeciive depand for additional
increments of capital in agriculture? le also pointed out that even the
capital that could te absorbed might not initiate and relcasc forces for
& cumulative process of cconomic development, The specific questions
raigsed wore: Vhat amount of capltal can be abgorbed at ecach stage of
development without unduly distorting the cconomy and diverting local
capital away from necescary purposes? What amounts of capital and for
what purposes are they best suited not simply to meet urgent needs,
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but also to encourage participation of people and to provide a basis

for further improvements? What other requirements are neceessary besides
capital imports and credit to initiate and encourage a cumulative process
of growth and also increasec absorbtive capacity for imports of capital?l5/
Belahaw concluded that the use of ceopital nmust provide foundations for
better growth in at leant three ways by:

1) Providing an cconomic base for additional ecconomic activities,

2) Providing incentive goods of the right kind outside of farmiag so
that increascd capacity to produce and earn income is expresgsed
in a larper cffective demand and so 1s more stimulative to growth,
and

3) Improving the human material so that it is more cfficient and the
social environment so that it 1s more recepilve to charge,

The procedures or techniques for provi-dling these foundations in developing
countries have not been developed, hovever, vecent rescarch efforts are
sheding nev light on many aspects of thnse old problems,16/

I will take the posicion that many agviculiural credit institutions
in developing countries have been given the essionment of increacing
the rate of agricultural develcpment, but theiv tewrms of reference were
too narrov for most of them to succeed, 1In otcher words, due to the apparent
need for capital and in an attempt to meet the demands of a local populus,
agricultural credii Institutions weve eostablished and were expected to
increase the rate of agriculiural development in a very limited time,
The credit institutions veie often established vith a wminimum amount
vt information a ailable concerning other {imiting factors that could
prevent the best organized and operated agricultural credit institutions
from mecting their objectives,

Selected Txperiences of Apricultural Credit Ingtitntions

Several examples uill be given to point out some of the dilferent
environmental situaticns under which agricultural credit institutions
have operated in reccent voavs,

Higeria

Agricultural credit to individual farmers in the Eastcrn Region
was made available tirough the Fund for Agricultu-:al and Industrial
Development (FAID), TAID was estahlished in 1963 to provide a source
of credit to individual farmers, 1In addition to loan funds the borrowers
vere to recclve managerial and technical asspisntance at the farm level
(supcrvised credit), In 10C6, FAID had 350,009 Nigerian pounds available
for disburuvement from government funds, Afier 3 years of operation,
119 loans totaling 162,000 pcunds, an cverage of 1400 pounds per loan,
had been approved, but only 73 loans totaling 53,000 pounds had been
disbursed, As of May 31, 1960, some additional 700 loans were under
consideration, The application forms and proccdures were exccedingly
cumbersome and time consuming, Many loan anplications were more than

-5-


http:cliar.ge

one year old, All loans for agriculture were nrocessed by the Supervised
Agricultural Credit Section of the Ministry of Agriculture, vhich had
a staff of 50 working exclusively on FAID agricultural loans,17/

Other reasons for fthe very limited impaczt o7 FAID upon agricultural
production and development were as follows:

1)  The preparation of complex ferm plans that included an zrnual
cash flou budget for the length of the loan, For cxample, if the
loan was for rubbesr vroduction with a term of 15 years,
estimated cosis and returna vere projecced for the 15 year
period,

2) Regulations required che loans to be secured by the perconal property
of two grarantors in addition to the property of the borrower, It
was very difficult and ¢ime consumiag to obiain tae tue guarantors,
which sometimes delayed the procossiag of the loan applicatinon
for sl to cipht moaths,

3) Personnel in the credit institution did not have authority to change
the loan forns to make them more workable as the legislation that
created the lending institution specified the actual loan forms to
be used,

4) Since form plan and eppraiscl reports uere prepared by the Supcrvised
Credit Branch of the liinistry of Agriculiure, the officials of FAID
had no recource but to vait until the anplications were completed
and forvarded to thelr offices, which ofien resulted in extensive
d- lays,18/

Brazil

A supervised agricultural credit program vas started on a state
basis in 194¢ under ihe syonsorship of tie /Zmorican International
Association, The program as first started in the State of Minas Gerais
and later sprecad to other sciates, Technical asgistance in apricultural
credit vas supplicd by the U, &, Governmeni, In 1963, AID recruited
a high level team o revicew the apgricultural credit situation in DBrazil,
The team found that only 10 to 12 per ceat of the faimers In Brazil
had access to any agricultural credit and recormended that an Agricultural
Credit Corporation be established, As a resull, a credit irstitution
named National Coordinating Asency for Rural Credic (CNCRY was cotablished
to make loans to srtl Jarmess,

AID then vorked out a fertilizer loan vwhereby fertilizer could be
imported and distributed, 7The United States provided the funds for
this loan to buy and shfy [lecrtilizer into Brazil and the Brazilian importers
pald in local currency, Thege funds were then used to support the nevw
agricultural credit agency (CNCR), One~third of the total or approximately
$1?,000,000 was uscd for agricultural credit,

G
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In late 1964, the Banking Reform Act was enacted that crcated a
Central Bank and placed tihc responsibility for agricultural credit in
this institution, 1In Hovember, 1965, a lav was passed to institutionalize
rural credit and a decrec vas issued to transier CNCR to the Rural Credit
and Industrial Divicion ol the Central Dank, Alco, five general catecgories
of credit werc cstablished, These wore:

1) Commercial credit,

2) Cooperative credit,

3) Supervised credit,

4) Agrarian reform credit,

5) Credit to support minimum prices of selected farm products,

Agricultural credit persomnel and credit advisors are nou working on tha
implementation of the varleous credlt programs,

Techniciansg ir the {ield believe that the neu lav gives Brazil the
basic eclements for a sound apricultural cveldiz prorrem,  Since CHECR
vas cotablished {a July, 1604 approxivately 50,700 farm leans have been
made for a totnl of $35,000,(00,12/ But 17 years have passed since the
supervisced apri-cultural credit propram vas stavied aud the instituticnal
organization 18 still changing In an artempt to meet thelr objectives,

In additiorn, Brazil fs cxperimenting vith an urlque approach to
agricultural credit vhile tueying to annwer thic quection: what weuld
be the rate of agricultural development {f the capitel linftation on farm
Hdrems wos removed?  ‘This coodlt sotevation project fnvolves the extension
ol all the apzricultural credit that can be uscd productively by selected
farmers, Also, onc ol the objectives 45 the fdentification of lirmiting
factora in apriculrural developrent ) vhen the capdial limltation is renoved,
On2 of the fatereating “eaturces to date wvas th-ot the lenders, vho were
charged with the responnibility of providinm or saturating the farms vith
capital | had a tendency o limit the loans to the amounts wormally
Lorvcwed by the farmera, Thia lndtation ajpearas to have becn corrected
and plans ar-~ undervay to citend the project in other arcas,

Taivan 20/

Tafvan's agriculture has developed considervably during the last
fev years, Chen and Bafley reperted that {n 1956 the apricultural
domentic product wan © billinon 557 million \IT and 1¢ billian 64 nillion NT
in 1963, Apricultural credit from {natituiinnal sourcen ar measured both
by annual volume anl by veas in leans outstanding also increased during
this period, Usning leas( scauares to fit repression lines to the dnta,
the following relatfonshliye vere found:

1, A ratio of nearly 1 to 1 (0,95) between Incrcases in annual voluru
of agricultural credit and increascs in nect domeatic agricultural
product,
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2) A ratio of 3,2 betveen increcases in apgricultural credit ns measured
by the year end balances of outstanding loans and increases in not
domestic agricultural products,

Chen and Bailey emphasized that they did not intend to sugpest a causal
relationship, The only thing they were pointing out vwas that in Taiwan
both agricultural production and agricultural credit volume had increased
hand=in«hand from 195 to 1¢03,

An analyais of the agricultural credit programs in Taiwan leads one
to the conclusion that many factors have contributed to their success,
These factors are sumndirized ss follovus:

1) The agricultural credit system i8 based on ocpanizations of long
standing, Most o’ the Farmers Associctions and Credit Departments
have a histevy of moue (han 50 years ol service in the rural
aroeas, lhe credl ceporatlen Lo not nov o the Pacners Arsgelation
employeces ov co the lawaers, A ney accicaltural credit pregrans
were atariced, they had cne advontase o7 nod Laving to start fron
scratch, but conld be adddd to existing ovvanizations, Cencrally
speaking, the ;olitical, cconcmlc, and social conditions have beea
reasonably stable cince 1650, The national ccenomy has been growing
and farm produce worlels have been statle vith {avorwle apricultural
prices, Credit nceds for expansion and improvements have increased
with the grouth of the niaticral cecuvony, Also, a serles of land
reform preograns vere carrled out to proiect ‘armers intereats
after Voxrld Var 11,

Due to a cuvltural backgrourd, and perhaps also due to peneral prosperity
in agriculture, defaui: en leons i extivenely rare in Talvan,

Borrovers alvays scem to romchou repay their loana, Fammera that

meet diflfculties in repayment vhen thece ace {loods, have to delay
payment urtil the neize harvest, but theve 15 no informatien on

loan delinquency in egsiculteral credit in Taivan,

2) The credit or;aniza.lons are accessible to the farmers, The
majority of the Jarmers lve vithin ten (o thirteen minutes of a
Farmers Ascoclation G ' ice,

3) The Farmcro Asnociaticns, vhich actually handle the farm credit
buaincasau' are conpevative orpanlzations,  Since the associations
arc autovomous orpanizaiions, thoir le;al ouners are thelir farrer-mcembers,
The operationi) struciuies are alao advanapcous to the succesaful
development ot the crediv business, Uhen the fareers market thelr
produce thouph, aad when they purchase fasaing and living materials
from the Parwcrs fcsociotfoa Mrketing, ad Purchastiap, Departments,
financial vupport Is orovided Trom the Ceedft Depavtment,  Uhen
a farmer nceda funds (o adopt new farmdng technlques or to start a
nev farm enterprine, {inancial rupport {8 also provided by the Credit
Department, Tochnica! asalatance 1a o..en piven by the Extension
Department as well as larketing ond bturschasing Depaxrtmentos,
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Although the agricultural credit program in Taiwan has a record of
successful achicvements, it still faces problems, Some of the problems
are as follows:

1) The regular credit institutions, notably the Land Bank, the
Cooperative Bank, and tbe Farmers Associations depcond largely on
deposits as a source of lending funds, Consequently, these
institutious are no: always in a position to provide loans when
necded or in the amounis or for the periode of time rcquirad by
farmers, Even if provision {s made by the govermment for adcquate
funds, coordination of apricultural credit institutions is urgently
needed, In the credic programs of the agricultural banks, therc is
a great deal ol competition and duplication that obstructs the efficlett
use of loan funds, Under these conditions it is possible that farmers
in the more prosperous agricultural arcas may over~borrow while those
on the less productive land in more remote areas may have little
access to institutional credit,

2) it 18 often mentionad that agriculrure in a developing countyy is
capital hungvy, ‘llis is the case in Toivan 1if onc is talking about
capital per farm vorles or per tarm, but it is not the case if one
is taliking about capical per unit of laund, If capital {5 measured
on a poer hectare of “amm land bsris, Taivan's agriculture is equipped
with wore capital than Anerican agriculiuze, Still, capital per
farm vorker i5 lov and nceds to ve increasced if development 18 to
continuz at a satislactory rate, Chen and Dailey reported that the
possibilivy ol increasing the capital per farw vorker 1s remote
through the rcduction in the nvnber of faim vorkers, Therefore,
an increase muct occur in capital investnent,

South Vietnam 21/

A eyaten of agricultural credlt vas cstablished in 157 to provide
low interect loans to Zarmers in close collaboration with various naitional
programs of land relorm, coanunity development, propagation of agriculiural
techniques and the expansion of the cooperative movement,

The policy of the apricultural credit syciem was closely integrated
vith the guneval cconomics policy of the country uith the following objectives:

1) Development of the rural cconomy, aiming mainly at the development
of apriculture,

2) Effective and actuval improvements of the standards of living of small
farmers,

3) Liberation of (he small farmer from moncylenders and from the
attraction of the cconomic system provosced by the communists,

The apricultural cvedli syatem is enpapged in a program that requires
both short and lonperun aztion, One of the wmost urgent ncedo ie to provide
help to the esn=sharvecreppevs that have recently been promoted to small land
owners by the land celorm program, but which at the game time find themsclves
totally deprived of the production capital previously provided by the larze
land owners, The problem is further complicated by the necessity of graating
loans to the political relugees frem North Vietnam that are settling in
the now apyricultural development centers,
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Muc and Tiep emphasized that most of the short term production loans
vere based on the senge of dignity and responsibility of the borrcver
without any real guarantee or lien, They concluded, based upon the credit
experiences from 1657 to 1963 that in the rural societies of Vietnam the
tles that bind a sgociecty and regulate the actions of the individuzl are
more moral than naterial or legal, The institution of credit can and muat
rely on moral guarancces that often are more binding than linng or mortgages,
The attachment to the land, the respect of tradition, the ‘ionor of the
family, the social constraints that spring from solidari-y in ownershiy
ave factors with which the majority of the farmers concur, which reduccs
the risk of their ren~=payment cf loans, The situation is c¢ne where che
political and social organizations of the country substitute for land
or real guarantees,

The National 0ffice of Agricultural Credit (NACO) was crezted by
presidential decrec in 1657, The Central CIifice is locantod in Saigea with
a reglonal organization in which a provincial committze for agrlcultural
credit assumed the responsibility for loans,

Three different types of loans are made: (a) 1loans in cath,
(b) loans in kind, and (c¢) loans in services, A

Short=Term Loans

Duration: 8ix to eighteen mcuths

Interest Rates: twelve per ceat pev yaar ,

Object of the Loan: annual orc:lacion

Guarantee: pretentaiion by the borrowzr of an ownership

title or by tne vccommendation of his
local cduins.itrative committes on his
reputatinn anl casacity of repeyment,
together with the pazal enzagainent of

the boyrowe:

Intermediate Term lLoans

Duration: eighteen months and five years
Jotercst Rates: eight per cent per year -
Object 1if the Loan: purchase of cattle, equipment, and

machinery, and plantatiow of orchards

Guarantee: mortgage on wcal estata
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Long=Term Loans

Duration: five and flfteen years or more
Interest Rates: 8ix per cent per year
Object of the Loan: allotment of = farm unit, purchase of

“lanrd, the plantation of permanent cultures
such as rubber, tea, tobacco, the ercction
of new facilities cuch as werehouses,

processing plants, etc,

Guarantee: real estate mortgage, the presentation
‘ of an operational plan and a proposal
for repayment

Cooperative associations can only borrow money from NACO, which acts
ag a bank for cooperatives, It ka8 l=z2en fiund advantageous tc provide
farm loans ilirough these cooperative associaticens rather than direct to
individual farmers, The loans granted through the cooperative associations
increased from an average of 20 per cent of loa: volume in 1957=583 to
32 per cent in 15064«065,

A program of supervised agricultural oredi” u:s established by NACO
in 1963, Twenty pilot locations were sclected with two or three farmers
per location, Only a small number of supervised credit loans have been
granted due to lack of security and instability caused by war, so it is
not yct possible to evaluate this type of lender service. io-thisn
environment,

The Role of Credit in Agricultural Development

The initfal injection or expansion of agriculturzl credit as a senrce
of capital docs not always bring about an incredse in agricultural preduction,
Agricultural credi® can be a powerful economic force for develapment if
it is used to Inject appropriate capital inputs into agriculture that are
not othcrwise available to farmers from their own financial, physical, and
labox resouxcas,gg/ Mosher classlfies production credit to farmers as
an important accelerator of agricultural development, It is importaat to
note thal Mosher is talking about production ciedit as he emphizized that
farmers must spend additional sums of woney on !mproved seeds, fertilizers,
and implements to increase production, Such expenditures mnst be financed
either out of the savings of the farmers or by herxrowing for the period
between the date when supvnlies and equipment ave purchased and the time
vhen the agricultural producis can be sold,23/

A recent MAO publication pcinted out that the Zncentives and the
possibitities of using capital for increasing agricultural production are
more limited in the early stages of rural dcovelopmen: than is often
reilized, It is only at later ctagcs of agricultural development that
the productive element in agricultural credit generally increases,
Although a rapid increase of long and medium term credit is essential for
continued development of agriculture, this evolution depends to a great
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xtent on the corversion of the millions of small subsistence farm units
into more advanced types of enterpriscs, The transformation from
traditional agricul®ure to commercial agriculture depends on the existence
of an adequate market for agricultural products, In other words, a nced
for agricultural credit and increased agricultural production must also

be accompanied by an cflccilve demand for the product at prices that arve
profitable for the farme:s,24/ To summarize, agricultural credit is

only on2 of the many facters playin~ a part in the complicated process

of increuasing agricultural production, Far from being a panacea,
agricultural credit is not the harmless patent medicine that it is oiten
thought to bc,gg/ Agricultural credit ceasces to be an cconemic force
facilitating agricultural development i1f it attempts to finance farmers
elither individually or collectively that do unt have a potentially adecquate
economic basc, If the individual farmer lacls sufficient tfinancial,
physical, or labor resources, within his family together with those
supplied tihrough the procecds of a loan to incrcase his praduction and
income so the loan can be vepaid with Zoterest and at the some tine to
improve his level of 1living, no cconomic purpose will be scrved by the
granting of agricultural credit to this favrmer, A loan on an uaccononic
basis becomes e grant, and may deatroy rcpayment discipline and contributes
to the deterioration of the financial strengih of the credit institutions.ggl

Many agricultural credit institutions and projects for increasing
agricultural development have produced inadequate recults or failed
completely primarily because important economic, socinl, political, and
cultural institutions verc not sufficlently analyzed before the apricultural
credit inotitution vas created or re-ocpanized, The tendency of vieulng
agricultural credit as an isolated subject has resulied in inadequate
lender gservices that have produced inadeavate returns to the reanurces
employed,27/ Some governments of developirg countrics, advanced countrics,
and international agencies providing technical assiasance hive stavted
credit programs vithout having first studicd the other important institutional
restraints and satislicd themselves that these projects had a reasonable
chance of success, This report 28/ listed the following pre-conditions
for the establishment of an efficient and effective agricultural credit
institution:

1) The existence of adequate and efficient socic=ceonemic planning
and the desire of all parties and grouns concerned to implement it,

2) An adcquate rural infrastructure (roads, railroads, storage, and
so forth),

3) An efficient system Jor stabilizing fluctuations in prices for
agricultural produce,

4) A proper system of land tenure,
5) Adequate and effective arrangements for marketing and supply,
6) A well organized and satiofactorily operated agricultural extension

service,
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7) Continuity in governmental policies regarding agricultural credit
and cooperative structures,

The listing and establishing of the major eand minor pre-conditions did

not imply that it was 4w )ssible to improve the apgricultural credit
structure 1f some of the pre=conditions were not met, It vas recommcnded,
however, that no project on agricultural credit be undertaken without

a thorouegh i{nvestigation to determine to what extent the wionimum
prerequicites for its succeseful inplemencation are present, The research
effort should indicate vhether the pro~conditions can be implemented
simultancously with the credit project or vhether the inftirl effort
should be spent on develcping or {mproving the pre-conditfons before the
agricultural credit institucion 13 estublished,

Institutions Influcncing Apriculinral Cretit Tostitutions

Agricultural credit inctitaricns mect be fitted to the econowmic,
social, political, legal, ord cultur.l {astitutions tbat previil in the
country 1f {t 1s to facilitate agricelturel development,

The supply of and derand for apricultural credit is, to a ccnsiderable
degree, the ranult of the environmental serting vithin which the credit
inatitution and the agrfculturcl firms operate, Uhen the eavironmental
conoiderations are developed to the extent of favoring or {uducing capital
investment, effcective programs of apricultural credft may be achieved,
Conversely, detliciencices and maladjustments of the cnviroumoutal couniderations
inhibit ceononlz development and rustrict effective fnventment in
agriculture, Thereby maldng ¢ffoctive and continuing proprart of
agricultural credft dif{icult teo achiceve, Diffcrent types of apricultural
credit pvyntemn have beon operative <Ath vorded dorrevs ¢! eflvctivercon
under both tavorable end leas iavorable envivonmental conditiona, This
poses vuch cucations ac:

1)  what ere the basle prineiplen poverning elfective progroms
of aprtcultural credit {n different environment nettingst

2) vhat puldelinea can be fornulated for catablinbhing ond operating
viable and effectdve agricultural credit {nstitutions? and

J) Under what conditians, or environmental constrafuts, met these
guldeliues be modd fHed?

Knowledge of and the relattonehip of the environmental covpenents Are
necesrary 11 apricultural credft and planning peracnnel can reanonably
oxpect to orpanize and operaie agricaltural credit tnstituriona fn auch
& manver that agricultucral producers can emylay apricaltural credft
productively benefit foem tte vae, and Increamse the rate of epricultural
development 2/  Foonootata need annistance from other diaciplincs

to evaluate the nen-agricultural fnatftutions, 1f pocaible, an inter=
dinciplioary offort of econculeto, authropoloptats, political acientiats,
and sociolugista could be very fruttful,

=13


http:c*:on9;r.fc

To be effective, agricultural credit institutions initially rust
fit futo the prescnt environment in the country whea the agricultural
credit institution is cstablished, This is not to say the other
environnental {nstitutiona are fixed {n the long=run, but aimply to
recognize that in the short-run the envirormental gituation must be
accepted an given, Scme of the envivoumental fnstitutions thit influence
agricultural credit are showm in Figure 1, It {8 conceptualized that
agricultural credit institutions must onerate inftially in a given
marketing ovpantraticn, structure, and periormance cenvironment, and thia
envirorrent can be determisied from reascarch efforts, Also, the suitability,
availability, 6 and price ol off=farm inputs (capital) must De known in order
to establish operating procedures of the apricultural credit {nstitution
that will vork, It fu conceptualiecd that the marketing and nereiarm
input {natitutions arc {n.lucnced by the stability of the economic system,
the land tenure aystem, povernmental planning Apencleo, wirapericl ability
of farmera, and level of technnleny uced by farm operators, ihesa
institutions are influenced by the noewl stmacture, rhe efuc:tional
level, cultural patterna, anl tiaditieon.,

The objective oo this piper 45 vot tn delve {nto detafl on the
influence of diffcrent policieal, eccenonfc, social, lecal, and cultural
fnatitutions on the orgentuatioan or operitin: srecedurea of dpricultural
credit {natitutionn, tHouever, selcotad exanples vill be presented
before a cugpented rescarch methodolopy 19 srescnted for (ltting the
credit fnstitution into the exiating enviromaont, (une example concerning
the affect of the land tenure syctom upon the type of apgricultural
eredit institution 4o na {ollows: {f the prirmavy apricultural producer
i8 a part of an extended fanmily and {6 fanednn trital owned lend or £
the forn producer 18 a srall tarmer vho {a cithes renting fara land from
large farmers or vorling as htved lator on lacses forns, then the credit
institution that requires iarm land as cecurity for loans vill be unable
to oporate tn this environment, If on the other hand, the arricultural
producers are free holders and hold tftie to the lapd, even thouph the
acreepe or nfze of unit may bo reall, real eniate may be taken ap
socurity for a loan, This ip not to {mply that arrfcultural credit eannot
be dnjected tnto envirommental acttings vhere the individual produccers
do not o thedir land, It docs {rply that the rajor tyoe of loan that
can be pade wil! be for aceda, fertdlnera, and other annual operating
expenves that cen be rejald irom the sale of the crop at harvent time,

The typea of loansg roal reflect the bande kindn of agricultural
production In the avea, In wany count-iea, the benle typea of apricultural
production will vary frem repfon to repton thus requiring different typea
of loana and operating procedures for diiferent arcas vithln the same
ecountry, If the major typea of cropn In & replon are annual grain cropo,
the major loan may be self=l{quidat!uy loana uned lor annual operating
expenaca, lu thin sftuation, f the parket fo adequate, the farner
18 expected to be able to vepay the loan trom the proceedn of the #ale
of the farm productn, 1 L, on the other !mnd. the annual cropn dre nt:mri)y
domestic food crope vith a very lintied market and tho major income
producing cropa are tree crops euch an cocon and rubber, then the apricultural
oeredit institution 11l necd to be able to wake loans for 4 or 5 years
Pefore income can be ecarned and the loan repaid frem the trea crop {nvestment,
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FIGURE 1
INSTITUTIONS INFLUZNCING AGRICULTURAL CREDIT INSTITUTIONS
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The eligibility requirements could aleo limit prospective borrowers to
thuse farmers with X number of acrcs of tree crops in producticn in order
to obtain a long~term loan, Of course, there may be combination lcans

te producers that have both anruasl and tree crops that earn woney

iucome for loan rcpayment vithin the first yecar,

Surnested Rencarch Methodolopy

The objective of analyzing the apgricultural environmental setting
is to determine the supply of apricultural credit currently being employed,
if any, and the cifective denand for agricultural credit, The farm producers
may then be clascificd on the basis of preseri repayient abiliry, After
the farm producers have been cleseiflcd and the other cnvirermental
factors analyred, it chould be poscible to develop the kinds of lender
services nceded to increase the rate of agricultural develeprient:,

Figure 2 shous one method of conceptualizing some of the cenvironmental
restraints vith vhieh an asrlcultural crslit Ifnscitution uet danl 1f it
is to be effecvive, In general, faym vrelucers can be clascificd on the
basis of the level of technolopy enployed, using a power base en an
indicator, The "lcw: deaignatinn wvould repretent the poucr e¢mployed in
agricultural procuction by the humin agent ueing very clmple tools such
as the hoe ani shovel, A limited amount of animal power could be in
this subegroup but the vast majority of th2 pouer vouid be the human
agente=the min with the hoe, The Ynedium’ level of technoleny would
include the preoups of farmers that use animals ss the major suurce of
pover in agricultural production, but complonented by hnwan peyer, The
farm machinery 18 improved over that used by the ‘low" level group, but
it 1is still sirnle animal draua cquipnent,

The “hizh" level of technolopy 18 vhen mechanical power cither
gacoline, oil, or elcctric 18 used in conjunction with animal and
human pover, The size ia terms of horsepoucr of the mechanlcal tools
may rapge f{rom very smell to large horsepover ractinps,

The marketing orpanization, strecture, and performance and the oll-farn
input supply cnvironment aze more difficult to conceptualize, The “poor”
clapsification would be vhen marketiny oervices do not exist or are very
inadequate, Roads sultable for trucks or raiiveads do not exiat (products
are tranoportcd out of the rodection arean and inputa are brought into
the arcas by head loads or beast of burden), Pen=farm Joputs such as
labor, machinery, fertilizer, nsecdo insecticides, herbicides ) dmproved
livestock, building macerfalo, and go forth ace either not available, or
of poor quality or are so hiphly priced that fara producers do not
employ them in preduction, 1In termn of marketing and of f=farm input
supply environment, chin proup represents troudlclional anricultyral producers,

The "falr" clansi{ication covld be typlified an vhen a Hmlted number of
institutionnl warketing Ilmns exiat, bat they are facffective (1imited number
of buyers, limlted atorape, de not pay for cermodities vhen delivered by
producer, buyers maintain control over produccr by keeping the producers
perpetually {n thelr debt, and ro forth), Limited highways and railroads,
but orderly movement to market on a repular basis is inadequate, The
supply of off-farm inputs are incompletc, of poor quality or very high
priced in terms of productivity,
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FIGGRE 2
LEVEL OF TECHNOLOGY USED EY FARM PRODUCERS
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The "good" marketing organization and input supply envircument
{8 when institutional marketing services are well developed and
eilective, GCcod roads, railroads, or otner transportation systems are
vell developed end comnodities can move to market on a reeular basis,
The supply of off=farm inputs is adequate, of good quality, and rcasonably
priced in terms of productivity,

The conceptualization of areas o, B, C, and so forth as shown on
Figure 2 vigsualizes that effective and efficicnt lender services will
not be the same 1in all arcas, Before the determination of the types
of lender scrvices required to increase agricultural development in any
of the arcas, additional information 1s required,

It is assumed that sub=section L or any of the otiher sub=gecticns
could be delineated, additional research efforts in the form of surveys
of farm operations would be vequired to obtain the types of Znformation
as shown in Fipgure 3, During the aarlyeis, farm producers may be
clasgified in severcl different vays, JOoe methad of ciassiflestion
could be to determinn the characteristica of the farmers that are in the
agricultural credit feasibility arca ac the present tiwe, Subnistence
farmers Ly definition are not in the moucy econcmy, Therefore, these
farmers do not have repayment ability and ore cutside of the credit
feasibility arca,

Partially subslstence farmera are deflined 2s those farm producers
still predominately snbsistence, but they do ecarn gsome moncy income from
the salc of agricultural nroducts, 1ith the present {zre organization
and level of income, it would be posaible for this group of Zarmers
to repay small annual opcrating loans,

Commercial agriculture 1s defined as farm nroducers that gencerate
farm incowe frem the sale ol apgricultural products from their presently
organized farms aud have rcpayment capaclty fow both short and long=term
lvans,

PAUSRENL

The clagsification of farmers into whether or not they are in the
credit fearibility arveca is based cn ability to pay from farm income,
It should be recogrized that ability to pay and villingnegcs to pay
agricultural dabts are tvo entirely differcont concepts, As estimate
of the villingncss of agricultural producers to repay agricultural loans
must be derived from the analysle of tie social,cultural jand traditions
of the society,

Connolly 30/ has developed a conceptual macro=apricultural economic
model for the purposc ol identifying the feaslbility area vwithin which
agricultural crcdit ecan bes: be used to accelerate capital formation
and agricultural development, ‘the cimplificed model of the agricultural
gector vithin a country is represented graphically with the following
assumptions for the static model:

1) Constant price level,

2) Consumption as a linear function,
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YIOGURE 3

ADDITIONAL INFORMATION REQUIRED FOR ESTABLISHING AND OPERATING
AN AGRICULTURAL CREDIT INSTITUTION

Classification of farmers to determine credit feasibility group
1, Subsistence

2, Partially subsistence

3, Commercilal

Effective demand for agricultural credit

1, Farm size, type, cstirate cf managerial ability

2, Droductivity of capit:i

Pregsent supply of capical (credit) in agriculture

1, Sources, terms, intcrest rates, etc,

2, Quantity and kind

Lender services required to increase rate of agricultural development
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3) Net foreign and government investments are consolidated into
consumption and investment,

4) Savings equal investment, All forces are in equilibrium,

Basically, Connolly has added the food consumr“~ion function to the
basic Keynesinn model (Figure 4), By adding the food consumption function
to the basic model, the agricultural credit feasibility grovp conceptually
are those with income levels greater than Y3.§;/ The triangle arca F,

E3, G graphically represents repayment ability, which 1s a function of the
income level, 1Income equal to Y, 18 sufficient to mecet food expenditures
labeled Ej (Figure &), An income level less than Y; does not provide
sufficient income for food expenditures, Human agents would be expected
to fill the food gap, represented by triragle O, Ej, ay, by hunting,
stealing, borrowing, and co forth, The income level between Y} and Y3
vould provide sufficient income for focd expenditures, but insufficient
income for desired consumption expenditures for other goods and services,
An income level of less than Y3 represents no pay back ability from the
present organization and income of the farms,

If supervised agricultural credit is used in the developing country,
then the lower limit parameter Eq Y3 may be moved to the left as reprcacated
by line Eg Y, in Figure 5, Parameters kg ¥4 and Iip Yy now delineate
the upper and lower limits of the fcasible supervised agricultural credit
group, Supervised apricultural credit could be used for an Iincome level
greater than Y3, but the nced for supcrvised credit in this arca is not
as great,32/

After the agricultural credit feasibility group is conceptualized
the magnitude or size oi the group must be determined by obtaining a
measuremznt of the size ol the agricultural credit fcasibility area,
It is then possible to derive an estimate o’ the number of farm unite
that can use capital injection with pay back ability with the present
organization and income from the farm firms, 33/

Another method of cstimating the effective demand for agricultural
credit is by estimating the marginal productivity of capital, Chen used
the Cobb~Douglas production function to estimate the marpinal productivity
for both fixed capital assets and working caplial assets in several
different arcas in Taiwan,}i/ The results of these estimates were then
compared with the existing lending policles ol the credit institution,

For example, if the lending institution is mialing loans for particular
gssets that have lowver marginal productivities estimatces than other lending
alternatives, it would serve as a eignal to delve deeper into the returns
earned by the assets,

The budgeting procedure using input-output data from the farm data

could also be used to cstimate the types of asseis that should be financed
and to determine the priority of different types of productive assets,
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FIGURE §

CONCEPTUALIZATION OF FOOD AND OTHER CONSUMPTION EXPENDITURES
AND AGRICULTURAL CREDIT FEASIBILITY GROUPS
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FIGURE §

CONCEPTUALIZATION OF AGRICULTURAL CREDIT
FEASIBILITY GROUPS, BY LEVEL OF INCOME
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Supply of Apricultural Credit

The farm survey of individual operators would also reveal the
quantity of agricultural credit used in production as well as the source,
terms, intercst rate, and security required by exiasting lenders,
In many developing countries, the only institutional agricultural credit
that 1is available i{s from governmental owned or sponsored credit institutions,
But in most developing countries, moneylenders provide the largest quantities
of agricultural credit, If the effective demand for agricultural credit
can be estimated for the farmers with repayment ability and the supply of
agricultural credit being used in the sreca can also be estimated, it is
then nossible to determine the magnitude of the financing requirement
in terms of loan fu.ds for increasing the rate of agricultural development,

Type of Agricultural Lender Services Needed in Developing Countries

The ultimate objective of analyzing the environmental situation in
depth is to determine the kind of agricultural lender services needed to
increase the rate of agricultural development, The analysis could also
indicate that at the present stage of cconomic growth a greater return
would be expected from developing institutions other than credit; for
example , improving the marketing system, improving the input supply system,
etc,

The types of agricultural credit scrvices needed in developing countries
are conceptualized as follous:

1) Sunervised credit, The supervised credit system organized in many
developing countries is simllar to the Farmers liome Administration
in the United States, In one sense, all agricultural loans involve
some degree of supervision, but supervised credit is normally
defined a3 the making of agricultural loans (often credit in kind
for operating cxpenscs) plus the financial and farm management or
technical assisotance at the farm level, Supervised credlt normally
involves the preparation of an annual farm plan and in many cases,

a long range farm plan [or the duration of the longest loan involved,
Financial managcement assistance 1o given in the analysis of balance
skects and income statements 1if they arc available, If not thke
borrowers are stron;ly urged to maintain such records for future
guidance i{n farm planning and incrcascd agricultural credit usage,
The technical assistance feature of the supervised credit package

of lender scervices increases the cost of operating the agricultural
credit institution, but increases the probabllity of loan repayment
and incceased production by the supplying of supervision at the famm
level, The technical assistance portion of the lender services is
an educational fcem that must be paid from sources outside of the
credit institution by service fees, or charging a rate of interest
sufficient to cover the total costs, Due to the limited number of
individual farmers that an agricultural credit specialiat can service
in maany developing countries because of the limited meemse of
transportation, educational level of the farmer, and other factors,
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the supervised credit institution should not be expected to ccmpletely
cover thelr total costs from interest income, However, burden is
upon the agricultural craddit personnel to keep supervision and
technical assistance costs at as low a level as possible without
sacrificing the services required in order to increase the rate of
agricultural development,

Battles 35/ suggested that the relatively simple types of farming
operations in developing countries may require less detailed farm

plans than, for example, some of the complex fazming operations
existing in the United States, The farm plans could bLe more general
and less detailed, thus it would require less time of the technical
assistance staff fcr each farmer and reduce the cost of his assistance,

2) Balanced credit (where both repayment ability and security of the
farm borrowers are used in the credit analysis),

The term balanced credit defines the situation where loan funds or
credit in kind are made to individual farmers along with financial
nanagement assistance; but witiout technical assistance or intensive
supervision at the farm level, Normally, the agricultural credit
specialist will not prepare a farm plan, He will assist in the
analysis and projection of balance sheets and fncome statements to
estimate the impact of the credit used by the farmer, Balanced
credit would be primarily for those groups of farmers that have some
farm assets that can be used for part of the security with the
remainder of che security being based on the estimated repayment
ability of the farmer, after agricultural capital is injccted, The
agricultural credit specialist should be able to serve more farm
operators with this type of lending eservice than if he has to provide
supervision at the farm level,

3) Commercial agricultural credit, Commercial agricultural credit is
conceptualized as loan funds being provided to individual operators
without technical assistance or supervision at the farm level and
with only limited financlal managemeni, The loans will be based
primarily upon the security offered by the borrowers, Normally,
only large plantations or estates will be eligible for this type of
lender service in developing countries,

The cost of the agricultural credit lender services would be greatest
for the supervised credit and progressively less for balanced and commercial
agricultural credit, After analyzing the farm producers and the environment
in which they operate, the major task i.. to determine the kind or kinds
of agricultural lender services that wi.. make the greatest contribution
to agricultural development, based upon the available resources of the
agricultural credit institution,

Need for Apricultural Credit Tzaining Prograns

Any discussion concerning the influence of agricultural credit
institutions upon agricultural development would be incomplete if the
need for well trained agricultural credit personnel was omitted, The
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shortage of well trained agricultural credit personnel is one of the
greateot restraints that preludes the eotablishment of efficient and
effective agricultural credit institutions, The form o¥f buciness
organlzation of the agricultural credlt institution may be private
corporations, cooperatives, governmental corperations or any other form,
the environment may be uanalyzed perfectly, and the operating procedures
for providing the lender seirvices needed may be more than adequate, but
unless the agricultural credit personnel are cufficieantly trained in
making, supervieing, and collecting loans, the agricultural credit institutions
will not succeed or survive over time, The development of an adequately
trained credit staff is essentlal 1if a faster rate of econnmic development
is expected,

The level and status of training of agricultural credit personnel
varies widely among developing countries, Most develoning countries
have some type of in~service training programs in various stages of
development, Many of these in=gervice (raiping prograns are just being
developed wlth assigned host country training persounel that do not have
the necespary background or trailning to conduct a well orgenized integrated
program on a continuous basis, Some countries send a limited number
of agricultural credit specialists to other countries for credit training,ggj
If the major emnhasls on training of agrilcultural credit specilalists
is dependent upen training in other countries, then it is evident that
many credit worlers will not recelve adequate training due to budgetary,
time, and language limitations,

Scveral developing countries have USAID direct hire, PASA or other
non=direct hire parsonnel in country that agsist with agricultural credit
tralning prograws, These agricultural credit technicians have many other
responsibilities in addiilon to developing and conducting agricultural
credit training programs so the need for expanded credit training programs
remains unfulfilled,

One method of filling the training gap would te to orpanize a highly
trained cadre of ciperienced personnel to go into doveloping countries
to train the "tralners'’ of the host country, A cadre of three or four
individuals could assist in organizing the training progrem, in training
the traincrs, and in conducting a pillot training program within a three to
four month period, The major adventage of thi3 program would be that
3060 credit specialists within one institution would receive training
at one timz, The agricultural lender services required foyr agricultural
development would be emphasized and tected within the environment in
vhich cepital would be injected,

< —— —

The functions of agricultural credit institutions are limited to:
(1) mobilizing loan funds Zrom the economy (not always posaible in developing
nations in the ecarly stages of development), (2} supplying the loan funds
needed to purchase productive assets (cepital) for agriculture that
otherwvise could not be obtained by farmers, and (3) furnishing or coordinating
technical assistance, 1if needed, at the farm level in the form of financial
and managerial assistance,
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Agricultural credit institutions can accelerate agricultural
development provided the economic, social, political, and legal inatitution
in the economy have been correctly analyzed and the agricultural lender
gervices reecded in the environment are provided, After the environment
has been analyzed and lender services determined, the major tasko ficing
the indiv:duals responsible for the crcdit institution are to organize
or reorganize the credit institution, to develop operating procedures,
and to staff the institution with the best available personnel,

The above generalizations are the rccul Lo of aporaicing the throes
of typical credit institutions in developing countrics, Too often, the
agricultural credit institutions that were cstabliched in developing
countries were only trunsplanted from more advanced countrles, Too
often, the basic organization and operating proccdurca that had evolved
over many years in more productilve envirvoumenis vere expected to work,
as is, in the developing countrics, The accual resvlt wes an injection
of credit (and capital) into the agricultural scccor, with only limited
amounts, if any, of increasead agricultaral production mwving into
commercial marketing channels, and the fncome level of the faru Lorrovers
was not incrceased, The repayment recovd was olten veiry poor, It uas
only a matter of time uncil the capital and loan {unds ucre disgipated
without accelcrating deveclorment, The agricultural credit institution
was either dissolved or reorganized with another injection of capital
from government, a new sct of operating procedurcy, and vith many, 1f not
all, of the same credit personnel remaining in the orpanization at the
same level of training,

Agricultural credit Cechniclans and consultants have spont too much
of their limited time drafiing credit legiolation, preparing detalled
operating procedures, &nd envhasizing low 1aterest lnans, It wag not
recognized that the recal limitations that provented agricaltvral credit
institutions from being an affective instruancat of development was that
it did not fit into the environmental struciurc and the level of training
of the credit staff was insufficient to make, collect, and supervise
agricultural loans, (This conclusion assumcs that in the carly stapes
of development the loan funds for agriculture vill come primarily from
government, If the loan funds arc inadequaitce, the best orpanfzed and
operated agricultural credic institutions v1ill only have a limited
impact upon development),

The methodology suggestcd herein is one approach to fitting agricultural
credit inctitutions into a given environment vith the expectation that
the time required to determine the optimum lender scrvicen wuill be
reduced and the limlited suzply of loan funds and trained human agents
will be more efficicenily utilized in the development process,

®26e


http:clrn:L:.nc

3/

4/
3/

s/

v

g/

9/

1o/
11/

12/

FQOTNOTES

Horace Belshaw, Agricultural Credit in Economically Underdeveloped
Countries, (Rome: PAO Publication, 1959), page S,

Lyle W. Shannon, 'Cultural and Related Restraints a&nd Means of
Overcoming Them,'" Paper presented at the Conference on the Economice
Development of sgriculture, Ames, Iowa, November 9-12, 1964, page 1,

Charles P. Kindleberger, Fconomic Development, (New York: McGrawe
H{ll Book Company, 1958), page 83.

Ibid,

Dwight Gadsby, '"Capital and Credit,” Chapter 7, Changes in Agriculture
in 26 Developing Nations, 1948 to 1963, U. §. Department of Agriculture,
Foreign Agricultural Yconomics Report No. 27, Novemher 1965, page 77,
Also, Peter T. Bauer and Basil 5. Yamey, The Fconomics of Underdeveloped
Countries, The Unlversity of Chicago Press, 1957, page 113,

John W. Mellor, The Feonomics of Agricultural Development, (Ithaca,
New York: Cornell Univeruity Press, 1966), pp. 3=17.

Raymond P, Christensen, "Bconomic Progreas of Apriculture in the Less
Developed Countries,' paper presented betore the Conference on the
Econormic Development of Apriculture, Center for Avricultural and
Rconomic Development, lowa State Unfverstity, Bovember 11, 1964,

The authors and publications are expanding rapidly as our professton
directu its attention wore and more to the developing nations, For
example, Agriculture {n Feonomic Development, Fdfted by Carl K, Efcher
and Lawrence W. Wittt (New York: McGraw Hill series {n Intenstional
Pevelopment, 19643 provides many tntercsting articlens plus a good
bibliography on the contribution of agriculture to economic
development .,

Raymond P, Christenaen and Harold T. Yee, "The Role of Agricultural
Productivity in Economie Development,' Journal of Farm Fconomics,
Vol, 46, No. 5, December 1964, pp. 10%51-1052,

Jimmye 5. Hillman, '"Discussion: Growth Rates and Fconomic Development,'
Journal of Farm Jconomics, Vol, 46, No, 5, December 1964, p, 1064,

Ragnar Nurske, Problems of Capttal Format{on {n Underdeveloped Countries,
Oxford Univeraity Presa, Zalr Laven, New Jeraey, 1963, page 5.

R. G. ¥, Spitze, Chapter 2, “Determinante of Capital Format{on--
Conceptual and Factual Considerations,” Capital and Credit Needs {n
4 Changing Agriculture, edfted by L. L. Baum, N, G, Diesslln, and

B. O, Heady, The Iowa ftate University Prena, Amsn, lowa, U4,A,,
page 19, i defined capital as produced goods and services saved
from consumpticu, (Maintatnance and dirvect satfafaction of man)
and used by, or as a part of, the human agent in further production,

.l


http:ECOIIOF.FC
http:r.lli.ta

13/

14/

15/

16/

11/

20/

Many writers believe that the role of capital has been over-emphasized
in explaining the economic development procesas. These include
Lauchlin Currie, Accelerating Development, McGraw-Hill Book Company,
Nuew York, 1966; Gottfried Haberler, Stability and Progress in the
World Economy, The Macmillan Company, New York, 1¢58; Charles
Kindleberger, Economic Development, McGraw-Hill Book Company, New
York, 1958; iverctt Hagen, On_the Theory of Social Change, Dorsey
Press, Homewood, lllinols, 19062 J, K, Galbraith, The Liberal Hour,
Houghton Mifflin Company, Boston, 1960; Albert Hirschman, The Strategy
of Fconomic Development, Yale University Press, New Haven, Connecticut,
1958; and others.

John K, Galbraith, "The Supply of Capital For Underdeveloped Arcas,"
proceedfngs of the International Conference on Agricultural and
Cooperative Credit, Vol, I, edited by Elizabeth K. Bauer, Berkeley,
California, August & to QOctober 2, 1952,

Horace Belshaw, Ibid, '"Capital Needs and Capital Absorption,"
pp. 133-134,

For exsmple, The Agricultural Finance Center, The Ohfo State
University is just completing a three-year regearch effort financed
by The Agency for International Development entitled, "An Analysis
of Programs for the Development and Inprovement of Agricultural
Credit Institutions and Services.' The primary objectives were:
(1) to develop puideltnes for the establishment and operation of
permanent and cffective fnsritutions and systems tor providing
agricultural credit {n deveioplog countries, and (2) to develop
guldcelines for technical and cconomic assistance propgrams in
agricultural credit.

Ted L. Jouce, A. R, Cans, Robert C. Hoover, Richard P. Maxey,

A. H. Steoncham, and Mervin G. Smith, A Pioposed Agricultural Credit
Program for Niperia, Consortium for the Study of Nigerfan Rural
Dev&lop&vnt. (The report waa prepared by the Agricul tural

Pinance Center of The Ohfo State Unfversity under a sub-contract
from CSHRD,) Michigan State University, East Lanafop, Michigan,
CSNRD-4, August 1960, pp. 28-2¢,

For a description of Nlgerian agricultural credft fngtitutfons,
seo, A Situation Report on Agricultural Credfit in Nigeria, by
Harold Bauman, Chan Connolly and John Whitney, Consortium for
the Study of Nigerfan Rural Development, Report-3 (prepared

by the Asvicultural Flanance Center, The Ohio State Unlveraity
under a sub-contract from CSNRD). Michigan State Univeraity,
East lansing, Michigan, June 10606,

Ralph U, Battdes, unpubliahed report of the U3, Agricultural
Credit Techufctans tn Latin america, Guatemala City, August

0-10, 1960, pp, -6,

This informatfon was obiatned from, H, Y, Chen and R. A. Balley,
Agrfcultural Credit {n Tajwan, Agricultural Finance Center, A¥C
Rescarch Publication 109, The Ohto State Universtity,

Columbus, Ohio,

.24-


http:Irtt*ljitrc.ci

30/

This section was obtained from Vu Huu Muc and Vu Bang Tiep,
Agricultural Credit in Vietnam, 4 Participant Paper, Agricultural
Finance Center, Department of Agricultural Economics and Rural
Sociology, The Ohio State University, June, 1967.

Raiph U, Battles (mimeographed), "Agricultural Credit--A Powerful
Force in Agricultural Development But Not A Panacea,' United
States Department of Agriculture, December 1966, page 1,

A. T. Mosher, Getting Aegriculture Moving, Frederick A, Praeger
Publishers, New York, October 1965, page 141,

Agricultural Credit Through Cooperatives and Other Institutions,
FAO Agricultural Studies No., 68, Rome, 1965, pp. 1-2.

1bid., page 3.

Battles, Op. Cit., page 1.

Apricultural Credit Through Cooperatives and Other Institutionms,
Op. Cit., pp. 9-10.

Ibid,, page 9.

C. D. Curry, D. M, Sorensen, J, O, Early, and D. L, Stansbury,

“Some Environmental Congiderationsa Inflvencing Agricultural Credit

in Developing Countries," an agricultcral finance paper (mimeographed),
Agricultural Finance Center, Department of Agricultural Economics

and Rural Sociology, The Ohio State University, May 1967, page 1.

Chancy C. Connolly, (unpublished papcr), "Identifying and Measuring
the Agricultural Credit Feasibilicy areca for Capital Injection

in a Country With a Probability Measure for Credit Repayment,"
Agricultural Finance Center, Department of Agricultural Economics
and Rural Soclology, The Ohio State University, Columbus, Ohio,
March, 1966,

Food expenditures = a; + by y with F = food consumption; aj =
level of food consumption; by = propensity to consume food, and
y = farm income,

Connolly, Op. Cit.,, pp, 7=9.

Connolly, Ibid., pp. 9-13. A sample of farm balance sheets and
income statements could provide the data to classify the farm firms
according to volume of farm income. A frequency distribution of
farm income can be derived. Next the probability of farm income
being greater than or equal to consumption can be computed for the
different levels of income. From these data, it is possible to
estimate the probsbility of loan repayments for specific borrowers,



lu

[ 'u
[2,

N

For additional information concerning the use of the Cobb-Douglas
production function, see G, Tintner and 0. H. Brownlee, "“Production
Functions Derived from Farm Records,'" Journal of Farm Economics,
Vol. 16 (1944), pp. 295-304; Earl ¢. Heady, '"Production Functions
from a Random Sample of Farms/' Journal of Farm Economics, Vol. 28
(1946), page 991; John R. Hilderbrand, "Some Difficulties With
Empirical Results from Whole-Farm Cobb-Douglas Type Production
Functions,' Journal of Farm Economics, Vol. 42 (1960); George

G. Judge, '"Discussion: Estimate of the Agpregate Agricultural
Production Functions from Cross Sectional Data," Journal of Farm
Economics, Vol., 44 (1962); and Hsing-Yiu Chen (unpublished Ph.D.
Thesis) "Structure and Productivity of Capital in the Agriculture
of Taiwan and Their Policy Implications to Agricultural Finance,"
The QOhio State University, Columbus, 1967,

Battles, Op. Cit., page 5.

Anricultural credit sgpeclalists from developing countries have
received training in agricultural credit in the United States for
many years. A new training program to broaden the subject matter
training rececived by foreign participants was Iinitiated in the

Fall of 1966 at The Agricultural Finance Center, The Ohio State
University., This Intcrnational Agricultural Credit Training Program
is financed by the Agency for International Development. For more
information concerning the fourteen-week Iuternational Agricultural
Credit Traininging Program, contact the Agricultural Fimance Center,
The Ohio State University, Columbus, Ohio,



THE ONIO STATE UNIVERSITY

THE COLLEGE OF AGRICULTURE
T AND MOME ECONOMICS

= o
iy Wizl "a I

THE DEPARTNENT OF AGRICULTORAL =

ECOMMICS AN RURAL SOCTOLAGY |




	00000001.tif
	00000002.tif
	00000003.tif
	00000004.tif
	00000005.tif
	00000006.tif
	00000007.tif
	00000008.tif
	00000009.tif
	00000010.tif
	00000011.tif
	00000012.tif
	00000013.tif
	00000014.tif
	00000015.tif
	00000016.tif
	00000017.tif
	00000018.tif
	00000019.tif
	00000020.tif
	00000021.tif
	00000022.tif
	00000023.tif
	00000024.tif
	00000025.tif
	00000026.tif
	00000027.tif
	00000028.tif
	00000029.tif
	00000030.tif
	00000031.tif
	00000032.tif
	00000033.tif
	00000034.tif
	00000035.tif

