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POREWORD 

The Agricultural Finance Center of The Ohio State 
University. through a contract with The United States 
Agency ror International Development, 10 conducting a world­
wide research project on "An AnalysIs of Programa for tho 
D volopmtlnt llnd Improvement of Agricultucal Credit Inotitutions 
and Services." ThiH proj ect 10 llcaigncd to develop principhls 
and guidel1nea uflnful to AID llnd developing countries in tho 
establishment and operation of permanent Dnd ~ffcctive 
institutions Dnd ayotcms for providing agricultural credit 
tn developing countrieo. 

The influence of agricultural credit institutions 
upon agricultural development under different cnvJlronmental 
conditions haa plosucd cconomiato, economic planners, and 
other interested parties for many yearo. The cotr.plcdty 
of the economic development proceso is only now bc~ing 
understood no bits nnd pieccs of relevant information from 
many areas "f tho world are l-ccominr, more widely known. 
!hls Agricult~ral Finance l'apcr attcrr.pto to present II brief 
explanation of the r~111t1on6hip of llgricu Iturnl d~~velopmcnt 
and emphasizes a rcalistic role of nr,rlcultural credit 
in8titutions in the agricultural development proc(!oo. 

The author 1n grateful for the publ1shc1! works 
of the many wri tero in the He Id of economic deve lopmcnt 
that were uBcd in the prc~pur£itioll of thin pnfler. Howovor, 
tha maj or ideao presented in the latter hnlf of the paper 
resulted from innumerable tJemillnro with mcmhoro of the 
Agricultural Finnnce Cf'ntcr stuff. It 10 not fcnoiblo 
to recognilt.c the contribution of all thcne Individuala 
who have influenced the author's thinking on thlo subject, 
but special acknowledgemont 18 Biven to Drs. R. A. Bail.y 
and No~man Rask. 
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THB U!FLUENCE OF AGR!CUY.TURAL CRImIT INSTITUTIONS 
tJl>0l~ AGRICULTURAL DEVELOPMENT 

by 

Ted }.. JoncB* 

An ur.derstanding of the ecor.ornic dcvclorment pr.oceso req~irco an 
approach [limUar to thnt follo,,,ed by n)'Rten analysts in D()lvitl8 problems ~ 
The importance of ono factor cc.nr.ot be undcr8tood exccpt 1n termn of eIther 
clos('ly relater) fnctorc. Delf1hnw defiucd ccononlir.. development OR ""--3 
continuing nrlcil11 proccns l(,lldinr, to II proGr~Gr,ivc i.nc~·I~l1fJe i n t:lvcr~~e 

output per h"~d among the people 1 n a [10c.i..l!ty. "1/ Thin definition refcrD 
to a proc('~l!l beCI111Cle cconor.r':c dcvclopf!Je'lt im'olveo clol,'ly rc~atf'd vllr.illbleo 
and fR conU.nl/OUCl over tfm'.~. Ec('nomic <Icvelop'r.cl!t 1[1 nln·) conCf'rnrr) ,.y~.~h 

the Doc1r.1. f,ect,Jr I)('c.:1ufJe ['.~ the pl Ol'('r~tI ronlir:11cn, cI''':~l::,~!1 o.::~ur in 
the tpchthcnl Gild 1nutltt'.tio~1:!1 cr.\-h'cL:r'(;!lto of t~()c:te:, ,1/1 wdl un in 
phyoicnl o\llput. 

ECOllomifltn ore c();"}pdl('') to focLln th(~ii.· econonic tmr)1-]lcdr.~ nnd 
tralIlin~ on current pr011lclU 81tuot1C'Il:J. Since Por.ld \).11:' ]1, the focuo 
has be';n upnll incrc'coing t:w rl' tl~ 0 f CCO:1'.:';,.'ic dc\'eJop)::I~nt in tllC emerging 
naticn~ and at lCI1!lt, In.'14.n~Llll~i~r. trw ~Ili:c of cC(.n(IM:'-:: dcvc1cprM'nt in the 
more mature C()ll'1lricn. Ill)~ tl:I' prOfl'fs!01.1:1 rl'(~onJ 00 protJlrn col\'(l:"s, or 
even £8 exploineru of t 1w ecoll('t!1ic c,n(l l'O(i'11 rl'1.:1t:t.11')~1!,s invol':~d in 
the cconcl'lic d('\(dnprwnt proccfHI, pllrtf.clll;:!rly in drNcloring cCllntric9, 
t. far frorn perf(·ct. 

In O~ll' o('nol', c('onOfr.f.r.t~ h.:1'11' felt rc~trr.lincd to offer thC'i't' explanation 
of the df'vt'l orm~'nt proc('OLJ hy ('J"':r iws1~:bg tho hl0 toricnl dctcrm!n:1nt3 
of l,rodllctioll--lcnd, 10:10r, c;lpitl'l, llnd f:'lilnar,c'ment. Recently, technology 
hal cornf'd th(' df:~lt to l)(~ nd(kd to th!..,AU(','lflt lint. Thc'lf' dctemin.'lnto 
do plnr.c llmftf!t1(lllfl O~l production, bIt lJ1CY Ilre not the tictermi:1,-\nto 
of econo'll~r. dc'v('lol'M(,'lt, per ne. \11lh 11 ::tvcn (ll~O'll1t of lO"1d, 10bo1.", 
capital, lll',j t('.;I'r.O]OI;Y, the' '1'.o:!nner in w:lich people orga:'!.:':(1 will 
detCl\.linf~ (Ilf' l.·vd of productlcn.'!:'/ 

Teo oft ':n 1n tllf' p:wt, I'conomiotn hl\ve nttcmpt.('cJ t::> nir.'pli.fy the 
devolopmC"nt rrn<':l'fllJ hy ct\ll1.n!~ lit. tc'nti()l\ to one lil:lltlng foetor r.n'l then 
tryinn to r(Ir.O"I~ thiD n'ntrJlnt l'ft if ~,t WiD no:: relate'll t!J o~_hcr 
variable·H. An t1 rl'oll1t, prognW;t l 1111\'(' 1>('('11 defllgncd and ('cn(lucr::~j to 
."lve the' .,·lllcntfCl/lal prohlr:n, poduction pn,blcm •. mn:-1{l ~ing problem, 
cftpitnl prohlf'll', cr,,·(tH problcnt

l 
or coopcrntivc problem, etc. ThIs 

aprJroQcta hlln not h('('1\ very ftll:'!: ful. 

* J\,..ociatr l'rof('o'wf Bnd AtJflocinto Director, Agricultural Flnl\nee 
Cantor, D('r"rfm~nt cf AgrIcultural Ec"notr1co anJ Rural Sociolo~i, 
1'ho Ohio Otato Univcrnity. Preocnted fit tho NCa-6 MeeHng, Sherman 
llou.". Chicago on tlovember 2,1967. 
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Probnbly the capital problem has received the greatllst atl'.ount 
of attei.ltion. "In the "Ii eH 0 f many econ~ltietfl, cllpital OCcl'p:tr.a thp. 
centr:.ll pooition :In the theory of economic clevclopr.leut."3/ Kin1lebet'cer 
quotes rnillly e~ononint:; llho f;tutc thllt capital occupies d~e key role ill 
the dllvelopment procc~fJ, but he aloo 'll.totC!l £I.S ouny l~ho question the 
importance of cnpitnl 09 the key factor in devclopmcnt.4/ It Is 
misleading to single out cnpital in l:i.ght of n.vnil:-.b:!.c reocarch and 
conclude thet economtr. development j.B the ref-uJ. t of only this one "ar1.nble. 
Neverthclcr.~, the inpOA:'tll,lce of the 1'..)10 of capitnl in makit!r, poor.:t!:lle 
higher production and ~ighcr income ?cr person (un~ot be dlBrc~~~dcd? 
Il: has been pointed out that differ.-c:i-::08 i:1 capit,.l rC:Joll'l7ccn distingu{ohclJ 
thp. agriculture of d~veloping count:::!.eo from that of economically 
Itdvnneed countr:!.e9 nore than any other factC'l'.,2/ 

Agric'llt'.·.rnl ue"elopment is Oll0. I)f the i.mportant oecto!'IJ of t!':.e 
total eCDno~y that influences the o~cr-all c~Qnocic dcvclopvcnt proce~s. 
Since the Il'ajor r;.uLmtitic3 o~ the rr..1'JU"'(;C baGc of n country 1lt'~ in t!le 
acrieulttlt'a1 rector UU:ci"ilg the ('.~r.J.y Dta~:;<: cr cco:lom~c (~('vclol'::1(';~t, 

ar,riculture'B c0ntd.!,ution or l.lck c~ C'o:ltl'iLutinn directly ~rfecte the ovcr .. all 
rate of dei.'clopn:~l'.t. E(~llor rcpl);~t~d thnt 60 to CO ~)'_'r cent of t;1C 
population in L'I1/',agcd in n~;ricultllre [l;1:] 50 pel" cent or l;!(l~C' of t:lC national 
income i9 eCllcr.:lted ';"1 thn nl:,:icu::'tu'(.'"al CO:..tOl" ill the l'il1"1y ntL!p,c(I of 
dcvelopfT1pnt in rr.:lny rountricD.CJ/ C;_ ~"l[Jt('noen l;nintcd out: tb<1t l'l~~';(\'::!.Clll 
reeol'do c](':.rly [;110\-1 tint no (;oU!ltry IWB rr.ovecl [rom chrcnic .c;tl1~;nndon 
into the tr:!"c-of:f 01::113:' Ol ccor,omi.c (levcl ~rFl"!nt 111tl.L~l·t flr.nt l1"~!licvinr, 

a sub:Jtan~inl I;ain in nGdclll~c;:i'l protbcti·~Lty • .?j !\p,rl.::ultw:c'o 
contl'ibutiollO to nnti'1l1r.l CCC!1"['lJ.C dC·7Cl('rr.1L'rt h:1'!(~ hcen r.tlh.j'~·1teu to 
8nLllysis and rccoruc(] in c<C'~llcT1:': pn;)cr[l nnu hJ'.11,a by 1l~:-.nJ p"oplc.f/ 
There iu f,cneral ngrecTcnt that ir.~r('~G(,c1 ['r~d.cult'lral oUtpl~t ccm~o from 
t~10 banic ClOUrCNJ .... :tncr;:.:cncc1 (;lli1nt.t~i of i"-rl!tn nnd i;;::rptwL'll rl":lductiv!ty 
resulting fl~on imrro'/c:u technology. c!n·r~;tcn()Pll a~~d Yl'C COl1'~1'Jdcd that 
1nc,:~nfleo til lli',r.J_(~\1.1tl\c<l1 [Jrodllcti·Jlty contl"ilJate to n:lUon::11 cco:l0mic 
dC"IClopmer,t and nn tional l.nco;;lC in three T:lajol" HaY3: 

1) By oupplylng nn ('COnOllic nur;llufl of ngri(;ultm'[1l (lroduc~~on that 
cen be CO,lIl~:!ll~lJ or U;1Ctl for furLilcr product-ion eith'!!" in the 
agriC'ultcrtll !lector or 1n the tlo:l-a[;l'icultur'll occtor. 

2) By relN'.n'.ng 1.1bor anu ot!lCr renourceo ;'01" UOC ill non-a;1!'1cultnral 
scet()ro, I".ut! 

3) By inCn'H~1!l3 pHrch"lfJin~ power of rur:ll people, (l:~panding mar.kets for 
j,ndllflLrilll development, and brir.cing about structural chnuges 
needed for national econf)mic gro~lth. 9/ 
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Christensen made three general points that should be kept in mind when 
unr:.ly~l!1il the procesa of economic developre~nt. These peints were: 

1) Inveot~entE must De made to improve technical skillo and mnnngnrial 
tnlenta of the 1:um·'ln f3ctor6. 

2) Agric111 ture must gradually shift from subsistence to market production, 
anu 

3) Scarce supplicn of capital inputD from outside agriculture ,dl1 need 
to be u6cd sparingly cell where carginal retu~n3 nre InrgeDt in 
order to inl!reasc crop yieldJ in the over.,all productivity ratio 
in agriculture.Jot 

T1'1o of these thrc~ general pO:f.l~tD involve capital invcatments; oue to 
improve the skillo und tnlcnts of the h'.~mun ~~ctor cnd tHO, to p!'o~Tide 
capital inputo [r:O!11 (.ctside ar,Lic'.11ture. 

Nuroke presented one of the fir:1t Cpplic,ldons of the cnpit::ll 
formation explAnation of G~O't-7t~ 111 d0vclopii13 countries. In :.!zplaining 
the vidoua circle or rovct'r.:~' he said, "There j.B omall cnnacity to Jave 
resultinr, frc·n lou J.cvcl of: rf'lll inco:ne. 'll1e lou reel ii.!r.ome is a reflection 
of.: 10'" prodllctivlt:y villich in it3 turn is due lil1."Gely to the lack of 
capital. The 1 ... :c1{ .'Jf c.apital ia the re3ult of tl:e ow;,ll cnr.l::ity to 
save."]l'! ~~p:.t~e atnted that 1.t 't-i<tO ncc'~L~c:try to h~\,.e n Good understanding 
of the dclt~rt:litnllto of capitnl [or.m£l.tion 1.n o::der to uI"llerJt<!nci the capital 
and crcrlit pro~lcr.19 i" a chcnBin;~ agdr.uJ.tUi:~.121 The capitnl fc'rmll.t:i.on 
approach to economic dC'lclol,n:ent in Hfc!dy he1"J-hy In<.'ny ccono:d.Ltf.' ~ but 
it certaiu] y ia not unJ.vc::cal.2.il Tilere:i.e gO-Poc!.':::.l ar;r(!cm'J:lt, hOH0."Cr, 
that non:aJ ly the pl'oducLivlty of Jebor \orill be inc!'c:wcrl Vihcn l!r.cd 
llith capitnl itl~'!tn and tot::'.l production no::mally ir.creflncs, othr.r 
thinGS b0ln~ equal, 

The concluaior. unr. rp.Adwd that capital [orlnat{on problc;nr: are 
only one C!'Ot1P of problem::; that r.ced to be analyzed and solvf'd to 'increase 
the rate of cconomJ.c develol,ment. There is no intent to sli[,ht other 
problem arena, fiud there U~:t~ n{lny, Imi: oimply to IJtnte n pO<litio'.l on one 
specific rlet of problcl11"J til,lt I".(~('(! to be solved. AfW\.1liltng then th'lC 
r.apitnl problc'1lc arc preHent, l:hat are nome of Lhe c:'.lC'Gtiona tl:llt M'lOt 
be anS\~ered7 SOI,]C of the n:ot'e prconing proulcr.lf1 [Il:e: Phnt Idnds of 
capital to add? ,11'.\~n to acid the additional cr..pita17 Hew lCmr:h capi.tal 
to add? Into Wh.'lt Dector!) Dnd cm:crprinclJ to j.nject cllpit~l'! How to 
obtain the needed cClpl tal? lIov to in.1ect the capital? The V'ot point 
leadn to the dis(!uGfJi.'Jll of llgricnlt:tral cre~it inotitutionn llB one means 
of injecting capital into acriculture and pOGRibly thereby increaoing 
the rate of agricultural ueve1opmel.1t. 
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Ohjectives of ~gricllltl1ral Credit In'Hitutiona 

Since each count,:y hUG its ovm unique combin!ltion of human agentB, 
land, capital reE!ourcelJ, ana technical p~asibi1i::ios as l.;rell as itlJ Olm 
econoMic, Rocial, legal, and political inotitutious, agriculturel credit 
institutions in these coun~ries cnn have their own unique objectives. 
I submit, hOl-rever, tht1.~ ::;10 ohjectivcH of uGt'icultural credit inst1.tutLons 
should include the [ollm"ine; points: 

1) To increase thc rate 0:( econonlc development by facilitating the 
injection of car,it,:tl into ap,l'ictllwre by: 

A. Mukin~, supervising, and collectinn o3ricultural loans supplied 
to farm proJucct'8. 

B. By mc.ldnp" flupei::visi1"g, and collectin~ r.~ricu1turfl.1 101mB 
loup(Jlied to <l,>,;:icuJ. i:urnl [11·J rkcti.~g nnL St!pp1y Unnn, if not 
served by other lenders. 

2) To up-grndc the c.lrl:biliti~s of the ngricult1lrnl credit staff aa 
well e.n pn'·,:f.J.i.i11j ror c:~p,1:-1[;ion of the rmrnber of trained 
agricu 1 turnl c l"~cJ it r Ci..-DC:;lne I, and 

3) To providc tl,e lendo;,: DervJ.ccfl nceJt'd so the ngriculturnl credit 
i.,8titutl0n Hill he n vial'lc and efficient in'itituti('ln over time. 

O!1C of the aDrJlg:1r.lcntr. cOl1cernilH~ this pClv~r \:nn to !mpPQrt or 
refute the bYrot:he3i.~ that D[,ricu1.Luf1l cr~M.t instii:lItlol~D nre crlticnl 
in dete!:'<lllning the ra\.:0 0::: ;!;3l'ic1l1tttl:cl (~CV(.'lol.m(~ni:. The p[',r.'lmetcl'tJ of 
the expcctrd role of agrlctllt~ral credIt In~titu~ionG to o~ricul[~rnl 
deve lopment IT.Il[; t be en t 'i;-J~[_l:c~J lw ['J ):c Clio hyy:c thc!li!'! c:f.1 b~ e:ifpf)rtcc' 
or refuted. GulbrDith l·tated tlHlt in every c.r,dculLurn.l c rJl'1T.\unity, 
developed or clcvclorJn~,~n!:rH'rn 9cck credit in order to aC(]'I!TC \.:~."o 
broad tYp(>(J of cnpit::tl DGf,C;:S. Fi.rat, they [J~~d~ crccljt ill c.~:Jcr t('l b~come 
otmcrs of 1an(1 or ni.mHtir llon-rcnc\,iable 118UCtG. Thc/;e [lB8eto arc non in 
the posscflDion of nlhcn:. !!crc credit i9 .. :cqUi_i"Ct! to fncilitntc the 
transfer of ('XiBt1.02 carita: or exiutir~G prO'luf'Livc eqnipncnt from one 
person to nnother. Second) .:Carmer:> sf.'ck crccli:.: i.n ord(~r to ~ring into 
existence cllp:!.tal tkit doco not 00\" cxint--c.:lpital Buch ilS bcttcr Ciceda, 
livestock, machinery, nnel 80 [orth •. ltf,/ I3eI8ha,1 rained the quootion 
concerning hOH f'13t coulu ::ho cJovclcping cOI1l1,::d.cl1 ahr.orb nclclitlonnl 
capitnl. In othcr Horda, '.11w.t iA the e(fec :Jvc der.:~lnd for additional 
incrcmcntH of capital in n~;l-:!.ctJI ture? lIe abo ilointed ou t: that even the 
capital thnt c01lld b~ OOeOl"0Cd might not initiate <.lnd relcaac forccs for 
a cumulative process o~ economic development. The opecific questions 
raised were: l-That amount 0); capitol con be abDorhecl at each fltar,c of: 
devclopm~nt ,,1ithout unduly distorting the economy and diverting locnl 
capital away from ncccoGury purposeo? What amounts of capital and for 
"lhat purposes nre they best Buited not simply to meet urBent nceda, 
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but aloo to encourage participation of people and to provide a basis 
for further improvements? Hhnt other requirements are neceesary besides 
capital imports and credit to initiate and cncourr.sc a cumulative proceso 
of growth nnd also increase absorbtive capacity for importa of cnpitll1111/ 
Belaho.tl concluded th:tt the use of cr.pit::ll n:us\: provide foundationa for 
better growth in at lennt three ways by: 

1) Providing an economic base for additional economic activities. 

2) Providing incenti'IC Goods of the right Id.nd outside of farmiag so 
that increascd capBcity to produce and earn income 10 exprc9Bcd 
in a larger efi:ccti-.Jc demand and 130 10 more stimulative to p,routh, 
and 

3) Impro..,lns the hum.:m ma;':erial so tho.t i"L is more efficient and the 
social environment so that it is more ::c~cpi:ive to chanGc. 

The procedures or techniqucG for provH.i.ag theAc fOl1nd:ltit'nr. :f n developing 
countrj,es It;tve not bC!cn dcvclopC'(l, hO\J~..,el', l."cccnt research efforts are 
sheding nc" Hellt 011 m.:l11y n:3[lcctG of tll~~le old rroblcr.1s .1.0.1 

I will takc the posL:ion that wany ar;,:icu::',:ul"{\l cl"eclit :f.'1(;t:itutions 
in developing countries have been r:ivcn the i'ssi;jmncnt of incn nG~_ng 
the rate of aericultur;tl development, but thci~ tcrmn of rcference were 
too norrO\1 [or moct of them to :~uccel'd. In Oi.:hCi: uort1s, due to the :lpparcmt 
need for cnpi tnl noel in nn n ;::::l'n;pt: to meet ~hc dcm1ndn of n local T.'Opulus, 
llgricultur.,ll credit.: in:3titution~ "Pl"C ,-,ntabliahed and \Olere cxpcctc~d to 
increase the r~te or aG~iculturnl devplopment in a very limited ti~c. 
The credit institution" UCj~C often etltnolishcu uith a tr.ln:fmum amount 
vi informntion n G:1.kble con~('rnit:!B other Hrniting fL\ctors that c;)uld 
prevent the best orsanized nnd operated a3ricultural credit institutions 
from meeting their objectives. 

Selected Expcr\cnccs of Aericult:ura) Credit Inr.titnt:!2.!!! 

Several exnmples nill be given to point out some of the diri'erent 
environmental situnt:t.oll!J under \vh1.ch agricultural credit institutions 
hllve operated in recent y~~::s. 

Agricultural credit to individUAl famers 1.n i;he Eastern Region 
,.,as made availahle thmu[;h the Fund for Agricult\;":al ami Industrial 
Development (FAID). Fi\ID mHI eotal-,Uahcu in 1%3 to provide a source 
of crecJit to incJivichwJ. fa.:illcrn. In oddition to loon fundn the borrOl-lcra 
nere to recdiTe mnnagerinl and tcchntcnl nsointllllce at the farm level 
(supcrviflcd credit). In '.%6, PAID had 350,CO,) Nigerian pounuo available 
for disburueT:wnt [rom govern:nent flmelo. After:3 ycnrn of operation, 
119 10nn9 totaling 162,COO pcundn, nn average or lI~OO pour.de per loan, 
had been npprov('d, but or.J.y 7J loonH totnlinr, 53,000 pounds hed becn 
disburacd. Au o[ Mny 31, 1966, nome additional 700 lonno were under 
conSideration. The application [ormfJ and proc(~dUre6 were m{ccedingly 
cumbersome and time conouminB. Many loan aflPlic:ationfJ were morc tP-1n 
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one year old. All loans for agricul turc were processed by the ScpcrviBed 
Agriculturnl Credit Section of the l1inistry or Agt'iculture, \-)hiC'h had 
a staff of 50 'wrldn~ excluoivcly on FAID anricultural loans .lI! 

Other reasons [or. the very limited impa:t 0:': FAID upon agricultural 
production and dc\'c10pncnt ~lcre aD follo'ow: 

1) The prepnrntion or COl:ll~lcx fen:l r,laus that included nn ~r.nl!nl 
cash flO\1 budget for the length of th~ loan. F')r C'x2.mple, if the 
loan l17aG for rubhc;~ :n·ocllction \lith a term of 15 Yl'<!r9, 

cctimat('d conU; and re:':urnn ',l'r(~ pr:Jjec.:('u for the 15 ycnr 
period. 

2) RcgulationB required ehe loano to be nccurl~d by the pcrconnl property 
of tllO gp:lrr:ntOT.'D in achH tiCln to llw property of the! borrower. It 
WIlS very difficult :mel L:im~ cou:;uml.lg to oL·;:nin t,ll! tU('l GlHl1:nntoro, 
which Bomctimer; d(·!.1yQcJ the [Jro-:::ssLlg of the 10,",:1 npr1 ieat!."n 
for ol:~ to c:I Lilt r.10:1tll3. 

3) Peroo.mel in the credit imlt~tution did not have authority to change 
the loan fo!:nl!J to 1lk11:c ~hcrn core \1or\mble as the legislation th4t 
created the lenelinc inatitution specified the actual loan forDo to 
be uoed. 

4) Since fnrm plnn end nprraisc.l reports Here prepared by the SupcrvLsed 
Cr.p.dit Er.1nch of the Ninistry of I\griculi:urc, the officials of FI\ID 
had no rccourcc but to \7.:it until the a:)p1iC'atlo~~ 'Jere completed 
and f~H'''.1rded to their off1.cCIJ, phich of;:cn resulted in cxtcMivc 
d· lays .,!.!Y 

Brazil 

A oupcrvioed RBrlcultural credit program \Tas started on a stnte 
basis in 1949 under i'he aronsorllhi.p of t:,e ',medcan International 
Association. The pro3ram :.·'lB flrnt startcr! in the State of MinaD Gerais 
and later cprcod to other D~nt('[;. TI'chniclll HaGintonce In ni~d(:lIltural 
credit \laS DupplieJ by t!lC l1. s. c.ovprruncnt. In ECJ, AID rl'cruitecl 
a high l<'vel tellm In i·(:vic\i the ngricult.\!nl1 cr'pdit situation in nrnzll. 
The teom fOlmd th:lt only :r; to 12 p('r cent of the fn.:mera in Brazil 
had aCCC'98 to .1tIY nf~rlclll.l\lrnl credit and rccor.mlCllded that: nn Agricultural 
Credit CorpornUon hI' (·[ltalilir.hcd. As a rcwuH, II crcdil ir-otitution 
named N\'ltion\ll Cnonlln.'lt in;; Af:ency for Hurn1 Crcdil.: (CNCR~ wan cotabUshed 
to make loonl! t 0 r.rJ1~ I 1 ,'~ nne LIl • 

AID tiwlI vorlu'd O\lt n [(·rli!b,:p.r loan "lhorcby fertilizor could be 
imported nnd dJntrihUl:('u. The United Stotes provldcd thfi! funrto for 
this loan to buy nnd IIh!.!, 1:ertil izcr into oradl Gnd tht' nrazl1 ian importers 
paid in locn 1 curr(·n~y. Thene funda \·f(!r(' thC'1l used to support the no" 
Ag1."icultural credit of,cncy (CNCR). Onc ... third of the total 01,' approxf.mD,tely 
$l~,OOO,ooo waR used for ~3ricultural credit. 
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In late 1964, the Danldng Reform Act was enacted that created n 
Central Bank end placed tile rcoponslb:l1:!.ty tOl" oGricultural crcJH in 
this inatit1ltion. In Hovember, 1965, u lnu "as pnssed to institutionalize 
rural credit and a dccn~(! ~.'ils isslIed to tr.nnG fer CNCR to the Hurn1 Credit 
and Industrial Divivion o~ the Central Dunk. Alec, five gencr~l categorics 
of credit Hcre establinhed. These \lore: 

1) Commer.cial credit. 

2) Cooperative credit. 

3) Supervised credit. 

4) Ap,rnr1lln rc[ont credit. 

S) CrcdiL to oupport mini,mum prices of selected farm products. 

A3dculturn1 crcrlit pl'rfl0'1no! nnd Cr('cat advisors nre nCl17 \-Jorking en th9 
impleml'ntntion of the ~~~lou~ credIt p~orrnrr~. 

To(;l1nlc1.1nl1 ir. t'lw i!.dd bdil'v(' tltnt the 11(," Inu g.f.vco Brazll tho 
baoic clf'n(~nt(l for a t:ouncl nrric::!ltllr,ll C::-C·.Il:: !;::(1::r~lt:l. ~a'1'.:,~ CI,;CR 
HaD ('otobl1rJlwrl 1.1 Jllly, Ee,!:, ,'lpplo.'xil~·ltcly ,)0,"(0 fl\~-l:t leana bn';;0 ocC'n 
llIBdc for 11 lor-Ill of $J';,'}CC!,C()() •. !~j lIt'~ 17 :/C',n.l-[) Iwv(! ptHHlCd n~ncc the 
supcrvloed agri -::u] tUTd] cr('lli t I'r')r>:1',1111 \.':W n~ill·;_I'·l lll.d t \1(' i~!1ti tl!tIcn,11 
organization In nt1ll ch:lnr,-i.ng 111 lin nltl'lnpt to Il1CI'L tl)('i;: o:ljt.cti',·CH. 

In lldd1tior., lIra::l1 1'1 l':,per1mr~l1tinf~ \I.!.th an ut'lfJuP approach to 
agricult:ural cr('rlit. dlUC tt'yir,g tu anr;\II'r tLc quC'rtion: \Jhat wmld 
be tIl!' rat(' of llgricultm:al dev,'}ol,ffi"nt if th .. (,'lpilt~l l!nit.1tion on form 
:Zirmn \-!fIO r('mov('~1'? 'fhin c:, lit ';~tl:r~t.i()n [,ro',l'cl{nvul\,C'fJ the ('xtrnoion 
0:: all tIll' ll{~ric\llturl1l crf'dit Ihllt clIn hI' twe,l I,rorlllclively by SC1('ctcd 
rl1rmcro. tdno, or\(' 0:.' till' o·).1eettv'l'o to th·, idl'ntifil:.1l!O.l 01 lie!.t:t,n~ 

f.!lctor1 1a ll;;r[,:ul I II rill devf'lor'll'('nt, "hen till' c;l;,ltl1} 11:11~atioll if; removed. 
On':! of tll(· :' 71tl'rl'n t i n:~ f"a l-ure'l) to clnt e linn til' t tllp lClllkrn, \.'110 \Il'r-c 
charr,f:'d ,dt:1 th(· n'rl\>ollnrhU:ty of providill:'; or n:lIurnt:ll1g the L1nnn ,,{th 
capitll1, h'ld n l('llrlc'lll',' :':0 HrJ1lt the ]ol'1no La the nnlOUid.tl .~onnl111y 

borrt\,'cd hy tllr' Lln.1C'rn. Tliin lill,itntion a·.~I'l'nrn to lvwe bc(n corrected 
and plnnn orf' llntl('n'~y to c::lpncJ the projcr. ~ In other l1r~.lfl. 

'faiunn'o ngriculture han d('vcloped contlitJt.·:ably (Ittr1r.g the lalt 
feu yC'llrs. CIH'n nn,l n;lf.1('y r('[ll'rtl'd thllt 1n 1(;5(1 the ngrlclIlturnl 
domontic product \:U/I "1d.111')Il 5~7 million 11J.~ nn(l 1(; hl111"n (i. NUlton t1T 
in 1963. J\f'ricultllrnl Cl°f'(ltt from in'ltitlliimllli '!ClurCI'" Of' ltH'l1tlurCrl both 
by annual volume 111l.! by ~'C'/1: in \C'nnfJ ()Ulnlllndil1r~ alno incre;lot'd during 
this \H~rlotl. Uoinr~ l<':lnl ~q\lar('11 to fit ((',',1:1'111110n linea to tll(' dnta, 
tho {oUouing re1fHionnh!.:n \/;'rc fUUllil: 

l} A rAtio of n('ally 1 to 1 «().r/~) h(~Lw('cn increooen in nnnlllll volur: ... 
of agricultural credit nnd lncrconoo In net domcotlc 0cricultural 
product. 
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2) A ratio of 3.2 betucen incrcaBcs in agricultural credit ns measured 
by the year and balances of outatandins loana snd lncreaB~8 in not 
domeotic agricultural products. 

Chen and Dailey ('mph<loi?cd that they did not intend to [)ug~cst a causal 
re1ationchip. '.i.'he only t11inl3 they "er~ poi.:1tinG Ollt uno that in Tllhl!ln 
both agricultural pr8Juct:loll and agricultural credit \'olU1n~ had increased 
haud-in-h<lnd from 195G to l~GJ. 

An lltlalynis of the ngricultural crc(lit rro[~t'amn in Tnhvnn lendo one 
to the concluoion that litany [acton; have coutribated to th'~ir ClUCCCSO. 

Theae factors are nun'1llln-i.::cd 1.l:J [0 110\'O : 

1) The llcricu1tt1ral cl'c'dH nyntcm in bnnr::l on O ... ·r~Cln~~:ntionn of long 
Rtanding. HOG L 0'- the F<.llll1l'rO l\:'l,oci;·lionn anel CrecH t D0.partmcnts 
have a hLJlC'ty o( no::;; .;11,1,-1 ~)() Y('[l::n o~ G"~·vj('l' in the rUf:!l 
£ironn. '1 he C l."C'd ',": c~).' ra II QIl :!. /) nn t n':'iT (:0 Llll' 1',1 ;:-;'12 r.'J ;\r <10(' tn t ion 
el!lploycc~ or lO t!IC ~ __ i!':j,l~T'l. t,~; n.cll a:~ .... ·';'c,l!tllr;t~ credit prcr.rm,18 
,,"'ere ntnri:ed, they ~!:lJ ,;O(~ Hl11:::11t [\i~e c< 110~ 1;.1'/11::; to r, t.11'C ::;~(1rJ 

Bcr~tch, hut c(I!tJ,d b(~ a(lJld to (':,i;ltin:~ o'_·:','"lI:i;:at!ann. CCllcfnlly 
speaking, tile ~ ol:l.L1cnl, C'C0:1Cllllc, and Dacial c(J~diti()nlJ hw,,·,'! bcc.-t 
reasonably Gl.:;oll' cLnc(! lS50. Th'~ nllti0n:.ll ('ccn()my h.1~J bcen r,ro'Hing 
and farm produce Ir;!::·J:~<:G h;.vl' bec'l Ilta:;l e 'lith CaV(H \ble ar,rlcultural 
prices. Creel! t I1C:('Ur. [or l'xl'nn{;ifHl [lnU :!.r.l tH·oVI'I1lCntn i:.lVc increased 
'vitli thc! grmJtb 0;': the naticr.al CCCl1()uy. :.lDO, a :H.'ricn of land 
reform rrc:;r:1W~ uceo \.nn~ll'd out to pr'O ::('ct~,l!'Ti1l'rtl i'ltcrc:lts 
after \Todd \!a~ II. 

Due to I.l Cl'] llll-ni bacl:groUl:u, lind per'!n:;a nJ.:JO till\: to f'cnero.l prospcrity 
in agricul tt:rc, de! ~:1l1l. ~ ('n lC:',nr: if] {':c:.:('udy r,1 r c' 1n '~'cI!":ln. 

Dorrol'ctn f1hmya (;cem to f'ulllchoH r~'p3y thdl' lOlll~. FLlHlcrCl that 
mp.et dlfUcullic'fl :Ln rcpllym('nl \Ihl'll thl'tc Q,'! fhodn, klV(l to delay 
pnymcnt IIf:t:'.l tll(, nc';:c harV('Clt, bat then' if: no i,'lform.:lticn on 
loan dclinqul""'Y in C![;::iculll\fni en'dit. In T,~i.\I,l~l. 

2) The credit or:';llli~:t.,~(Jll:; are I1l'C('flollJle to ~he fnnllcrtl. The 
IIIl1jority of IIII' ;,I'-::1<'r" ltv(' llithtn tC'1l .0 thirteen minul:(,-I of 4 
Farmers ,t>..n:ociatioll O":-ic<'. 

3) The Fllrm:'ro /131l0dtllir.nn, \lll1.cl1 {tetlln)]y I1nnJl(' 111(" fllrm c1"N'lt 
bU8incBIH'o, nn' cP:1I,{'rnlivf' or[:,lnl;:lll'iol1::. :;IIlCf' the ll990cilltion8 
arc llutol'om,HII~ (lrr,~l11i:~1:i(1nn, tl:~ir 11';,,11 rnlOt'ro arc.' tlle'ir f"lrlTcr-mcmborl. 
Tho opc:rlltin:1'Il r.tnlci.llr.'o nre al~o lldvltl,'n::(.'IIlW to th(' nw:c(,Roful 
devclopnwnt ol tltt' ered!l: blloinc!lo. \111('n lhe fan.'('rn :Hrl(f,t tllPlr 
prouucc tlHHIJ',h, 11.\(1 ',IIL':1 thl'y purdlllfiC' ;,1,1.11111: nnt! livin~~ m,ltcrinlo 
(rom tlH! Fnfl,l('nl /lc·;(,(i(ltf(l,l 1:11:("111\)', {tll'\ l'\J.~d\nnfn!', Dqlflrtml.'ntu, 

financinl IIUpPO(t' In ;Jruvidl',l ;r(lm tIl" Crl'd.! t. Df'\)/)'.'tn;"nt. Plwn 
a farmcr 1H'l'dn fundo In :Idopl flf'IJ f,ln;lin:: ('C'hnJ'1111'CI or to oturt n 
nc\-, fnrm ('ntc'rl,dnt', f ;Illllldni. nqJ['llr( 10 nll10 provldt'll by t.he Credit 
Dopartment. TN:hnlclll nrJtl!ntancc l(l 0, d'll f'.iven by thl' Ext(,:1l1ion 
Oopartment l\iI 'Va'll aD lil\rkl~tinH and l'u~'chnolnB Dcpnrtmonto. 

-0-

http:nuccc.oo


Although the agricultural credit program in Tahlan has a racord of 
succeGoful achicvcr.lcnts, it still facea problems. Somo of the problems 
are SD follOl'lG: 

1) The regular c::,cdit inotitutions, notably the Land Dank, the 
Coopci:'ativp. nank, and °i:he Fnrnero l\ooocintions depend largely on 
dopositfl as a DOULCC 02 lcw.liag f\lndfl. Conocqucntly, these 
institutiollS aL'c 110:: alunya in a position to provide 10<1ns when 
needed or in the amount/) or for the peLiod~ of timc required by 
far:ncro, Even ii: pi"oviaion is moue Ly the r;ovcrnment fl')r adequate 
funda, coordinll.tion 0 [ ngl."i.cul tural credit in~1tHutionr~ is ur~ently 
needed, In the cr~di:: progrJms of the aGricultural banko, thero is 
a grC'nt deal 0:: competition and duplication that obstructs the cf£iciel'.t 
use of lonn fuads, enclel" tht:!oe conditic..na it io possible th.:lt farmers 
in the more pl~O~perO\lD nr,ricul tu rt'. 1 arenD may over-borrow ~'lhile those 
on the !l!03 productive land in more remote a::"eas may have 1:I.ttle 
accelHl to inDtitutionc:.1 cn~dit, 

2) it is often t:lC'ntion2d lh,,:t ar,ticillwr.c in a developing country is 
c:lpital hun?,':'j, ·ll::i.[; in the e1De in Toh'.1n if one is talking about 
capital per hr.l 'JO:r!'CL' (lco' per l~nn, hut it is not the case 1f one 
io lalld.ng about cr',)Lnl per unit of lan:.]. If u.pital i3 meaaured 
on a p~r hectn:cc o:Z~i:'..j:m lend h!J:'::'n, l'oiuan I Co agric\lltun~ is equipped 
with !.lore r;.lpi tal :.:km ,\L1crican nr,ricul ::u:.'o.. SU.11, capital pel:" 
fal'm \1orker in 1017 and ne('.33 to lJC inr:::rctlGccJ if dl!'lclopT.cnt is to 
continu::~ at a cet::'::;l':nctory rate. ChL'Il anJ Jiailel r')po~tcd that the 
poso:l.JiU . ..:y oC increasing the cnpital r;e~' ":anl \lo:rl~cr is remote 
through the ru:uction in the n11I:lbor of: fn::'m \1orb~rs, Therefore, 
an inr::rc::lOc rr.uct occU:'" in capital invcctr.'C'nt, 

A CYfJtt'l:1 of ngL~_cultu::al credit \las cntnblinhed in 1957 to provide 
lOll interen:: l(J{lr.fJ to ::nrmcTo in close collnboration l1ith vnriouo national 
proernmn o[ ].1110 re:::Oll.1, COIT:r,;unity dcvelopmcnc, propncation of np,ricultural 
techniquea and the C'xpnnDi.()n 0 f the coopera U.ve rr.ovcmcn t. 

The policy o[ the nr;::l.cul tural cl'clH t By::: :':cm uan c1 oody :f.ntegrnted 
uith the gO .. rlcm] econulTIir::n,1olicy of the country "ilh the [ollm-Tine objectives: 

1) Development or ~:hc rural economy, aiminG n:ainly nt the dcvclop;nen~ 
of ap,riculture'. 

2) tHee live nnd nc tunl imrro'/cmento of the 0 tllnt1ardn of U.vinC of small 
farmers. 

3) Libernti.on (l [ • he [lJlul1 farmer (rom mor:.eyl(~nderr, :md from the 
nttlnction 0: Llw econom:!.c nYlltcm proponcd by the cOlllmtiniots. 

The ngricultl.ral c"-('lli.: nyntc'Tn in eni~3g~d in n progr:lm that requires 
both short. nnd lon!','·run n'~ti()n, One of the mont ul"Ecnl !It'(~<1(J ir: to prov1.de 
holp to the (':,-IJIJ:tn'r:n;I'i'('~'rl th,1t Il'lv(' recently been promoted to f:Ilr.all land 
ownora hy thl' 111rl'1 tl'J.orm v:or~rdm, but \Jld.eh at die O[1me tine find thcr.1EJclve3 
totally dcpriv('d of tbe production cnpitul preVlounly provld0d by the lar30 
land o,.,ner~, TIle! probl ('01 in further compHcnted by the nccclJoity of grL\:1ting 
loano to tho polilicnl refuge'eo irem North ,rietr.nm that arc settlinG in 
the now 0Krlcultural development centoro. 
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Muc and Tiep emphasized thAt moat of the short tenn production loans 
l'1ere baned on the senGe of dif,nity and responsibility of tbe borrc"ler 
l·lf.thout any real guarantee or lien. They concluded, based upon the credit 
el{periencea from gS7 to 1%3 that ill. the rural societies of Vietn:lrn the 
ties that bind 8 Focicty and regulate the actions of the individu~l are 
more moral than n.a.tcr:i.al or legal. The institution of credit can and mU:'3t 
rely on moral guaran;:ccR that often are mlJre binding than lilJ11C1 or mortgages. 
The attachment to the land, i:he respect of tradition, the ;lOnor of tbl! 
family, the social cono;:ra~_nts ths.t spring from Bolidnr i '.y in o'.merllM.j;. 
are factors with "'hich the ma.jority of the :::Ci.rmers concur, ,~hi.ch reduces 
the risk of their r.0n"paymcn~ of loans. ':the situation is c;ne "1here i:he 
political and social organizations of the coun~ry substitute for lond 
or real guarantee~. 

The National Oi:Hce 0:: Agricultu't"al Credit (l'!ACO) \01<18 cl"eC'./:ed by 
p,:esidential dect'C'c in 1S 57. The Central O::ficc io lo~ntrd in Salgc,:\ l·ri.th 
a ree1.on~~. organization in uhich a p~ov:l.ncial cornmtttse for agricultltr:tl 
credit ansurned the rcsponuibility for loans. 

Tht'cc diHerent types of loans are mac.Je: (a) 10<.1ns in caeh, 
(b) loans in kind, aud (c) loano in setvices. 

Short-Term Loans 

Duration: 

Intereot Rates: 

Object of the Loan: 

Guarantee: 

Jntermediate Term Loans 

Duration: 

Interost Rat~o: 

Object if the Loan: 

Guarantee: 

six to eighteen mcntha 

twelve per cent pet· year 

annual ~r«:;.!:: '-:lon 

pre~:entlJtion by the borro~cr of a'i) owersh1p 
titl~ or by tnc 't'ccommendation c.'f his 
local. .;:.d:.linl .. :' !::rative committc~ on his 
reputati.rm a.-:o:·1 C'::,),\c1ty of repeyment1 
together ~r:tth Lb~ 1:'':/,:r,~ c;~3.a~cl,lC~t of 
the bo't'IoHe:: 

eighteen months and f..f:ve years 

eight per. c~nt per year 

purchaoe of cattle, eq'.tipmcnt, lind 
machinery, and plnntlltioll of orchards 

mortgage on reol estate 
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Lops-'rem Loans 

O\lration: 

Interest Rates: 

Object of: the Loan: 

Guarantee: 

five and fifteen years or more 

six p~r cent per. year 

allotment of:.: fal~ unit, purchase of 
"land, the plantation of permanent cultures 
such as rubber, tea, tobacco, the erection 
of nevI facilities cllch as WI': rehousea, 
processing plnntu, etc. 

real estate morteuge, the prencntation 
of ~~l operational plan and a proposal 
fOl rcp:'ymcn·;: 

Cooperative aClsociations cl~n o~J..y ho:~rou IT.oney from NACO, 1~hich acts 
as a bank for cooperativca. It ~ ... o been f;>Ui,d advnr.t1p,COUG tc provide 
farm loa.ml LliL"oligh thcDe cooperative a.')3(l~·i<1tJ.CnG rather thD.n dh.-(!ct to 
individual farmerc. The 10:.1ns gr~ntt;!d tr.r.:>ugh the cooperative assoc.iations 
increased from an cvcril3e or 20 per cent 0): lou:: volume in 1957-58 to 
32 per cent in 1~64-65. 

A program of Dupervised aericulturnJ. ~/.er.I'~ ~·12.S established by ~~CO 
in 1963. 'l"".venty pilot locatinl1f1 were 6ch~l'l:.!d·v:ith two or three farmers 
per location. Only a sr.Ulll number of sup(!rviGcd cred:i.t loans have been 
granted due to lack of security and inotability caused by war, so it is 
not yet possible to evaluate thiEl type of lender service. in:· this'. 
envi!"onJ1cnt. 

The Role of Credit in Agr!cJ1tu,Ep.1 DevclopIl!ent 

The initlal injection or expansion of agricultur:ll crccHt AS tl St:'11rce 
of capital does not always bring about an incrc<1se in agricultural prnduction. 
Agricultural credi:: can be n pOl'Tcrful economic force for devel"~mcnt if: 
it is &sed to inject appropriate capital inputs into agr1culture that are 
not ot.hc:t:wise Available to farmero from their O\-ffi £toll,nci!!1, physical, and 
labor resomcl~s~221 Moshe.:- classlfies pl.ocluction credit to farmers as 
an important accclerator of agr:1.cultural development. It io :f.mFortc:nt to 
note tho.: Mosher is talking about production cr·ec1it as he emt'h:::'131zed that 
farmers mU·!::lt spend additional sumo of money on lmproved seec1rJ, fertilizers, 
and implements to increase pt'0r'lucti0!.1. Such expendituren mnst be financed 
eithc!:.· out of the fHlvings 0:;; th~ iar.mel:D or by hOr.'r"\·li.llg for the period 
betHeen the date l"1hen sup~)liea and equipment a"'c purchadl:!d and the time 
uhen the agricul tura~ products can be sold .%11 

A recent :~AO publication pointed out that the :tncentives and the 
posoib:Uities of using car/ital for incl:easing· agricultural production are 
more Bmited in the early stages of rural dl'.velopmer.: than is often 
r('.'llized. It is only nt later ctagco of agricultural development that 
the pr.;)ductive element in agricultural credit generally incr.eases. 
Although a rapid increase of long and medium term credit 1s essential for 
continued dev~lopment of agriculture, this evolution depends to a great 
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e:,tent on the cor.vers{on of the mUlions of smnll subsistence fa.rm un1.to 
into more advanced types of enterprises. The transformlltion from 
trauitiona1 cnricu1-:ure to commercial aBriculture depends on th~ existence 
of an adequate market for llsricultllr.a 1 prod\tc to. In other Horo,c;., a need 
for aBricultura1 credi.t und incrccocd agric:ultu::-al production mUflt also 
be accompanied by an cf::ccdvc dcmnnd [or the product at prices that arc 
proflt3blc for the [armc:..· ... 21:/ To SUDP.'_'lrize, agricultur31 credit is 
only O'l~ of the many factorD playin'~ a part in the complicated pi'or.eBG 
of increafling ngriculturLil production. Far [ror,1 being a p:Jnncca, 
agricultural credit is not the hllrmleflD p.:lteni: medicine that it ia often 
thought to bc.25/ J\r,riculttlral credit ccaoeo to be an ecollC';nic force 
fac:tlitat:in;-; aGricultural development if it nttcmpto to finance farmers 
either individually or collectively th~t do unt have a potentially adequate 
economic base. If the individual fllrm~'r lad:r; [)uf[J.cil'nt it-nancial, 
physical, or lubor rcnourccD, "'~t:hin hi.') i"<lmily together \lith thone 
supplied throueh the procecdlJ of a 10:111 to inCrCnD(~ hi.'J rL"\dl!cti.o~1 anu 
income 90 the lonn can be repaid '.lith ;_[1tcr~'r:t and at the ~H:I!lC tinc to 
inprovc hLJ l(~vcl of li'/i~C, no (~co!\otr.ic pUl:l!O!](~ ".1.11 be fle(Vl~d by the 
granting of np,ricu1tural credit Lo tllirJ f.li..Tlcr. A loa'l on Ill; u'H'conJr.lic 
baois b(!com~n c grant, nnd may (\(>[ltroy repayment d:tiJcipl inc and contributes 
to the deterioration of the .Eili~'nd.\l fltrcngi:h o~ th(.! cr"(lit in:Jtitutions.1!!1 

Many aGricultural credit inntitlltion'1 and projectlJ for inCrl':13inG 
aBricultural development Lave prodlJc('d inndefJunte n'~ultn or f:1;.lcd 
completely primarily 0CCrtuDC! important eCOnOIJl.C, Doci;.,l, political, and 
cultural inntitutionlJ "ere not nufHciel1tly unnlyzed lJcforr.~ the ar,ricu1tural 
credit in!1titutiC'n "na created or re-O(f>:lni;~etl. The t(~n,kllcy of Vi('\ling 
agricultural credit (\:1 un :;'solatc'J (Jubjcct hnD n.'auli,~(l in inacJf'qt!:ltc 
lender Dcrvicc9 that have [~roc1ucecJ in:ld(>(!l~ate ;:'('turnn to the rCG()urcc!J 
emp1oyed.ll/ Sone [';ov::.>rnnwntn of dcvc.topi.t'[j COu;ltr1.Cfi, ndvnli~·r.J cOllntrieA, 
and international agcnc1cn provirl!.nr, technical n'.ln i[Jf:lnc(~ 11'1vI' r:; tnrtcd 
credit pro~rnml3 \Jithout lJavi:1r, firnt ntudi('[] the 0thel." imrortnnt inntitutional 
restraintB and oatin{ied thcmnclvcn tInt thene projectn had a n'(l'1onablc 
chance of 8UCCC[l[l. Thin report 'Jill 1 intel! the [olloHinr, prc-conditiono 
for the cstabl:l.l1hmcnt or an cHich'nt ancl effective llr,rictJltural credit 
institution: 

1) The cxistC'ncc of lldefluatc and c[[icient Docic-C'cnnomic plnnning 
and the deGirc of n11 particD and groupo conccrn!'d to irnplrment it. 

2) An adequate rural :r.n~rnotructurc (roauo, railroodo, Dtorl1gc, and 
so forth), 

3) An efficient oyatcm ~or otabi1izing fluctuations in prices for 
agriculturnl produce. 

4) A proper oystcm of land tenure. 

S) Adequate and effective arrangements for marketing and 8upply. 

6) A uell organized and satiofactorily operated agricultural exton.lon 
service. 
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7) Continuity in governmental policies resarding agricultural credit 
and cooperative structures. 

The Hating and cfltnblishlng of tlw Ii'l;ljur end minor prc-condHions did 
not ir.1ply that it \:nfl in" )oElihle to i:nprovc the Llgricultural credit 
structure if 80n10. of t!1C prc .. r.onLliti0r.o ,,'er.e not I:l~t. It \-ILl:l recommended, 
hot-Tcvcr, thut n(l proj('ct on ngriculturnl crf.~dit be und{'rtnl<ctl without 
a thorough itwl~Eltiglltion to (ktcr.:d.:1C to what c~(tcnt the rdnirnum 
prcrequiflitco [or ito (JuccC'cClful i~lpl('mcnILltion arc prescnt. The research 
effor.t ahoulJ imlicate ohct}wI" the pro-conditions c:m hI' impl('mcuted 
oimu1t!lncouoly \lith the crC'<1it prn.1ect or "heChe\:' the 1nit:!..-'.l effort 
should bc spent on Jcvt'lcping or imrro'Ji ng t11(' prc-c(lr.tl1t!onn before \.':hc 
agricultural credit institution i3 l'utl1hllvhed. 

Agrlculturlll credIt jnnt::"'"ltlCnfJ m\!~:l he fittc'd to the ,~,~on');r.lc. 

social, politicol, lCf,al, nr,} f~~Jltllr.l iIlOtitut1.011<J t}lllt prc"J111 in the 
country if it itl to [ncFitatc Ilgdr."ltur21 (!t:v~-loi'm~~nt. 

The IHipply pf nnll ']cll'llrlll for 111~r1CIl1tIlL:tl cr('c1it in, to a ccnaiderabl. 
degree, the rr.rilllt of tlte ellv!ro;;!':,:1lJl o(,ttilll~ "ithin wllie-'l the credit 
inDtit'Jtion ond tll(' :ll'.ricultur.-:l firn,n Opt'rill,'. \!Ill'n thp ('~vironmcntRl 
conoidcrntl(1fl,) ClI"(~ (hvt'l(lpC'd to the ('xtf'nl or jnvor!l1l~ ur inllurinr. capital 
invt.'stl'l'('nt, pH('ctive progrlll1lfl of Il t:rfcul turt}l 1'1(-,11 t 1::l1y hl' Ilchlcvcd. 
CO~1V<,(1(-Jy. del!dl'ncil'l1 nnd mIllndJulltr:wntu of the l'nvlrorlr~~ntlll counldcratlonl 
inhibit ('(:(')l(l"l~:: dtvdC1rmel1t 110!1 rJfJtricl ('(.l('ctivt'. ifl\'I'(;tt:1I11t in 
Agriculture. '11i('r£'l>y t:"lkinl~ (,cr"ctiv(' on,1 continufnl: pre,prr.!.': o! 
agriculturnl crdit difUrult to tlch1l'Vf'. DUfcraot l,PI'fl of lll',rfcttltural 
c~ed1.t fJylltlm~ hav\' \)('(n ol,"fntlvt, '.Jitl. vlI;.:i('(l I',·f'fe·,'f) r-! I'fl(l'lfVt·t~eD!I 

under h(lt', LWIH,lblc' l!nrl )"110 lavarabl«' ('nV110r::n('nl(l1 condlt.folln. '1h111 
POAC'tJ flueh f!u"ut.lolltl 0(;: 

1) \HUH l're tht' h"llle l,rindl'll'1l }:(1v{~rnfng f'1 ft'ct!v" l,rogrllmlJ 
of ngricllltlJral credit in dlf£c.'fl'nt l'nvlronr:~('nt t)(·ttinRa'l 

2) W11I\t glllllI'11n('n cnn h,' (,HIT.lIlntf',1 Cor "lltahJ1nh~lIi', nn"lllJt!rCltina 
villble- nnl! ('{fe'CliVI' ogrfrultllfttl CfC'fat intltiturlontl7 And 

3) UnftClr whnt ("1Il!H t 1(111/11, or f"llvi rotunct\t"l ('OIll'Jt ltt{"ta. t!\l.Jllt th.a. 
f(uld .. l1ll1'tJ be' Il'.od1 [(,.dl 

Knowh"J-tt'l nt' tll\(! fl.l' I',·ln:.tonrhlp of tho rnv1roNt\rt\t41 (,ot~"I\nt!nt" lira 
necelUlary if ngrttllllllfJtl errlltl all.! 1'1nl\nln!~ I,nnlf'nnc,l CI'1f1 rrAtlo'\4bly 
.".-.ct to ur~nntr,t' nn«1 O\'/"Alet ".,rin,ltuul cr~cllt lnatltutlolHl tn auch 
a 1bA~\cr ''':at 0ErlnalIIlP,l "r(H'uft'ra rtltl C-f!li,lIlY tlgrlculrllt41 «ftHUt 
producl.tv('l')~ hr-lIdtr t"(}In it. 1:1If:, n.),1 InCHIHI" (ho reUe nt t.gt'icultufAl 
d.vfllo1'mf'nl • .:_:~/ t:nlnl,.'tlltn l\c'IH1 11Iltlll1tltllCtI r'"()t;a ",h.,r c1l1t'lS1lSn"'. 
to cvnlUAlc th" ,l/In-l$;:rlculturlll S!uIlSl'llltJlla. It roo-'bh, An If.ur­
dbctll11Mry cHnt l oC r.r(HHlJlhca, .flfhrllt,c)lo~tClU. p4)llttt'Al IIchntl.t., 
aM todolu1ll(. toulJ btl vr:ry trut t ful. 
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To be effective, agricultural ct'edtt institutions initially ~8t 
fit into the prescnt environment 1n the country llhf''' the agricultural 
credit institution is cDtubl!~hed. Thin io not to Gay the other 
envirOnf.1cnllll inBtitutionr& lll"(> flxt>d in the long-run, hut n1mply to 
recognivc thnt in the ahort-run the t'IIV! l"OI'mcntl1l oitunt10n m~!Jt h(' 
accepted nil givt.'n. Sumc of the "t\vironl1l1'ntal 1n!1titutionn th:lt influence 
agriculturlll cn~it nrC! uhO\rn in Figllrl~ 1. It ill ('nllc('ptlJilli~\'/t that 
ngt'iC'ul r !lral ci"edit inntitutiona IJ;UIJt O!Jt'l·Utc· 1n1 lillIly in £1 given 
marketing oq:nnt::.atiGn, ntructun', f\n:l pt.'rZonr.ancf' env! ~onm('nt, lind thin 
enviror.rrt'nt cnn he dt·tcl"lni:lcd from rl'11('Hrch ('ifort/";. flIno, ttl(' fHtitabillty, 
aVolUnbil1ty, Hilt! prict' 0: off-farn inl'lItl1 (cartt:ll) I1llWt :H~ kr.('I\.;:1 in order 
to eRtnhl1r.h opcr<1tinl~ procnlu!'(!o of tli,: Hgricul turlll credit innl'Hutton 
thllt will \'011,. It. j:1 ronccptll.Jlit«(! that t:w rrarl'.elillg iI\ill ,,:'f'-tllrm 

input inntitutions lIrc itl~-l'H'r.c(',l hy tl.l' fltnbilily of t1ll~ ('conomtc syalcm, 
the lanll tenure system, r,ovcrt1;r:e:1tlll I'lr.nnin:', I1 I:l'nc!eu, t:":'r:l/:cr1~l llbility 
of f,1rrnerll, nnd l('vcl or tcchnl")l('~'.Y Ufl'lI hy fan:l OPt'!"'1tort,. '1:1<'[1,' 

instituti.onn (Ire 1nflul need by t!ll' 11:,<:".1 ';U'lr:'tU]'l', "lie I'll!;:' lLiOl\a1 

level, cultural Pilttt'''!1~J, nnl tladlrl(;l .•.• 

The Ohji·c:tiVC o. thin \,.ll'cr 10 1~(1t tn dr'be {rHo dl'tllil (lit ttl(' 

inf1ltcnc{~ of cHffcnnt rll11,1"ill, ('((H(lnie, !1()c1al, ]('.".01, and cultural 
lnltitutiona on th" OITl'nf ::atio.l or (11't'~:"111:: ~.r()c('dl;n':I of ,Ip't.eu] lural 
credit inotltutinnl1. l!o'li"J{'r, tld( :.tul t'~,ll:li.l(':J ,,~11 hI.' l,r('!1('nt('d 
before Ll ':lI!~g(,l.t I'd r(,"'ta~~ch tnl'th('ld(llllfV f 'I :,rr:tl~'nt('d fnl' fI t t illg the 
credit fnfltitllti(J1l into ;.ltc c'xlntll:g '·lIvlr()I~I~I.·llt. (11(, (,tlll,!,l,' concerning 
the 6ffcct of the lr.:1t! It'nUr"l' llyr:t(l~1 tlP(JIl ::1lf' t/'I)(' of Iln,,~c\llt,lr,ll 

credit 1nBt Hut10n in fln iollm/9! 1 ( t:U! rrl.::.,n·y n!'.rlcultllr.ll \'rl1duccr 
i8 Q rart of {\!l .'xlC'l}(l(·d ~'.lnUy fir" 1n fun'J1ll": trll·:.il 0'..1:1",1 lr.nd or if 
the Cr.nl l'f()/hlc,.r 10 u nn.all fllrrul'r \~ho in eilhc.- n'nt ln/: f.H.ll land from 
largo (IIn'l"rn nr \lorl'lnl: IW hin·.1 IntoI' on l:l;:·.\'l~ Llrt.lIl, thl"l th.~ credit 
1n.tltut1(1l1 'hdt I'r·fjl.dn'/1 1.1n:1 }fllll nil cf'cllrHy [01' Inllllll \'i II h.· tlnable 
to o()(lratt' tn tId (J t'll\'l nll1l"'Pllt. If on tIl!) ot iJl~r "nnt!, tilt' 'l;'.rleul t\lrnl 
producers llrt~ {n'l' hol'!('ffl I\ntl hoi!' tltll' to t:\(· lonll, .'''('n thollr~h the 
.crCl!I~c (\1' rl!;:\' of I1I1ft t:llly !Jo r.n·" 1, r,'·'II (·n.llt-: f!llly h., t.,I{t'!\ nil 

.oclIrtty f(lr:1 101ln. Thi.l in not tn hnply tll.lt 'l:~rt(,lI!tuf(ll cr.dlt (,l1nnot 
bo ln~c.·C'tt'·1 into ('nv!ro!u;wnt.ll fJdUnl:U \lh('r(~ tl\1' indivldunl produl:t'ro 
-'0 not O'.IH lhdr l11n/!. It IIc)I'''' 1t"t,ly thnt tIll' rft.lof t~'Pl' of 1(\.'\1\ thllt 
ron be tll'ltlu \JU~ I,c' lor ", .. ·.111, fl'rtJli~t'r'l, nil') p(h'-r 4.l'lUlI.d 0l,('wt!ng 
expcnllci th.lt t.'~\'l \1(' rl'(ll1d i'-OM ll:" h:I1,' of thf' crop ni. h:\t'V('nl tflM'. 

lilt! I),{)I'" nf Ip!l!l .• ";'1'1: rc·fllci rllC' h'lnie !;fllttn of llt~rtc\lltllrrll 
productiun In th\' IHI·tt. In t:lllny ('nllntrlc'l'I, t'l(' bc/de cY!"'11 of 1l/:r1cultural 
production w111 vt'ny trora r..,~Jnn to t'I'!:tOrl thull r:'(jIl1 ring .If t It're'lll typo. 
of loan. "nIt ol'f'rnt flit: {,rocl'dun'lI fof lit I f('r(n~ tl.rt'ao \,It!dn th!' :J.1!!lCl 
oountry. If tIll' lrill}llr tYI'f'1J of c'rnlll III;:' f('I:loll .1r.- I1nntJ!!l Porn!n croJlo, 
tho l!IAjor }(>Qn frilly h.· .,(,11-1 {fjllf!!1I1 111.l l!lltHt 11()('d lor f1111llJ/ll O\,("clltinl! 

Ixpena" •• In til!" alltJlltioll, tr t!1t' 1:"11'10" til ndC'tl'II\\", thl! fAn",,, 
t. Ct~'IClCr.t'I' to tit! nt,I" (() rl"l,ay thr. ti""l Iron Iltn 1'l'on"',ln of til" lu,ln 
of tho 'Arm l'flJtludn. 1,011 lilt' nllt.·t '"UlII, thr' IInnuI11 ('1'01'" rlre 111!')l'!rf.J~t 
' ... tlt (OCHS (TnI'D \11th A vrry \tnt:,·" IlIftrltCt. llid tho flllt.'nr lncomr 
produclna Cfot" nrc; t.rrt'l ereli'" 1111('11 itA (:(H'Otl I'Illtl I"ut.h"r, r.!lfln the:! ftltrlcultural 
or..Jlt ",.thutton \'111 nHIl to 1>1:1 ahlo to U;r.1~tl 104n. t"r I, ur ~ YCl4U 
~.tOf' lncofllo un bCt 04rnod and ttlc:t lOlln rellolJ (refft tt.. irtl ... ero,) lnvllta.t. 
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The eligibility requirements could alDa limit prospective borrowers to 
th~5e farmers with X nucber of acres of tree cropn in producti~n in order 
to obtain a lonr.-tenn loan. Of courne ~ there may be combhl.".t:i on lenny 
to pr.odnCp.t'B thnt have both annual a'lrJ tree crops that curD tr.oney 
income fo:;:' loan repnymcnt "ithin the firot year. 

The objective of nn:lly::ing the £\r.r.iclllt~lr.:ll environmental settinn 
is to df!termino the auppl!T of r.gr!cultllral credit cu~rently being employed, 
if any, and the c:[fcct.~vc dl'1.1<.nd (or :lr~r lcull:urnl crc,ji t. The farm producers 
lIIIly then be clnBrifL\~{l on the hMlio of preecr'.l: repnY,'lc;lt nbU1t:y. AfteY: 
the fann produccrn h.'1.\'e been cluJfliflC<1 llnj the other cnvircr.mcntal 
factors analyv.cd, it ohould be po:..;[;ihll~ to develop the kin<!o of lender 
'erviccs needed to increone the rntl! of ngricullural dcvclcFrlC'r.::. 

Figure 2 oho\Js OIle method (\1
0 C('Inceptwtl:l ;-:~.ll[~ flOt]1C 0 f tl~c environmental 

reotrninto "lth "h;J'h .. ,;1 113rlcultuLll cr_'iIH !n:ll ~1:\It:ion IT.urt dev,l if it 
is to be .efiecri\'c, In gt';1'..'rnl, {',:Hm ~)~('.luceru C:ln be clnorificd on the 
basis of th,.! level of tcchn'J10f'Y ('l.lplofl'd, u:;1 nr, a pmwr b~we nl3 an 
indicator. The "Lrw' dC;Ji.p,n:\t!:'In \':ould re,Jl"cr..cn:: tht! pO\Jer ('nployed in 
agricu] tur!ll proc1nct:!.otl hy the hU'1illl ne.:!nt \Jr:in~~ "Jery r;Ir:lplc toolo ouch 
as the hoc nn:l libovcl. A limited Llt:lOllnt of nnil!':!l po· .... C!r cOllld be in 
this oub-r,rOl~p but t!~e vn~t Illajori ty oi th'] [1o\1e1' Houle! be tlte hut:1lln 
ar,cnt .. -thc In:ln \-IUh tbc hoc. Thc' "nccl!\;m" level of tl'chn::>lcp,y flJuld 
include lhl' rf('Il['O of fni."nw .. 'r; thnt IlfW llninalo l:tJ the nl!1,ior Ou"rcc of 
poner in nf~ri(;Hllurnl r::-oduction, but cnr::plc:n,cntcd hy li'tn~rlll j'c\1I.:r. The 
farm macitinl'ry ill i:n!,("n·:.:d over tLat II'JeLl by ::hc 'lO~I" ipvd group, but 
it is stHl flilr;->lc ar.ir.:al dr.1\J;1 ('r;u~pr:t('nt. 

The 'hi~~h" 1C'vd ot ~C'clmo]ogy io \Jhcn mf'chnnl.cnl pO\lCr either 
g8coline, 0:'..1, C1r e}('ctl"ic in tWe'd in conJullction \-lilh flnim.-ll nnd 
human pO\lc'r. T:lC' :;i~'.(' ill t(,rJlUl (If h,.,r~lcpl)~lCr 0;: the rr.cchlnical tools 
may rnng(! fr:)m vt'ry Ijm~ll to Inl"f~l' hor[lCr'D'I£'r r:l::i_nf";!I. 

The tnllrkf'lin!: nr;:nni::aL1on, f1tn:ctllre, find llrrfonnnnce nt\(] the or::-fam 
input fJupply ('I:~;ronm('nt: IL"(, [;lOr(' dJfficlIlt to concl'ptunlhe. The "poor" 
clnDllificatiC1n WHlld bl' 1l1lf'1l nllrkt·tin;~ Cl'..'rvicI'fl do not I'xiot or llrc v~ry 
inadequate. RO;l·11l r:uitll:)l(~ 1(11" In:c1:0 or r[lJ l,'oadH do not ('xint (protluclB 
are tranoportt'd 0111 of the' [rOdl'CUOfl IlTl'IHl find il1lll1l.l1 nre brought into 
the arello hy twa!! 1Nldfl or b.'fll'lt of burdf'n). j'rn-f,u:n :Jllpllln /;uch nn 
labor, r:lachilll'ry, f('rtil.t~~(·r, r1l'('dll, f 1l'1C'C:ti ri(\I'o, llf'rht (; l.r1cfl, if'lprovcd 
livc8toc\<, buildin): !'J:\~I'r1nJC1, (Iud nu to;:lh n.~e either not nvailahle, or 
of poor qual t ty or IU!' no h1;',"ly pri(~Nl tll:l:: [11l"ln produc{'t·o do not 
employ tlH'm in product.Lon. In U'rtnn of li;a~I.('1 In;, and of [-fian) inp"t 
lupply cnvironlll('nt, t1Li.fl gcc 1\1]l n'p~'{~'Ji'lltn ti"ndld flnnl n:~ricull11r~ll producers. 

Th~ "fnir" c1tlnni(fcllllon cOl'ld he tYl,lffipeJ ao \·,!wn n l1t'litPd n'lmhcr of 
inltitutional tnflllu'linr: .llnnr; exj~t, bal th('y lire J:ll'f[('ct!vl' (limttcd number. 
of b'Jyortl, limlt('d ntnnlf',e, de not pny for ('[ilr:n,()dLt.lI'!1 \JIlt'11 dl'lJ.vI'rC't1 by 
produccr, huyC'rn maintni.n cclnlrol OVI"" producet hy I{('('[I/ ng I hp producers 
porpctun!ly in thP! 1" dcut, llnll no forth). J.inlltctl high\h1yn (Inti roilroadfJ, 
but ordcrly ITlOVC'lTll'ut to mar1wt on 0 regular baDin ia inadequllte. The 
Iupply of off-farm inputs nrc incomplete. 01. poor quali ty or very hir.h 
priced in torm. of productivity. 
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The "good" marketing orgsmizQtion and input supply envircnment 
1,s wh'!n institutional marketing services are lolell developed and 
eHect~.·"c. Cc(,d T.(1Ud3, railr(l3dR, or otoer tr!\noportation Ely(lt~m9 are 
17ell c.level')pcd nnc) comnoditi.es can move to market on a rC?eular baoia. 
The supply of off-farm inputs is adequate, 02 good quality, Gnd rca"lonllbly 
priced in terms of productivity. 

The c0nccp tunliza tion 0 £ areas ", n, C, and ao forth as sh,')wn cn 
Figure 2 viouaU:;co tInt effective and efficient lender oervices Hill 
not be the Bllme in nll nrf~:ls. nefore the determination of the type3 
of lender services reqllired to inr.rcllse agricultural development in any 
of the areao, aclditiontll inforrnn tion is required. 

It 10 ClsBumcd that ~ub .. scct:l.on E or any of the otiler sub-sections 
could be dclineateu, {led:!. tional rClJearch eHorto in the forn of ourveys 
of farm operations ",ould uc i."cCjutrcd to obtain the typen of :!.nfom.!t:f?~ 
no eho\-m in F:ff,ure 3. Durinr:; tlh~ ."1:1.,1.1.1': 1.", ;:<:rr~ pr0',l':I;ers m:ly \)~ 
classified in fJeverel c'li2:':ei"Cr.t U<lTl. V"'~ :'lct:h,')d (J r cl2scit.~r:itt:!.on 
could be to dctem1.nr:! the ch::.rDctel::'.Gti.c~ 0::: the farmcr3 that a:::-~ in the 
agricultural crcdtt i'eu8i:Jility [11'(;:\ n..: tl~c present tllll'. SUb;:j.Rtcnce 
farmerlJ Ly dcf:f.nitJon In''J nOl: .i.n t~le T110'1C:Y C~fll:'Oiliy. Therefor.e, these 
farmers do not hnvc repayment ability Ll:1d :>.ro (Jutoidc 0 f the creriit 
fe6sibility area. 

Partially £uhll!.sten:e farmern llr~ de[1nr;o as thone farm producers 
still predominately fJl~)niDtcncc, but they do earn Rome mo~oy lncome from 
the Bnlc of ar,l'ictlltur.:l1 ~Todl!c ta. H:f.l:h the prcc 2nt f:::rn' orGanizution 
and level of income, it ~!ol!ld be pooaihle [0;:" thin group of :::armers 
to repay am.:lll annual opcratinB lonno. 

Commercinl ngricul turc is defincd aD f.:lx:m rroduccrs thnt gener.lte 
farm incolr.e from tl:e 0:.1c o~ agrieui tural prodt.:cts £l'om their prcDcntly 
orgnniz(!d fnrmtl emu hnvc rc?aymcnt capaclly :0:'" both s:lOrt and long-term 
loans. 

The clnonificntion 0: farmers into ~hcdlcr or not th~y arc In the 
credit fca/libil1.ty nt"en in ;)tlDCcJ cn ability to pny from fana income. 
It should be rcc('jjdzecl tbat ability to pay and uillingneac to ray 
aoricultur3l dd>to al~e tllO £'Dl:irely c.liffercnt conccrtB. An cfltim.'lte 
of the tllllinr,ncf;n of nr,dcult:uml producer;) to rc;>aj' nr,ricl:ltm:al loans 
must be derived from the a"alysln of til0. Gociul,culturnl,allu traditions 
of the aociety. 

Connolly 30/ hnD developed a conceptuul rr.ucl'o-np,ricultural economic 
model for the pUIIJOoe o.C identifytng the fC.:l~l.bility area \11.thin ,~hich 
Barieul tural credit C:ln ber; i: be uRed to accelc.:ntc capital fOITlntion 
and agricultural development. \'he oimplificcl nodel of the agricultural 
sector \-,!thin a Lountry io reprcDentcd graphically Hith the following 
assumption" for the otntic model: 

1) Constant price level. 

2) Consumption as a linca~ function. 
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ADDITIONAL INFORMATION ltEQUIRED FOR ESTABLJ.SUIUG AND OPERATING 
Atl AGRICur:£UML CREDIT Il'lSTITUTION 

Classification of fermata to determine credit feasibility group 

1. Subsistence 

2. Partially subsistence 

3. C;JlTl!'lC rc lcll 

Effective demand for agricultu~nl crndit 

1. Fa1.°m size, ty~c, cDtil1,ato.::f lrF.!lllgcrlal llb.ility 

2. Productivity of capi~Jl 

PrflGCnt oupply of capi~nl (credit) in agriculture 

1. SOU1~CCr., terms, interest r"ltcG, etc. 

2. Quantity nnd kind 

Lender anrviccs required to increase rate o~ agricultural development 



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 Keynceifln model (Figure l~). By addinG the food conournptlon function 
to the baoic model, the agricultural credit fcaoibility groep conceptually 
are those \'1ith income levels greater than Y3.11l The trianGle arcll F, 
E3, G graphically represents repayment ability, Hhich io a function of the 
income level. Income equal to Yl io sufficient to meet food expenditures 
labeled El (Figure I.). An inc one level ICBO thnn Yl dol'S not provide 
sufficient income for food e"pcndi tures. Humnn agento would he expected 
to fill the food g~p, represented by trinagle 0, El. 01, by hunting, 
stealing, borrolJlng, and DO forth. The income level bctHecn Yl nod Y3 
would provide sufficient income for f00d cX2enditureo, but innufficient 
income for deBired conoumption expenditurclJ for other r,OOdR nnd services. 
An income level of leGS than Y3 repnO('ntll no pay back ability from the 
prescnt organization D:1d income of the farm5. 

If supcrvised agricultural cr,~dit in ttDed in the devC'loping country, 
then the lower limit pnrometer E} Y3 may be moved to the 1 eft no rcprt::Bcnte.d 
by line E2 Y2 in Figure 5. Parametero E3 Y3 and EZ Yz no\! dcl1n(>ote 
the upper nnd lowcr limits of the fl~asiblc cupctviopd ng! lculturnl cred.it 
group. Supervised agricultural credit could be u:Jeu for nn income level 
greater than Y3, but the nc'cd for ouperviGcc! (~rc(lit in thia area io not 
as srea t. 32/ 

After the agricultural credit fcoaiblltty RfOUP in conccptunlized 
the m3gnitude or size of thc group muut be determined hy obtaining a 
measurctn0nt of the size of the agriculturnl crcult fellsibility area. 
It is thcn pOflslblc to derive nn cntimnte 0':: the number of farm unltR 
that can uoe capitol injec::ion with pay bac\: nbility with the prt~oent 
organization and in('ome ':rom the farm firmo.3J/ 

Another method of esdmntinr, the effective demand for ngd.culturo,l 
credit is by cotimLltinlj the mnrginnl productivity of cnpitnl. Chen used 
the Cobb--DouClns production function to estimnte the marginnl productivity 
for both fixed capital ooseto nnd workinR cnpi~nl nssets 1n several 
different arens in Tahmn.Jt'l The rcsultcl 0:( thcBe l'ot:imlltco Here then 
compar£~d Hith the eXiotinelcndinp, polic1c/J o~ the creclit 1nntitution. 
For exnmple, if the lending infJt1.tution is m.:tl:inf: lonno for pnrticular 
aSBots thnt hove IO\ler ntnl":;innl productivitics eElt.tll1atc[J lhnn otlicr lcndinll 
alternativcs, it \-lOu1d serve ns a oip,nnl to delve dC't'per into tlw rI"'lurnS 
earned by the asoet8. 

The budgeting procedure ut:inr, input-output datil from the farm data 
could also be used to cstiu1Jltc the types of aS3ci:B that should be financod 
and to dete~inc the priority of different types of productive assets. 



PIGURE 4 

CORCBPTOlLIZATION OF POOD AND OTHER CONSUMPTION EXPBNDITURES 
AND AGRICULTURAL CREDIT PEAS IBILITY GROUPS 
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Supply of Asr!cu1t~ral credit 

The farm survey of individual operators "1ou1d also reveal the 
quantity of agricultural credit used in production as well as the source, 
terms, interest rate, and security required by exiRting lenders. 
In many developing countries, the only institutional agricultural credit 
that is available is from governmental owned or sponsored credit institutions. 
But in moat developing countries, moneylenders provide the largest quantities 
of agricultural credit. If the effective demand for agricultural credit 
can be estimated for the farmers "lith repayment ability and the supply of 
azricultural credit' bcinlj used in the t~rea cnn also be eotimated, it is 
then noaolble to determine the magnitude of the financing requirement 
in termB of loan fu.da for increaoing the r.ate of agricultural development. 

Type of AgricuLturnl Lenjer Serviceo Needed iIl.Q2ve..!9ping Countries 

The ultimate objective of analyzing the environmental oituation in 
depth io to determine the kind of agricul tural lender scrv:!.ccs nceded to 
incrcaoe the rate of ag:ricultural development. The analysis could also 
indicate that at the present stage of economic groHth a greater return 
lJould be expected from developing institutlons other than credit; for 
example) improving tha Wllrl~etinG systcn., 1 .. mproving the input supply system, 
etc. 

The types of agricultural credit services needed in developing countries 
are conceptualized as fOUOHS: 

1) Su!,crviseci credi t. The Buperviged credit system organized in many 
developing countries io oimllar to the Farmers Horne Administration 
1n the United StateD. In one sense, all ap,ric~ltural loans involve 
some degree of superviBion, but ouperviscd c~edit io normally 
defined a1 the mnl~ing of agricultural loans (often credit in kind 
for operating c}(penocu) plus the Hnancial and farm management or 
technical aosiotance at the farm level~ Supervised credit normally 
irNoJ.veB the pt'cparnt:f on of an annual farm plan and in many caDcs, 
a long rllngc farm plan [or the dnration of the longest loan bvolved. 
Finnncial mnnll~cment l'.3siotllnce 10 given in the annlyuls of balance 
8~eeto and income ot'ltcmcnto if they arc available. If not the 
borrowers arc otrongly urged to maintain Buch records for future 
guidance 1n [ann plnnnine nnd incrcaacd agricl",ltural crf.'dit usage. 
The technical aooiotnncc feature of the 6upcrviued credit package 
of lender Bervicco incrcaaco the coot of operatinr, the agricultural 
credit inatitution, but increllfle8 the probnb:tlity of loan repayment 
and incL"eased production by the supplying of oupcrvioion at the farm 
level. The technical usoiotancc portion of the lender ncrviccs is 
an cducati('Jnnl iLcm thnt tnuot be paid from oourceo outoidl'"! of the 
credit inutitution by oervice fees, or cbarRing a rate of interest 
sufficient to cover the total conto.. Due to the limited number of 
individual farmers that an agricultural credit opecialiot can service 
in mtlny dcvelopinB countries because of the limited meMO of 
tranaportation, educational level of the farmer, and other factors, 
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the supervised credit institution should not be expected to completely 
cover their total costs from interest income. However, burden is 
upon the agricultural credit personnel to keep supervision and 
technical assistance costs at aa low a level as possible without 
sacrificing the services required in order to increase the rate of 
agricultural development. 

Battles ~I sugsested that the relatively simple types of farming 
operations in developing countries may require lese detailed farm 
plans than, for example, some of the complex farming operations 
existing in the United States. The farm plan~ could be more general 
and less detailed 1 thus it would require les~ time of the technical 
assistance staff fer each farmer and reduce the cost of his assistance. 

2) Balanced credit (l-lhere 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 
management assistance, but witi,out technical assistance or intensive 
supervision at the farm level. Normally, the agricultural credit 
specialist will not prepare a farm plan. IIe 1dll assist in the 
analysia and projection of balance sheets and tncooa 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 oE the security with too 
remainder of ~he security being based on the estimated repayment 
ability of the farmer, after agricultural capital is injected. The 
agricultural credit specialist should be able to serve more farm 
operators \'lith this type of lendi.,g service than if he has to provide 
supervision at the fa~ level. 

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

The cost of the agricultural crcd1.t lender services would be greatest 
for the supervised credit and progressively less for balanced and commercial 
agricultural credit. After analyzing the farm pruducers and the environment 
in which they operate, the major tank :L to determine the kind or kinds 
of agricultural lender services that wL.1. make the greatest contribution 
to agricultural development, based upon the available resources of the 
agricultural credit institution. 

Need for Agricultural Credit T~aining PrOhrar!! 

Any tJiscuBsion concerning the influence of agricultural credit 
institutions upon agricultural developm!!nt ~lOuld be incomplete if the 
need for well trained agricultural credit personnel ~'lafJ omitted. The 
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shortB8e af well trained ag~icultural credit personnel i9 one of the 
greatect: restraf.nto that preludeo the cotablishment of efficient and 
effecU"e agricultural cradit institutions. The form o~: bucineSR 
organ:l.znt1on of the 3Bricultural crecHt institution roilY be private 
corporations, cooper~tives, governmental CO~po4p.tiona or any other fo~, 
the environment may be annlJrzed p~J.'fectly, and the opera.ting pl:ocedures 
for provid:l.ng the lende~ sei:vicea needed 1r.;;.y be more than &dequate, but 
unless the agricultural credit peraonnel er.e £ufficiently trained in 
making, supervieing, and collecting 103n8. the agric'Jltural credit institutiont:l 
uill nt..1t succeed or survive over time. The development of an adequlltely 
trained c~edit staff is essential if a f3Bt~r rate of econo~ic development 
is expl!cted" 

The level and Bt.stus of trnining of agriculturnl credit peraonnel 
varieG Hidely among developing countries. Host devolo~ing countries 
have aome type of in .. service tra:i.ni·:lg pr.ograms in V~!."i.OlI6 stageo of 
d(!'Velop~~.mt. Nany of these in-flCl7vice tr8ir.ing prog1:.1110 are jliot being 
deVl~loped uLth aoaiened host country training per.:.onnel th6t 00 not have 
the necesoary bl\ckground or truir.:J.ng to c"~nduct a Hell org~nized integrated 
proeram on a continuouo basis. Some Coulltries send a li~ited number 
of agricultural credit spccial:L:;ts to other cCltmtries for credit training.1§.1 
I:e the major cml,haois on training of agricultural credit spec.talists 
i3 depeni)put up~n training in other countries, then it is evident that 
many credit \olOrkers "lill not receive adequate training due to budget3ry, 
time, and language limitations. 

Sever2l developing countries have USAID direct hire, PASA or oth~r 
non-direct hire parl30nnel in countr.y that eosiot Hith agricultural credit 
trai'l1ing progr.<t:oo. Thene agricultural credit technicio.nn ha.ve many other 
re8~onsibilitieo in addition to developing and conducting agricultural 
credit training programs so the need for el~panded credit training programs 
remains unful fiUed. 

One method of alling the train'lng gap 't'70111d r·e to organize n highly 
trained cadre of c~,pcrie;nct!d personnel to go into dc'vcloping cot!ntri(;s 
to tr.ain the "trainers: of the host country. 11 cadre of three or four 
individualD could ausist in oreanizing the training progrem, in training 
the traincra, and in conducting a pilot training progrnm within a three to 
four month period. The major adv?ntage of t:\;.3 program would be tha.t 
30 .. 60 cre(!it Dpecialists within one :f.nstitution Hould receive training 
at one tim'}. The agt'icultural lender oerv~ceB required f')r agricultural 
development lml.dd be emphasized and teoted ~'1ithin the environment in 
uhich cE'pitnl would be injected. 

The functions of agricultural credit institutions are limited to: 
(1) mobilizing loan funds Zrcm the economy (not always possible in developiug 
nations in the early stages of development), (2) Dupplying the loan funds 
needed to purchase productive asaeto (capital) for agriculture that 
othe~nsc could n~t be obtained by farmers, and (3) furnishing or coordinating 
technical aSSistance, if needed, at the farm level in the f01111 of financial 
and manngerial assistance. 
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Agricultural credit institutions can llccelertlte agricultural 
development provided the economic, aocitll, political, and legal inJtttution 
in the econom:;v have been correctly analyzed and the agricultural lender 
serviceo rLcc(led in the environment are provided. After the environment 
has been analyzed and lender aervir:cs determined ~ the major taol<o fl.cing 
the indiv~dualR respOllGiblc for the credit institution are to organize 
or reorganize the credit inotltution, to develop operating procedures, 
and to staff the institution with the beat available pcrnonnel. 

The above generalizations nre tite recul f;u of i:,p~t"iliG1nr, tho d;1:IJCS 
of typical credit iU9titutionn in developinc countri~o. Too olten, the 
agricultural credit institutions that \-lcre cDtabliehed in devl'loping 
countrieo were only trlmsplnntcd fror.l I:IOre lldvn:lcerJ cotlntrtca. Too 
often, the baoic or[;anizction .:llld operatinG lll'occdurp<l tlt'lt hc.d evolved 
over many years in more productive enVirOlll11CnLn "ere expected to Hork, 
as is, in the ucvclopirlf', count~:icG. The nc.:.u::\l rt'Dult 'J,'l :1n injl?r.tion 
of credit (and capital) into the acri.cult'Jl:a1 flCC":Ol.', "ith only Ihnitcd 
amounto, if any, of inc~e:lr;2u agrict:ll.lltJl production !'1')'JL1!~ into 
commercial mnrl:eting chv.n!1els, and the income level of the [.lrr, 1 IJorrotlCr8 
l-laS not j.ncl"c~flcd. The l.'c;CJymcnt reeoH] \lUll o'::ten VelY roor. It \J/lB 

only a matter of time und,l the capital and loan ~undr, m'rt' ciollipatcd 
uithout accelerating dc"clo~\rnci1t. The at:jricultural credit illr.titution 
"las either dlsoolvcd or reOrf~J!lizcd 17ith another injection of cllpitnl 
from government, a nCH set of Opcllltinp, j'lrocedllr('~, enol \lith [TlHllY, if not 
all, of the same credit pC;:flonncl rcml1ining in the ol"[~!1ni;o:'l ti.on at the 
same level of tralnina. 

Agricultural ct'C~dit tcclmiciann :\nd connultants Invc np' nt too much 
of their limited time dra :::i:.~:_ng Cl'cdit 1eg~_nlui.:i.oll, p'!:'cpl1ring dct;.1l1('d 
operating procetlures, rx,d em:;haslzin~~ 10\1 L1tCYe!1t In.'1!W. It "~l,J not 
recognir.ed that the rcal limJ.tut:!.ol1rJ thllt p;:c'vcIltcc1 cgd.c·Jlt.\'f::l credit 
institutiona from being an ~[[cctiv~ lnntrl.l.1'('ilt oC dcvdoprwnt' wno that 
it did not fit into the cIlvironmpntGl ntruci~urc and tl\(~ level of traininB 
of the credit staff \ltW inoufficicnt to r;~ilk(', cancet, nnd Hl!pl'rvlnl! 
agricultural loann. (Thin coneluHi.on U3Aumcn that ill lhe ('l1'rly 8t;1,~~D 

of development the loan itll1tJn for ngricultlEc ,,:IE cornl' priIT~.1rUy from 
government. If the loan funds are inndcqlllll:C', 1.11(' hl'!lt oq'nnfz',?<1 nnd 
operated agricultural credle inctitutiontl Hill only hilVC 11 l1m!.t£'d 
impact upon development). 

The methodology 8u~mcs::cd herein in one> n~~prondl to f1.ttin?, agricultural 
credit inoti,t'-,tion3 1n::o a r,iveI\ ('l\',ironmC'nt ',Jlth the {'Xlwctat1on that 
the time requircd to deten"inC' the optimum lender nC'rvic(''l ,,11 I be 
reduced and the limited DU;;p ly 0 f loan fundo and trained hUr.1Jln nBcnta 
will be more efficiently utilized in the development proccoR. 
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