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PREFACE

"10r~r:L~", unuE-r cOlltract uith ttl(; :'ili~ed ~,tate~ Agency for
Inter,1['.·;';ion<:'.1;'Qvolopiilcnt in Turl<ej ,llle: U', th. the c\)operati:'n of the
Turkish i~0r'U')J.J.Ca;.1 Aericu.1 tural ";<:1nlc, ·eil\... ';~IlU."iC<:1J.1 L:nivcrsit~ of .i3ei.t:ut
pre~tred thiG rc;ort.

'.l'he 3 I:lonth~ allottod fer lJrc/lrinf!; thi[. r~port were insuffi
cient tv Cl.JllC'UCt surveys '.. r to colleet prim~x:', cIota. Thcref. ru, secci1dar~:

source" ui (o.ta ~~cr,: UGe0 8xclu5iv81y.

'1':');.; ~:'\.'.thlrG nrc r,I\1tdul tv t;-l;. j'lallY .:lgcncics and illdividuals
ilho CUr.J.P(;l~~'~~( Ll \)Ucring inL:rl!lCltiui1 OJl<l rov:'.f..Min0 tht: first drult of
thiL rC>\lrt. o(~Oj":,,, 01 thCLC: Hhr. hclpcc:. Hero the '.J.'urkif.,h Ll.c!-lublican
1~gricult,vr.:1.l .'a:.llc (c3~..:,;cially ISi,l(:t ·,lv"J.', :,rgin l'ascio'[:,lu, Yalcin Poyraz,
Yuksc.J. j"j':.I:-'il) :..'_k i',a TUl'\(elJ,;l, a~ld .Ti(lj.rrl1r~:' Tokcr), the United lIntiol1s

cvc::lopi,l.(llt 'ro,;r2,,',L,,(: (c.s".;eci.ally fr. '. ·iclpcl -:yland), t:1G U0AIJ)/J"Jl!mra
(eup(.ciall~r IJ\;od,~rd ,.-,tV) UJJd :cith ~\ycrr~\)), .?ilG oc.r ccll(;agues at the'
!ij,lc.:rican ::niv(::· sit~ "l- '-Icirut ((,sfJcci:',lly "uzG.ifcr SarimE:s..,li).

E;iJ(';C:i.u,l th.::'..il!C5 arc ext...:f1GCC tv J,"..;,',(";[" E:ayre; (:,c'Jnomic :toDoarch
Scrvic-:.., '.• ~,. I<;j),'?,rtj'("lt Jf :,:~ric;'lt.lr(;);> 1~\-;. i.,rd :tt. (UE:hID/l',nl-~ara)

and YalCJ.'l P: yro.z (Turkish ,~ef.'ul>llCcltl',::,ricultur3.1Hank) Lr their
ccnsci8nti· us e:c.11 t.i.ne r the.. fim~l dr<.'..it.

·C~11.: gh j,.<lny pcr~'\'i'lS have: hclfJl.'.~) t;10 Clt·thors talce full
rctli;ow.;i<.;ilF,y Lr th(; C'I;;t0n t •

.~ll t,:',olt:s, C!lQrts, aile! ["al0,s 1':.1 erCdCi;G ill thG text of
the report .:lrc: lCUild in tht: ap:iL:ildix. rIll .lu.mbers Ll thu~8 tab188,
chart~ .~i:' r.l::;)c corrGsplmd t· ti1LO Si,.;ctLilS in vJhich t:"It';), are: di~CU5~C(~0

J.:ul"~:i~n Lira~ vH.rc. cAJvcrt~'tl t., LJ .'.,. dollars ,~t the rat1,) vf
14 TL tc '!'1 I,.;. 'r'le. TurldGh :-(,j!JUI) llc ,-'.i 1 j~l1riclJ.l tur.:ll :lank is rcfl;;X'rcc2
to :.1& t:l(.. It'IC',P!c lt <:!ild the: ~Ul,:(;rvit>. d Grcclit i'r' eram as the II:::CP".
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S~ALL Fi.mlER CHEDIT- IN TURKEY

BY

Thomas Stickleyl and Suha Satana2

SVMMARY

ThG Supervised rredit P:rogr!lJ.U of t.he Turkiah RJ;~pn-hlioan

Agricultural Ballk st.arted in 1S'64 as a l)ilot Ggeration in two provinces,.
By 1972, the pl'ogram had spread to 40 of the 67 provinces of Tu.rkey 9

\lithin th.ese 40 provinces were 277 LanIe brancl&ds with 205 agr-.:momists
~erving as sup"J'Visors.. By Jul~r 31, c·.972: 43 million dollal's had bern
approved in loans to 22,Ono falmers (abrm.t. O.L. percent of ti-ll Turkish
£armers). These are I,IOSt,ly midcUe-income :farmers. Low-income farmers
are not attracted to this prog~~ because of (1) the long-term (5~Y8ar)
farm plan to accomp3,ny the ~ cans throughout the plan period (this involves
a substantial obligation on the farmers pnrt fI'0DI 'l1h:tch small farmers
are discouraged by their traditional nature), (2) the large,;:o size ef tZie
loans neoded to carry ou." the plar! (as compa!'ed to other s(ju::-~es of
credit open to them where they ccm borroF smaller amounts), (3) the negative
connotation of the Turkish naTJlO for the pr.->gram (Kontrollu Z1rai K(\.1kinma
Kredileri) '\-lhich means liThe ContI'olled Agricultural Development Crec1:lt:-"
(4) the pricrity designation nf the Bank is net euzouraging small farmers
to partioipate in S'L.C.l proframs. (at -i.:,he pres.mt otaf0 of Turke~i5 s agri
cultural development the limited resources are aimed toward influencing
tot-9.1 agricultural production) and (5) inability of small farmers to
furnish adequate tangible security.

In the last.' 2 or 3 years, the pro£ram has suffered from (1) a
high delinquency rate (4'1 percent in 1970), (2) a decline ~n the number
of new bOrrO~i'9rS, and (3) less intensive supervisiun than that oribinally
planned.

l\J.though -the Superrised C:..'sdit Program appca~-> to be an innovative
undertaklnb that combines credit with techr.ical a8si. star.ce, the necessary
link could I!ut be adequately provided between th\,;:se two major cornpm'ents
of an ideal program. M8.r.y frnstrations evolved in getting the other
technical 01\1ardzationd to c(Jordinate with the Agricultural Bank~ Such
coordination still has nnt materialized and no satisfactor,y solution is
in sight. The Bank, by itself, is far from furnishing the optimum level
of technical assistance which characterizes an E;ffectiva Supervised Credit
P!'ogram~

1. Assistant Professor of Acricultural Economics, Faculty of Ag:dcult\lraJ.
Sciencec, American University of Beirut ..

2. Turkish Agncultural Economics Master of Science degree canclidat.e in
the Faculty of Agricllltural Sciences, American University o£ Beirut.
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In the eyes of the borrowers J the Agricultural Bank repreSC"tlts
~ v~lfare organization with mostly outdated procedures of operating a
credit mechanism. This situation was not encouraging to run the program
offectively within the existing structure in Turkey. Therefore, a process
of revitalization and dissemination of a new attitude toward agricultural
credit was needed; such a process cc,uld not have come through the Agri
cultural Bank because of the obvious difficulties involved as well as the
minor relative importance of the proEram among the Bank's other activities.
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I. INTRODUCTION

A. DESCRIPTION OF TURKEY'S INSTITUTIONil.1 AGRICULTURAL CREDIT SYSTEM

Several institutional sources of agricultural credit exist in
Turkey, but none matches the Turkish Republican Agricultural Dank (hero
after referred to as the "Bank") which occt'pies a dominant position with
tho widest ccverage of the country a:.~d above 90 percent of aJ.j. the inat.i
tutional agricultural creclit granted to farmers. The remaining share of
agricultural credit is provided by four important public sector aeencies -
the Sugar Company (monopoly), the S"Gate Fams, the State Supply Organization,
and the Meat and Fish Company as well as four other privat'.3 and s0mi~official

tanks -... the Aegean Dank, the Sugar Dank" the Grape Growers Dank and the
Tobacco Producers Bank.

The institutional sources are generally characterized by 1)
insufficient portfolio, 2) low rate of turnover, and 3) r..i.gh rate of
de1inRuency. In 1967, total supply of farm credit amounted to $432.35
million which satisfied only about l~o percent of the sctual I'ecp. irements.
The Agricultural Credit Cooperatives account for a sizeable share of farm
credit disbursed.. (This establishment was under the A£ricultural Dank,
but has recently become autonomous). These cooperatives disbursed
$20,347,902 to 970,621 farmers in 1970. The average loan was $116.21.
However, about 75 percent of the outstandine loans of these coopera~ives

are not liquid, according to State Plannine Orranization estimates."

B. SMhLL FARMERS MID THE INSTITUTIOHllL CREDIT SYSTEM

Small farmers are Dot adequately touch~d by the institutional
credit system in Turkey. The Law of the Bank indicates that the distribution
of a£ricultura1 credit should favor small farr,1.Ors and necessary administrative
facilities should be provided to them. Small farmers in Turkey are character
ized by 1) small volume of production with usually little or no marketable
surplUS, 2) diversified and complex structure of operations, 3) diffiOllty
in separating production and consumption expenditures, 4) seasonal nature of
productj n::. o1..'1d heav.v dependence on", nature, 5) surplus agricu.ltural labor,
6) insuific~8nt ability for preserlting collateral, 7) inadequate social
expenditure and lack of infrastructural facilities, 0) inseparable social
fabric f'rorr. economic activities, and 9) lack of aericultural technology.
There is, then, 9.l'l obvious difference between the credit needs of small
farmers and those of large farmers and merchants. However, considerable
injustices exist in the distr:lbution of credit among different income eroups.
the least privileged f)f whom are the small farmers~ For instance, the lower
half of 1 ..3 million farmers receiving credit in any year from the Bank received
an average of $23 in loans; about 74 pel'cent received loans below $71.,. The
amounts irldicated are barely onou£h for maintenance of a farming family J let
alone the possibility of covering the year-round costs of production.

3. Hassan Umit, IIProblems of ALricultural Credit with Special Emph6sis
on Usur,y, Review of the Faculty of Political Sciences, Ankara,
Vol. XXV, NO: L, p. 93. 1:1
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Especial~y, if the larger size of rural as opposed to urban families is
considered, it is clearly seen that the underprivileged credit borrowers
are beinf:, served an insufficient dole rather thA.n cT')d:i:t.. The authors
conjecture that the minimum amount of f'.H'Ill crodit ::;hould be around :~200

per year after fam.i.ly maintenance has alreacl.v been taken care of. In
addition, there are 3.1 million farming families in Turkey. More than
half of them have no access to institutiC'nal credit.4

G. l1li.GNITUDE 1l.ND RELl.TION OF THE SUPERVISED CREDIT PROGruJ~ TO SW.LL FARNEI1S

The Supervj sed Credit Pr0E.ram (hereafter referred tv as the I8SCP")
serves only a small minority of the total farmers, roufhly 0.4 percent.
The SCP had started with the objective (If servi.ng the medium-size farmers
almost exclusively. However, it is now servine the small fanners too, but
the number of these small farmrJrs -l.". the SCI" is estimated to be as low
as 10 percent.

Reachin[ small farmers is not important in the SCPo The policy
make rs hnve c'esit.nated priority for medium and lar[c-size fO-rmers in o:;..Ger
to influence af"ricultural prcGucticn. Jill-other reason for not chaosinE small
farmcrs is to ciemonstrate the effect of the SCP by u8i11£ larfe-. and mecium
size farmers. However, it is intended to make thu SCP accessiblc to a
larter l roup of both small anc laI'le farmers when the pro[ram beccmes fully
establisrwd.

h recent policy change, TC2£firmed in October 1572, p~aces emphasis
on including mcre small farmers in order to attract a l~rfer nur~ber of loan
applicants und8r tho SCPo

4. Hassan Unlit, "Problems of AFricultural Credit with Special Emphasis on
Usury, Harlow of the FacuU..y of Political Sciences, Ankara, Vol. XXV,

r - 12 No.4, ps 93.



II. PROGRi~ CHf~R1..CTE1USTICS

A. B.hCKGROUND

1. Historical Sunnna!Z

The Turkish Republican Airicultural Dank, over the years,
conc:ucted research to improve aGricultural credit. A study made in 1961-e3
in collaboration lvitr. the US1ID showed that a Supervised Crocit Pro[ram
should be cstabliShOGr Such pro[rams are beinE implemented in a numb0r of
bvth C:ovelopinc ane. advanced countries, a classic oXd.fIl.ll1.e of which is tho
Farmors Home .hJministration (FHI.) in the USi.. Turkey decided to adapt the FHl~

system by coordinatinc the ministries whose services are villufe cric,nted and
by sclect.ine pilot provinces with the intention <..'f expandin[ the pro[ram
throu[hout Turkey over time.

A. project afreemont (Number 277-14-cJ61) wns siEl1ed by the
Tlinistr-le3 of Finance, Commerce, and J.t ricultuIC , the State Planni:i[

iOrganizaticm, tho USii.ID, and the Bank on HDrch 24, 1>-63. For the first year's
o)oraticn a fund of $3,571,42[' lvas set up ($1, 7f:5, 714 from the US•.ID and
$1,7[5,714 from the Dank)

Under tho same D{reement., a ckcision-makinf mechanism, the Policy
Committee .• wns fomed at tho hilhcst level consistinE of repres'1ntat:ives of
the above mentiGnecJ ministries o.nc1 oremizations. This Folicy Commit.tee
C:ocidoc1 upon the main l)rincipler. that have Iouided the SCPo In confonnity With
these principles, the c~"epartments concerned in the Bank signed a r:emorandum
of unc:crtaking and the profram was put into action on :Ha.rch 2C', JS64.

Presently, 40 of Turkey's 67 provinces (see Map II. h. 1) are being
served by the profram. The [rowth of the procram since its ~nception in 19[4
is shown in 'l'able ILi••l.i. ThoUfh it \ms ori[inally hoped that 60,')(10 now
farmers woulc be added to tho pre[ram each year, the actual num1ers have been
far shori', '.,f' this foal. Even in the best ~rear, l>G~, only 4,123 now benefi
cia.ries 1;l-1"'" added.

B(;J.1.c'os the SU1)ervised Creat Pro[ram that stnrted within the Bank
ill 19[:4, thc) 'rOPRAKSU (sc,i1 nne. water) Department of the JI1inistry of Rural
L.ffairs hafl been involved in sl'pcrvis(.·d oredit since 1~60. Though the Bank
provi~cs all of the cre~it, TOP1U.KSU provid8s the technical nssista.nce and the
pro€ram is lindted to loans for soil cc,nservation and irri£ation on a project
basiso

TOPRAKSU loans are chnnneled through the Dank as stated in the
prccecint:; paragraph. The credit source is a comb:i.nation of Dank funds,
TOPJ1,AKSU funds and J~ID funds. The projocts are prepared by the fiold service,s
of the TOPRAKSU. Only applications for loans lareer than $2,£57 are appraised
and approved by higher level authorities in the Department. Loans smaller than
this can be consummated at the local level. Credit worthiness of prospective
TOPIU'J(SU borrowers is examined by the respective Bank branch office as has 13
always been the case with all credit activities of the Dank. In case of loans
larger than $2,C57,de~)ndar,yapproval of headquarters office in Ankara is needed.
ii.[a:L'1, this procedure applies to Ll.D. loans.
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TOPRAKSU louns may be rivon t.o either inc1ivic.uals, c0cperativ..)s, or
non-profit ol'[c.nizat1.ons. The ~ro'-rth of the TOPIU.KSU pro[ram is presented in
Table II.j~.l.ii. Over the past 6 yoars th€ proLrmn. has trown ateac1i1y in terms
of new loans [rn.i'1ted totalinE c.bout 13.5 million dollurs. In lS71.9 over 1, 7:~O
loano totalinf c.bcut 1.65 million Jollars were [ranted.

The Supervised Credit Proeram is steadily chuncinf. Nc.jor chan[es
in tho Prolram in addition to changes in fUIldinc and number of operations
(farmers) are as follows. The list is not Ilrl'untec.l chronolc'g1.cally.

1. In 1~65, the floor limits on land size were reduced by 5n
percent and )riorities wore said to be riven to f:.u".m(.rs
closer to lower limits. Also, the upper land sizo lir.dts
were clavated per:i.ocJically and nov,' the ceiling limits are
twice as hirh as they were beforo. The floor limit is
currently G.S hectares while the ceiling is 248 hectares.
These limits v['.ry by tYl)o of soil am' ';J.VDilability of
irri[atien water.

2. Fer the convenience of the applicant famers the crec'it
requests can te luade to credit enrineers(irally (credit
on£ineors ~re technical su~ervisorsJ of ~1e Dank). The
request is then relayed to the bran~h offJ.ce. This procedure
was passed in 1~67.

3. Farmers previously non-eligible due to minor non-ar:ricultural
activities aro now elitible.

4. LurrJt) sum crec'it ae.vnncemcnt for investments has not £cnerated
effective results. The Dank recently c:ecic1eC: tl1.nt investment
Iouns be spread throULhL)ut the farm plan period nne. be liven
in0iviuually fer each year's activities.

5. In October 1972, the Lank started encourafing multi-purpose
projects in the fc.rI!l plunnine. Previously, a few simple
cha.'1[:es were em;>hasized which the fnrmor could hanc'.le- and which
couJ.e. be brcu[ht about ~Lth sup0rvision in n few years~

,
L The new Project DureUl.l was established withi.n the l~gricultural

Bank. This Lurenu employs mainly techn.i.cal staff and i ....;s
function is technical review of projects prepnrec ty credit
eneineers.

7. The reader may question the causes of the sharp cecline in the
number of borrowers between the years 19C9-ly70 (TA-ble II.AeIoi).
The unc.erlyinr reason is that until 19(9 the Dank emphasized
quantity of work (~one by credit enfinee1"s. But, in t.he wake of
risin~ celinquency rates, it shifted emphasis to the quality.
Fewer borrowers were served but the service was considered to
be better.

14
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2. fre13tion to Naticn~ Crecit Systu~

In 1967, the A( ricu1h lralf.,ank accemntoci. fell' more than 95 percent
of aJ.l the outstanding a[ricu} 'jural loans frem instJtutionaJ. sources in
Turkey (SGO Table 1I.I~.?.i). Officials of the 1~[ riculturol Bank acknowlel~[ed

that the Bank's share never falls below >~ percent. ~s for non-instiutional
lE.'ndi.nf:, a CENTO study in 1>62 shoifCd that tr: i)ercent of all mone;)-· t·orrowcd
by farmers comes from non-institutional scurces.

The operation of 'the SCP rele, tive to the prOLr3.lliS (·f the Dnnl( has
been increasin£. In 1967J only ~.[~ percent of the Dank's cutstandin£ loan
funds were supervised, tut by l~T, the pl'of'ra.m' s share a~~-)ro(J,clled 1.6 percent
of the total amount of money outstaninr:: in o.f~ricultural loans from the Lank
(D80 Tabla 11.A.2. i1. ) • The perccmtace of the number of sUlx:rvised loans is
<1lso l rowinc but not as ra.-,icUy as tho ;J8rcent of the amount of mc-ley loanec..
TIns is in conformity with the fnct th~t the avcraec siz] of su?crvised loans
($C57) is [reater than the [werneO size of the other arricul turnl lOMS ($170).
TheSE; avero['e firures are as of December 1~7". The latest SCP Ro~Jo!'t of
S8ptO !bel' Y', 15'72 shows an avera£o loan size cf $1,4:;(.

Hi thin the institution<,-l credit system servinG africulture, the Dank
occupies a C-ominant position. The flow of crec,it to fnrrncrs throUf,h (~iffe rent
channels and their relation to the Ccntrnl Bank a.re shown on Ch8.rt II .1~.2 0

3& Other Pro[ram Activ~0ies

Article 4 of the Dank' 5 law specifically requires the ~ank to live
special attention to the requirements of the small farmers ~hose dofinition
~s presc~tect in Section II.t.lo~.

The Bank is responsible for EivinF: credit for a diverse assortITl8nt
of pur[losos (soe Tnble I1.A.3.). Those tyt)OS of loans spcsifically (~esif'natod

to aid neec.y small farmers arc in~:icnted with an asterisk.

Relation to Pre-Existin~ Local Inst~~~

T'- - Turkish Republican Ap:'icul tural l:,ank is u successcr to "I;1;e cIcl
lifricuItum:' ;J~nk establishcG in If63. In its present form, the Lnnk was
establishr/, ·-1 law No. 3202 cn[lcted in 1::;37. This law W,'J,S amended in 1~53)

l~cC C'.ncl ~ /.~;. Under this law the Dank is an &utoncffious, stato-eJWned
institut:l.:J·l.

The Dank is ongarcd in keen competiti.on with other credit instit.u
tions and Lanks. The competibon is chiefly in the form of attracting more
dc?ositors since savine de?osits constitute 68 ~~rcerrc of the Bank's total
deposits which in turn constitute about one-third of the total Dank resources
(see Tatle II.A.4).

15



5. Arriculturnl Patterns and Potential------ ....-......_--
Turkey is primarily an aCricultural economy, but acriculture I s

contribution to national incomo has drop~)ed steadily and by 1~67 W.!lS only
about 35 percent. However, 75 percent of the label' force is still in
a£riculture •

There are about 3 million separate arricultur3.1 holdings in
Turkey of which two-thirds are less than 12 acres in size, accountine for
only one-quarter of the total land in farms. A considerable numbor are
subsistence farms. About 12 percent of the farmers farm more than half of
the land, in moCerate to large size units of 2~ acres or more. There are
scme very lar[e farms of over 1,2nC. acres--50C ~cccrdinb to the 1963
aEricultural census~-of which 97 are state farms. These larger farms are
located in the southern parts of the country, in the Mediterranean anj
Ae£ean rOfions, and are the most productive in the country. These farms
llsually frow cash crops su~h as tobacco, cotten, ane citrus. Small farms
usually consist of cropland only, with no Erazine area. Livestock are
crazed on common £razin£ f')J'ounds or on land where villafes hnve grazing
rights. Turkish a£ riculture suffers from considerable land fravnentation
caused by the t:"'aditioonJ. splittine of land amonf the males of the family.
Less than one-tenth of the farms arc in one piece. ?.'he 1~C3 census indi
cates that many of the slnaller farms are split into many ~)ieces With poor
field layout. Most Turkish farmers use at'e··old traCitional methous of
farmine involvinc much hand labor. Nevertheless, recent development in
Turkey has demonstr'ated that farmers in Many instances are muC!1 more ready
to chan£e than previously assumed. Hhen it was demonstrated in their own
fields that a new, profitable technolofY would result in lar[.e cliffercnces
in yields, proc.uction, and. income, fnrrners were anxious to use the new technology
:.nd ne:u inputs, if they were mnde available at reasonD.blo priess at the proper
times. The rapid ncceptance of the now hieh-yiel(~inf wheat varieties in
the coastal areas inGicates that the farmers are receptive to profita1le
chnn£e. However, as yet no such development has been c~monstrated on the
semi-arid Centrnl Anatolian Plateau.

7~'·.:'key's principal crops are cereals (mostly wheat and barley),
sUear t~u~, ~ottGn, and t0bncco. Fruits and nuts are important, especially
filberts, f '1)8S (raisins), olives,firs, and citrus fruits. VeGotable
growin£, 08.,:,oin11y noar tho cities, makos an important contribution to
the econo~.· Cereals are the major crops with wheat being the basic staple
in tho Tll.':, .;.sh diet. Cereal production is concentrated on the Anatolian
Plateau, <.-"tong the Aegean coast near Izmir, and on the fertile Cukurova Plain.
Animal husbandry is one of the most important componenets of Turkey's
agriculture.. Animals are used for motive p0l-ler anc~ provide significant
quan;tities of animal p:;'odu ets. Table II.11.5.i. shows tho value of
atribultural production from 1/65 to 1S'6C. Some crop yields are presented
in T~ble II.H.5.ii~

16



9

Turkey's current agricultural potential lies in the domains of:

a. Increased wheat and barley production through intro(~uction

of new high-yielcling varieties.

b. The completion of planned water development projects which
should increase the irrigated area from 1.5 to approximately
4.0 million hectares.

c. A significant increase in water use efficiency.

d. An increase in fodder and livestock production by the
introduction of le~~nes as a substitute fer traditional
fallow.

e. An increase in poultr,y production based on modern technology
by supplementary imports of feed t raine.

f. An increase of fruit and vegetable produc-t.ion for export
and local demand, especially in th~ irrigated coastal areas.

The lar~et3t froup of products exported from Turkey are the
industrial crops (cotton and tobacco), with dried fruits (figs and raisins)
next in order. With tte increase in cotton production, its by-products,
cotton-seed cake and meal, ha.ve also become relatively impcrtant eJeylorts.
An importa.nt comparative advantage is in the production of hazalnuts--
Turkey is the lcadin[ exporter in the world. Livestock and animal products
also constitute a share of Turkey's exports but their relative importance has
been diminishing. Value of Turkey's aeric'lltural exports is shown on
Table II.A.'.1ii. for the yoars 1966-1968.

B. OBJECTIVES

1. Gene:ral Objectives

a •.~!:mounced.

l~e official objectives of the SCP as stated by the Bank are to:
(1) increaue the productivity of a unit of land, (2) promot€ the use of
improved and appropriate production inputs and encourage on-fa.nn investments;
(.3) have individual fanners operate economically; (4) create an effective
farmers' dema!ld for new technology; and,in order to ach:teve theset (5) provide
the farlOOrs with financial support (effective and adequate credit) if the
purchase of durable c8rital and inputs lies beyond the capabilities of the
farmers. As a consequence of the program, participa.ting farmers are to
have: (1) a reasonable level of living, (2) an a.bility m repay the loan,
(3) financial strength in being self..supporling, and (4) sufficiont income
to enjoy ;)rofits over the costs of production.

Production increases are .... f prlmary importance since in Turkey
it is no longer possible to aut1'l1ent aericultural production by extensive
farming means. This fact became apparent in the ea.rly 1960' s and the Turkish



Gov~rnmont has since then adc~ted the policy of shifting priorities to
moc.:ltun-c\nd lonf-term af ricultural investment crec":it8 lul this is c~cne

with the intention of brinrin[ nbout as rapid a shift as possibla towarcs
int~nsive farmin(. Illustratinf this phenomenon further, Table II.L.loa.
indicates the extensivo develo~ment that came abuut in land use curinE the
195r ,s. The area of cultivated land (area sown plus fallow) increased by
more th~ 5 nrlllion hectaros in 10 years, at the exp~nse of rou[bly the
s::une arr.ount of rOec rease in meacow c:mcl pastul"C land.

As stnted carlier, the Dnnk by its law is requirocl to Five
SI'l,cinl attention to the requirements of th~ small farmers. The Dank
c'efincs the small farmers as those who "operate a size of land sufficient
to keep the fa ..:mer :mel the ~vhole l'amily occupied full time so that they need
neither to hir~ labor nor to work outside the farm to sorve"next of kin'~

Yet, official objectivQs of the SCP require that loans be liven
to medium-sizer2 farmt;rs ane..: the entire operation of the pro[ ram bo [eared
to the assistance of such farmers in orc.er to create iJotent and econcmically
inc~e:)enclent fD.nners. The obvious controvcrSJT is eJr"Jlained by attributinc the
farmer-selection criteria of the ~ank to the much emphasized ~roduction

increases. Evicently, it t~kes less of an ~ffort to deal with mec~um-sized

farmors than w~th snlall fnrmors. Furthermore, the fact that there oxists a
ta~ in Turkey between the rate ~f [rcwth of a[ricultural pr0ducticn and that
()f i)Oi)ulation well justifies such a c:eliberate discrimination afainst the small
farmers in tnckline national prcblems by their erder of urfcncy,

luI in all, the SCP is yet far fre.n lJeing si£nificant ane; its
relative unimportance (1efinitely cannot be over emphasized. Table II.A.2.ii.
shows how far the pro[ram has reochec1 in financial terms. The total number of
beneficiarY' farmers was about IS; ,oe,,:, as cf Se;,t9rnber 3r'"lS72. This number
actually constitutes 0.4 percent of the total fnrmLrs in Turkey whose number
is around 3.1 millicn.

Lt this stafe there seems to be little discrepancy between the
ann0un<:e,l objGct,ivGS of the SCP and those that aJ:'8 apparent. The fact that
the pro£rrun has a brief history cf only e years makes such an assessment
c:ifficult. Nevertheless some ju({enitmt could lJo passed concerninf. the Dank's
ex:)erience with the SCPo

The fro'Wth of the Jroerrun slowed between 1969 c:md 1971. This may
be an in,1icatien of a. declinin[ eenuine concern for the pro[ram-- net
necessarily because of the immcc~ate causes of the slow-down but because
of the prevlous activities that led to such a course in the runninc of the
proEram.

From tho available evidence it is apparent that income distribution
is not a major issue in this SCP. Pacification of c~iscontente(; and pot0ntially
politically and economically powerful farmers is only an ancillary incident"
not premeditated.

18
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Althou£h the SCP objectives were properly defined and appropriate
selection criteria set, credit eneineors continually grope to find potential
borrowers. Moreover, funCs allocated for the proE~~ were being fully used.
This has forcod the Dank to relax the land-size lirrits that were the main
element de~Germining eliei1ilitJr. (The standine limits ranee from (,.5 to 240
hectares depending on the land use capacity). Consequently, some small
farmers obtained the chance cf entorillf; the proeram. The small farmers
cannot effectively use supervised croc1J.t, and the Dank is aware of this
fact. It is arrued that small farmers should not be the focus of the SCP
during its initial stages of development.

However, (:ue to the traditional nature of the small farmGrs in
'furkey, they are renerally not inclined to seek new possibilities of finance
and farming. Therefore, it is not surprising that farmers who happen to haye
heard about and who nave taken steps '~o obtain supervised credit loans an~

usually not the small farmers as defined earlier.

2. Terms of Loans

a. h1rpo~

Loans from the SCP arc advanced for cperational and investment pur
poses. Generally, loans are classified as short-tnrm (seasonal operation
loans), Il".edium-term (loans for anima). husbandry, agricultural tools and
machinery) and long-'l:,erm (loans for land development and improvement,
irrieation c.evelopment, and on-farm buildin[ construction).

There is a policy afainst making loans for consumption. There is
no evidence of diversion of supervised credit to cGnsumption owine to the
strict Bank controls.

A fine distinction is made between short-term and long-term loans.
For inst~nce, loans for barnyard manure purchases are classified as long
term whereas loans for chemical fertilizers are short-term. The difference
is due to the residual effect of banlYard manure rem6'1ring in the soil for
longer periods th~n chemical fertilizers.

Each beneficiary must observe the specifications indicated in
his fam pre duction and investment p1E..n which is made before the loans are
extended. Specifications are made on the basis of the capa.bilities Gf the
fanoor concerned as well as the aericu1tural potential in the area.

b. Period

Generally, each participant in the 5CP 1s working within :t 5-year
farm plan which includes both scascnal production and investment loans.
upon completion of a ,-year plan a second ,-year farm plan can be authorized
on individual cases. However, only one 5-year extension is permitted.

The ~riod of time for which lonns are given varies according to
purpose (see Section 110 D.2.a. Purpose, above) and corresponds to
approximately the following durationlshort-term (less than 1 year), 19
medium-tem (1 to S years), and lone..·term (more than 5 years).
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!n the SCP the bulk of the money is given for medium-term
pur:.·'oses" less than one fourth. Loes for long-term purposes" and less than
one fourth for short-term purposes (see Table II.D.2.b.).

1. General Structure

The Bank is under the administrat~ve jurisdiction of the Ministr,r
of Commorce. The Dank has a ver,y co~lex internal organization.

The SCP operates under the Policy Committee whos6 functions were
d.escribed in Section lIeJ~.l.

Chart II.C'.1.ii. portrays the orfanization of the SCP. As depicted
by broken lines in the chart, no formal relationship exists between the Bank
and the extension services ef the Ministry of A€riculture. The Selection
Committee consists of seven members' three of whom are from the Bank staff.
This committee is supposed to evaluate loan applications in an impartial and
democratic mnnn8r by either approvin£ or rejecting app1icaticns under
discussion according to esta1lishcd criteria. The Seluction CODUrdttee meets
at the county center With a m1nimwn of three members upon the request of the
credit enEineer in the area.

The first step in an effort to decentralize the Bank is administra..
tive functi0ns came through the imi)lementation of the SCP as follows:
Deniz1i (see Map II.A.l. in the mid-western Turkey) was the pioneering
prov4-nce. The Lank established an area office in Denizli for the adminis~ra

tion of the project in all eleven branches of the Bank in the province.
Hitherto, a.ll branches of the Dank reported directly to, and :received adminis
trative direction from, the headquarters office in Ankara for loans of all
sizes. Afterwards, other provinces incluciod in the program followed suit.

Presently the degree of authority with respect to loan advancement
is as follows: Loans up to $3,570 are approved by second class branches,
between $3,570 and $5,360 by fir~t class cranches in the counties, bet'ieen
$5,360 and $7,140 by provincial bl'CllCheS, and above $7.,140 are forwarded to
the Ankara headquarters for approvaJ..

2. Local Structure

The staffinr pattern of a local a(eney office depen0~ upon the
volume of work of the individual branch and varies from province to province.
Generally, the following are expected to be f0und in a typicoJ. branch office:
manaeer, deputy-manaeer, cashier, other necessary personnel, and the credit
engineer.

Division o.t: 1ator is not specified to follow a certain pattern. In
some branches, Where the supervised credit scheme involves considerable work,
<.1.ivision of labor in this reeard may bo carried o.ut as the branch manager sees
fit. Ordinarily, it is left to the initiative of the :respective branch

20 s. The members are: 1) the local Bank manafer, 2) agricultural credit coop
erative managers, 3) local aericultural extension agents, 4) villars
mayort S) africultura1 chamber representatives, 6) county veterinarians,
and 7} credit engineer (Who has nl1 vote).
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nuulager3 to handle iSSUGS such us diVision of 1al~or number of personnel,
and use of locn! intermediaries to faci11tate branch operations.

D. DENEFICIARIFB

1. Selection Criteria.

To be eligible for _ loan from the snp The Lank requires the
applicant farmers to meet conditions that pertain to Loth his person and
his arriculturnl practices. Regarding the applicant I S person, he must te
a true farmer ana may Le invulved only in minor non-a£ricultural activity
tr.; supplement i'amily income. The applicant cannot be a member or employee
in the D~nk. Tbere should be no doubt that the prospective loans are to
1;e used £01' aericul'liural purposes. The farmer must be of good cond.uct,
ca;>able of adopt,ine new practices without much difficulty, and cooperative
in action. The applicant must be experienced in alricuJ.tural practices,
well estaLlished i.n africulture, and meet basic collateral requirements
(discussed in section Il~E.3.).

With benevolent motives, non-eli[ible farmers may be included in
the procrrun. w'here the security offered falls short of basic requirements,
int~gible worthiness may playa role. PC0r performers, on the other 'ha!ld,
are cut from the pro[ram in case of failure to r.bserw the farm plan
specifications or the technical advice £iven by the credit enEineer. Such
farmers are eiven a I-month notice and, if no improv€ment occurs, the
beneficiary is terminated from the pro£ram and required to repe-.y within
a short time.

Minimum fam size requirements are an insienificant determinant
dV9 the Wide range of farm sizes currently in operation in the SCP (from
('.5 to 240 hectares). The uniraportance of these limits becomes more
pronounced When distribution of land by size is considered -- in 1563 about
07 porcent of the holdines in Turkey was below l06hectares which represent
2.7 million farmers out of a total of 3.1 million ~

The selection of the two pilot proVinces, Denizli in western
Turkey and Erzincan in the eastern part of the country, was made intentionally
to demonstrate tht: effectiveness of the Profram under both mild and adverse
climatic conditions which characterize the two provinces, respectively. The
Pro£ram is no loneer a pilot operation.

2. Gracluation Policy

All loan recipients are excluded from the pro£ram when the plan
period terminates. The Dank, however, does not sever its relati.ollS with the
£rac1uate farmers who can continue borroWing from other Dcmk programs. A
recontly issued i)rocedure informed brfl.nch offices that additional funds may
be I'Ejquested to loan to rrac:uatl3 i'e.rme:rs in order not to jeopardize the
irna~ of the SCP. i'00:t' performers who were terminated from the pr0t:ram may
also be giv8n loans from other prOErams within the Dank so that they will be
in a··~)osition to repay their overc;ue supervised credit loans While operating
outsice tho SOP.

6. Agricultllral Census, State Instituto of Statistics, Ankara, 1963.

21
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The Da'1k procedures do not, however, formally distinguish
between successful and less successful borrowers with rerrard to the
crac:uation policy to be l1urstied in EJach case. Perhaps it is implicitly
assumed that all borrowers who can remain within the proEram C'urin£ the
plan-period are those Who are to be successfully [raduated from it.

3. ~er and Types

The distribution of the sup0rvised and othel' types of loans by
farm size classes and crops is not available in the current a.gricultural
c1'Cc'it statistics of the lank. This omission in it,se:t.f is a sien of the
lack of concern in the Eank for an equitable distribution of ivs loans.
Hovrever, the number of borrowers is available anG. has been shown in
Table II-A.l.i.

4. Other Sources of CreCit--.
In£o~~ticn is not available on the beneficiaries'supplemental

uorrowing. Howevor, some [enerrl information may shed liEht on the degree
to which small farmers have access to other credit sources.

The total Turkish official ap:'i.cultural credit portfolio expanded
by 275 percent lJetween 1963 and 1969. This [rowth was barely sufficient to
meet farmer credit requilements. In effect, only 35 percent of the actual
need was met by this increase? Since a portion of the institutional, as
well as non-institutional, credit is invariably diverted to consumption,
the crc(~t deficit 1.11 Turkey assumes even more acute proportions than is
actually portrayed by official percentares.

The unoreanized money market, namely the private money lenders,
account for 5(j-70 percent of a£"I'icultural financineV• Thero is evidence
that these non-institutional sources are beine partially fed by some
institutional sources amons which the Dank is a major supp1icr9 • Private
money lenders reportedly charge Qxorbitant interest rates from 50-60 p6rcent
per annuml .O•

7.

c.

l r'v.

Hassan Umit, "Problems of At ricultural Credit with Special Emphasis
on Usury," Review of the Faculty of "olitical Sciences", University
of Ankara" Turkey, Volume XXV05eccmber 1970, No. 4.

CENTG, Traveling Seminar on l~f.·rlcultural Credit und Cooperatives,
ReEional Tour, 1S'62, k1kara.

Boratar, Korkut, IncQme Distribution, Gercek Yayineri, Istanbul, 1969.

Blalock, Jamos E., Capital and Fl:!l.::nce~.!.n ~he Turkish Agriculture,
Economic Plannin£ Division, USlUD" Ankara, i9b'9, p. ~3 ..
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There is an eccentric manner of cr<::dit use in 1'urke~" whoreby a
borrower resorts to another source to repay his cue loans in orear to be
e1i[ib1e for another loan from t,he ori€,inal source to repay the sec(;nd
source. This vicious cycle has no end and is peculiar to a foud share of
the Turkish farmers. This phenomenon is called lIabOnJ1'la!ll1l4- Prior
indebtedness of the first 14,000 beneficiaries is shown i~ Table II.D.4.
to be $ 3 million (an averafo of $215 .61).

s. Profile of y:'.qrm Connnunity

The authors ()f this paper. .£\re not faI,uliar with any study that
relates the beneficiaries to their farm conununity • But, it is known that
small farms are fenerally interspersed with 1arre farms, l-lhich eithel' may
or may not be progressive and which have relatively easier access to
institutional credit.

Following are a f~w pertinent findin[s from research12 conducted
in r,he Denizl! province which analysed the sncio-eccnomi c standin£ of the
farmers in the area on a randomly soleytect sample. This study l.zas made ill
1967, 3 years after the SCP started as a pilot operation in Denizli. From
this study it was fou..'1d that small-sized farms WEre characterized Ly higher
rates of productivity and that the value of fross production per unit of
lend area decreased with inc~easin£ farm size. The same study incicated that
there wa.s a multiplicity of farm sizes in the area. '.:'he modo of trouping by
fam size of the sample selectee. came out to be 2 to 4 hectares which
corresponded to 325 farms out of <J. t~tal 1,566. Thus, farms with an area of
2 to 4 h'Jctares constitutec. 21 percent 01' the agricultural land ml the basis
of the sample. Landless farmers accounted for 3 percent of the fanners
interViewed while, at the other extreme, 14 percent of the farmers interviewed
owned fam land above 10 hectares.

The Denizli province cannot be considered to be representative of
the entire pro£rarn area. nut it was deliberately chosen because of its dual
importance. First, it is the pioneering prov"ince and second, it has the
hi£hest number of supervised crecit Leneficiaries, about 2,200 farmers, both
fraduated and curl'Emt.

Only a small frcction of the small farIllGrs is baing ser-rod. A
very crude estimate offered by some Dank officials is that one out of eval>y
thousand small farmers (both qualified and unqualified) is being l'6ached by
the proLram.

E. LENDING POLICIES AND PROCEDUP.ES

1. Portfolio

The only index of the distribution of supervised loans between small
and 1areo :flamers is available in the dist.ribution of lending by loan-size
classes. This distribution is shown in Table II.E.l.i. which makes use of
the must recent data available.

111)
12.

23
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Table II.E.l.i. shows that the numb~r of accounts in 1970 was 7757
and the number of loan cases sanctioned in the year was 3235 (Table II.A.I.i.),
meaning that, on the aV€J.·a(e, each farrrl,Jr received two loans from different
accounts. These accounts include loan~ given for different purposes.
Currently the following are desi£nated ~s distinct accounts: 1) operational
loans, 2) equipment and machinery loans, 3) productivity and amelioration
loans, and 4) on-farm construct.ion loans. For E. "nmple, a farmer who receives
two oporational loans will appear as a single account; if he borrows for both
productivity and machinery he will be assiened two accounts.

It seems that the likelihocd that any ~ven farmers will receive
one small and one very large loan is almost nil. The division lines in the
Table II.E.l.i. are drD~vn with this assumption. On the basis of this
discussion it could be argued that the proportion of the accounts in
Table II.E.l.i. reflects the proportion of the borrowers, especially so for
the three portions depicted Ly the division lines. The Bank asserts that
the:;:'e exists no beneficiary who receives a total arnount of annual credit
below $357. This has been taken into account in fixine the division line for
the lower loan size [roup.

Upon examination of tto figures (T2ble II.E.l.i.), one observes
that, at the lower loan-size level, nearly 52 percent of the supervised credit
borrowers, who receive loans up to $357, ret only 17 p8rcent of the total amount
loaned, and at the upper loan-size level, 7 percent of the borrowers who
receive loans from $1,428 to over $7,142 fet 28 percent of the total.

The above extrapolation shows that the distribution of lending in
the SCP is highly skewed in fc:wor of the borrowers of large loans. This
distribution also corresponds closely to the distribution of 'land holdings
in Turkey. Small fams \-lith an area up to 2.5 hectares contain only 15
percent of the total ar.ea; whereas the upper 2 percent of the holdings (With
more than 20 hectares each) have 22 pel-cent of the total area (see Table II.E.l.ii)

Benefic:'~:"j¥ i'~~:~:J ~::'c entitled only to supervised loans and they
are d~nied loans from other pro£rams of the Dank. It is ar~ued that a loose
policy of extend~g both supervised and regular ~redit undermines 'the debt
paying ability of the borrowers.

The number of loans that may be made to a single bOlTower is not
specified, but the total of all loans within the 5-year plan period cannot
exceed $14,286.

2. Interest Rates

The Dank used to charge a yearly interest rate of 9 percent for
seasonal operational loans and 7 percent for medium- and long-term loans. The
current rate chargl3d on all agricultural loans, including the supervised loa."ls,
is now uni.form at 1'"".5 percent per annum. Also, an additional c.5 percent is
charged to cover the cost of' supervision and expertise (this remained unchanged).
This rate chanee effected in 1970 applies only to new borrowers and to t 11-se who
have misused the credit.

24
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Inflation is a problem in Turkey. Wholesale price inclices (~oubled

from 1)63 to 1772. It should 10 noted that this inflation was ver,y much
. influenced by the 67 percent cevaluation of the Turkish Lira on the inter
national exchantn market in 1~7G. Te protect itself, the Dank should ace
about 7 percent to the interest rate it charLes just to cover inflation.

3. CollateX'al

The followine forms of collateral ca!'L Loe accepted for all <lEn·
cultural loans:

a. promissory notes of the cvoperative;
b. joint fuarantees of the borrowinr farmers;
c. mGrlfal e of land;
d. pledle of cattle, equipment and l"_vestock;
e. pl~dce of crops; and
f. cuarantees of stat0 and local authorities.

The value of a[ricu1 tural :'..ancl to serve as collateral is (~etennined

ty a scale of Innd aSSGT:;;nent (suLject to perioC1.ic revision) and the value
thus obtained i~ ~educed by 25-3~ percent.

If no tancitlc collati..;ral Gxists \-lhich the farmm.· himself can offer
a maximum of $2 ~ e5r~ can lie ac.~7o.nC8(l for the ontire l)lannod period by presentine
sienatur8s for joint liability of not less than thr,e farwers. This procedure
also applies tc farmers WllO w:..nt to briLfo their taneible ceficit by presentinG
acceptable tanEible securiti0s owned by othur people. Adclitionally, the
si[natures for joint liatility of three or more farmers are acceptable as
·tan[ible security ,:md will provide 01iCi1ility up to a loan value of $2,857.

4. ,Qther Sutsidy

1. Selective Fund estaLlishocl by the Central Bank reimburses an
equivalent of 1.:; i;C:'·C':';'~ ~:i tl::; lo~ to the borrowers throuEh the Dank. Thus
the effective rate of interest for fanm:::rs becomes ~ percent (I:' .5-1.5), but
the .•e is a (',.5 percent expertise and supervision levy 1v'hich brinES the charLe
up to 9.5 percent.

The Selective Fund nlso subsidizes the Bank by an equiValent of 1.3
percent on supervised operational loans and 2.5 percent on supe!~sed investment
loans. However, the Bankis own sutsi~ies \-lore not bein( paid though it is
stated otherwise. Therofore, until they nre paid, the actual intorest income
of the Dank is only 9.5 percent for supervised credit, althouf,h the nominal
~ate is 11 percent.

. 5. Appraisal Tecll.nique s

Or"inarily, not more than two visits are made to the farm to collect
vital data ~bout the applicant. Prior indebtedness and net worth consititute
the bulk of the information collected. This information is then complemented
by a local investifation retardine. the ethics of the applicant.
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If the collatal'nl (t.nnL i11c sQcurity) cfferod is adequate then the
a~plicant's case is fO~fardcd tu the Soloction Committee (soe S~ction II.C.l.
for details of the Selection Committee). The Committee's evaluations hinle
mainly upon the intanEiblo worthiness of the applicant. Data collected at
the farm level cons C,l."(,uul;:'; t,10 1asis of tho Ccmmit tee I s decisions.

F. COLLECTION

Until Decembor l~T\J rep~ymont c:elinquency was found to te a
steadily uO:i.::J0ninr probler.l no m:"'.tter ho~v it vIaS dof.ined (seG Table II.F.I.).
Definod as the ~mcunt of loans overcuG as a percent of tho amount of loans
outstandin[ as of Dcco~bor 31, 1~70, thJ rate of colinquency was 29 percent-
worse than all prov-lous years. Defined as the amount. of loans not collected
as a ~orcent of the amount of lonns that shculc have been collected during
19?;~1, tho rate of (1e1i: ~1"18ncy Hns l~7 porcent-- worse than all previous years
except 1>,69 uhich l,:.J.S 51 percont. Dofinec as the numtor of t:olinquent
borrowers as a percent of the totnl numLoi' c,f 10rr01"18rs as of Docem'Ler 31,
1>7"', it wns 24 ~)~ :i.'cont-- Forso t!':~~ nIl previous years.

Yet, }.atest evic~ET"ce :i.nc~C.3.tos t,hnt (lulinq1.~ency rn.tes have been
reducinl". The .J."llCunt of 10n'18 not, collected :lS n percent of tho n.mount of
loans that ShOu.'l.d h,:.:,ve bec..1 cclloct~(: (lcc reased from 47 ~8rcent, 15-7,:, t.o 24
percent in 1)71. :::::rl:.J.c.dy, thoro un.s .3.n inprcv0r.~nt in tho numtor of
dolinqucmt 10rr0\18n, T:::;i.r pcrcc:rt:~LG c!:;.'oppC'c fre:,1 24 ~)crccnt to 2' percent
in 1971. The aLovo ~.rnpr('-,'cmc.1t rosulted frc:n th~ Pan(' S 't'ecent policy in
emphasizinc quality in fo.:rm pl.:l.nl1~.nG rn.th3r than m'111t'er of Lorrowers.

Due to l.:l.c!< of ompiric~tl c1ata, cklinq'1en:Jy ct'\nnot be st.:l.tistically
related to any vnriabJ.e s. riOWcVC r, i +, i8 felt by some: I:n.nk officials that
the rate of dclinq~'Gncy is hither for bie f::u':n'3rS t~1nn fer 0~'ul ones
because bi!? far.::ars mo.y oxert th:.lir inflt:cmcc to v:ithstanc ['.nd pressure that
may 'te extended +,0 .f'o~"'~,< rf">?nvmcnt.

2. Nethcds

Collection is Cel Tied f.:1.'"':, aftc:r -::'h9 hnrvestinr season for annual
operational loans. The investrlerd;, lonns <l:"C ox~)ec-':.-::;d to be collect-eel before
the due dnte. Collection in kind is not allowed U.l.r;ept in cases of fo!'(;closure
i.f there uo.s a pledee over the CrCl)8 nnd animals.

Loamjes are expected to rc:)ort to thE: respective branch office to
make their repaynents. Tney are re:l1::'nded by the credit c;ncineers when necessary.

It is very difficult to instill n habit of punctuality to the
beneficia:.-.Les since they have been conc:it~.oned to be lax in observing the loan
due dates. This stems from the Widely hold impression that the Dank makes
welfare loans without beinr strict enouEh to cnforcp. repayment.

26
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3. ;Special Enforcem~nt Procec~ures

Ly law, the Dank is ["iven sl'Jecinl cnncessionary ~)r:"JilcFes tCJ
~)rompt and facilitate repayment. However, even the mcst effective measures
are crip;-,lec1 l~ef'_ r-: ". :".~r·1' ~Thc resists reFayment.

Delinquents nrc first i i ven !1n (lrnl 01' written notific :l.ticJll, then
pressure is exertec. (·n the jGint ! u~.rGontccs. S: ule. Gvcrythin[ fail, then
foreclosure is used. S(cial scli,:'.arity is Go fGrrnicl,'lLle larriur in the sale
of forccluscc ~)r0~)Orty. Furthorml'rc, trnns~)ort3thn am1 hancUinL of movable
~jrr)i'crty forocloser:: ,:lora c( stly ......n,: im:)rnctical. Thercf(lrc, forcclc::m!'O is
n, t ~~ )racti cal !'1cnsure t,( ~jursuc in m0S t ~lclinqucnt cases.

F.'lrm::rs usually ::lro n~ t r:1ctiv,.tcJ tc m(~intain fo.voratle relaticns
lfith the il[riculturnl Lank. It is ::.. ssumccl thnt allch .:111 o.ttituclc C:1n be i'l81l
afforded since the:. I.:an!< is :l t;vnrnn1ont instituticn with an oL1i[:1t7Gn to
ren~'.or service irresj!cctivc . f the farmers' ~~2.St rE:;ccl'\~s.

l!Gncf:Ld.ary (~cl:ts m......y l.o rcschc(:u18(: if justificati<:n cffered for.
f.:J.i1urC: tc re~Ja::l is .:l~,;;r()Vl;(~ l y the crcl-:it (;n/ inccr. ...,mc-.::nc [ued re.:J.scns may
18 nC'.tural c!isJ.stGrs (r l.ny ·.:th(_~' rC"".s'.n rut. cf the farmer's control. He,wever,
the re;.xrt ;~ f the credit e-nv:i.ncL r l s invc:sti(-'.'J.ticn '_ f the: DCrr0hTer' '3 si tuatiun
must also b.: c.:rlC~CrSL:C; ty the L:lllk, In such c<:s'~S, (lett:.: r be ropaid in
installmonts (Jr ::.11 :It ,.mce: in the i":-,ll(~winc cro;;~int seo,sen.

G. COSTS aND I<IN'1.NCE

1. Portfclio Profits nne Lesses

There is .:J.n insi[nificC'.nt GJTl,mnt cf SUIJervisE;L Ie'ans ·J.nc1.er litiGation.
i~n acc'_,unt for thi s ;)uri)(~S(; 11ill 1 C (,)\:.::no(; in l~73. Effects c.f E.rosicn c\1o to
st.:J.cn.:J.nt loans .:lre thus n(Jt s0ric-,us as is the case ,-Ii th other 0ank ~ro[ rems.

Nc fil ure is ~lwlilaLle c'ncernint the yo.~.r-cnc: L.'J.1.:J.ncc of the SCP.
The refc. !'b , leans outstandinr 3.S ;-. percent r;f th YC:·J.1·-end ta1::\l1ce c.')uld not
te com~)utcr~. These firurC:3 nro ~~v~i1J.Lle fur ke i.1 'ricu1turnl ~ank as a whcle:
tut nr..:t for that S8Cn':E;l1t of the I:nnk's :lctivity (:cvc;tcd tc the SCI).

As cnn Le seen irem T~tle II.E.l.i., when the offocts of inflation
nre acc\:untec. for, the rise in new lO.:lns is nl, t s.:J.tisf.:lct,:ry. Defl.3.tec
(.Just.:mcJin[ o.n(; (lVCrl'uc leans, hCV1cvcr, shcu1c: te used with c3.ution since \..lut
stanCin[ loals tied up tv current c.:J.;)i"t::J.l presents .'). Gifferent situation since
val1+e vf capital ke(;~)s J.Lre:J.st with rises in prices :lfter allcwnnce fr)r
c.lep~eciation is d·i....;ctcr..:. Lllt fl"r ('vcr(~ue lOMs, frcm tho Dc.nk's standpoint,
inftatiCJn is .:J. ;>rc,olom an:: Hill lc.. ~!_EravJ.t8l~ ns the percentace of ovorcue
lo.:J.ns lrews LiL[ er (Sl;C .:kcticon ILF.I).

Turnover l'atir;s fe'r the SCI-' 3.rc shown in Tatlo ILG.l.iie which
indicat0s that the ratics rise: :tS thE; .:J.vo r.'lce perir)cl cf loans becomes shorter
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2. AGrndnistrative Costs

The cost8 of operaticn to tho D::mk for the SCP were $112,540 in
1~6C and $23f,347 in 1570. In 1~6C, 2": percent of the operational c:;sts
was devoted to adnl:1.u.i~l:.t;u'J.n[ technolo£,:y (supervision Dnd expertise costs);
the correspcndinc fi[ure for 1>7'," 'ITns 15 percent (see Table ILG.2.).

FiFures are n,1t llvailatle on averat:e l.LJsts per loan per se amon£
the Dank's stati3tics. Computed nverafe custs per loan from the availaLle
c:ata are $3~ anc~ ~73 for 15'tC am~ l~T') respoctively. llvernce c,--,sts ef
ac.ministerinr; technology per lean are found to te $6 for 156[, and :$11 fur
1>7'1. •

There is no i)olicy concornin£ ~)(;ssitle cost-reclucinf measures.
In fact, a creater nurnter 0:' t~chnical staff and credit en[ineers are
needed which will lead to a rise in the costs uf supervision and expertise.
1.cmnistrative !Jrocedul":;s, on the; ether hand, are bein{ simplified not with
the intention of reducin[ costs but providinc for tetter adjustment of the
Profram Hhich initially Has patternc(~ after FrLL Another unintentional cost
reducinl activity is c:ue tu the scarcity of technical staff in the Dank. 11
standard type 0f farm tuildinl construction plans is beinc used. Such plans
are nvailatle from the 11inistry ·,.f ..·.L riculturc ancl also are made by the
Lank's non-technical staff.

3. Leneficiary Savin[s

In the execution prOt rnrn of Turkey' s Sec(;nc~ Five Year Development
Plan, it is declared that farmers who a~):)ly fGr leans will be required to
:)rovi(~c 25 percent of the cost cf seee'.s nne. chemical fertilizers fromj:,heir
own res'urc<3s. l..ccorc:inLly, tho 0ank h.'ls ma~e the necessary chances by
amendinL its supervised credit proceuurQs. Consist~nt with these chanres,
farmer participaticn in tho purchase i)f inputs -tffers from :rC[~ion to rq:ion.
For instance, in the eastern ~nd the relatively less developed parts of Turkey,
little or no partici:'.'l.ticn is required, but in rerions wher8 polyculture farming
is practiced, maximum possiLle participaticn is carried out as determined by
the size of the loan. OLviously, such mc;asures fe,rce the Leneficiary farmers
to accumulate savinls for internal refinance.

hpart from the a1ave mentioned measures, the Dank has Leen followinc
the policy of requirinr Leneficiaries to at least partially finance their
C'pcraticn and reduce their credit requirements. Tho d<Dfree of internal
refinance is determined by the ;,~resonce of sizatle savinGs at the end tif each
annual plan period after allowm ..ce is made for family maintenance.

An example of how the Dank ollires the Leneficiaries to save is worth
mentionin[. Durinl the second and the succeedinr years of the fnrm plan, if
it is planned that the farnillr shculd fatten cattle, the leans extended for
this lmrpose will LE.: 2~~' percent lu\'mr than that of the previous yoar and the
fanner will be required to maintain (·r passibly increase the size of herd he
handled ·..:::e J-r:'~r befor::l.
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Thourh the SCP does not oLlite participants to deposit savines
(as is often the case in cvcperative sL\cicties), there is the Olj)C'rtunity
to m/lke savings deposits with the 14fricul-tural Dank. In fact, the
J'4[riculturol Lank relies en sv.vincs (~OP0fJits as a major.-componont of its
sources. In 1~10, for example, abcut o~(~ third of the ~£ricultural Dank's
funds came from all deposits combined (see Table II.G.4.).

h. Extemal Finance

The SCP wus initiated wi~j:1 :;\ total loanable fund of $3.75 million,
half rof which was iJrovided by the US1.JD, the only foreign donor involved in
the profram. The propram has loon f:lnanced from the availatle resources of
the DarJ, oxcept that the TOPlUi.KSU leans" which are extended via the SCP are
iJnrtiallyG('vored by TOPRi~SU and m3i.ID funds.

No portion of the funds (lbtn1ned from the Central tank undor discount
priviloGe~ are dovoted to the SCPo However" the Central Dank also makes direct
acl_vances te. the Jj,fI"icultural Dmlk. Lut" the distribution of t~hose advcmces
aIi'K'nr thE: various prorram activities of the D.:1.nk is nut available. For
illustraticn, overall discount ;'rivilo£es provided to the Dank are shown in
TaLle II.G.4.io The value of total ciscounts is subject to a ccilin[ of
;~4(j .}~ million. Total net reSGurces cf the Dank that may be used for lcndinc
nmount to $964 million. Talle II.G.4.iL shows the distributi\m of this $>-64
million with respect to source.·

Also amont:" the resC'urccs of the I:ank are: 1) 1 porcent of tre total
annu<u receipts in the Government r,udCet; 2) 6 percent of the annual proceeds
of the land tax; and 3) special Ludtet allocntions mare by the Government from
tiJJ~') to time.

5. Inst:l.tutional Solvency

The Lank's accounw show that there was a net profit of $1,,'"10 0,,042
as of December 1~7('. All expenses nnd returns of thcl year are shown in
Table II.G.5. Desidos t.hose cata" the folloWinr:- information is pertinent in
the context of a solvency analysis. The ratio of total eXTJenses to net
returns of the Dank was >~ percent ($9~,314,6eV over $$1,,31$,531). The ratio
of net pr'.Jfit tc paid-up ce.pitnl was 1-024 percent ($l/~C:"C42 over $C'),475,il50) ..
Finally" the ratio of net profit to pc.id-up capital plus cont1n[ency reserves
was C.50 percent ($1,')':",,{}42 over $102,,5S3,496). The economic feasibUity of
operations f')r the rate of return on aeeregate capital of t.he Dank was only
t1.12 percent of the 1970 year-enr~ 'Lalancef3

6. Foreir;n Exchance Dalnnce

The proeram's impact on foreien exchanre reserves is neglieible at
the present time. Furthermore, no study has yet toen conducted to assess
thiS impact simply because of the pro£ram l s minor relative importance.

13. /.11 fie'.lres obtained from General DiI'Elctorote Report of the lLgricultural
Lank" 197:"1.
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However, it is expectou that any incrDaso in the IH'Cduction of
export and industrial crops will load to a rise in furoiVl excharl{ 0 reserves
in which tho prcfram t 6 beneficiaries may have 0. share. In recent years fc/od
":mc~ ar-:cicul tural ~roducts havo acco!l1rted for lot\-reen C5 and 90 percent of the
tot.:'.1 annual. export trade in Turkeyt4 The influence of the SCP en the exports
will Lecome a!JiJarent cnly after it cc,vors the entire country "Vlith a sizeat1e
~d sufficient portfolio and a lnrfe caso lone of farmers.

H. COj'lPLEl1ENTlI.RY FJLCTOns

1. Technolcgy

The SCP requires that all :;ayrnents fGr inputs to MaGe c'irectly to
the C:c,u-ers. Thus, in a round-a.Luut fashion, the creCit is rrcvi<.~ed in kinu
and tie(~ tel a set d: new technol(;tY in~uts a.s c:csicnatcd Ly tho crodt cn£inoerG.
Ho,""evcr, in rare cases whore cGncliticns do net permit payment (~iroctly to
denIers, payment in cash lll3y be made to the lorrowor.

JUl ?urcha[;os uf in~)ut3 o.ncl investment (0-.Jds are specified by the
fann :)lnns made ~rior to <111 loo.n .:\c:vancements. Tho main featuI'E:s cf tho
farm plan 0.1"'3 structured UiJC11 the fo11owin[ infcrmati"n:

(1) availal.,lo fina.ncial reS(·urc;8s,
(2) oLjGctivcs t·.) 10 achieved for the individual fanner, and
0) avaiJ.ntle ap-i.culturc.l tuchno1otY to tho farmers.

Lased en the infennation collected, the f ..1llowinf arB detonnined:

(1) needs :m·~: racthct:s,
(2) crop rc~ativn (if any),
(3) c.Ericu.l tural syb"tom .:md techniques,
(4) neC033.'U7 j111rchasos, a.nd
(5) the nature cf un-farm r.evelopment.

T.:, te more sp8~if~_c, tho 11)n[~term (up to 5 years) furm p1:-.n
Sl)OciHos i.,:l(; on-farm investments ~u1d the tc.chnclo£y that shvu1l1 acccmilU11Y
these inV8stmunts. Consistent \'lith th~, long-term plans, annual plans aro
wcrkoc: c.'.lch year which specify tho soascnal inputa \llhich also are tied up to
new technolrjeY'. The Dank t)rC'vic.1;s tho credit in installments if thero are
ste~s inv':lvod in the imiJ1cmcntatbn of the techn lucy. This is done in
ore:cr to insuro proper use (.f tho crec'.it.

b. ProFram E~(.)nsicn :~nd Su~orvision

Technical sUlJervisc.ry sOi-!ices elver ~ wide array rf activities
amone Which arc the precise crop rotation schemes, techniques of crop
!1rotocticn, purchasine of a.nimc31s, pu:rchasinc and maintenanco cf n£ ricu1tural.
tools and machiner,y, techniques of efficient irrie<1tion, and installment of
the irri£ation notwork.

14. Arricultural Development in Turkey, The F'ore. Foundaticn, r.,eirut, Lobanrm,
!~1l.
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Number of ()n~fnrm visits vn.ries with the
anc.~ fa-cili ties cf the crodi t ol1[inoers availal.le.
as low us twc j)O r year or as hith e.s two pc r month
a crcGit onl~neor interviewed).

numLer, scrv:i.cc,vo1ume,
NLUliter of v:i. sits may Lo
(fifures oLtained frcm

The credit cnfinoers are asker! to visit us many f""lt'ms as "lJossible
which 1io l n the s~me route. Such a measure, as the Bank [1.CknClo1ledcos, mCl.Y
trine abo~t a~vl)rsc :JsycholqJc:l.1 effects '-.n th8 fnl'murt, if visits arc nc t
J:'lanne<: ,'lnc mac\;) fer nf.::ce s S:lry reascns.

County Lrnnchcs which (\.' net have any crcc.:it f.mcineers nlt'.y mC\ko
usc: of :.Jt.:U'f employeG in the neichl;~n-j.nf cCiuntrios. HGwever, croc:"i.t encineers
limit their visits to nei[hbGrinc cc.untries only to d~ys wh(>n tho l)cnl ffiQrket
is holL. In this case, l:nl-:inecrs may examine farmers' ~Jlans r.nd meet them in
LrGU~:s•

;..n indirect Hay of nrultipl;vinL' the crec.~t erwincer's sCJ.rcc time
is re~; nee. by a USJ'lID aL riculturc cre('.i t ac.1viscr.l5 The eff·~;rts tole-nc to
an :i.ndividual cre(~it cncincer Hho taucht key lorrowers the n~vcmtn.tGS of
improved poultry mnnQ£ ement. lkH other vilj,Qf~brS l c tc the5u f.:.1rmers fer hv1p
en the:ir ' wn Ih..'Ultr:r IJroLlems.

The SCP (~oes not h~vc Guilt-in tr~ininf prorrmns. Such tr.:1inin[
l)ro[rnms nrc held Ly the oxtension services of tho Ministry cf 1.Cricul tum
from 1'lhich sUl1crvisecl credit 1orrc'\oJ'crs c~n b:.ncfit alene with ·:ther farmers.

c. .Q.ther .ilrranrcmcnts for TochnJ.cal Transfo_r

In spitE:: of the fact that tho Dank employs crec.1.it encinccrs nne
other technical staff, the prq ram' s ~orfcrman('e is frc1oJ'inf;: mc.:.ro nne; mere
c:ependont u:Jen other techn::'c(1.1 ~c·~cncy extension services. Fc,ll,::winC iG a
f. enoral cliscussiun of afr~ C.U.:!.·C'l:t''l1 field sorvices in Turkey anJ their rclaticn
siui) to the SCP.

The R.fricultur·::} ser:i.ces in Turkoy arc: Lased (,n .:.1 previncial
aCm1nistr'ltivc st-·'UctUI'c) vli1ic:l: like: local ac~inistration thrvUlhcut much of
tile Hiclc'.lG f"st, i3 contrclle,,' i'r(:!':l the naticnal capital. [.11 najor social
nne, cc·:,nOlTD" .I.uncticns aJ""~ exercised at the pro'\.'":tncial lovcl 1:y officials of
tho CCi,:~r·rl:.i. ,;ini::-~~ries. l'h,J prc,vinci::Q ('(vornc·r has 1.\ ~ey pcsition in thd
ac'mini [;Gra tic..in. He c.:kl1 live instructirms to any [ovcrrunont officer within his
province, inclu.c.~ii1F tho :1['riculturnl field services. j~s 2. rosult, the extension
stuff s~JcnGs mCJl"C than 5·r

, perccnt "f its time un ncm~africultural (utics. Th8re
is c. 1nri'c number of ecvornment c'l encics whose respcnsiLilities extend tc. the
villC1.[c lcvel, with little fJr nc, coordination anc with low effectivuness.

The f.1inistry of l'l£riculturc, Which is the min sup~)lier of
Cl( ricultur'dl services, has at present six anns in (lirect contact with the
villa[cs and, thereby, the fr:.nners.

15. Stuc.larus, Glenn \/., Enc~ uf Tour Report, US;.ID, N(jv. 1$(9, Ji.nkara.~ 31



(1)

(2)

(3)

(4 )

(5)

«( )

24

Technical 1.rricultural Orumization: This <~f. ency is under
tfi8Contral Directurate cf .t·.lricultUro. This is the lar[est
service <:\n\l rc;Jr0s::nts essentially an acriculturul oxtension
service. It has a tech;lcal nLricultural director in each
province and has a ( ra(:uate staff in each (.!istrict.

General Diroct(;r~tc of Veterinnry Services: This r..;rumi
zativn has r. rer..ional and :)rovincinJ.. orEnnIzation with
vcterinar,y ~fficers and 3nimal health assistantd at the
district lovel. The personnel are primarily concerned
With disoase contr0l nnd to a lossor c:OCroe with extensh'n
work amonL farmers in livestock improvement, fcoCint, and
health. Improved breeds arc also mllt\~ .:IV.:1.ilaclo to
farmers .frem tho DircctC'ratc's stud farms.

General Directorate of ~lant Protection and Quarantine:
"This afuncy .:lisr... has a rocicnal an~3'roVincia1 organization.
Its functions CIt the (;istrict lovel are cnrried cut by the
technical acricultural staff~

C<.:noro..l Directornte l.)f State Farms: 'rhoro are <?t present
22 stnte'f2\i:iiiS7'-ThClr m.:lin funCtion is tho multil·lication
an(~ distribution t,) farme 1'8 of im;)roved cereal seods and
Iivestvck. laso, they servo as a producti.on c'emonstrati.c'n
arm cf the Einistry.

;i.p'i.cul tur.:l.l Sch .. ;:;ls: Some ::f thoso run short c'Jurses for
farmors, anG a feu :-r them have; .:in extension n(ont attached
l'n nn expcrimcmtal basis who carries out extension wcrk in
surrr .l.ln~l.nL' villn[os.

ResC'n:r; I'~ :, .. ' .~L.n8~ Scrn.c cf theso hnye ceml.nstr;:.ti·:ms,
field -(:j.)~~i,-~3.~h,Jrt c. urses for fnrmers, Qn(~ unclerta}w
cert3.~1.n [;)i".cnsi(;n 'l.ctivities for B;locialized c:J.sh cro;)s
nnd :i [l ~j\'f;( ~. ':"ol~,;~t:i.()!1.

L ,)m the StL'mllD.ty .'ll;cve, thu v<".i"iccl nature of technical sorvices in
contClct ~'l:;_.:-:.,\ the '.G.llaF:'-:: is·,:"·:ious. ".11 th~ t11fferent servicoD c.re hi£h1y
centra.li~,c~, witl, little cOO;Jol·,-~tion or coorc'i.n.:l.tion at the j}rovincial c.nd
local l(;v~l.

The Technical Al1-icultural 01'[ ~mizati()n unc;er the Ministry of
l~£ri.culturo -::arrys primnry rosi10nsibility for ac;ricul'turol extension.
H01'lCvor, it ha.s net toe11 riven lJersormel and material resources to carry out
tho extension functivn, in adtliticn to the many re[U1.atory and ar~nistration

activities r8quirecl. A proper operatlonnl and orL:anizational frGITlework for
coo:->oration with ac;dculturol research is also lackin{. The number of staff is
insufficient, With each extEmsion '\vorlwr often assif!1ed to more than twice the
(~esira'tle maximum numter of farm families. Lack of transport is a major
hnndicap and office facilities and clerical staff are scarce.
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A major part of staff time is devoted to statutory and regulator'!
functions. Extension work in the traditional sense is riven ver'y little
time. Therefore, it is quegtionable whether a true agricultural extension
service, exists in Turkey.1

The expansion of the SCP unaccompanied by new and adequate
recruiting of technical staff rendered the program very vulnerable and
highly contingent upon the precarious extension services of the Ministry
of Agriculture. Horeover this expansion required moving some credit
engineers to new localities where they encountered considerable difficulty
in adapting to and learning new local conditions.

Moreover, relationships betwe8n the Bank's technical staff and
other technical agency personnel are far from favorable. The nature of
these relationships is attributable to two fa~tors. First, th~ fact that
the Bank hires technicnl staff reflects the obvious insufficiency or perhaps
inco~pctence of other technical agency personnel whose main duty is to
pro\~de similar services to all farmers. Second, there exists a credibility
gap between the two parties which essentially boils down to person9.1 conflicts.
Those relationships do not generate [ood cooperativd action in eroCiting mutual
undcrstc.nding and coordination. In n.dcliticn, there is no form:ll coordination
bctvlocn th0 Bank and other technical agencies.

d. NatuI~ of Technology

The extension agents of the riinistry of Agriculture operate under
severe limitations imposed t;.pon thorn 'b;,/ lack of adequate and effective
training programs and lack of incentives that further undermines the quality
of service extended. ThE':;! cannot, therefore, adequately transmit ne\'1
technolot ies to the faI'i1.; ,",;

Information is rl"" ~T_~.i..lable that specifically boars upon the
present and prospective b':. :.,' of tn-::hnoloEY in the program area. The
following is quo".:'"d di:': '_ ,:1:' i I> 'Jln t:,rJ ::i\~cCLd Fivo Year Development Plan
to provide a genLd ~l l'.::'; •• ';:JG~I:8r::- of ·c·.iH~ iJ.v2.ilable n.nd plarmed agricl~ltural

technologies for Turkey.

"The agriculturD.l sector, "lith its social and economic asp\:)cts,
has a dominant place in the life of Turkey. However, the inefficient use
of resources and the low level of pres8nt technology have impeded the rapid
and sust:lined growth of thi::; sector. The limiting factor in the technological
development of the sector has boon due to the fact that a high percentage of
the population is engaged in this sector, not only as a field of ~mployment

but also as a way of life, with a consequent dominance of tho traditional
vlll'\j.cs and difficulty in extending SG:r'Vj.ccs to this great number of people
dispersud over a large area.

16. Agricu1tUI'C Vevelopment in Turkey, Ford Foundation, Boirut, 1911.
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"Along with the low level of technology, the principle problems
are: an agricultural structure unsuitable for year-round management, the
inadequate marketing system, the fact that the majority of holdings are
too s~~ll even for family needs, population pressures, and the fact that
76 per cent of the agricultural land is subject to erosion. Price
fluctuations inherent to agricultural production and t.he development of
the industries processing agricultural raw materials are additional
factors influencing the development of this sector.

"On the other hand, aside from land to be reclaimed, new arable
land to be opened for agriculture by means of present day technology is
virtually non-existent. However, with the possibility of irrigation of
7 million hectares of land and With the possible changes in land use, in
a sonse, the availability of land may be improved. In addition, the
improvement of technology constitutes the most important opportunity for
development of the sector.

"In the first four years of the First Plan period the average rate
of 6 Qwth was 3.1 per cent. The high rate of 7.6 percent in 1963 was
followed by a slowaown in 1964, .:l decline to 3.3 percent in 1965 and an
increas~ to 8.6 percent in 1966. Changes in grain and fMlit production
resulting from fluctuation in weather conditions resulted in fluctuations
in the overall rate of growth. In l~gard to this, the most important
consideration is the use of inputs which will secure technological develop
ment in thi~ sector still so heavily dependent upon weather conditions.
During the First Plan period a d0finite development in this al"ea W3.S

started by the use of chemical fertilizers and selected seeds.

"Furthermore, in the use of agricultural credit, there is a
definite trend to suppl~r :"':rrr~n's with inputs rather than cash. This 17
development is rather il,rq')!,·:,'1!lt in supporting technological development."

2. Supplies and Sal~(

a. ProFrlJTn SUk,:j2:o.":_::a' . _

34

The supervised loans, as manti Jn~d earlier, are disbursed according
to the project (f~rm-plan), usu~lly in payments made directly to contractors
and supplie rs •

The Bank does not offer subsidies to supervised credit beneficiaries
in the form of low-cost transport and other facilities. However, government
provides low-cost transportation for agricultural inputs through the Supplies
Agoncy of Turkey (Zirai Donatim Kurumu) and other related agencies. For
example, the Supplies Agency accounted for 44.8 percent of the total
fertUizers distributed in 1968. Currently, three government agencies and
one quasi-government agency are importing fertilizers. These govsr.nment
agencies, which accounted for $ 42.5 million of fertilizer ~~porta, equal to
72.8 percont of total fertilizer imports, are the Supplies Agency" The Sugar
Company, state fams and the Union of Credit Cooporatives.

17. Second Five Y£ar Deve1Piment Plan (1968.1972), Republic of Turkey.
Eii'io M"inistrv, State· annfug Organization, Ankara.
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b. Program Infrastructure

The SCP includes construction of irrigation works which are mainly
carried out by the TOPRAKSU. The TOPRAKSU loans have financed the construc
tion of 3,139,162 meters of irrigation canals. The total area terraced by
the same department under the SCP is 10.3 million square meters.

Substantial infrastructural change cannot be brought about because
of tho ceiling limit on tho amount of loans each farmer is entitled to
recciw. For this very same reason, the SCP cannot afford to finance
heavy 3nd capital intensive infrastructural investments. Nevertheless,
~'lithin the operating limitations, the SCP is constructing some infrastructural
facilities.

c. Gcnernl Access and_Availability.

The impact of these on production is limited more by scarcity of
services than by a shortage of supplies. The SCP has undoubtedly affected
and improved the levels of production for those farmers under the SCP (in
some cases yields were tripled), but tho fact still remains that a full
scale utilization of lund and human resources was not. achie~ed despitG the
app~ront increases in pruducticn.

d. Guarantoed Sales r.nd Price SUEP~"

Th:~re is nu price support system b"tlilt into the SCP. Price support
systems ar8 available to all f~rmers, from the government services. These
systems, however ;10 not cover all crops. Wheat, for which ['. ~-;riC() support
eXists, is a classic example worth noting in this context.

Marketing activit i'.[~ .~rc, ;),s things stand nnw, tho exclusive
responsibility of the pf1.)"hc~ :::nting f.1.rrnel's. The SCP has pro'visions to
promote marketing only b.y E')(.l.(.nding credit to private individual farmers
€\xco;;t, ip some fO\'1 ca~i~~, whe·rc 10.':'i1.'l ;"'~'(~ ~.!ade to froups of borrowors for
ir"\proving l7larket 1'[v.:i] i tle s, ';<.ll<TCVt'·i', ,-;,): ..:.~ beneficiaries may also happen
to be members -::>f luea} l:,r.Lv;.s· ':l,~,'k~ ::.~.rlG cooporatives, in which case they
enjoy furthor 11l<1.:rk0ting f~cilit,ies.

e. Insurance

The Bank provides insur~ncc for all mortgaged property and personal
guarantees for its own purposes. Insuranco programs, though not obligatory,
~re av~il~ble to the boncficial~os. These insurance programs have reccnt~y

Cl'1erged llS a result of the Bnnk's pressures upon the insurance organizations
which were reluctant to provide insurance for agricultural actlvities. Even
now, these programs exclude a nunbor of agricultural undertakings which are
dosignated as too risky to insure. For instance, in poultry production,
though thoro is no insurance for the flock the paultry house is always 35
insured against fire if the building is mortgaged as part of the collateral. ~

Many a beneficiary is scared off from insurance programs because of
high costs. Novertheless,aucr. progrflmsjl at the present time, include items
such as fire, haLl-storm, and death of livestock from which some borrowers are
boing protected.
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f. O~her P~ram I1arketing Arr~ements

Accordint to the pro(';Cldurc manuc:l, supervised credit beneficiaries
are to be giwn advice on marketing. Services on marketing go beyond this
if the bcmefici.aries are Agriculturn.l Credit Cooperative members. This
establishment was under the bank. Services provided arc. cbmpriscd of construction
of storage warehouses and other related marketing activities. The Bn.nk's
objective is to expand all-purpose cooperative action along with the provision
of marketing facilities.

g. General Ma.rketin~ Conditions.

The gcmeral marketing conditiona in Turkey nrc described best in the
following quotation from the Ford Foundation report~tl

1n Turkey marketing activities or functiuns are not carried on at
a lovel of excellence that will result in the highest and most eccnomic
rnte of .3.gricultural development. In general>, the marketing system seems
to operate best in Turkey for those prrducts that are storable or relatively
non-perishable, and where considerable processing or product transformation
is needed. For the highly perishable products thIJ markating system is less
efficiant.

"The size of the country und the general dispersion of agricultural
production from small farms around many smaller villages result in in
efficiencies in the assembly process. Often marketing agents handle the
products several times before they retlch tho larg,: l' Villages or urban centers.
Even thoufh each agent' 5 compensation is relatively mncll, thero is a large
number of the agents in the marketing chain resulting in large marke'ting
~~rgins and 3 hi€h degree of deterioration and spoilage of products.

liThe organization of transporto.ti.on of perishables i.s particularly
deficient. Transportation facilities ar·, improving, but refrigirated
transportation is insufficiont. Huch of Turkey's livestock moves some
distance to market, 'In the hoof, causing a 108s of weight and detorioration
I,)f quality.

"Because of the lack of good mClrket information" pncl.ng efficiency
is low. The many steps in the marketing svstem and the many agents, each
handling small quantities, tend to reduce the speed ~~d accuracy with which
consumer demands are relayed to producers'~

h. Profits and Losses___OU'"",,.__

No concrE~tie evidence is aV[lilable concerrd,ng the profitability of the
teclmology benefi.ciaries have been instructed to adopt. Therefore, no
analysis in this connection can be offered. However, it is estimated tha.t
a sufficient, but not necessarily attractive, margin of profits is allowed
to the beneficiar,r. Additionally, such an analysis is not feasible because
quantified assessments of risk involved in agriculture are not available.

36

18..!\gricultural Development in Turk£x, Foro foundation, Beirut, Lebanon, 1971.
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III. EV.".LUATION

A.· PERFORrIL.NCE

1. ~parent Uses of Credit

In the SCP there has obvio~sly boen less of a diversion to consumptive
uses than is the r.ase with other B~nk programs. This can bo associated with
the credit-use spec).fications and fairly effective supervision.

The rising u~linquency rates (sce Section II.F.I.) do not accurately
reflect the Bank's ability to supervise and guarantee proper use of its loans.
Beheficiari8~ may have enjoyed considerable profits by using the lonns as
spocifi~d, but they ~ay fail to repay for a variety of reasons among wtich are
the follor1ing. Some farmers may choose not to observe the due dates in order
to take advantage of the prj,ce fluctuations that characterize a good share
of the agricultural crops. Therefore, a :3otivation to earn more money on non
perishables someti.mes becomes the undorlying put'pose in non-payment. Lax
attitudes in ropa~ment, often with tho expGctation of foregiveness of loans,
is another contributinf factor to delinquency. Finally, though rare, disputes
among the heirs of a deceased beneficiary may result in non-payment 11l1til' the
conflict is arbitrated.

2. :'ffects

a. Production

Statistical activities accompany-lng the SCP do not measure tho impact
of su.pervised credit on farm sales and production. Raw data, however, are
avnilablo. Tho Bank agrees that a thorough academiv study about tho SCP is
urgently needed to assess the improvement and actual performance in order to
make sound pc1icies.

However, crudely speaking, tho level of production for beneficiar~es

has rison by 2 to 3 fold as compared to the times prior to the sep's implementa
tion. This :':'olif,h estimate .-las offered by some Ba.nk officials.

b. Farm Income

Bank statidtics about the first 681 eraduated farmers (no date
indicated) show that their net worth increased by 29 percent. The averag'3
rnte of realization of planned investmonts for these farmers is 85 percent
a conditicn which substantially influenced their net worth which l'0se by a
martin of $ 1633. Among tho farmers surveyed the highest increasl:: vf net
wortp was $ 22,000 for a farm~r in the Denizli province.

The distributive losses of tarn income could ha~dly bo reduced by
the SCP. f1arketin£ of farm produce, ospecially perishables, still continues
to ~ a problem (soe Sectj,on 11.4.2 .g.)
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c. Technolo~

Tho SCP has undoubtedly affect.ed the farmers' choice of technology.
Bank reports show' that within the SCP a tremendous number of. activities were
undertaken, each of which involved some technological imlovation. How close
thone effocts have come to grips with actual needs in technological develop
ment of the beneficiary farmers is obscure. Various studies show that, for
example, fertilizet' use in the countI"2T has increased in unprecentod amount,
but still far less than the amounts required to enrich the soils that have
be~n considerably depleted by centur1,es of overuse and misuse.

d. ~vint.s and Other ~ourcos of Fin~~

1.1t1.0ueh no qualitative evidence: exists it is expected that the BarJcs'
saving discipline has had some positive impact, not necessarily in the direction
of promoting farmer savings habits, but in reducing the farmers' credit require
ments since credit is a scarce resource.

The interest rate charged on supe~Tiscd loans is not low enou~h to
discourage the flow of savings into farm finance. The standing x-ate, bein{;
9.5 porcent, is not low in a country experiencing a transition to intensive
farming Hhich invt'lves a food d~u.l of risk because of the accompanying
technological chcntes.

The SCP is too small to have induced other s~urces of credit to
expand operations. There exist other supervised crodit activities which
nre crf:;<'.nized for select«d enterprises ttrou£h the private sector (t'lhich
m<::.y or m.'ly not be financed by extornal sources). However, no cause CLnd
effect relationship cnn b0 made between these private Eupervised credit
sourcos and the SCPo

The SCP by i ts,.;lf cloe s net hnve the ab:t1ity
to o.ffoct the wage-employment structure in the agricultu'ral sector since,
comparod to other credit pro[rnms and institutions, it occupies a minor
pos1 ti~rl. Despite the lack of available '''vidence, it could be stated that
the effect" thus far, has been 'C -J'Inr J -:~'4..l ~ mployment of the beneficiarY! s
avnilable fnmilv labor. This, in srun.e l)~~~cts, m~y affect tho wage rates
in c.rc'DoS uh(;rc: labor mobility is restricted and agricultural practices are
laber-intensive, because withdr~wine unemployed family labor from the labor
market by roaching full mnployment at the family fa.rm causes labC'r shortag~s

especially ~uring the peak seasons of agricultural ~ctivi.ties.

f. Politic~l a~d Socinl Structure

:iithi;l the SCP, boncficiarios are granted loans also for la.'1d
consolidation purposes. Land consolidation loans arc considered investment
leans "lith <:'. peri·:,c up to 20 yea.rs~ Sinee, only about 30 percent of the
farmers hnve doeds for their l-:>.ndod property, the trend along those lines
hns boen in reinfoI'cing tho already streng farmers rather than favoring tho
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small a.nd needy" in increasing their economi c and political strength simply
because refisteI~ng land and acq~ne doeds are costly and involve intricat8
form.c~lities which are obvious drmvbacks for the srnall farmer~.

The effects on the political influence of certain rural gI~UpS

aN not di.scernible as such" but could be deduced from the available
infcnnation. There is evidence that some medium income farmer beneficiaries
have built up a sub~tanti['.l net worth 'l.vhich may be an inC:icntion of thei~

increased leverare a~ainst other political groups in the rural areas.

3. Pro(r<:;ss 1~~d Other Ob.Jccti.v~

The Sr.P is one of the significant stops toward r:~t:re intensive
fnrmine, in Turkey. P~lt, relaxing land size lilTlits overburdened l:lmi.tcd
t~chnical supervisor,y personnel.

The other side of the question is the distribution of the
beneficiaries' net worth. Althou(h the average increase in net worth
is :.~ 1,633 for the initinl 680 grnduate famers, about throe-fourths of
thesa farmers ar~ below this average. This means that the beneficiaries
did not benefit equitably from tho prCf:ram in being sell-supporting. The
recent pol:i.cy of frantinr loans to graciuntc farmers from other croc:i t
prorranls incicatcs that the graduation policy of the program was not
sufficiently sound as far as creating economically independent farmers.
ObviouslyJ a SCP defies its purpose ~s long us its gradu.ates are rendered
cepondont upon the original agency for their farm finance.

'l'houEh the Bank is successful in creating some potent and ~ccncmically

indepondent farmers, its degree of succoss is limited as only one-fourth of
the borrowers built a net worth above the :$ 1,633 level.

Do. Farmer .i1.tt.itudes.
The SCP has a generally favorable imr.ge. It is viewed as an

inn(Jvativc scheme by the majority of participatin( farmers. But, the
rcl~tion of the program to the small farmers is far from being impressive
for three reasons. First, many small farmers hesitate to enter the program
boc~usc of the long-term fal1n plan which involves considerable obligation
on their paz~. Second, the size of loans ~iven throu[h tho progrnm is much
larger than customary, thus many small farmers pl'6fer to abstain in D.n

eff'art to avoid heavy indebtedness. Third, tho Turkish name for the SCP
(Kontrollu Zirai Kredi) carries and uninviting dictatorial ccnnotaticn and
does not describe its true nature.

Bank credit enfincers nrc constantly trying to break throurh this
mental block which even applies to SOIilO medium and largo farmers. However,
What is mora important in this context is that there still exists a sizable
number of farmers who have not henrd of the SCP.
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There are a few frets from the participating fanners l"1hich may
be CCIilmon tc many. On~ ~if these is that inflation is not alw,J~ys a.cc~)untcd

for in detormining the size of lO[1!ls t:> be disbursod throulhout the plan
period. Thu&, a plnn that initially specified ::I. ccrt.'.dn !....mount of credit
for the entire farm plan peri':'d may prove quite inadequate in meoting the
needs durin[ the follOl'1ing ye~rs. Hot'lOve:.', in some cases, the size of loan
can be adjusted upward if coll~tG~~1 ccn bo adjusted accordingly.

b. Gene r<1l I.'11a(e of PrOf r.Cl.r.l

Tho SCP started with [~GatGr todication and gonuine concern than
is presemtly exhib:i.ted. Perhaps the proeress could have beon faster und
mo~ ciscernible if it had sturted under an autonomous afOncy coclin~

Elxclusivoly with supervised credit. Tho vast number of activities that
the l~£riculturCl.I Bank is eI1€arcd in ml'.y have div&rted the attention from
the SCP, especially during tho critical and initinl stn(os of its dov81opment.

Hithin tho Bnnk,tho SCP hns encountered some resistance from the
0ther agricultural credit divisions 011 the gr.ounds that their services
were already qu:"te adequate and a supervised cramt scheme would be an
unnecessary luxury. It may be speculated that the prorrDm implied a
potential threat to the uther crudit dhrlsions lest it wculd meve too fast
toward the technical side cf t1.£ricultnre l'lhich would leave little justifica
tion fer a larfe number of administr~tive staff at the headqut1.rters.

At the present time, a riforous evaluation of the pro~r<.1Ji1 with
regard to its del' roe of success c[~nnot be offored because of its very
brief history.

B. EVi~LUATION PROCEDURES .:'l.JD FEEDBACK

1. Pl"0fram Evaluation Procedures

Tho evnluatiun procedures built into the pr0gram cc,nsist of monthly
activity reports tro the hendquart~rs and year-end analyses of h'JW beneficiaries
have fared durinf tho year.

ML'nthly activity reports include informaticn abcut the-. case load,
credit ~dvancec, number of 2.pplico.nts, and other related items that are
morc of an administrative nature.

Year-ene analyses are carried out for each farmer. Farm rocord bocks
prGvide the basis fer this evaluative process. The principal purposes of
these analyses, as the Bank reports, are to investigate the causes of fflilure
in realizing the expeeted rusults as prOf-rammed in the farm plans, to find
out to what ext'mt the Agency is beinE:; helpful, to have an insif,ht as to
pQssj.ble means of improvement, and to determine where th~ fanner actually
stands in comparison to his past recoros. In these analyses the .farmort s
status is det0rmined from:
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-total gross returns,
-total costs of family maintenr.nce,
-total costs of operation j

-total cost of investmGnts,
-kind of crops groWll ffild quantities,
-llhother or not the targets have been reached (if these have
not been met, then the degree of rcaliza'.ion),

-total sales and products domestically consumed,
-dobts and ropu.yments, and
-succc~sful enterprises of the farming operation.

To ::.ssess the status of tho g2"adun.te fanne~s, the following evaluative
informat.ion is collected:

-plaI"J1cd investments and costs anticipated,
-investments realized and cost incurred,
-percent of realization of investments,
-net worth before inclusion ir. the SCP,
-net worth after fraduation,
-increment of' increase in net Horth, and
-parceI"t increaGe in net worth.

In the calculation of the net worth, a distinction is made between
a£ricultural and non-agricultural bclontings and they aru shown separately.

Thore has been no major research on tho sep's performance. The
Bc.nk, hO\omver, appar<.::ntly feels thE; need for such research.

2. Feedback and Changes in Prog~

From 1969 to 1971, the SCI' underwent a slump in its growth. The
reason fer this was a sudden chan[o of policy which dictatod that quality
should be given emphasis rather th~n a mere number of loan cases sanctioned.
This rem\lted in cutting the number of new beneficiaries in ordor to maintain
high stn.ndards of service.

During the first fow years of the sep,s development it was roali zed
that th0 borrnwers were not aole to cnrry out the farm plan spocifications.
Thus, the number of activities was reduced to a fe~o However, in October 1972,
tile Bank shifted emphasis away from just a few simple activities and it is
now activGly oncour~fin£ multi-purpose projects in the farm planning.

The procedures concerning tt.u SCP proved too intricate to be meaningful
to Bank personnel and credit en[ineors and were, therefore, simplified. Still
more improvement is called for in making concise and coherent procedures that
would not cause confusion amont the branch officers and credit engineers.
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C. PROBLEHS

1. Governmental Level

Presently the most serious problem is the lack of coordination of
activities between the B::mk and the extension services of the Ministry of
Agriculture •

Past attempts to create formal relations between the Bank and
extension services were not satisfactory. Two provinces, Amasya and Edirne,
were choson where fonnalized relations for the SCP were to start on a trial
basis. The Ivlinistry of Agriculture lat,ged bohind in formulating policy
concerning the details of the undertaking. Therefore, the plnnned formaliza
tion was not realized.

Anothor problem at the Government level is that the purchase of
vehicles must be approved by the cabinet which then delegates the respon
sibility of actual supply to the State Supplies offices. The latter is not
able to sufficiently maet the n€8ds. Furthermore, funds SEt up by the Bank
for purchasinc vehicles are to be approved by the state Planning Organiza
tion which makes sizable cuts in those funds. Therefore, provision of
vehicles is I.l double chalienfe for the Bank and needs an immediate solution
if the profram objectives are to be achieved.

The SCP is availa.ble in 40 provinces of the country. I~l these 40
provinces thore arc 384 Bank branch&s. SCP, hO\~"JVer, is available from
only 277 of the abo\'9 branches. Of tho 277 branches only 134 have been
assigned vehicles.

2. llgency Level

The Bank has been standing the cost of the program with no government
ass:J.stance. The authors know of no supervisod agricultural credit program
anywhere in the world that has boen able to carry its own overhead costs and
that govornment assista.nce has not been needed. The Bank adds a one-half
percent service charge to the inte.cest charged i,n an effort to solve the
problem. The Bank officials estimate that the program will carry itself
after the case load gets to about 240,000 borrowers.

Another problem which has been improving but is not yet solved is
the rBlationship between the bankers and the agricultural credit ern_ineers
enplo~'ed by the Bank. The credit er1£ineers are technicians under the bankers.
This sometimes results in friction where there is doubt whether a question
is technical or financial.

When the SCP expands there is likely to be a pl:'oblefll of administering
as many as 67 prOVincial proframs from the headquarters office in Ankara.
It appears that a regional sot-up yet to be determined may be nocossary even
thou~h the Bank has not used such a systom in the past. Such a policy of
decentraJ.ization will remove pressure .from the central office.
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One of the critical problems Within the Bank, it seems, is the in
efficiency which results from low productivity of Bank employees. This
problem may be associated with low salaries but evIdently oth8r fact(\rs play
a role as well.

3. Fm'T.l L0'le1

l,s i9 well known, a supervised credit system cannot operate without
cre(:it engineers visiting farms and farmers. The Bank is doing its best as
limited bV tho Government's provision of supplies. Lack of vehicles is
probably the eroatest limiting factor to the further expansion of thE: SCP
at this time. No Glltisfactory sclution is in sieht.

iQ.so, the SCP has net mc.'ved as rapidly as oxpoctcd i.1 the direction
':Jf being based on an analysis of the farmer's ability to repave The reason
is that some of th6 bankers and credit onc-ineer's have difficulty in fetting
the real spirit of the proeram because of its novelty.

Tho oank officials actmit that boneficiary fa~lers have a tendency
tc Le inexact in thGir record keeping, either through foreotfulness, fear
of taxes, or with the int£nt of obtaining credit as near to the ceilinG as

. possible. The B~nk has fuiled to oxplcin to the farmers that such an
attitude is ae~inst their own interests.

The credit enfinoers are strivin( to make the profram w~ll-knvwn to
all farmers. There still exists a large number of farmers who have not yet
become acquainted with the concept of supervised loans. The Bank officials
are also aware of this and they hope it will not take lonf before all farmers
arc informed of the SCPo

D. CONCLUSIONS ABOUT SH1~ll FARNER CHEDtT

1. Ma,jor Problems cf Small Fe-rmers

Some of the m,'1.,jor problems of smnII fanners ara:

Infrastructure; reads, irrieation.• drinkinf water, schools, and other
public facilities are ureently noeded. The forest vill<l£es and the rural
arens in the oast ha'ro especially bo~n neelcctod. There has been a tendency
to assC'cinte the cverall development of the small farmers wIth the provisj.on
of infrastructure. But, nowadays this tendency is losing its strength since
infrnstructural chanEo by itself is only part of the problem.

Population and lab~.! pooo problems for the small farmers. lJisguised
unemploymont, the seasonal nature of af!.ricultura1 activ1.tie6, and tho population
pressures are contributine to rural-to~u:rbanmirration, a serious prcblem for
Turkoy. Small farmers who "loro nt least ablo to provide for their own sub
sistrmco become urban liabilities to the governmunt.
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Somi-feudal land tenure is another problem. Uncertainty involved
in sharo-cro~JintJ lack of lefisl~tion to fovorn leases, and e~)loitati0n
of tenants all belon[ to this catogory. Land reform always remains peneling
in tho Parlimcnt. Promises alonL this lino constitute the bait in election
c3Inpai t.ns •

9<:l.J:}st,ral surveys are in~equatc. Most small farmers have no needs
for their property which makes them ineligible for institutional credit
because of a lack of tanfiblo collateral. Judiciary procedures govorn1n[
land ownorship ri[hts are in complete chaos. Obtaining deeds is cost~y and
takes considerable time. Especially excGssive land frarmentation becomes a
great impediment in this context.

Markotil'& of agricultural products is utterly against the interest
of the amaii farmers. Marketinl agents hinder coop~rative development.
Often, the Qxistine coop&ratives becGm~ n0n-functiv~al because both small
and lar£o farmers are includod as mcmbors.

Social secur~.t., is cne ()f the bottle-necks inhibitin[ the develop
ment of the small fa~rs. Evidence SUfCests that cften non-institutional
scurces prOVide the missinr element of ~()cial sec\.i.ri ty. .t~bolition ef the
unor[anized Il'oncy markL;t tdll l~O little rood unless an effective credit
system replaces it torether with all the invisible services tnat existed
before.

Credit is onG of the :ilnporto.nt limitin[ fact(:rs. Instituticnal
sourcos are inadequate. The recent policy of providin[ credit in kir:·d has
worsened the problem. R8sale of craCit in kind is commcn and it beests the
inturGst rntes to the small farmers since ros~e prices usu~lly fall below
50 percent of ~he actual value. Int~r~st rates charced by nen-institutionnl
sources usually arc unjustified. Credit incebtedness has caused 20 percent
of tho small farmers to lose their land during tho past 20 yuars~9

2. Role of Credit in Moetin[ These Pr('b1ems

Pr.:;sontly, '(;:0 M::'nistry of Rurn1 Jufairs has some credit schemes tc
develop the rural arens throufh c(lo)crat.Lves which Eive both [rants and
lon[-torm loans. Th3 Bank has a number of profrnms roachin£ the small
farmers. Novorthe1ess, planned credit pro£rams have, so far, mnde little
contributtlJTl to tho solution to tho prcblems discussed in the preceding
section. Some of these problems cannct bo associated with the provisiGn of
adequate crecit. i1ppnrently, affectinL tho land tenure system, bUilc1inr: of
infrastructure and the problem of social security seem to lay outside the
realm of credit.

The second Five: year Devcl'Jpment Plan has provisicms tCI prevent the
utilization of bankinr system credit in feedinE the unol'(anized creoit market.
H~wever, no policy ~easure is menticned to fill tl~ crec~t Eap that will result.

19. Kiray, Mubeccel Belik, "J.ppronchcs of the Dovelopment Plans to Rural
Problems", in METU. Studies in Dovelopm8nt, Fall 1910.
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Some fnct(l-S that imped8c a constructive af:ricultural credit prop-ram
and thus the soluti0n of the sm.3.11 farmt;rs' problems throw h cre(1i t can be
listed as fol}('l.,rs:

-Thrj small si:w of laJ1(~ hGldinfs. A larre percent of farmers
h :-"..:1 It:':m than eccncrr.ic size un:i.ts.
-L~nd fraf~entati(n. Farms havo boen divided throu[h inhoritence
into small and non-contiguous hcldin[s. Host farms nre made up
cf throe to t'm parcels.

-Cncbstrul survey <md title rec,·rds have not been completed in
many areas. Since lane is the pri.marv sGcurity for loans, this
has prevented mnny farmers from securin[ needed credit.

-Laws (~ealin[ with chattel property de not (ive creed t institutions
ncequate protection to use this property as a source of security.

-Lending is based on political pressures.
-In.:l.bility of [l vermllent a(encie~ to carry out effective, wf::ll
cocrdinated africultural pro(;rams.

-Farmers usually do not understand the value of creditor tile
reslJonsibili+J:"Of; of a crooi t contract.

a. Tr.tt:fbrine: Small Farmer Development

Tinnormeir ar£ues "It is really just a questicn of esta"Jlishine
priorities. If a progrnm attempts to Hork with the very small farmers it
rives up the opportunity of si(nificantly influencine total arr.'icultural
production. It is nC/t su[[ested that the ono to two hectare farmer be
oV0rlcokod. Rather, the focus of the supervised credit should be on the
farmers Hith, say, 2 to 10 hecttlres who can serve tlS a demcnstratic:n to the
smaller farme:rs. Tho smaller fe-rmers could easily be included in all (roup
extonsicn meetints and activities. Group loans could also b~ extended to
t.hese very small farmers but the :ldministrative and supervisory centrols
shGuld to rc(l.UCC(~ to [>.:1 abr·.. luto minimum. These same mar[inal fanners could
be inclue~od ~.n Y",(,d L:..' Pe.3.('(; pro[rams a.nd ot.her humanitarian projucts. But
th8 5uperv:i.scd crt.::,:lit prc[r<:irl sh,)u~.. d not be t]~ct.oc.! to solve tho plifht of
this ero'..:p r: f fan:lors, sine": tho sl:Jluticn to their problems is related to a
he st ·f vari '~,<)les: thr~ lo:.lst. impcrtcmt ~-.f which is credit". 20

WIn';;' l'inn(:T.n:d8r hns obsG~!Cd in Peru (:x~rafraph abcJve) is rolevant
tr..: Tu:::,key. Dufint wly, tho solutiGn to small farIOOr's problems an(1 pushing
those small farmers to an improved level of techn\)loty cannot be associated
with em extraordinary infusion Cif institutirmal creeli t especially if the va,st
arrey cf uther problems is consic:ered that presently are peculiar to almost
all of tho small fnnners in Turkoy (s(:o next Section IIIoD.3.b. and the
secti.:).n on Hajcr Pr(/blems of Small :F'r.rmers, III .D.l.).

45
20. Tllr.nonn£ir, Ronald L., Supervisqd Crenit and the Small Farmer from Seminar

on Small Farmer Development Strateries, ~o State University, 1971.
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J'1ollcr l s a·~(·u!ncnt on the iS8ue 'Jf small fanner's tochnol0f:ical
development also relates tc thc ccncitions in Turkey. He states that
"first cmlhn.{~~.~ in :TIvceriliL,aticn f.ihould be on [ettine a hifh return from
8carC~J inputs and on further t.nf.Jtin[. under fum concitions throuEh
omphasis Ct·. +,:1"; :l.l)(!i'..ul1~size t· ).L1.rtt- farms, with less emphasis on crocit.
;48 1nnav.. ':'- .. ,.j':H'J-:dJ mor...l wic' .. ly, it m<-'.y then be more appropriato to
int!\x'uc~'\ superl,isLll~ crvcli t profr.:un emphasizi.nr the problems of smnller
farmers" .1

b. Sustainin[ Small Farmer DovelQI?ment

Tho eXistine: small farmer cr(;clit proframs in Turkey provioo fenerally
shcrt-run assistance to these small farmers. As such, a sustained develop
ment policy is beinE pursuec with little emphasis on a larfe-scale, lonf-run
develo~ment scheme.

Government assis'~ancc pro£rmns shculc': be handle(~ in a way so that
recipient farmers wE:1 00 oncGurarod to assume the respcnsibility of
cporatin[ uncleI' tho ~)~.:... 'rhe relovc~nce of such a prop,1ration perL)d fer
the SCP i s appal'bn·~. Thes(: assi stanco prof,rams should also bo [eared to
c.issominate a[M.cui;"'.lrl.:'.. t,-,~hnlh';.y, nne of the prerequisitos upon which
sUJorvisod credit can b~ effectively surm)untec.

The SCP runs the risk cf beinE ene nf the abc've mentioned shcrl-run
assistance prO[r':lms if its omphasi3 muves cll.scr to smu.ll and marf.inal
farmers who ere, fenerally speakilli:', dcv0icl of thu ci.. ncept of modern D.f:ri
culturcl. tochniquos. itlso, at this pdnt it shculd be neted that tho
rnec.:ium to larec fnnners of Turkey do not ccrrespond to the conventional
definitions of thos8 class8s by tho lJostorn countries where supervised
credit is exclusively crerlit for the s:nall farmers (Le., £\ medium sized
famer in Turkey would correspond to small farmers in vJestorn countril3s).

In vi8W r:f the many facets 0f Tur!wy's traditional a[;riculture
(such as lack of fo.nnr· ...'s' c.llcaticn, Leli.ef In fatalism, and a gen8ral
L~istru5t tow'.:,d (l'lvGl~··· j li~·.tlc C~'.r.. cc; (~On8 t':j tho 58:> alone to altCir the
cendition '3 of f~rmcrs i:'l th"; 10\oT.·:i.lcome ccctor.

Flna.::.-: y, ~. t ::r. 'Ghc. '-'l).inion of the- aut:l0rs that the followin(
quotaticn flO,i. (:iSIX,,7., :.l.ppli r;3 to the Turk~.sh situation. He says that "if
supervisod c('~:Jit j.':'I'l :L~ams ,H'C not ccupled w-lth a fcnerC\l p:cotram of economic
cevelopmbnt, i.e., pubJ.ic weI'ks" education" and technical t.\ssistance" super
vised credit proerams will not provide the base for a take~off out of
traditionnl agriculture. Tho result will be that far'ITlC"'s will remain
dependent upon a continuous supervisod crec~it program '..nd the supervised
credit pro£rnm wil take on a welfare-type agency extstencc,,?2

21. Mellor, John W., ~. Ecr_ncmics of llfrjyu.ltural.~velopmen=t,Cornell
University Pr€ss, 196rr.

22. Nisbet, Charles 'T'., "Supervisod Crelat Profirams for Small Farmers in
Chile II" in ~r-American Ecunomic llf~airs" Vol. 21, No.2" pp. 54.
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4. Conditions for Success or Failure..
The SCP has been unfavorably affected by the farmer's view of the Bank.

As has already been mentioned, the Bank's dilemma is to extend credit to as
many farmers as possible and to build a reputation of beLig strict in enforcing
repayment. Past, experiences have tau!, ht the farmers that many loans have gone
uncollected for political reasons. Also, since the Bank operates uncer
political pressure, it cannot free itself from financing potential delinquents.
Thus, in many instances, it becomes possible to project far in advance the
delinquency rates W1th reasonable accuracy.

ThiS, along with other anachronistic structural and organtc deficiencies
has given rise to an unfavorable Eank image. It is no longer possible to
eVafuate the success of branch managers on their ability to collect loans.
'\~ith few exceptions, all branches have an extraordinarily hiE.h number of
d8linquent borrowers. lQI these, obviously, are detrimental to sound operation
of a credit institution.

'l'he SCP operaJ":'J,lf under the Be"lnk undoubtedly has suffered from this
:trr.age of tho Bank. 1 ~., -':)f,I re, the possibility of having the SCP operate as
an autonomous agen-:y :~":"~:Ld be considered. Furthennor" , Turkey, like most
other developing C:"\I •."l,t,,':;')~i;. is faced with a scarcity of trained personnel for
administering a sr~pej,"1.-iseJ type credit program. J. more efficient utilization
of monetary resources, also extremely scarce for such prorrams, and human
resources could be echieved if all supervisod credit activities were integrated
under one organizatior.. There would seem to be some obvious internal economics
of scale present in a ~ingJ.~ oI'£anization, c.g., one bookkeeping and clerical
systAm. 23

The present circumstances under 'ihich the Bank carriea. out its functions
are not conductive to the fOj,~ation of a full-fledged SCP within it. AS it
appears a ne\-l organization havin( the followin[ characteristics would be highly
beneficial:

-Proe-rassivo
-Service-oriented (c~cdit, ~x0cnsion, and marketing)
-Strict in collection
-Up-to-date in procedures
-Less ri(id rs~imentation among different administ~ative and
tee lmica:J. s·V.:'f positions.

HOt-1ever, the obvious advantages of operatinE under an .:l.lready
established and Wide-spread (thoufh inefficiont)orfanization cannot be over
looked. Thus the question becomes a major policy iSSU8 to assess the economic
and social feasibility of an autonomous Supervised Credit Agency.

5 How Cou.ld The Program be I!T!provo,<!

It is the authors' conviction that to separate borrower seloction
and supervision from loan collection is not advisable since the time and
effort required for sufficient coordinati.on under these circumstances is
overwhelming. Thel"\'Jfor{~ the BMk ~hould increase the number of its qualified
supervisory personnel while still trying to secure the coordination 0!other4~

technical arr.t'.cics to fill up possible deficiencies. . '
--_... ......._---_._----
2). Ibid.



'.

40

Probably the Bank has adequate technical personneL But, a majority
arc reluctant to work in the field. The only way of providine incentj.ves to
mobilize these personnel is by boostine their salaries. This is difficult
to do, but there exists no r~asonable alternative.

Before assuming the heavY responsibility of being field supervisors
all toclmical personnel should be retrained in such areas as farm business
manacement, accounting, arricultural economics, technical aEricult~re, and
public relations.

The promotive cadres should be such that no technical supervisor
will be promoted to a position where his field experiences become irrelevant.

l~so, specialization should be encouraged among the supervisors
since ncquirine all tile pertinent knowledfe in their special fields of
interest would enable them to serve with more efficiency and dedication.

Supervisors /. ~·Jt:."t engineers) shculd be entirely free of
bureaucratic procedt".·· .. ;".1 paper work in order to ['ct, more done in the
field. The CUrr0I:~' ! •. ~. ',' se of involving credit eneineers in filing his
cli€;nts' dossiers <, ,'"j ~)8 abandoned with adequate provisions of cl€:rical
staff to carry ou ',I:.' 'lCn-technical chores.

Every credit engineer (supervisor) should drLTe out in his own
assitned vehicle (w~thout a driver) to visit farrns and farmors. For the
purchase ef veh5.c.les, Im'·(:~ '~J. arran[E:imc:nts must be provided other than the
eXistin[ curnb(;rS~~1e mo',LJ..-..i.G;n which causes contrived scarcities. Possibly
some funds may bo allocatocl from the proEram's budfGt to bu.y all the need~d

vehicles without 3EJek:~!1t. 'li)j).,:,oval of any other £overnmcmt a£ency. This
policy, in fact._ should h:l.J' , bean made an inte:gral part of the pro[ram at
the very outflut. 1.<.1I,iittedl~f, a f1'::;o lance policy in this reeard would
confront l,c:t;:ll b.:~rri(;r8. However, that a problem of such mundane charactE::ristics
should c'J.rtcdl ·iJ~ 'J runninf of the 2·CP is still unjustifiable.

Lo~~r..';'j,)prov;),). techrl ~;fl'.;'3 S~10lJ.>..l. bu ~l;(;(mtralized coupled with
incentive proErc::.mR which could be in tho form of bonuses based on number
of farmers reached, amount of monel{ collected, or oth.er measures of good
performance.

I. public relai.i.-z~s cmnpairn should be launched to arouse mmreness
of tho SCPo This may be ~~other way ~f encoura£ing more demand deposits.
Here, a nec8ssary precondition must be fulfilled, that is the Bank should
establish a reputation of beine str:i.ct in collections in order not to fal]
into competitive disadvantaro l-lith the connnercial banks. r:iass media could
be used to arouse this awareness on a l~rlcr scale.

. i.n intimate association between the credit and marketine activities
should be provided. The beneficiaries should be tmccurared or may be enforced
to be members in t~e locn.J. markctinf cooperatives. If no such local marketin£
cooperatives cxis'c" th8 r.;~.lk should provide the necessary basis for their
establishment. Successful market " activities should be considered among
other criteria eurrer.tly used in 2.1uatin(; tho borrowers and their needs.
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In ardor to roach small farmors, joint farm plans should be made
for ndjoininr small f~rme. This will develop a sound basis for advisin£,
ErOUi)S of fanners in order to reduce the costs of dealing with individuals.
Lean security will be strenfthonod in such cnses, if joint farm plans .'
involve joint liability for loans.

Raisin£, the rate of interest for hieh-risk small farmer borrowers
is econc,rdcally sound, but it may give rise to discontent among the small
farmer~. Therefore, it may be more rt::asonable to charee hifher interest
rates for all borrcwers with the expectati~n that low-risk borrowers will
substdize those that are hif-h-risk. This is an c,ffective WC1y of providing
for a self-supportin(; profram. Raisin[ interest rates is important in
view of tho Government's no(lifenCo in makinr the prescribed subsidies to
the Bank (see Intl.:.:rest Rates, Section II.E.2.). ~Jhen the current rnte of
inf'latic.n is considered, nerlicible or nG revenue is left over for the SCP.

Finally, it is necessary th~t the Policy Committee at tho
national level play ~ n,.o:-c dynamic role in (,uidin£ tho prof-ram. .IllTlone
its members should b -'.'r-•. proercssivu farmers and specialists in
<l£ricultural OC0110i1l:;'.-.,. ~""uch a measure could make the actions of the
Committee more reJ ·_i·_· ... ·, i/) the real situation vlhich fanners are racine.
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IV. ROLE OF TECHNIC1J., A33ISTflNCE

A. lJD Inputs

This scction draws on informc.tion supplied by JUD!W, History of AID
Programs: Jlgri,£u1tural Credit in Turk2,l (Draft). With some few deletions the
following quotation is verbatim.

"Joint studies by the Government of Turkey and A.LD. 1;1 1960
indicated that agricultural production would have to double by 1980 to
maintain the 1960 standard of livinf. and that, in order to do this,
agricultural credit liould have to be made more readily available. It was
found that progress in use of agricultural technolo£y ,..ms being inhibited
because of lack of capital resources.

lI'rhE: Turkish Governmont and A.LD. se'v up a project on .i.griculture
Credi t and Narketinr _- ~::) in late 1960. 1m aericultural credit advisor
(Darrel ~. Dunn) was Jsifned to the project for the year beeinnine June
1961, with a marketi._ [~r:J processing advisor (Guorge To IvlcCloskey) added
later th[~t yoar.

"In 1962 the project was split to form an h£ricultural IV"arketing
P::rojoct (.-343) and a projr:ct· on .Africultural Credit (-342). The objectives
of the latter pr0,iect ~ve:(;_) to assist Turkish Government agencies, especia1~y

the llfricultural Eank:

a. dcvel()~~ a crecH ."y:-;-[,cm responsive to farmers' needs;
b. impr()"T;; tl~n atinti.r~j_st:r:-{t50n of the Bank;
c. dev(ilop frln-':,')r (,"pit:<J. :i.Y;:~ourcos for the Bank;
d. imp~oV8 in-h0use trail".:!l[ pro[:;ramsj and
e. imprl.."·;>] th r ; Opt;l:lL":on (;f the credit cooperntives.

"Threo :resident a£ricultural credit advisors were commissioned to
assist in the new ~roject (Darrel J~. Dunn, June 1962 to October 1965, Ward
vi. Taylor, June 1963 to June 1966, and Glenn W. Studarus, Au£ust 1964 to
Juno 1966, .following a three month short-term assienment in 1963).

"By 1963 it was decided that the lonE-ranEe objectives could be
best achieved by establishing a new credit system in a pilot area as a model
for the Bank to follow. hccordin£ly a review was made of oneoine A.l.D.
financed loans to the Bank and a SCP for Denizli Province was initiated with
the establisluncnt of a special TL 50 million ($ 1.79 million) loan fund in
the Bank; half of this f\md was prov:i.ded from the l'rriculture Bank I s own
resources and the balance was in the form of a PL 480 loan from A.I.D.

"Throufh this project the Government of Turkey came to know and accept
principles of supervised credit proErams. The Mission considers that throuf;h
partic1pation in this p:;:,nject the J'friculturo Bank and the pertinent Ministries
~ained a better underst.i:indin[' of the a£ricultural credit situation and the
farm cradit needs of '£llrkey. The ~1ission reports that the lI.[riculture Bank has

50 adopted a poli.cy of ch,:m.ge to keep pace with the needs of Turkish fanners.
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"The Bank continued to make institutional changes and to extend the
supervised crec1j.t profram after A.I.D. terminated the project in 1966. By
that time the program had been extended to fou1' additional provinces outside
Denizli Province."

B. OTHER DONOR lNPUT~

The international organizatioreinvolved in financial and technical
assistanc8 pro£~ams in Turkey are mainly the U.N. organizations (such as
UNDP and FAO), lBRD.! and now the Rockefeller Foundation. IBRD loans to
Turkey have reached a total of $ 70 million. lERD projects on development
of fresh fruit and vegetable production and marketing and the forest
industries are under examination. The UNDP contributions, for v~rious

projects in agricult\~, education, communications, business and indust~,

totaled closed to $ 20 r~llion in 1968. Total World Food Program assistance
over a number of years, primarily for economic and socia.l development proj acts,
reached $ 14.5 million by the end of 1967. The European Economic Community
has provided credit for $ 175 million over the last 5-year period.

Smaller tacm.:'dl assistance programs are being supported by OEeD,
CENTO, NATO, and the >?,i(l~al Corporation for Development, (RCD, a cooperative
program between Iran, Pa.~iRtan, and Turkey).

Unilateral technical assistance is also provided by the U.S.A.
(in addition to ht:ge gra..'1~G "..nd loans), Britain, France, West Germany, and
recently USSR. m:AlD <:b 2.(:Jition to its support. directly to the Bank) is
supporting progrorr.s cor.cel'lli=;(J with the introduction of new wheat production
technolo~, public administr.':'.i:,ion, economic planning and research (in the
l1inistry of Agric"Jltun'), '::ht; r.~fanization of fruit and. ve2fltab1e exports,
and the improvern(.l~t-:>-::L w::...tc,;, iT',1.;":.lzement at the farm level.

c. EFFECTS

As is known, the 8CP of the Bank was initia.l1y pat,terned after the
F'armers Home .il.dministration of the U.S .A. It was a misfit to Turkey's
conditions due to a variety of ~~fferent domestic conditions which Dunn and
studarus identified as follows:

24. .ilf,ricultul·a1 Development in Turkey" Ford Foundation, Beirut: Lebanon,
1971.

25. Darrel A. Dunn (1965) and G.W. Studarus (1968) ware credit advisors
at the USJUD, i~nkara.

51



')

h4

L iumost all of the institutional credit is supplied to famers
in Turkey by the Agricultural Bank while it is su:;Jplied by, many sources in
the Uni tec.l States. The FHA provides only 5 percent of the institutional
agricultural credit in the U. S oA.

2. The Agl"icultural Ban.l{ h as only a few agriculturist,s as employees
who arc not in policy making positions.

J. ..:·ericulture gra.duates of universities, geu&rally, come from
urban centers and do no t have Dractical af!'icultural background.

40 There j.s little cooperation or coordination of proErams of the
Bank and th8 D.fI,€incie s of the lJIinistry of llgricultUr€i 0

5. In most of the cases, the Bank is security-oriented rather than
loan productivity-oriunted.

6. it 1ar('e perc(.;=~:1 of the borrov1'"'rs are illiterate.

7• Trnnsport!'·: . ': available to Bank personnel fo r the purpo~ of
contacting farmers i~ (,'.-i :Lcient ..

Thus, there wnG :~ ,~finite need to tailor the orieinal plan to make
it a.pplicable:: in Turkey. It. took some time to learn that tho FHA p,'1 ttern
was too sophisticated and ~n'Jt.ly for Turkey. Since then, the most sitnificant
actions in -I;.lle profram 1:.:1."., ",")on j~1 the arob. of chaneinE it in parts from a
copy of an tliien struCt.1:.~:; t" one 'that better f~ts conditions in Turkey.
Forms, record bo(;k'3, ar.c: ;';01','.' )rocedures have been [r'3atly simplified.
Instead of tryin[ t.o r~':)r~:3r!,~.;J'-) the whole farmiag operation f'Jr optimum
~ffici(mcy (which r.,any f-~:.~r:;::,: could not accomplish in a short term) loans
are .now advanced tu C,)tlC(::-.L', ::'0 ':. ~ one or a few changos which the farmer can
handle with supervi;]~on.

The progress of the SCP can be attributed to the technical assistance
which was the missin[link in the creclit activities of the Aericultu:ral Banko
Since the technical supervisor,v extension services of the Ministry of Lgri
culture are utterly insufficient, it was a rati.onal policy on the Bank's part
to hiro tochnical staff of its own. Howuve./,·, the Bank's success in this
respect cannot be appraised as excellent since there had been n~£ligible

previous injections of technical assista.nce to the farmers served. Thus,
little dosaEes of this cat.ilytic injection havo had some discernible effects.
It still remains to be seen whether the succeoding packa(es of technical
assistance will adequately meet the rising need for such services since the
ignition spark (which camo at a hi{.'h cost) has already been provided to
start the process.

D. REC0l'1NENDATIOHS
Reproduced from
hest available ~.

Whether operating a farm or a bank, a cost-benefit analysis should
be behind every decision. Based on this, a precedent of sound loans (at
the micro level) aI1d viable bankin[ (at the macro level) would emerce.
The authors recommend thnt any domestic or international suP.:'Jort being
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considered in the future for the SCP should be based on complete and
accurate cost-bonefit analyses at both the micro and macro levels.
Sp(Jcifically~ futuro support for the SCP should be given with the follm-dne;
conditions:

1. The program should roach low (but not necessarily the lowest--·
see discussi~n in Section III.D.3.a.) incorn~ farmers and should include these
complementary factors needed (such as technical assistance, marketing
servicos, etc.) to gu~ranteo loan productivity.

2. ]my outside aeencv should exert its influence to increase the
effectiveness of complementary agencies im

a. l1eetin2 t he host of needs of the lowest (below the level
which can be effectively served by a SCP) income farmerA.

b. Coordinating their pro£rarns with the needs of the SCPo

3. Banking' .... , j;l to improve efficiency of operations should be
implemented to move 'r,h& ·Y::l' toward a more viable position.

4. Loans shaull ;;e riven in the W'J.y that the likelihood of repa.yment
will increase thereby rf duc:L~e the currently high rate of delinquency.

5. On-the-job ·j··.·..i.i,:.!:g p!'Qframs should be eoing on continuously for
tho SOP supervisors an.l L-3ch.l 1.cianl:3 who link the farmers to the Bank.
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TABLE II. A.l.i.- GROWTH OF THE SUPERVISED CR~DIT PROGRAM IN TERMS
OF Nill1BER OF PROVInCES AND NUl'1BER OF BORROltJERS.

Year New Provinces Nelv Borrowrs

1964 2 92
1965 3 233
1966 0 1044
1967 5 290.3
1968 5 3708
1969 5 4123
1970 8 3235
1971 0 371~
1972 12 246

--
Total 40 21517 .-
1 11S of Ju'Y 31, 1972

Source: Turkish Republican il.griculturd Bank, Monthly Reports.
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TABLE II. A. 1. ii.- GROWTH OF T!-m TOPR/iKSU (SOIL AND vlATER
CONSEFYATION) LOANS.

Year

1960
1964
1965
1966
1967
IS\.:,'
1)\.~~1

1'·70
1':'71
19721)

Total

New borrowers

2,287
594

1~058
1,105
1,316
1,719
~790
1,7~3

rpi>

12474

Loans outstanding
(riilliorlL of Go11ars)

2.445
2.992
.3.788
4.879
6.0'~8

7.S6L
9.C~/

8.435
f .L~~:.'

8.495

1) hS of July 31, 1972.

Source: Turkish Republican Agricultural B~nk, Monthly Reports.

TABLE II. A. 2. i.- DISTRIBUTION OF AGRICULTURtili INSTITUTIONAL LOANS
BY SOURCE. (As of Dec. 1970). -

Name of .~stitutional

wurce of '.,gricultural
eredit (refer also to
Chart II. L. 2.)

Sugar Monopoly, Field Crops
Office and Directorate of
Government Monopolies

Commercia1~,anks

Regional" anks

Private agricultural cooperatives

Sub-Total

Agricultural Bank

Grand Total

l.rnount of :Joans outstanding
as of December 31, 1967
(r1illions of dollars)

16.40

1.39

0.42

0.11

18.07

414.28 (95.82 percent)

432.35
59

Source: J~ruoba, Celik, "Turkiyede TJ.lim Kredilari ve Tarlmsa1 Yatirim
Iliskileri" in 1I..U. Siyasa1 Bilgiler Fakultesi Dargisi, "olume:
XXIV; Sept. 1969, No.3.
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CHART II. A. 2 --- FLOW OF AGRICULTURAL CREDIT IN TURKEY
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TABLE II.A.5.- q'l'HER j,JROGRl.J1 ACTIVITIES OF' TI-~ AGIUCULTURAL DAI1llC

Loans
'rotal outstanding
(as of Dec. 51, 1970)
(Millions of dollars)

l.
2.
3.
4.
5.
6.,.,
( .
8.

9.
10.
11.

12.

15.
14.

15.

16.
17.

Annual proc~uction loans
Marketing 10Rns
A[ricultural m~ply loans
!.)roc'.uctivity and land i;1provement, 10MS
Land ownership and establishment loans
.A,~ricu1tural industry leans
Loa.:·~s from ;l.ID funds
Loans for the purdlase of equ..i.pment and dl'a.lt,
ar.ti.malG to needy farmers to make virgin lands
arable and cultivable
Land oHnership loans to needy small farmers
Loans to rural aericultural Clevelopm.ent COOi)eratives
Agricultu.ral and industrial develop~ .-:c, m:1d
export promotion loans
Loans for 8Jq)ort oriented at':ricultul'al
incl.\.c3tries (from a special fUnd a.t 'C,h8
Central Barlle)
Housing loans to farmers
Loans to 1.fSricultul'al Sales Cooperatives
ane'. ·their Unions
Loans to AGricu1t.ural Sales Coopero:lii'{8S
for frice Suppor~ Purchases
Loans to agricultural supply agencies
Seed loans to needy srn.~ll far~ers

'l'otal

198.000
3.515

56.656
1.722

2.1.147
1. 719
3.819

0.21?~:

1. 616~r
0.062~r

9.470

3.317
0.065~:-

15.953

208. 696~(
34.195-::
1L~ .193~:-

547.178

~:- Asterisk ind.cates pro1,?;rams reaching small far'l ..0rs.

Source: i"Joyraz, Yalcin, Agricultural_!:9,§l-p.s in 1970, 'rurkisk Republican
AO'ic:ultural Dank, Ankarae

62



TABLE II. 1~. 4.- COMPOSITI( N OF DEPOSITS IN THE AGRICULTURhL BAIIIK

55

Years 'rotal
Percent of Total

(- ;llion~ of "~l'h,.n~) Official Commercial Bank Saving
__ .. :.. '-to\"'_ • •• ..1 --

1967 h77e3 24.5 12.d 3.0 59.7
1968 564.7 22.5 15.8 2.9 58.8
1969 624.0 23.2 15.6 2.0 59.2
1970 728.5 25.5 11.8 2.3 60.4

Source: Agricul tura1 Eank

TJU3LE II. A 5. L- VALUE OF l~GRICULTURAL PRO:CUCTION, 1965-1968A~ •

(HI BILLIONS .oF LbLL.t;.RS, IN 1961 PRICES)

Year Total wheat Other Industrial Livestock Other Totalcereals cereo1s cereals & crop'}l products cr'ops

1965 614 393 214 336 537 378 2471
1966 686 443 243 379 543 4'" 2707...L.I-

1967 70'/ 464 243 1.143 536 1-!07 2800
1968 661.1 443 223 !107 557 514 2814

-
1. Field crops other than cere~ls and pulses.

Source: State Inrtitute of St~tistics.
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ThBLE II. A. 5. ii.- YIELD OF SELECTED CROPS
1TQNS PER HECTfJ1E)

1961 1968 1969

Wheat 1.15 1.15 1.23
Barley 1.39 1••30 1.41
11aize 1.56 1.53 1.52

Sugar beets 33.48 31.21 32.10
Tobacco .64 .60 .34
Cotton (lint) 055 .61 .63

Dry beans 1.31 1.26 1.26
Chick peas 1.14 1.13 1,24

Sesame seed .67 .62 .61
Sunfiowe?:' seed L07 .96 1.09
Cotton seed .08 .98 1.00

Source: Summary of Agricultural Statistics) State Institute of
Statistics, Turkey.

56

1966 1967 1968
!'iillions of dollars

Cotton 126.1 128.5 136.1
Tobacco 101.6 118.0 94.8
Hazelnuts 54.8 82.1 76.0
Figs, sultanas 28.7 29.9 29.8
Raisins 22.1 22.7 22.8
Cereals 205 1.6 101
Dried legumes 6.2 4.1 4.8
Citrus fruits 5.L~ 6.6 8.6
Sugar 0.1 0.6 0.1
Tea 0.1 1.9 2.0
Cereal by-products 1.1 1.8 0.5
Cott.onseed cake & meat 13.2 14.8 1306
Sunflower seed cake &meat 6.1 8.3 6.0
Oli~) oil 2.2 6.8 0.8
Other 23.6 23.3 15.3
Wool ,:md mohair 8.4 8.5 8.7
Cattlc.\ (live) 4.7 3.2 1.9

64 Sheep, lamb & goats (live) 5.2 5.8 8.1
Hides and skins 7.1 5.4 5.6
Other 23.6 23.3 15.3

° Tota·l mr:o 474~ 437.7

Source: OEeD Economic Surveys, AUgust 1969 and F.A.O. Trade Yearbook.
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TABLE II.B .1.a. - CHANGES IN PATTERNS OF Llu~D USE IN TURKEY
s. -=:em

MRnnor of use In thousand hectares

Area sown
Fallow
Pastures and meadows
Vinyal~s and orchards
Forests
Unproduct~le land

Total

1950

9,868
4,6· :~

37,806
1,466

10,418
13,466
77.698

1969

15,30$
7,959

28.658
2,060

10,584
13,132
77.'OW

Source: Kayran~ D. "The Plan and the Agricultural Sector" in ~!annin~

In Turkey, METU, Faculty of i~d'Tlinistrative Sciences, Pu"6IICation
No.9, June 1967.

TABLE II. B. 2. b.- DISTRIBUTION OF LOANS GIVEN BY THE SUPERVISED
CREDI'r PROGIWI FOR .Qg'FEREI-TT TERMS IN 1968 'Mm 19z9.

----------------_.__._-----------
Tem As of August 31, 1968 As of March 31, 1.972

* Percent
~:.

Percent.I\mount .Amount

Short-term 2.64 21 8.5 23
Medium-term 7.85 64 19•.3 53
Long-tenn 1.85 15 8.8 24

Total 12.35 100 36.6 100

* Millions of dollars

Source: Turkish Republican Agricultural Banko

':.' _:,_.~;..._~ .. "._ ." .,' _ ." ,-~- v'· .'.'.' .".-.-_." ".--
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CHART II. C.l.ii. - ORGANIUTION OF THE SUPERVISED
CREDIT PRlXH1AN-

~---~...-,

THE POLICY I
CONMITTEE I

AGaICULTURAL BANK 1
HE/J)QUiJn'ERS

I
DiVISION OF SUPERVISED I
AGRICULTURl.L DEVELOPMENT\--1----1 PROJECT BUREAU

CREDIT ( 'fEClINICAL)!... I '-- ~ _

REGULAR SUPER
VISED CREDIT

DEP1.R'l'!-iENT

TOPRAKSU
CREDIT

DEPARTMENT r·'CLERICAL
DEPJlRTMENT f

·OLLECTION &
CmITROL

. DEPARTMENT

MINISTRY LF AGRI
CULTlTIiE·EXTENSION

L-__Q-.F'F;.;'I;;;.:C.Eo--.__--.I.

66

1 P_RO_VI_N_C~-':L-BMN-"-C-H4~~-J=:
I I I~TE-'c-m-n....en-i·-L-lJ-'\m-.~---:
. I '" T'\'4'T.~"'P"'mn fo.. mT'f~t:'I I I ~!'~TAFFi...4~.~
I I

.I 1-- II I

ICOUNTY BRANCH-lH~ I---I LOCAL EXTENSIONI
\-, I OFFICE

--r-I- ....' I ,

TECHNIChL AND
.ADMINISTRATIVE

STAFF

I
I SELEC'rION
I COMMI'l"lBE

SELECTION
COl1MITTEE

BENEFICIARIES
(ABOUT 20,000

FAMILIES

Formal relations
--------..------- Inf'ormaJ.. relations

* All provincial branches are first class branches.
** Some county branches are first and some are second class branches.
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TABLE II. D.4. TOTAL AStETS AND LIABILITIES OF THE FIRST 14*000 SUPERVISED CREDIT
BmEFrcI1.RmS AT"1'lIETllilf bl&APPLICll.TION FO- LOANS •.~_.---

Assets (U.~. ~ollars) Liabilities (U.S. Dollars)

Kind Value % Kind Value %

Total Land To Agricultural Bank
Cultivated $ 63,657,185 65 Cooperl:l+.1.ves $ 2,291>011 15

Buildings 13,603,285 14 Others 72S,500 25
Animals 6,244,357 6
Agricultural Tuols
and Machinery 5,234,142 5

Other Property 2,370,500

Total $ 98,119,071 100 $ 3,018,571 100

Source: Agricultural Bank Reports.
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TABLE ILE .l.ii. SIZE Dlc:TRIBUTIOi-J OF HOLDIUGS IN TURKEY
-_ •••------ 406-......__ ......... ••__._

Size Class
(llGctar~~)

p..;rccnt, of hcL~:L. ~s

o
.1.1
2.6
5.7
7.6

10.1
il.bove

.. 1.0

.. 2.5

.. 5.0

.. 7.5

.. 10.0

.. 20.0
20.0

30.5
25.9
21.4
8.7
5.1
6.0

100.0

4.3
11.0
18.9
12.7
10.8
20.1

100.0

Total no. of holdings
Total Q.rea (rnctares)

2,857,511
12,107,888

Source: Data collected from various sourcGs, 1962-70

DELINQl.J'El'JCY I1Il 'l'HE REP.I ..YME1'!T OF lDA:·IS IN 'l'I-IE SUPERVISED
CREDIT PROGRJ~H -_.---

Amount of loans Amount of loans Number of
overdue as a not collected as delinquent. borJ:'owers
percen"(j of the a percent of the as a percent of '~he

amount outstanding amount of loans total munber of
Year (as of Dec. 31) that should have borrowers

bee n collected (as of Dec. 31)
(during the
calendar year)

(P€rcent) (Percent) (Percent)

1966 1';

1967 2 11 2
1968 13 38 10
1969 27 51 20 69
1970 29 47 24
1971 ... 2{~ 20

Source: Agricultural Bank



,1 o TA
BL

E
IL

G
.1

.i
._

EF
FE

C
T

O
F

IN
FL

A
TI

O
N

ON
TH

E
SU

PE
R

V
IS

ED
C

R
ED

IT
PR

O
G

Ri
Jv

!

Y
e

a
r

P
ri

c
e

in
d

ic
e
sl

19
63

=
1

0
0

L
oa

ns

C
u

rr
en

t
p

ri
c
e
s

o
u

ts
tJ

.n
d

in
g

an
d

o
v

er
d

u
e2

(N
il

li
"
n

s
o

f
d

o
ll

a
rs

)
D

ef
la

te
d

(i
n

19
G

3
p

ri
c
e
s)

3
H

ew
lo

a.
ls

(
~
i
l
l
i
o
n
s

o
f

d
o

ll
a
rs

)
C

u
rr

en
t

D
e
f
i
?
~
e
d

p
ri

c
e
s

(i
n

'9
6

b
rr

ic
e
s)

19
65

10
9.

-.:
:

0
.
·
~
3

0
.3

9
19

66
11

"1
:.7

1
.3

5
1

.1
7

19
67

:L
23

.I
i

3
.7

2
3

.0
1

2
.8

2
?

:
?
~

19
68

1
2

7
.3

7
.6

8
6

.0
3

5
.0

6
:-.

J.9
7

19
69

1
3

6
.5

1
1

.7
9

8.
b:

5
6

.2
€

LL
.5

8
19

70
1
'
~
5
.

7
1

2
.9

9
8

.9
1

4.
4:

9
b

.l
,J

-
-
-

S
ou

rc
e:

1
)

s
t
~
t
e

In
st

it
u

te
o

f
S
t
~
t
i
s
t
i
c
s

2
)

.
~
g
r
i
c
u
l
t
l
~
r
a
1

B
ac

Ik
,

G
E

ne
ra

l
D

ir
E

ct
oI

'a
G

e
}
~
i
n
a
n
c
i
a
1

R
ep

o
rt

s
(l

C
;€

?,
lS

E
8,

18
:-

8,
1r

""
O

);
C

e1
ik

"l
rl

'.o
ba

,
P

.2
1

it
ic

al
S

ci
en

ce
s

P
er

io
d

ic
2

.1
(S

B
F

),
V

ol
um

e
X

X
LV

,
;J

o.
3

.
-

_._
--

.-
-.

.__
.-

.
-

--

3
)

A
g

ri
c
u

1
tc

ra
l

P
el

k:
G

en
er

al
D

ir
ec

to
r2

.t
c

F
in

a
n

c
ia

l
R

ep
o

rt
s

(1
96

7,
1

9
6

8
,

1S
6°

,
1

?"
0

).

("
')

l\
::



..

65

TABLE ILG.l.ii. TUrill!OVER Rsl'fIOS FOR l':]~ SUPERllsED CHEDIT PROGRill'j
;;.,;.;......;.--;:,;.;.;;.;;;.;;;.;;..;;;...;;;.;;.;.;...;;.;.;..;;;......;:~;;;;;;.;.~:;.....;; .......,;,;:;.;.;;.;;:;.;~_..---

_____r __ • •__~__

Year

1967
1968
1969
1970

Ratio

0.25
0.26
0.29
0.35

Average period of loans
(i.n days)

1,1:60
1104
1259
1042

--------------------------------

Ti1.BLE II. G. 2. OPER.d'ING COST OF THe supt:;nVISED Ci1EDI'l' PROGRiu';

---------------~----------------

Year

E;:perti se and
supervision cost

.. (Dollars)

Opcrat:i.onal Investment
lOaCle loans

(n.)
Tot/al

Overall cOS'GS
(Dollars)

(b)
Direct IndirEct Total-

(alb x 100)
Proportion of
expertise and
supervision costs
to overall costs

(percent)

1968
1970

1~055

3,82·1
20,369
32,633

22,32·:
36;, ·~57

,~,G83 108,257 112,91;;;0
5)J59 232,887 238,317

19.7
15.2

Source: i~Gricu1tural Bank reports.
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'I'ABill Ii.G.'1.ii. OV'i:RALL NET RESOURCES OF THE BANK 'I'HA'l' ARE LOANABIE
AS OF WCEHBEH 31, !:970-

Mi11icns of
·-lolla:rf:

1) 'I'he BankY s OHll resources

2) Bonds in circulation

J) Sundry il.U1ds

4) Ti~c deposits

5) Demand deposits

6) Crectitor's current accounts

7) Rediscourrt privilege s

8) Other resources

fource: Agricultural Bank

Total

63.65

3.60

52.67

169.44

200.64

81.59

386.24

5.55

963.43
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PREFACE

Working under contract with the United States Agency for International
Development in Jordan and with the cooperc..tion of the Agricultural Credit
Corporation of Jordan the American Univers~~y of Beirut has prepared this
report.

Ths four months alloted for writing the report were insufficient to
conduct surveys or to collect primary data. Therefore, secondary sources
of data were used exclusively. This required the full cooperation of'those
holding the information needed. The authors are grateful to the many
agencies and iudividuals who cooperated in offering information and reviewing
the first draft of this report. Some of those who helped were: The Agri
cultural Credit Corporation (especially Moht\mmed Korsn, Durhan Sharabi
and YUBuf Hazimeh), the National Planning Council (especially Wail Kannan),
the Royal Scientific Society (especially Michael Marto), the Ministry of Agri
culture (especially Ahmed Abu Sbaikha, and Burhan Abu-Howayej), and the
U. S. AID (especially Robert MUls and Fuad Qushair).

Though many persons have offered their help, the authors themselves
take full responsibility for any mistakes found in the content of this paper.
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SMALL FARMER CREDIT IN JORDAN
By

Thomas sttckloyland Marwan Hayek2

SUMMARY

The Agricultural Credit Corporation (ACe) of Jordan is a semi-autonomous
agricultural lending institution giving loans to farmers for seasonal, medium and
long-term productive purposes.

In 1959 Law No. 50 was enacted which established the ACe as the siogle
agencyconsolidating all previously existing official agricultural lending agencies. In
August 1960. the ACC begM its operatiollls. By 1968 the Jordan Cooperative Organi
zation (JCO) discontinued its relations with the ACe and began operations liS an
independent semi-aut~nomous gov~rnrnent 2gency giving short-term loans and s~rvices

to cooperatives.

By the end of 1971, ACC. had built up its IOaJuilble funds to more than 21 million
dollars. This was done with help from AID (more than ~ million dollars in loans
and grants) and the IDA of the Vlorld Bank Group (6 million dollars in loans).

As of tne end of 1971 a total of 28995 borrowers (not all diffal"ent people) bud
received loans totaling about 26 million dollars. Durine H)71, 1955 farmers received
loans from ACe.

Jordan'S land-owning people number about 90,000. This number Is not more
than half of all the farm operators of Jordan. Therefore, an insignificant proportion
of farm operators are receiving loans from ACC. In fact none of the very smallest

1. Dr. Stickl~1 !s an Assistant Professor of Agrlet\ltureJ EOODOmwslQ the Faculty
of Agricultural Sciences, American University of Beirut, Beirut. Lebanon.

2. Mr. Hayek is an Agricultural Economics Master of Science degree candidate
In the FAS at AUB.
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farmers receivro loans from ACe. Besides all the landless farmers, about 45 percent
of the land-owners (all those with farms less than two hectares) also are not served
by ACC. In spite of ACC's avoidance of tMs high-risk group of borrowers it still
was able to collect only 19 percent of the money that should have been collected in
1971. This 81 percent delinquency rate is attributed to many factors such as the
large numbAr of bad debt8 inherited at the time of ACe's consolidated establishment
in 1960, the June 1967 war, tIle 1968 drought, the 1970 internal crisis and the closing
of the Syrian borders since 1970. Farmers attitudes that loanu are gifts has also
been difficult to overcome in ACC's renewed interest to improve it9 repayment record.
In spite of these problems, the energetic and innovative staff of ACC is working to
improve the ACC. Toward this end it has made some si~nificant changes very recently.
It is giving loans in installments. Payments for certain loan purposes are going
directly to the supplier. A check on the farm is made ~efore each succeeding
installment is made, Supervision to control loan expenditul"eS is ndw practiced on all
ACC loans. A payroll deduction plan in ;some ca.ses is another recent innovation in
which farmers may have their loan repr.Ui by haVing !'egul~r monthly deduction from
government paychecks (from wages of family members who are government employees)
made directly to the ACC. Interest charge waivers on some very old debts inherited
from earlier agencies is an incentive to encourage repayment of at least the
principal.

The ACe can be a sound institution with a bright future that would deserve the
support of any individual or institution, domestic or fo:cei!j:l, if its most serious
problems are solved.
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I. INTRODUCTION

The institutional agricultural credit system in Jordan is constituted
of two main semi-autonomous agencies, namely, the Agricultural Credit
Corporation and Ule Jordan Cooperative Organization.

The Agricultural Credit Corporation issued, during the last twelve
yoars (since the date it be/san operatioh in 19(0), a total sum of $ 26
million as loans for the purposes of land improvement, livestock develop-
ment, purchase of machines and equipment and farm constructions. Average
aunual loans i~ 'ued durin!. l:wt five years ',':as ~ 1,755 ,1(1(~ sn.i totlll <,ut~t<?ndin~

lOlllla at the end of 1971. c.mou~ed to about ~ 16. 5 rr.il~icu.

The Jordan Cooperative Organization's outstanding loans by tl.e end of
1971 amounted to $ 2 ,156 ,000. These are issued to cooperative societies
who in turn issue short-term or seasonal loans to members. The agri
cultural cooperative movement in Jordan started early in the fifties. There
are about 150 agricultural cooperative societies in East Jordan with a total
number of members of about 5,838 members. Originally cooperative work
proceeded in extending seasonal loans to members of the cooperative sOl~ieties,

production inputs and limited marketing services. However, the cooperative
movement has not, so far, accomplished its objectives in agricultural deve
lopment represented in group actions to procure production inputs, marketing
crops, land consolidation to reduce costs of production and increase farmer's
returns. There are only a few cooperative societies which are characterized
by a large number of members and activities and full-time management.
These newly established cooperatives do not cover all agricultural :lreas and
there is still a need for an increase in the number 0f similar cooperatives.

On the other hand, since farmers (especially small !armers) savings
are so small, ~nd farmer;; depend UlJon credit to invest in agriculture, and
since loans issued by both the Agricultural Credit Corporation and the Jordan
Cooperative Organizahon did not cover farmers needs for capital to invest
in agriculture farmers had to borrow from non-institutional sources at a
hig-h rate of interest.

These non-instit'vltional sources of credit are constituted mainly of
ptivn.te money lenders, commission agents, land lords, village grocers
a~ricultural input suppliers, and exporters in the vegetable and fruit markets.
Ia addition, farmers buy agriculturel machinery on credit from dealers
who borrow from commercial banks. Commercial banks credit to farmers
is mostly in t.1}is indirect form. It is believed that the non-institutIonal

85



sources or agl'WtlHU1-al creclit form tbe largest ahare of the aggregate
agricultural rural indebtedness, though there are no statistics to measure
its volume as this sort of 1-3nding is made against the signature of
promissory notes, or may be recorded as an entry in the lender's book.
Therefore only an approximative picture of the sources and quantities
available for agricultural loans exists. Non-institutional credit is mostly
rlhort-term or seasonal and it is certain that the interest rates charged
(whether explicitly or implicitly) by these lenders are high and exploitive.

In nature, the small farmers in Jordan are first of all too small to
enjoy any advantages from economics of scale. The fact that 36 percent
of the total number of holdings in Jordan in 1965 was below one hectare
in area is enough to assert this point. However, this prohlem is made
more cronic by adding to it the fact that there is a lack of a sufficient
quality and quantity of inputs (including management) to teese emall farmers,
which deteriorates L'le productivity of the small farms they have. !nsuffi
cient capital for investment, or capital provided on exploitive terms by
non-institutional lenders is another main problem. In addition, the improper
selection of enterprise and the unfavourable cost-rdurn balance further
keeps their income low and this low level of income in turn makes them
ullable to move to a better level of technology, invest in their lund or free
them of the need for continuous credit even to produce the minimum they
can produce. This unfavourable process goe~ on in a vicious circle.

Only a small part of the small farmers are touchedl by institutional
credit. The Agricultural Credit Corporation is not reaching those farmers
who own less than 2 hectares in land area (who constituted about 45 percent
of the total number of holdings in 1965) in addition to not renchh•.-;, non
owner operators (share-croppers and renters). Besides this, even if we
consider that all the members of the cooperative soc~etie13 in East Jordan
are small farmers t the 5,838 members represent a small share of small
farmers too. However, the Agricultural Credit Corporation was established
to give credit to all farmers in Jordan, big and small. But the fact that
the major p~t of the small farmers (the lower in.come category) is uot
reached by the Agricultural Credit Corporation might be due to three main
factors: (1) tangible security requirement t (2) economic justifications and
(3) loan procedures. However t it is felt that these farmers need something
more than oredit in order to develop and make t:roductive use of the credit
given to them. Consolidation schemes, land-tenurial reform, improved
ma..-rketing and technicn! assistance are also needed to complement the
injection of credit.
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II - PROGRAM CHARACTERISTICS

A. BACKGROUND

1 . ~orical Summary

The Agricultural Credit Corporation {ACe) was established by Law No. 50 of
1959, to be the official lending institution for agricultural purpose with an
authorized capital of seven million Jordanian Dinars (19.6 million U,S. Dollars).
ACe was established to take over agricultural credit from the multiplicity of
instituti.ons (See Section II, A. 4. below) engaged in agricultural credit before
1959. Such centralization was expected to organize the use of financiw. resources
and make credit terms uniform, as well as subject lending to proper scrutiny
.and supervision (FAO, 1967 P J 01).

Thc ACC started operations on 1 August,! 960 after taking over the assets and
liabilities of the other lending agencies. The paid up capital of ACC at ito
establishment amounted to J.D. 3,662,087 ($ 10,253,843) which became at the
end of the first year 1960/61 J. D. 3, 795,729, ($ 10,628,041) conoisting of what
was transferred to ACe from the assets of the pre-existing institution and USAID
grant.

Through September 30, 1965, USAID had advanced a total of $ 2,743,727.66
in the form of direct grant money to ACC through Project No. 278-15-140-09!
"Agricultural Loan Fund". This money became part of ACC's total capital of
$ J2.542 ,242 at that time. 7!ith the backing of this capital, ACC secured a
loan from the International Deveiopment Association (IDA) in the amount of
$ 3,000,000 in 1963. Another $ 3,000,000 loan from IDA was secured in 1967.
Each of these loans was to be ropaid in a period of forty years from their
date of issue (the first 10 years being a grace period, during which only the
interest is paid on a half year basis) with an interest of 0.75 percent for each.
The full amount of these two loans was disburned an loans to farmers. The
ACe raised the rate of interest it charges as a requirement by the IDA (See
Section II ..E .2) as a reBult of taking those two loanG.

In light of its first three yearn' experience, ACe reorganized ito general
otructure in order to improve its activities in both its Main Office and its
branches; systematic procedures were developed for the sake of the farmer
borrowers and for the improvement of efficiency in meeting the objectives for
which it was established.
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Thus ACC replaced its Law No. 50 of J 959 by Law No. 12 of j.963 after
r.ecollsidering its previous law and policies and developing them in a way that
complies with the objectives for which ACC was established and it put into effect
the new rules and procedures to be followed in C-iving a loan, supervision,
execution and collection.

At t!10 time when IICC was established it had only six branches (Amman,
Jerusalem, Nablus, Kerak, Irbid and Jerash). These branches were not'suf
ficient to sen'e all the farmers all over the country and farmers were incurring
high expenses before getting a loan because of their diDtanc0 from the above
branchea. Thus ACC developed a plan to eotablish new bran.chec in all the pro
ductive centers of the country so as to limit centralization and to en.1ble the
farmers to get the loam; in the 1~a8t time ~d cost. Now ACC h~s 16 branchos
(Amman -- headquarters also -- Salt, Irbid, J er~sh, Vladi Yallis, Ramth~,

Mefr~q, Ajloun, Kernk, Taffila, l\ti~'an, Jerusalem, N~lus, Jenin and Hebron.
The bot four bl'anche8 which are located in the West Bn.nk of Jordan h~ve been
tempornrily closed SinCLl June J 967 because or. the Isr~81 occupation.). There
io a policy of openin~ more brancheo when the need arices and when necessary
funds are avail3blc:. I.CC io servicing ~ll arer.!.3 in the country within itc avai
labIa reGources and limitationc.

In the beginning, liCe deciu3d to channel all short-term credit to members
of cooperative societi~s through the Jordan Central Cooperatives Union. (JCCU)
(lnter the llnmc was changed to Jordan Coopern.tivG Organization, JCO). But
later f.CC found that JCO is oot reaching all farmeTs as not all farmers are
members of cooperative aocietiea.

So in 1969, after the reorgnnization of JCO, it was agreed that ACe settle
its rel:ltion with JCO by renouncing the sum of $ 999,168 from ACC' s capital and
considering it part of JCOIG capital so that f,Cels responsibility of financing the
cooperative societies with se!l.Son~l loans ends. Thus ACC stopped isouing 10!lIlG
to JCO. This reqUired the modification of ACe Law No. 12 of 1963 by Law
No. 3 of 1970 according to which ACC started, once again, to extend seasonnl
loano to farmers directly (in addition to extending medium and long-term loano).

2. !!~lation to Natio~~ Credit System

From the LllwG of the J'ordan Central B3I1k (JCB) (l'ernporary LavIS of the
JCB Nos. 93, 94, 95, ~l 96 of 1966, pp. 16",18), articlec 38, 39, 40, 4J., 45
(l.ppendix A) define the organizational links and relationshipa of the specialized
credit institutions (which include ACC & JCO) with the Jordnn Central Bm~
(JeD). The main idea of these articles of t~c law is that tho JCB serves as a
clearing house for the specialized credit institutiooo and for the certified banks,
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accepts their deposits, and extends credit ud rediscount prlvilages to the;m.
Also the JCB acts as a supervisory unit over the specialiZed credit instit.utions
and the certified banks, performs other formal activities and makes deci:sions
on the general conditions and instructions concerning credit facUities for the
certified banks and the specialized credit institutions. It is important Ul note
that ACe does not keep any amount of cash in its vaults. It deposits its cash
and revenues at certain commercial banlc:s in the country. ACe also rfJPresents
the largest share of the aggregate official agricultural portfolio (79 per'Jer..~;,

then' comes the . ')m~'.t':'cinl banks (11 percent) and then JCO (10 pe:l. nent)
(Table 1).

Table 1. Share of ACe, Cc1~E!rcial P'"'..'1kc and JOO in. the Official
Agricultu:7-::' PCl"tfolio

d

Institution
...!!oans outstanding at end of December 1971

$ %

Al~C

JCO

Commercial BanfD
(Bank FacUities)

*16,553,600

2,156,000

2,257,000

79.0

10.3

10.7

89

Source: Central Bank of Jordan, Statistical Bulletin, Jan. 1972

• Part of the ACe outstanding loans include Staff housing loans
which are non-agricultural loans.

•• Bank facUities means loans, bUls and bonda.

3. Other Program Activities

Before 1966 Ace had a program for rural development whel'e it financed
the com..tructlon of village schools I health centers, roads D developed water
springs, etc. This pI'ogram was terminated in 1966 as the funds for this
project were supplied by the U. S. Point Four Program antj these funds were
exhausted. The program was converted to the Ministry of Interior for
Municipal and Village Affairs. The program's name was the Village Develc.p
ment Loan Fund and had a separate executive body, though fro~ the adml
nlstrative point of view it had the same administration.



-8-

Currently t ACe plays a role in rural development through the rural housing
project by extending loans for the purpose of building farm houses. This
project served a brge category of farmers, mOGtly small farmers, because as
a first requirement for giving the loan in all cases, tho house should be built
on the farm so thm the farmer lives on his hrm and takos better care of it.
ACC has loaned out for this purpose about $ 1,078 t ooe of which $ 378,000
W:lG spent from the NPC (Project 150) lo~ an] $ 700,~J from ACC's own
flUlds. The maximum size of a loan is $ 3.780, which the average. size is
about $ 2 ,240. The duration of each. IO:lll is 10 yC!lrs and their repayment
record has beon quite good (collection rate more than 95% of due loans) since
the princip&.1 ia gcnerclly deducted from the salary of one of the borrower's
relatives (generally his son, if the son is a government employee). The
average size of the farm owned by the borrowero of these loans is about 7
:1ectares.

Also ACC ~s cooperating with other government agencies like the Mi..,iotry
of Agl.'iculture and the Natural Resources Authority in some development
projects by eXL :mding creiit to farmers included in those projects lil{e the
Bedouin Settlement Program in EI-Jafre and other' areas The' Soil Conservation
and Terracing Project, these two undertaken by the IV.~inistry of Agriculture,
and the East Ghor Canal Project, Vladi Dhuleil Project and the Irrigation
Projects of the Southern are~s of JOi'dan be;_ng under trle responsibility of the
National Resources Authority.

The beneficiaries of thone p\'ojects are mostly small farmers. In all of
the mentioned projects, (oxcept for th.e Soil Conservation and Terracing Project)
the newly developed and irrigated area is iistribute:l in units ranging between
2.5 to 5 hectares on selected efficient and :1cserving farmers after a trial
period.

4. Relation to P~'e-existinf; Local Institutions

ACC is a consolidation of several institutions (rJiccusoed below) dealing
with agricultural credit prior to 1959. Between 1950 and 1960 several
agricultural credit inr.titutions operated in Jordan t but because village com
munities were usually scattered and transport fs-scUities were inadequate, the
vi11:lgers were usually forced to apply for credit to the village shop keeper,
the landlord, the merchant or the money lender. Their dependence upon these
persons often entailed serious social und economic consequences (USAID,
Project No. 091, Agr. Loan Fund, p.l) These non-institutional lenders are
still an important source of seasonal loans to the small farmers. But thes8
lenders charge high interest rates. The unanswered question is whether or
not the high risk of their cliento justifies the high interest they charge

so
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Prior to ·1959, the following official institutions, which were amalgamated
into ACe, were in operation in Jor.:lan:

- The Agricultural Bank, which had been the main source of credit for farmers
in Trans Jordan from the time of the ottoman regime. It had its headquar
ters in Amman with five branches in Jerusalem, Nablus, Irbid. Kerak and
Jel'ash and was under the control of the Miniater of Finanoe. Upon the take
over by ACC the Bank's capital was $ 2,212,000 and reserves $ 93,520.
However its working funds wet'e larger than its capital and reserves as
credit was extended to it by the Treasury. Outstan:Hng loans due to it
DJ:d.ounted to $ 3,007,2QO upon ita takeover by the ACe.

.. The Bureau for Agricultural Credit (est. in J.952) of the Development Board
had branches in Amman and Jerusalem. It was established mainly to pl'ovide
"village development loans" to the frontier villages in the West Bank but its
services were extended to the rest of the country in 1953. Loans were ex
tended at -1 percent per annum for various agricultural purposes. Loans
outstanding upon the takeover. by ACC were $ 5.395.600.

.. The COflperative Agricultural Societies, which were supervised by the Ministry
of Labor and Social Affairs, through the Department of Cooperative Deve
lopment. Loans extended by these societies stood at $ 1,030.400 as of
August ~ 960 when ACe started operations. This, of course, broke off from
ACC later in '969, with the break off between ACe and JCO.

Later, ort JWle 1, 1961, the Village Development Loan Scheme.which was
attached to the Development Board, was transftimred to ACC. This scheme
used to extend group loaJU3 for the village boards and representatives fol' the
purpose of the construction of schools. health centers and the development
of water springs for the villagers. But later, on July ], 1966. this program
was transferred to the Ministry of Interior for Municipal and Village Affairs.

ThaG on May 3, 1967. the assets and liabilities of the Jordan Develo~ment

Bank were transferred to ACC by an agreement signed between the Ace
and UNRWA. It became the responsibility of ACe to collect overdue loans
from the bank borrowers.

When ACC was formed in 1960, 115 employees of the then-existing credit
institutions amalgamated into the ACC were appointed as employees of the
ACe at the same grades and salaries as they had formerly received. Thus
many less qUlllified persons were hired by Ace (AID, ProjelJt No. 091,
Agricultural Loan Fund). But since then ACe tried hard to raise the
stan~ard qualifications of its employees by on,...ifie--job tn"service training, b-;
sending employees abrond, especially to the U.S.A., to acquire more ex"
perience and qualific::.tions in certain fields and by recruiting new qualified
university graduates. USAID has helped much in these programs by
Bonding several advisors in various fields to ACe. These advisors' services
w,ere very beneflc1al to ACC in many ways. Also USAID contributed in the
b4~inning $ 30,000 for in-service training of 41 trainees. ACe continued
this program for all new recruits (USAID, Project 09' ,p. 4). 91
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In summary, ACe does not compete with other institutions except with JCO
in seasons! loans and to a SInall extent with commercial banks. Also AC'C
was built upon pre-existing institutional structure &1d its principal off'(Jer:s
were drawn from groups associated with local agenciE;;s and ministries.

5. Agricultural Patterns and Potential:

a. ]tole of the Agriculturp.l Sector in the economx of Jordan

Agricultv.re in Jordan, including livestock production, is the largest
productive sector in the economy of Jordan. f~round 40 percent of the total
labour ;Corce works in this sector which contributes an average of 18-23
percent of the GDP annually. Agricultural exports represent a ratio of
50-64 percent of the value of total exports yearly. The value of agricultural
exports ranged b",i;Ween $ 11. 2 - 16.8 millions aIUlually during the period
1964-1970. 10 spite of the increase in the agricultural produce during the
past few years, Jordan's food-stuff imports etUl represent a ratio of 20-30%
of the value of total imports. During the periOtl 1967-1971 agricultural imports
averaged $54. (} millions whUe exports averaged $ 14.56 millions thus
creating a deficit of $ 30.04 millions. Thus the GOO is giving the agri
cultural sector special attention in its Three Year Economic Developmenl

Plan (1973-75) (Appendix B) for the following reasons:

i~ Its contribution 1n meetL"lg the local market needs and in reducing the
baimce of payments' ddicit by increasing the production of exportable
goods and/or import competing goods.

ii) Its contribution in raising employm.ant opportunities, as this sector is more
capable than any other sector in absorbing the labour force especially in
ir-rigated farming.

iii) Agri.:"'ultural 'land mld water are t!le country's most import311t known
natural resources. Fertile land is abundant while the scarcity and un
certainty of rainfall limits the area of rainfed farming. The full utUization
of these reaoorces L3 a very important economical and social objective.

Iv) The development M.d growth of this sector sustains and accelerates the
growth of other sectors in the economy especially the services and in
dustrial sectors.

Thus the GOO is nwking pl3J1s and progressive steps to improve the
:1f,rricultur!ll sector from all sides with the help of a number of foreign
c<J;..iatriea and agencies such as the UNDP t the USAID t the IDA t and the KFAED
(The Kuwait Fund for Arab Economic Development). The direct aim of
these plans and projects is to increase the cultivable area in the country.
especially irrigated areas, by irrigation projects and systems and raising the

92 intensities of cropping in the existing areas by the replacement of old anti
quated earthern distribution systems t introduction of land lBYel1ug aud
grading and by the introduction of suitable agricultural and marketing foollitles.
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b. Present situ~

The present average produotivity per hectare is low for most of the orops
because of misuse of the Jaud and watelr and the weak.'less In 'the cZU'~~ toJmn
of the crops.

However, JordtUli.an agriculture is highly W18tDbl.a b(K~au8e a large
proportion of total agrlcu.ltural output Is derivoo from d:~,;: ftit'mw~ ill areas
aubject to frequent droughts. In coneidel'a.tion ther£of !iniY, it1 vi.ew of the
impact this has on the level of economic activity t ~\:~:.():!1iI;/ ew.ph~t61a luu~ be-ali.
given in these years to !l"I'igation BchGmes t soil am oi W,){",::.' COYH3el'va!iozl

programs, and the promotion of drought-re~).tstMt €t.rt)}],&, Ul ~eas \",;'rt.llt'tl ir~

rigation possibilities do n'Jt Oldst.

As a result of these and other measures, this ac<ctor ~widenced steady
improvement and growth. The value of agricultural proo'\.wt:1on rose from an
average of $ 22.2 million ill the two years 1954 and 1955 t< I an average of
$ 99. 96 million in. the two years 1965 and 1966 an~ to an a {erag.." of $ 106.4
million for the years 1967-19"10 in ~hpite nf the effects of til 3 19'&'1 JUlle war
(The Hashemite Kingdom of Jordan, Ministry of Cultu.re and Infolr:w,ltion,
Economic Development, p. 12)

Jordan covers an area of 97.740 square kilometers ox which about 5 1874
square kLometera 11e on the West Bank of the Jordan Ri'ver. OUt ofa tntal
of 350.000 hectares of cultivable land at pi'asent about 25. 000 heotfilt·~S

(7.1 percent) is irrigated in Eat3t Jordan. About 76 perc1ant of this irrigated
land lies in the Jordan Valley (Append~ C).

About 93 percent of the total (,'Ultivahle land, mostly sprea.d oval' the
highlands, is dependent on limited and irregular rainJall to produce crops.
Limited possibilities exiBt of expanding cultivated land. under rainfed condi
tions. The only expansion possible is by increasing irrigation on some of
the exi,gang cultivable land and by irrigating limited areas in the' desert.
The limited water supply has enforced a cropping pattern oriented to'iNal'Cls
annual crops, mostly irrigated vegetahles which are the main. product~ of
Jordan'S agriculture (Appe~lr]ix D). Vegetables make up about 80 pel'cent of
the crept: planted under irri.gation Lal the Jordan Valley. rromn.i:ooll are the most
important vegetables gr..ovm aM exported. They are produced mostly as an
out~of-aeaaon winter crap and ruade up about 55 percent of the total
vegetable eXpOl'ta during th.e period 1967-1970. But there lEi a definite
downwm.'d trend botb in the total value and in the percentage that tomatooB
contribute to total domestic exports due partly to increased PToouctlon in
other neighbO'~ringArab countriea such as Saudi Al'/lb,ia. Citrus fruits and
bananas together make :l major contribution to Jordan1s total fruit production.
(Appendix E). The growing of both these crops is almost entirely restricted 9·~

1<.,-'
to the Jordan Valley and both thesa crope will play a more important role
in Jord8l1s agrJ.culture.
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Rainied farming on an estimated 300,000 hecttU'es of land takes place in
the highlands of Jordan. Average annual rainfall varies between 250 mUi""
meters to 600 milimeters. Suitable soU exists i!l these areas for cereal
production, mainly wheat and barley (Appendix F). Wheat accounted for
80 percent of the cereal aoreage in the period 1967-1970. Jordan has 7.5
million hectares class.iJh)d as range land and desert of which only 1.1
m~llion hectares can be considered as true range lands with variation that
have some development potential. The Jordanian livGstock population con
alots of 8664 , 000 sheep, 350,000 goats, 40,000 head of cattle and 9,000
cam~ls. The sI.eep and goat flocks which are by far the most important
part of the livestock Bubo-scctor, follow the same mcnagement patterns
that have eXUll eel for centuries. It moves Wlcontrolled over the range lands
of the countr-y relying on the natural growth on the range lands for its food
during the spring, on fodder crops and cereal by-products during summer
and a combination of all three during' winter and autumn.

c, Development...!?otential

Development possibilities exist in all the three main agricultural !ielde:
irrigated farming, rainfed farming and livestock. Irrigated farming in the
frost-free lowlands of the Jordan Valley holds considerable promise. The
key to this development is a modest, and not unlimited i."\cre~se in irrigation
water which will be made available through the new dam on the Zerqa River.
To nmximize economic returns from the increased irrigation water, a re
orientation of irrigated agriculture towards citrus and other high market value
fruits should take place. On the other hand, development in the rainfed
areas should aim at increased cereal production as a meaus of impori~ltuttea
Land consolidation, the storage of rainfall hy soil conservation and applicatioIl
of modern cultivation methods are vital to improving cereal fields. Very
little increased production can come from expanding acreage.

The development of the livestock industry wUl directly depend on offorts
to increase the productivity of the national sheep and Koat flock. Attempts
to expand submarginal cereal cultivation into the best range lands reduce
their carrying capacity. Lack of grazing control further erodes existing
range lands. Tackling these two problema m\i~ be a high priority of deve
lopment policies within the livestock sub-sector. In addition, to improve

3. IBRDIIDA. August 1972. Current Economic . Position f4ld Pl'ospects
.QLJordan. World Bank, Washington, D.C.
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the productivity of the stock through t"Mge tievcloJ}ment increaRed output can
also be achieveJ by orga.'lizing marketing of weaned lambs, whereby they will
be channelled for further feeuillg on irrigated fodder and ceral crop by
products. Despite the small number of cattle in Jordan at present there is
scope for the development for a dairy industry, particularly neal' the larger
centers of population, if feed can be made available."

In the Three Year Plan (1973-1975), it is projected that income from the
agricultural sector should increase during the plan period by 20.2 percent
when compared with :'..972, or 28.5 percent when compared with 1971, at an
average annual growth rate of 6.4 percent (rable 2). Such a growth rate
will come about by expanding land utilization and irrigation in the Jordan
Valley. the Ghor and the plateau nreas, by applyill~ suitable techniques for
the production of crops, by improving marketing methods and ap grading
livestock.

Table 2. Value of Agricultural Produce (U. S. Dollars, millions)

---------------------------------
1967 1968 ~969 1970 J971 1.972 1973 1974 1975

108.360 77.0 101640 90.160 J02.200 109.200 1J5.080 122.6,*0 131.320

Source: Three Year "(1973 • 1975) Economic Dovolopment Plan

After this brief diacussion of the ~icultural pattern and potential of the
Jordanian agriculturnl sector, we shill return to our cHscussion of the ACC,
starting with its objectives as in the following scction.

B. OBJECTIVES

1. GeneY'nl Obiectives

a. Announced

The agricultural sector in Jordan can be distinguished, like in othe4'
developing coul\tries by the foL.wing characteristics:

i) Thert' is a surplus in the labour force in the agricultural sector.

ii) There is a lack of available capital directed towards agricultural deve-
lopment and scarcity of financial resourceA. 95

Ibid
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iii) The other two factor!'; of production :r agriculture -- lun~ and manage
ment have a. varying degree of availability depending on the farmer
abilities !Uld the various producing regions. (Lecture gi.ven by ACC's
representative, Novomber 4, 1963). Thus in view of the role played by
capital in increasing income per capita , productivity and standard of
living, ACe was estabiished with the following ultimate economic and
social objectives. (USAlD, Project 091, p.3):

- Provide all credit-worthy farmerq, but preference w01,.1ld be given to
small farmer-operatorE!, with 9. source of credit to keep him in
business

- Increase his farm productivn.
- Raise his standard of living.
- Get him out of the clutches of the merchant and money lender.

For the reaUzatton of the above mentionp..d ultimate objectives, the
following intermediate ~argets are set-up:

- Win the confidence of the farmer s.,) that he would be susceptible to the
advice ond recommendations of the credit supervisor.

.. Supervise all loans to see that the loan funds were used for their
intended purpose and to encourage improvement of farm pr~cticeQ.

- Develop farm and home plans with each borrower.
- Base nll loans on the individual's ability to repuy.
- Finance the farmer for increased production.
- Make adjustment '.0!Ul that would result in more net profit to the farmer.

A higher standard of liVing for the farmers, and the full utilization of the
land, water and human resources were the principel long term objectives.

b. Apparent

Though ACe till now has not yet achieved or fully realized 1111 its ultimate
objectives and has not yet succeeded in all its intermediate targets, we ean
safely say that its apparent objeotives seem to coincide with f.te pronounced
ones.

a. Purpose

ACC Loans al'e given only for agricultural productive purposes and
nothing is given for consumption or for settlement of farmers outeide debts.
The Agricultural p:t'oductive purposes for which loans are given are:

96
i) Irrigation projec~s and it~ accessories like wells, reservoirs, pumps,

irrigation And dramage canals.
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ii) Reclamation and development of cultivable land threntened by erosion
through terracing and fruit tree phntations especially olives and grapes.

lU.) Construction of fruits and vegetables farms in irrigated areas with all
that is needed for fencing, plants, fertilizers I seeds and services.

iv) Buying of agricultural machinery like tr::lctoro, harvesters t sprayers etc.

V) Construction of poultry (both layers and broilers) farms.

vi) Construction of farm houses, store houses for the agricultural machinery
!.UlU stables.

111) Construction of ~gricultural industries like olivo presseo .

viii) Seasonal loans for buying ~rtnizers t seedo t paying wages t insecticides,
etc.

b. Period

The period of the loan depends on the project to be undertaken by the loan.
ACC gives (i) Long term loans for no period not exceeding 20 years t (in medium
term loans for n period not e~ceeding J 0 years, nnd (Ui) Seasonal loans for.
a period riot exceeding one year.

In all cases t ACe takes into account, when determining the period of a
loan, the possibility of repayment from the projects income whenever that
is possible. In some cuses ACC extends the period of the loan if it is
convinced that this will help the borrower to settle his accounts without over
burdening him especiDlly in cases when the project meets any problems or
natural difficulties. Funds are not divided among the different periods ac
cordicg to any ratio. This entirely depends on 10m" applications.

C. ORGANIZATION

1. General Stru0ture

Tne ACC io formed of:

a A Board of Directors.
b . A DirectC:i"'-General.
c A Deputy Director-GeneI'M.
d An Executive Staff.

a. The Board of Directors consista of -1 Governmental members and 5 non
government members as followa:
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i) G;' VCl'ument members:- -
- The Director General of ACe ----Q. Chairman
- Under··Secr.etary of Ministry of Agricultm:e --..-- Member
- Director of Land Department (M inistry of Finance) ----- Member
.. Secretary General of National Planning CoucH ----- Member

ii) ~~ernmentMembers:

Non-government members consist of fivo representatives of farmers.
Thes(o\ members shoul1 be known for their ability and experience in agri
cu1turt~ or banking. They are appointed on a rotatii)['.' basis for a three
year pet'iod. No person who is a member of parliam."nt or a director or
board m\~mber of a firm or a company which may benefit directly or in~

dtrectly from the lending activities of the corporation shall be a member of
the Board. District representation 1s taken into consIderation as far as
possihle in the appointment of non-government membern.

The Board of Directors is entrusted with wide powers and functions t

the most important of which are: establishing the basic policies and
procedures of the corporation t the approval of the organIzational and ad
ministrative structure of the corporation t the openin~ or closing of branches
and offices, the borrowing of money from the government or any other
corporation or institution, the issuance of bonds and other borrowing
instruments with th,e approval of the COW1cil of Ministers, to sanction any
settlement which may involve a loss to the corporation, to recommend and
make any nmendmentll to the Acts and Regulations of the Corporation t to
consider and approve ~he Annual Budget t to approve the Audited Annual
Balance Sheet, the Profit and I.oss Statement, :md the allocation of net
profits (or losses) to thl' Operating Surplus, to determine the rate of in..
tel'est payable on loans, t.o designate movable and immovable property which
may be ~cceptcd as security for loans t to prescribe procedures and rules
which sh011ld be followed by the corporation in the issue and collection of
loans and to prescribe conditions which will ensure that loans which are
issued by the corporation are spent ~""lr productive agricultural purposes
and further to en:;ure that such loans are invested in sound agricultural
operations under strict oupervis~on of officers of the corporation.

b. The Director-General is the chief executive of the corporation and presides
over meetings of the Board and is responsible for the implementation and
execution of the policies prescribed by the Board and for administering the
Corporation in such n manner that will ensure the realization of its objectives.
He may delegate any of his powers to the Deputy Director-General or to any
other officer of the Corporation.

98
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c. !h~ Deputy Director-Geue:t:.~ assiets the Director-General in the administration
of the operations of the corporntion. MEl exercises the necessary powers to
ensure the proper functioning of the Head Office and branches under the
general supervision of the Director-Genernl. The Deputy Director-General
is also the secretary of the Board but ho is not entitled to vote except in
the absence of the Dlrector-Genercl. when presiding over me etings and in case
of a division in vote he hns a cast1n~ vote.

d. The Execution Staff:

i. ~_~partmellt: This department is presided over by the Assistant
Deputy Director-General/LoM.s whose respol:lsibility is to s\,porvise the
credit and research division. the supervision and execution di'Visi~n, the
collection and fol1ow-u~ division and the engineering division.

ii. Administration DeQ.!!.,rtment: Presided 0\'01' by ~he Assistant Deputy Director
General/Auministrotion whose responsibility is to supervise the administ.
ration division, the personnel division, the stores division &lld the dis
patches division.

iii. Financial J\ffairs D££a.rtmont: Presided over by tho Assistnant Deputy
Director-General/1"inanciol Affairs. whose res!Jo:loibility is to supervise
the internal auditing division and the accounting division the latter of which
has several sub-divisions which include the credit accounting, salaries,
cash. expenditur(;lB. the ex-Jord M Development Bank accounts, tho ledger
and the statistics sub-divil:. ions .

iv. boan Committee'!:

- The Central Loan Committee:

This Committee iG located in the Head Office of the Corporation
which consists of:

The Director General or his Deputy - Chairman
Asoistant Doputy Director - General/Loona
Chief of Credit 9.lld Reasearch Divioion.
Representative of the (armel's.

All tho above four are member in addition to the Assistant Deputy
Dircctor-Gennul/Financial Affairs and tho f.ssiatant Deputy Director
General/l.dminilJtration in the Corporation as auditors.

Dosclsions of this committoo are tween by a majority of votes. In
case of a tic-vote, the vote of the Directol'~General or his Deputy shall
provail. TMs committee is entitled to make determinations on lonns
up to J. D. 2500. (:P 7000)

99
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- Branch Loan Committees:
~

in each bra.nch there io EJstn.blished :l bra.'1ch lc=u1 committee which
con~ist of:

Til'} Brgnch l'hanager
The 8unior cffi~e'C of the l.'Uniotry of I.griculture in the District or

sub-District.
Rcpresentative of farmers in the District or sub-District.
The ':>"':'allch credit supervisor (if available).

Decisions of thei:e Ccmrrdttees are taken by a majority vote. /111
npplic2,tions for loano ~rc Dubmitted to the l)ranch manager concerned.
After the completion of the preocribed requirements, they are tp;;:n
placed before the branch loan committee concerned for ddermin~tion if
the loan is seaconal and is less th~ $ 280 (J. D. 100) in value. These
committees study seaoonnl loans of mc:'e than $ 280 and all other loans,
medium and lonc;-term, and tben 8ubr:.i.ite. the applications to the
Central l,oan Committee for further study and for [~~t~rmination if the
loan is within the vested pcwers of the Central Loan Committee, i. e. ,
up to $ '1000. Loa..'1s exceeding :v 70~O after receiving the
recommend:ltion of the Central Loan Committee are determined by the
Bourd of DircctoTs. Decisiana of the Central LOID Committee are
recorded and submitted to the Director-Gel1ernl and all reGolutio~lC: of
the Ceneral Lonll Committee 3.re subject to the approval of the Director
General.

FollOWing ia an organizational chart whic:1 shows the structure and
or~aniz!ltian of t11e corporation at the Head Office and at a typicnl
local br~ch. (C:1art No.1).

2. Local Structure

The o:.:ganization at the local levE.! (also shovm in Chart No.1) is one
which typically includes a br~nch m311ager, !lndlor agricultural supervisor,
an accountant, a clerk, at JsG.nt one collector, a mesoenger and a driver.
Also there is the local branch loan committoe. (3ee Section lIe]).

100
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D. BENEFICIARIES

1. Selection Criteria-- ......,;;.;~;.;.;;;;.

Any farmer who is Jordanian, over 18 years old and owns land or is a
tenant who has security and has a valid lease can borrow from ACe. Ap..
plicatioas for loans may be ,rmbmitted by any co-rporate body or company or
partnership or group of persons or c'Jntractors doing custom work in agri<mlture.

In deciding whether or not a loan should be given to an applicant, his cre~

,dibility, -his previous record with the corporation, the extent of his indebtedness
tf) the corporation or to any other institutions shall be taken into consideration.
Also the circumstances under which he obtained his previous loans sball be
taken into account. It is in the rules of ACC that no borrower ~r surety shall
be given a loan until and unless he pays to the corporation any installment or
interest due from him, except in cases where deferment of payment, or a
settlement was sanctioned by the Director-General. Thus, the presumptions
aiJout the credit worthinesG of any borrower depend on his previous record with
ACe.

Concerning the relation of the terms of lending to the borrowers characteris
tics, (lonsirJeration is given to the financial standing of the applicant with a
view to avoiding over-burdening' him. From the inspection committee's report
form (Appendix G). it j.s noted that the age of the applioant, his previous
education and experience, his present work, number of family members working
with the applicaJlt in agriculture, number of. family members contributing to
the family's income (from work other than agriculture) and the average annual
income of the family from agricultt'.7,,; ~id other sources are all renorded. Also.
the family's average annual expendx::;"~as and average arumal net income are
recorded and taken into consideration when deciding on the terms of the 10a-'1.
But it is worth noting that the nature and characteristics of the project to be
undertaken by the loan are more lmportant in deciding on the terms of the loan.
For example, from the lending rules and procedures of ACe, it is noted that
loans are repayable in yearly inatallments to be determined on the basis of thl3
life and productivity of tile project. However this provision has not been
strictly followed due to 1irotted' loanable funds. It was found that maay loans
are not self-liquidatL.'1g such as the orchard ioans.

102

ACC extends credit to all farmers. big and small, allover the country who
meet the requirements of ACe and who apply for loans. But ACe is no longer
a pP.ot program anymore and it does not carry any pHot programs by itself.
This is the function of the Natural Resources Authority (NRA). the MInistry
of Agriculture and other agencies. These agencies select program areas and
ACe contribute to these program.s by extending credit to the iarmers included
in thOSEl programs. Some of theoe programs have been mentioned earlier liIr'3
the Bedouins Settlement Project in EI-Jafre p.l:d similar projents in other areas,
the East Ghor Canal Project tUld the Land Terracing and Conservation Project.
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The major criteria for cutting poor performance from the program are:

i. rl/L isuee of the n·o~

Loans are paid out to the borrowers in i!1stallments. Usually, each
installment equals one third of the value of the loan. If the borrower
does not carry out the requirements to be ma.de from any installment, he
is given a one-month notice to do so. If he still does not respond, then
he is asked to repay the parts of the loan he received together with
interest due plus a fine of one percent.

ii. Persistant .ask for renewal

If the borrower asks for renewal for several times with DO valid or con
vincing reasons, and if the ACe personnel know that he can repay an:]
he does not. they ask' him to rf.pay the whole .amount due on him or' else they
take the necessary actions against him.

2. Graduation Policy.

Graduation policy doeJ ~lOt exist in ACe and it is not applied in Jordan as
for example in the U. G. Farmers Home Administration. But ACC borrowers
may remain in touch with the Corporation.

Borrowing from ACC introa 'es the small farmers to the banking system and
banking activities in Jordan becauce ACe gives its installments of loans by a
cheque drawn on one of the commercial banks. But, the possihility for the
small farmers to get absorbed into and remain v/ith the general banking system
is limited since commercial baaks do not exist in cmall Villages and since
small farmers' savin~s are marginal. Also, small farmers do not use t:le
banking services very often for their activities. However. the credit and thrift
cooperatives which are ::3preading in rural areas might be a good step towards
thj send, at least by teaching the small farmers to save a small part of their
income.

3. Number and_ Typ.£§

Following is fi table shOWing number of beneficiaries and value of loans by
purpose and by y('ur (Table 3). In that table. the breakdown of the value of
loans is done only according to purpose. Though the ACC gives loans to
farmers of different sizes, it was impossible to rrive a breakdown accordL.'1g
to farm size or income. The only possible breakdown io value of loans by
purpose, by year. 1.03
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Since i.ts estabHshment end until the end of 1971, the ACe had extended
loans to 38,995 borrowers for a total -;aJ.ue of $ 26,147,976. Shc;rt-1term
and seasonal lot'ns nave the lowert sharo of this total ($ 1 ,29il ,258) ~~f.; ACe
did not extend these loans for about six years (1962-1968) c.nring whi4Jh time
ACe wae ext!nding these loans by loaning to the JCO.

Livestock and poultry loans constitute the largest :ghare ($ 4:,767, HGO) ~f tht3
v&lue of total loans extended. The share of the other loan p<lrposes: improve
ment of unirrigated lands, improvement of irrigated lands, ag.... icultural
machinery, agrkultural h,Udin~s and other activities ~re 11l10re or 1(:1:;8 equal,
ranging between S .!, 596 ,1-82 and $ 2,087,74/:1:.

4. .Qth~r Sou,Ices of Credit

Correct iillorrrw.tion on ACC beneficia.ries' supplemental borrowing activities
is no" available. Although there is <" section in each loan app'jcation inquiring
about the prior inr~f.!bt6·:kidss of the applicants, it was found that ~he information
in this section iA not correct as the farT .ers do not show all th&\r prior in
debtedn.ess in order to appear in a good financial positkn. A13'J t this in.for
mation is not extracted in any form and it was impossible to ~o over all the
loan applications to extract it. while writmg this report. Howeve'r, other
sources of credit are accessible to ACC beneficiaries Ru(;h as the privat;e
money lenclers, commercial banks and the JCO. It is safe to say that the
private D'lon:ey lenrJers constitute the major accessible source espocially to
small farme13

5. P~:':..file ·o~ l"arm Community

Ac~ording to the information of the 1965 agricultural ...::;ensus though aot com
pletely reliable. the pattern of land ownership is predominantly one of small
holdings. Aimost half of the number of holdjngs in the country ace less than
two hectares in size al'ld 95 percent less than 20 hectares. TIE re are about
280 holdings of over iOO hectares and oniy 18 of 500 hectares or more
(AppendiX H).
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We have taken the 1965 census as a source of information and not another
later census so as to include the wholo of the country of Jordan and not only
the East Ba:.k becuuse since :1 9G7 the West Bank has been occupied by Israel.
Also, since ACC serves farmers allover Jordan and does not restrict its
services to specific area, and beneficiaries are found in every district of
Jordan, a general view of the farm community as a whole would be applicable.

Not only small holdings are predominant, but also fragmentation of holdings
into smaller disperscd parcels iG widespread and it iG believed to have led to
inefficiency of cultivation and production. This fragment3.tion of holdings is
due to the antiquated logal forms of land rights, the pressure of rural popu
lation on cultivable land, the division of ownership among members of large
families by inheritance and the pl'vcess of "l and settlement itself which tends to
pa.rcel out the communal (Vlusha'a) land.

The predominant form of the relations of the land operator to the land is
that of owner-operator. Probably leSB chan 12 percent of the !'.rea of holdings
ill 1965 were operated by sharecroppers .. Anothllr .20 porcent :1 the area was
partly operated by tenants while 65 percent was operated by owners (FAO 1967,
p. ~90). Until the writing of this report there were no laws or regulationa
which go\"~rn or organize the relationship of the tenant with the owner ·of the land,
such relationship being still [overned by custom and tradition. But, as we
heard from ~overnment officinls, such laws are under preparation and atudy,
and are going to be put into effect soon.

However, the GOJ has already tal\:en a bold step in the direction of land
reform in the newly completed East Ghor Canal Project area which covers
12,000 hectares. The East Ghor area is part of the Jordnn Valley which covers
about 20,057.8 hectares Tills area includes the largest irrig'l.ted area in the
country (Dept, of Statistics, Agr. Sample) and size of farm. ownership is smaller
that'\ in other areas and thus more populated with small farmers. In the East
Gho crea, Ian.d has been a.cquired by the govern,ment and redistributed to
farmers under the NRA Laws 31 of 1962 and 37 of J966. A reason:lble com
pensation has been paid to the old land owners. The area thus taken is redis
tributed with a minimum of 3 hectares and a maximum of 20 hectares. Area
preViously held WllS alloted according to the scale shown in 'Thble ~.
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Table 4. Scale of RedistriLl,tion of Land Ownership in the East Ghor Canal
Project Area.

Area Previously Held
(hectares)

3 - 5

5.1 - 10

10.1 - 50

50.1-100

100.1 - and over

Area Alloted to Holders

To be alloted in full

5 hectares to be a1loted in full plus
25% of area in excess of 5 hectares

6. 2 hectares plUG ~ 7 percent of area in
excess of 10 hectares

13 hectareo plUG 12 percent of area in
excess of 50 hectares.

20 hectares to be alloted.

Source: FAO. J967. ~rdan Country Report, p. 95.

In cases where ownership previously held was in plots smaller than 3 hectares.
2.dditional land was sold or leased to the owner to bring his total holding up to
S hectares (if land wan of class I or II)' and to 5 hectares if hnd was of class
III. The most obvious aspects of the East Ghor Canal laws have t .:n land re
diotribution. the promotion of family f~rm8. and the oetting of a minimum size
of holding. The distributioll of land ownership by size in the Eaot Ghor Canal
Project area before redictribution ill July 1960, and after redistribution is
presented in Appendixes I and :j

Selection of farmors WaD made under Law 31 of 1962 of the Natural Resources
Authority (NRA) according to a system of priorities. Priority was given to
holders who exploit their lanrJs themselves and then to professional farmers
rODirling in the project area. Professional farmers from among district inha
bitants and from other districto were given lower priorities and last priority
wao eiven to tenants in the project area. The rriority scale thus gives pre
ference for professional farmers over holders who are non-operatoro themselveo.

A radical break \':lth tradition and legal principle regarding inheritMce ha.s
been incorporated into the law. This relates to the provision that farm unito
may not be fragmented to a siz~ smaller than the minimum area of 3 hectares.
This provision created no resistance. However, according to the FAO 1967 107
Jordan Country Report. this provision has not belen applied rigorously.
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This much attention has been given to the Eam Ghor Canal area in this
Part of the r~ :>ort because this area is one of the most productivo a.reaR in
Jordan, fully irrigated, representative of small farming, and the range
between the minimum and maximum ownership in it is reaso'lable, M:ore
important is that these reforms are going to be applied to any otht:.: areas
that in the future may benefit from major irrigation projects. Though res
tricted region!\lly, these land reform measures are far reaching in effect and
were implemented without creating social problems due to the flexibility of the
Laws governing the reform, their m.oderation, their realism and their fairness
(FAO, 1967, p.94).

From the previous discussion, and from Appendix H that shows the dis
tribution of holdings by size group in Jordan we can judge that the farm com
munity in which beneficiaries live is relatively homogeneous with respect to
farm size though the:L'e are a numb~r of large farms (holdings exceeding 100
hectares) which were 276 holdines ~ '965 allover Jordan, interspersed with
small farms. However, i?S Mosher accurately indicated, the size of a farm
in hectares io only one of aC"'f1ral factors that determtle the size of the farm
business it mtpports6 , and though ~'n could not find data to measure the size
of farm business in Jordan, we can Gafely say that the size of the farm
.b·usL'less of the small farms ill Jordan is also small (except perhaps in the
Jordan Valley, especially in the East Ghor CannI area, where there is more
intensive farming and where the farms are generally cropped twice a year).

E. LENDING ,POLICIES AND PROCEDURES

1 . Portiolio

Table 3. showed the number of borrowers, value of loans and distribution
of value of loans by purpooe for the years 1960-~971. The number of loans
move directly with the number of borrowers. tt.lOugh the number of loans io
lower than the number of borrowers bec9.use some lo~U1c are given to m.~re

than one borrower. COllcerning the type of I OaL"10 , it suffices to say that the
majority of the initial loano given are medium-term loann and the remaining
part is either long-term or seasonal.

&. !'I~osher. A. T., 1966. Getting Agriculture Movimt. F. A. Praeger.

1.08

6. A large farm may support a relatively small farm busillCSS if it is
devoted only to extenoive crops and pasturo, or if some of it is not
used at all. Likewise, a relatively large farm business can be deve
loped on a. small farm by combining neveral intensive crops and
livestock enterpriDes on it.
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It is worth noting that some farmers have more than one loan at the same
time atld many benef~~iaries are repeaters from previous years. There are
no restrictions on the number of loans or the value of loans that can be made
to Olle farmer as long as he fulfills the requirements t submits the necessary
security reqUired and has good justifications for needing the loan.

2. Interest Rate

The rate of interest charged on ACC loans has changed quite a bit since
ACC started. The institutions which were consolidated into ACC charged
different rates of interest before th~1r amalgamation. Some used to char~e

a rot'9 of 3 percent per annum, others 4 percent or 9 peroent. When ACC was
estgblished it unified the interest ra.te at 4 percent per annum for all indivi
dual borrowers. Loans to the JCCU were charged a rQte of 1 percent per
annum only. Then in 1963 and under the request of the IDA I the ACe raised
its rate cf interest to 5.25 percent per annum, so as to be able to cover its
expenses and to bring market rates and ACe rates closer to each other. The
rate on lonna to JCCU was r!lised to 2 percent per annum. Then in 1967 the
rate was raised on all loans to 6 percent per annum, again at the request of
the IDA which felt that !~CCIS interest rate ~jas low. Following that year in
1968 ACC aloo stopped issuing loons to the JCCU, which became the JCO after
its reorganization. Since that year ACC started extending seasonal loans to
individuals directly at a rate of 0.7 percent per month. Till the writing of
this report ACC still charges a rate of oix percent per annum on long-term
and medium-term louns and a rate of O. 7 perceilt per month on seasonal loans
to all borrowers.

3. Collateral

As prescribed by the l~CC's lending rules anJ regulations, ACC accept::: as
security in respect of loans given to farmers any of the following:

i. Immovable property: Agriculturnl land, vineyards, orchards or building
sites. Sixty percent of the assessed value of these securities is tho
maximum given for long and medium-term loans and the maximum is
raised to 75 percent when seasonal loans are required.

ii. Financial security: For farmersthe tine cf whose lands has not been
settled or is not registered in the Land Registry or who are not able to
offer immovable property as secu.city, the property is mortgl\ged and
ca..'Ulot be accepted as .such•. They may be givan in each case a meiium-term
loan not exceeding J. D. 500 ($ 1400), secured by two guaranters of good
financial standing acceptable to the branch manager. 111 special cases1.09 .
which may require a loan exceeding J. D. 500 ($ 1400) t the Director
General may exceed this limit if he is of the opinion that there is
sufficient justification tG do so.
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iii. Shares and. stocks: Sharcs and stocks may, ~t the discretion of the
Director-General, be a.ccepted a.s security for loans up to the extent of
80 percent of their market or nominal value, whic!l ever is lesser. Shares
and stocks ~re currently used very rarely.

iv. Bank guaranties: These are also acceptable if the farmer C311 secure such
guarantees.

4. Other 3ubsidy

Subsidized interest rates have beer. used by ACe in some urgent \circum..
st'll1ces. For ex~mple, ~fter the June J967 war, the interest rate was reduced
on lonns given to hrmers in the Ghor Area beca.use the farmers in that area
were unable to cultivate their lands for a long period of time. The interest
rate was reduced to one percent in cert3.in situations and three percent in
others Also, the payments of the principal were postponed The ACe gives
consideration to individual casee- aIso,e. g. if a farmer had his tractor out of
order or his project faced difficulty in whiC'h case postponement of principal
p9.yment is possible.

The M~inistry of Agriculture, through its Soil Conservation and Fruit Tree
Plantation Project is absorbing a large part of the costs that the farmers are
undertaking in cleaning their land from stones, terracing their lands and
buildinrr stone walls arour..d their lands. The Vlorld Food Program (WFP)
through the Ministry is supplying the farmers with foodstuffs as compensation
for the costs incurred by t!1em and as a compensation for the temporal decrease
in their income as a result of shifting their lands to fruit trees plant':ltion
instead of cereals. Foodstuffs are also supplied to th~ laborers employed by
farmers in building the terraccs and retaining wallG. The Ministry is also
supplying the farmers with the technical aS8ist~ce needel. in planting the im
proved lands in addition to supplying them with free olive trees and grapes
plants. It is also sell ing other fruit trees plants (almond and apples) at reduced
prices to encour!lglC: the farmers to grow them as these have a better economical
justification than the cereals.

1.iO

5. Appraisal Technigues

Vlhen issuing a medium or long-term loan, the ACe constructs an agri
cultural plan {included in the Pre-Loan Inspection Report, Appendix G) t\1r the
loan, which includes the financial position of the applicant, specifies the purposes
he wishes to achieve by his project and summarizes the expected improvement
in the hnd, classifies the invested and working capital and estimct~s the
expected income during the period of the loan. This plan is filled under the
knowledge of the credit supervisor in the applioant's presence. The purposes
and total costs of each item are determined according to the physical inspection
carried by the speci!1lized committe68 according to the project's nature.
These committees submit the relevant recommendations for issuing the loan
after considering the economical feaDibility of the project.
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All loans mfJued by the ACC are totally supervised loans (though practically
small loans are not supervised). Eat the loans we invar!ably paid out in
instsllments. the first upon finul <wprovnl of th(l loan a.'1d subsequent instal
lments orJy after the commitment covered by previous instullments is fulfilled
to the satisfaction of ACe inspectors.

In th:·, way every application is technically studied and appraised. Physical
inspection is 'Jarried out by visiting the farm (more than one visit is made if
needed) to estimate the improvement and development to be done on the
applicant's farm with the cost of every item. Then. subsequent visits by the
crerlit superyisor are m~de to the farm after the exhaustion of every install
ment to make aure th!l.t the previouB installments have been fully committed to
the project and to check on the progl.'ess of the project. Surprise visits a1'",
sometimes made when neCeSBIlr1J. Reporting on these visits is made on a
speci:;J form which is submitted to the brnnch mannger after being filled by the
credit su.pervisor. Similar studies !IDd other needed information is conducted
for ser.·'onal and poultry loans on special forms.

F . COLLECT~QN

1. Rep'&:.~nt Record

The rep~yment recc;:-d of ACC lo~ns h~ not been s~ttshctory over the p~st

ye~rB. The r~te of collection of inst:l11ments due h~s been low nnd the r~te of
delinquency h~8 been hiGh Although there seems to be ~ 1U~ely improvement
in the rate of collection in norm~l years, this rate h~s nuctu~ted durinG the
ye~rs 1966-197::, risin~ in one yetlr and droppincr sh~rply in another, (see
Twles 5 & 6) due to abnorm3.1 conditions prev~nin~ in the country during those
years.

Severg,! f9.ctors have mfccted the general r!lte of ccllection ~d delinquency,
the most imporhnt of which ~e:-

- The rlebtB inherited by ACe from the institutions merged into it at its
establishment, These lo~s have n very low rate of collection becaus~

most of these were eiven in emergency cases and were considered as
welfare· loans, Their effect on the general rtlte of collection Cl.t!"! be seen
by comparing TJbles 5 and 6.

111
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- The June .1967 w~r and its n.fterm~th, The collection of due ~nd overdue·
102l1s of the West B~nk of JorCLtIl was very neg'li,6ible after thn.t w~r and
collections of due loms in the Ghar areas of East Jordan was difficult and
postponed for a cert~in period of time. Also it affected collection in all
other areas of the Kingdom.

- Drought years, such as }968, which result in )w productivity 'Uld reduce
the hrmers income ::hus m~{ing it impossible for him to meet his obli
gations towards ACe.

The internal disturbances in 1970 which stopped economic activity 'lnd pro
duction in differ.'iJnt areas of the country {or sever.']l months. and the subsequent
closure of the Syri'ln boarders,

The variation in the rates of collection 'U1d delinquency among the years
1966-! 971 is due mainly to the above mentil'nerl factors, These low rates of
collection 'lre in part, but not wholly, due to those hctors, The general r~te

of collection remains low and this problem I)f delinquency must be attributed to
other fac~ors,

These rates of collection ~d the present situation of credit in Jordan reflect
the fact that 'l lar!je number 0: the borrowcrs who received 10'lU8 from t~le

ACC, hiled partially or completely to repay their loans on the due dates.
This condition is neither ~ood to the lendex-8 nor to the farmers, and is un
favourable for the developmcnt of the agricultural sector of the economy of
Jordan,

In a study that was conducted by Abu-How'tyej 7 to identify the causes of
delinquency in Jordan the results of the study sl Jwed t!lat out of the factors
hypothesized to be causing delinquency some were nignjficant at the 95 percent
level of confidence. It will be noted from the following chosen 1ist of signi
ficar.t factors from that study that they are not mutually exclusive (in some ,
cases they are overlapping and interrelated), Th -; factors are identified in
terms which describe delinauent (as opposed to non-delinquent) borrowers. They
are not arranged in order of importance but rather ~ccording to relationship
to borrowers. lendem, and General environment.

a. Factors Related Mainly to the F~~!.

- Lack of water for irrigation
- Lack of storage for products and supplies.
- Lack of encouragement in hrmin{~ by brmers' dependents.

1...14 >~ IV! isuse of the loan (used for PUl'POI:1e other thm that for which applied).
This is a problem that has been lare-ely solved in ACC due to the current

'1. Abu Howayej, Burhan, 1970. Agricultural Credit Delinouency tn Jordan. A study
conducted in fuliIlH'ment of his M. Se. requirements
in the Fnculfy of Agricultural Sciences A. U. B.
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I ractice of ~iving loans in installments and checkinr; the use of the
previous installments before aiving the ne1lt installment.

- Failure to use optimal combmations of chemical pesticides and fertilizers.
- Long-term far minE: pbns not used.
- Dependence on friends and firms as main sources of information rather

than institutional sources.
- Borrowing from many non-institution'll lend<.- s in addition to the loan

t3ken from ACC.
- Living off the farm. (This has been partly solved through giving loans

for farm houses located on the hrm).
- Lack of feeling of dishonor from being delinquent.
- H:\bit of non-repayment.
- Expectation of 110 action from the lendera to force repayment and expec-

hUon of easy renewal of the loan in good years riB well as in bad years.
- Low priority given for repayment of institutional loans.
- Poor knowledge about the conditions of the loan (such as interest rate.

(Iue date. security, etc ... )
Lack of a credit concept by the farmers, i. e., loans are viewed as gifts.

b. Factors Related Vrainly to the Lenders

- Arloption of a weak collection policy
- Shortage of capital vl11ich results in an inadequate arrangement of loan

0uration. As a result, ACC loans are not self-liqUidating such as citrus
and 01 ive tree loans. The principal of these loans is to be repaid
starting with the fourth year of the loan while those trees start producing
on the fifth year. The loan itself is also given for only 10 years. Thus
the farmer will not be able to repay the loan irom the income that i.s
generated fr'om it and thus he will likely be delinquent especially if he
does not have other sources of income. At the same time ACC cannot
bind its fundE' for a period long enough for the loan to be self-liqUidating
because then it -.lJould not be able to give as many loans as possible.

c. Factors ~elated ryiainly to the General Environment

Low average annual rainfall.
- Drought seasons.
- Consequences of the 1967 June War

Since delinquency rates could be calculated in several different ways, the
magnitude of delinquency then depends on the way in which it is approached.
Thrqc of these different ways 'Nhich we could calculate are represented in
Table 7 ' These approaches are: the amount of loans not collected as a
percentage of what should have been collected during a year; the amount of
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overdue loans and interest as a percentage of outstanding loans at the end
of the year; and the amount of overdue loans and interests as a percentage
of total assets at the end of the year. The first app roach, the amount of
·~ue loans not collected as a percentage of what should have been collected,
obviously gives the highest rate of delinquency ranging, over the period
1966-1971, between 73. 5 percent and 88 percent.

2. Methods

Repayment of ACC loans is all in cash. Repayment has to be done on or
befo~e the due dRtes which are scheduled before issuing the loano. Consideration
is given to the cultivation time of the borrower's crops when scheduling dates
for repayment of the principal.

Collection is carried out in a systematic procedure. Notices are sent to the
borrowers within a period not exceeding two months before the date on which
payment is due. T11ese notices are sent either by post or through collectors,
though it is considered in the regulations of ACC that failure to serve such
notices is not to be taken as an excuse for failure to pay on the due date and
does not affect the collection of any portion of the amount due to the Ace or
weaken \t in legal proceeohlBs for collection. The ACC may collect the sum
due through its authorized officers or collectors who should give the debtor
all official receipt of the ar.10unt of principal or interest paid. Payment may be
made also to any department of the government or bank on behalf of ACC.

3. Special Enforcement Procedures

In the event of the failure of any debtor to pay any installment or interest
due to the ACC and if no suitable sei:tlement io reached, with the approval of the
Directur-General, or any official autho:cized by him, and the debtor is not
giver. a period of grace or extension, all unpaid installments become due and
the ACC proceeds with their collection from the property of the debtor or his
eu:rety. Foreclosure of mortgage ts under-taken when it is kn.own that the
debtor can repay and he does not. But this foreclosure action has been very
rID'ely undertaken by ACC. They try to give the farmer every opporturJty to
repay the loan without the need to take eway his land or any otOO l' mortgaged
property. Renewn! or extension of the loan is possible if "good reasons" are
given for that, especially in drought seasons or under circumstances beyond
control. Thus ACe enforcement procedures are actually lenient and have not
be~\n applied rigorously.
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4, Reschedulimt

RG3che:Juling of the installm~ntB' -Jue dates is also possible an~ has often
been unJertaken. This rep.ohe::Julin~ 1epen.1s on many factors affectirlB the
project undertaken by the loan. t.s an example. sometimes the schedulinc of
the Jue 1ates of installments is not proper a.nd does not coinci:Je with cul
tivation dates. In this case the previous sche':luling is reconsiJereJ and the
::lue dates of installments ar~ resche~]uled. Also in circumstances which are
beyond the borrower's control. such as when the borrower's project faces
serious difficulties, rescheJuling is ~rranged ::lepenJing on further studies of
the project. Resche'lulinG therefore, is an accepted proceJure by ACe anJ
h9.8 often been npplieJ.

G. COS1'S AND FINANCE

1. Portfolio Profits and Losses

The size of I.CC's portfolio 110.8 been gradually increasing over the years
1966-1971 ('!'able 8) except for the yeur 1969 where the size of the portfolio
decrease~l as inrJicateJ by the size of total assets for th~t year.

There has been no erosion from the portfolio :Jue to nonpayment of
instnllments of principal or due to inflation. The price level has been
relatively stable .rising very smoot!11y an1 gradually oveX' the past :lecade
in the country. The overduo loans or (~ue installment s of loans which are
not paid on due dates remain with outstanding 10Ms a.1').d are never consUere:1
as bad debts or reliloved from ACC portfolio. Erosioll due to non-payment
of loans is, therefore, out of consideration accoding to ,t''.CC officialS. But
some losses have takel1 place "lue to exemptions or :1eductions 0f tile interest
due on loans as shown h Table 8. This has been useJ as a bargain'!1g
tool encourar,in~ very oB r:lebts to be settle.]. These exemptions or :.1educ
tions are subtracte'.1 from ACC's profits or a:l1eJ to its losses.

1:18
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Though there is no (YJ:oDion. at toast theoretically, in the p0rttolio due to
nqn-pl\ymen.t of loans, the high rate of delinqu~ncv. as rH".;.\{SSoo in section
II. F .1, places a heavy burden on ACC and creates 9. problem for It and is
thought to result in n shortcoming of its activities. Moreover, overdue loans
and interests constituted around 16 percent of total outstanding loans in 1966.
This rate continued to increase approaching 46 percent ill 1970 then dropped
to about 36 parcent in 1971 (Table 7, section II. F .1). The same thing applies
to the percentage of overdue loans and interests to total acoets (year-end
bJ1!Ulce) but with low(~r percentages over the given years (Toole 7). Loans
O1:tstanding as a per(~entage of total assets (ycar-end bolance) are given in
Table 9 which shows that the loans outstanding constitute the major component
of ACC's total assets (more than 85 percent on the average). Also that
table shows that the louns outstanding constitute the rna.ior sh!lI ~ of total loan
able funds.

It iE; difficult to judge how fast <":'ld how many times the l\CC is able to
turn over an initial capi~1ll SUbSCi:,'ir,tion. However, since moot ACe "OaDS are
medium-term loans (which actually become long-term lo~"s because of many
extensions and rescheduli11GS), and becaur.e of the hig11 percentage of overdue
loans and interest to outstanding loans and because of the high rate of delinq
uency and l~w r~tes of collection as mentioned before, we are justified in
concluding that ACe over the past few years has accomplished only a low
turn-over rate except for a few types of loans w!lich have had a rehtively
high rate of collection such as the agricuitural machinery loans (project 150)
whose rate of collection in 1971 was loa percent, the st::lff housing scheme
loans (100 percent in 1971 ancl previous years), nnd the lo~s given from the
IDA (Second Loan) Funds (about 50 percent on the average.).

2. Administrative C~sts

The administrative costs of ACC ha.ve bee.n increasing with variations over
the years ! 966-1971. These costs are shown In the following table (fable! 0).

Table 10. Administrative Costs and other Expenditureu of ACe, (U. S. Dollars).

1966

322 479

1967

514,777

1968

487,298

1969

500,898

1970

608,762

1971

592,382

Source~ ACC, 1966 - 1971. Annual Reports
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In the above figures, expenditures on capital goods such as the buying of
new cars, calculating or typing machines, furniture, etc •.. have been excluded
from the operational costs r since these expenditures are then transferred to
the oapital accounts.

The major aggregate components of the adminiztrative costs of ACC, with
the expenditures on each component in the year 1971, are listed belcw ill
Table 11, to show the relative importance of each compOllent. For sub
components and details of e~penditures see Appendix K.

Table 11. Major Components of ACe Expenditures in 1971.

Component Expenditures During 1971
(U. S. Dollars)

Total Capital Expenditures

Total Salaries & Remunerations

Total Routine Expenditures

Total Interests Due on ACC

Minus Capital Expenditures

Total Operational Expenditures

12,014

324,290

79,372

188,720

13,014

592,382

122

Source: ACe, 1971. Annual Report.

The average cost per loan varies Indirectly (inversely) with the number of
new I0311U disbursed during a year. This is very clearly shown in Table 12.
for the period 1966-19'71. In 1966, when the number of new loans issued was
highest (2147) comparee.. to subsequent years, the average cost of administering
a loan was lowest ($ 150.20). Also the average cost per loan varies directly
(positively) with the administrative costs in a certain year (assuming a
constant number of loans). This is shown by comparing the two years 1969
and 1970 in Table 12. In 1969, the number of new loans disbursed was less
than in 1970, but still the average cost per loan in 1969 was less than that
in 1970 ($ 602.04 compared to $ 687.09 in 1970) beoause administrative costs
were higher in 1970 (~ 608.762) than in 1969 ($ 500.898). Thus the average
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coot per loan depo::<is on two factors, the number of loans issued in a year
(inverse relationship), and the administrative costs dUring a year (positive
relatlonl3b.ip). For ACe. it is olear that they can have 10\\"Elr average costs
per loan by isc'l!ng mOl't) loana in a year and it is clear that they have not
been utilizing n1.!'.~1~'!I!~ f'~~,:4')':'..~'J ('~ operating at the profit-maximization level.
By issuing more loans t they can r .. :uce average cost per loan and at the same
time acC':':~~ mor9 profito frem th9 interests to be collected from those loans,
with the nssump+Jon of stable ndministl'ative costs. Or alternatively, they
could reduce t!1e average (',)3t per loan by reducing administrative costs. Part
of the hiGh average cost pl)r lo::..n on ACe loans over the years 1967-1971 is
due to c!.rcc.msf.anoes beyc~ the cor-trol of Aee. The aftermath of the Juno
1967 war am l.'lc lnf,s~a1 c~Gturbanccs and instability enter the picture here
again.

The averago C03t of cd~~t.gtrat!on por dollar loaned follows the Barna

analYG~S. Thull a".{:;}::'ag~ cost per C::::.Iar vnrles inversely with the vahle of lonna
dlsbur~od a.'lQ roc~ti.vely vrl!.;h totcl wmimstrntlve costs in a year as is shown
clear~.y h Tch~.,') ~". !.:.1 Tablo :'.::. tlY3 average cost of administration per
dollar 1<."la.'lod WaD lowe~t ju lS5G ~$ 0.089) where the total value of loans
dlsbu~ed ~ur;l.~.g that yoar wn.s }-tJE~ect. In 1970, the reverse was true.

However, it wa3 di~l[1rpo~nt;~1g to the authors to be unable to obtain data
bearing d~rectly 'on the p~:,:>:lem d admirr.l3trativo costs of lending as it relates
to the cr.1CStiCrl of crC'::'::t ,~ :~ rlr.~l f~rmero. The data available shows tl~e

average cost of adrnirJ ztrnt:on per Gollar loaned but it did not chow what the
author3 beHove to be tru~, nr.mcly, that t:le a.dmin!strntive cost per doUar
loaned is h~~her fer smell. Ica:1s ttnn for large loans because of certain fixed
costs associated with any loa'1 r~~rCless of size. This may (' .. ,,~ ..
tendency fer bnr.k employees to f~vJr larger loans.

3. Benef:'ni.ary S~·.~·.~£3

Although there is an article in ACe Law that iJOrmifs It to accept furmen
savings as deposits, ACe haa not practiced or applied this privilege since its
eatablishm.'9nt and did not enoourl!.ge farmers to deposit their accumulated savings
in Ita ve: ·:.~s until the wri~g of tria report. Neither have equity investments
of any k1..~ been applied or pracCced.
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4. Ex:ernal Finance

. ACe's sources of finance are formed of the paid-up ccpital. the accumulated
profits. the Development Bom'd (DB) Loans~ the IDA LO::lllD and the collection
of ACe loaM and interest. T::ilile 13 shows the sources of finance of Ace
during the years 19G6-19G7 and frol~l that table t110 following points nre noted:-

u. Paid-up cnpitcl and grants from A. I. D.

The paid-up capitnl COQStltutEJ6 the largofJt Pl::l't of the sources of finl::l1ce •
. '.,'he ratio of this source of finance to tot~ sources of finnnce wr.a contin

uouoly decreasing ever the years 1966-1971. It fell from 67 percent in 1966
to 56.5 percent in 1971 r.1r.inly due to the exploitation of new sources f.'.Ild
the ris1:lg ratios of other sources of finance. On tbe other hand; the pcld
up caplt:Jl decreased in 1969 to $ 11,830,677 and to a ratio of 56.2 percent
compnr(..~ to other sources from an nl'l1ount of $ 12s 567,620 nOO a ratio of
62.9 percent in 1968 r..s u result of tho remuneration of the sum of $ 999.163
from ACC's cllpitcl 1:1 19BD to tho I'CO.

It is worth noting th..~t this pnlJ-up capital is formed of what W~13 trans
ferred to ACC from tho ~""'lclgr...lnn.ted institutions in 1960, government sub
scriptions every year. collections from the old seed loans (which were given
to farmers by the 1~11ifltry of Finance) and USAIL' grants. Through 1969,
UGAID grants amuunted to ($ 2 9 050,085) ~x1 COnJ3tituted 24 percent of ACC's
p~d-up capitcl ~t tW...t year or 13.5 percent of the totrl sources of finance.
Wha.t Is called government subscription Is nc.. ronlly a subscription from
the government's fundf.L It Is formed in t:lis m~"1er: IDA gave two louns
of $ 3.000,000 each in 19G3 and 1967 throu~h tho GCJ ~t an annual interest
rate of 0.75 percent. The GOJ, hI·tu~. charged ACC an annual interest rate
of 3.25 percent. TJ:if.Jnthe GOJ used to be and still does transfer the difference
of those rates of interest to ACe. This is recorded in ACe accounts as
a government a:mual contribution to ACe's paid-up capital. These are
called capital subscriptions and their ratio to the paid-up capital and to total
sources of financc for the years 1966-1971 3.1'e recorded in Table 1·1:. In
that table is recorded also the annual collections from the old seed loa:l.s
that are transfe.rred to the paid-up capital with their ratios to pald.. up
capital and total sources of finance for the same period nf time.

b. Loans from the IDA

: Loans from the IDA form t:1C second source of finance for ACe, (ACe
hlis secured two loans from the IDA of *3.000,000 l1ach). The outstanding
hl)1ance of the IDA loans at ACC has been inoreaolll{; over the period 1966
1~71 with the ratio of these loans to the total sources of flnance rising
from 16.6 percent in 1966 to 25.5 percent in 1971. In 1971 the outstanding
balance oftlw IDA Loans amounted to $ 5,470,021.
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Table 14. Government Subscription and Collections from Old

Seed Loans (Amount in U. S. Dollars)

1966 1967 1968 1969 1970 1971

Government
Contribution

~4913 86178 82418 109043 2 30482 83145

Ratio to Paid- 0.2% 0.6% 0.6% 0.9% 1.9% 0.5%
up Capital

Ratio to Total 0.1% 0.4% 0.4% 0.5% 1.1% 0.2%
Sources of Finance

Collections from 45565 85923 119089 110003 38178 41647
Old Seed Loans

Ratio to Paid- 0.3% 0.6% 0.9% 0.9% 0.3% 0.3%
up Capital

Ratio to Total 0.2% 0.4% 0.5% 0.5% 0.1% 0.1%
Sources of Finance

Source: ACC t 1966 - 1971. Annuul Reports.
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c. Collections

Collections from ACC lonns and interests form a third sourco of
finance. These collections wore $ 1,86:?, 9~4 in 1966 with a ratio to total
sources of finance around 10 percent, rising to a peak of $ 2,582,028 and
a ratio of 12 percent to total sources of finance in 1969, then falling to an
amount of $ 2,238,314 and a r~tio of 10 percent to total sources of finance
in 1971.

d. Accwnulatcd profits

Accumulated profits fermed 30.1 average of 5 percent of the total sources
of finance during the period 1966-1971. The accumulated profits rose from
an amount of $ 1,031,595 in 1966 and .cl ratio of 5.7 percent to a maximum
of $ 1,213,402 and a ratio of 5.7 percent to total sources of finance in 1969
and then decreased to $ 615,752 and a ratio of 3 percent to total sources of
finance in 1971. There has been a depl(~tion on the accumulated profits in
1970 and 1971.

e. Loans from government agen£!£!.

Tl.1e ACC depended to a very small extent on loaning from the Develop
ment Board (which later became the National Planning Council, NPC) and
from the Treasury to finance part of its activities. Its balance of loans
from tlle D9 and C.a Treasury amuunted $ 56,000 in 1966 with a ratio of
only 0.3 percent and rose to an amount of $ 948,245 and a ratio of 4.4
percent to total sources of finance in 1971.

The authorized capital of ACC was set-up at J.D. 7 million ($ 19.6
million) at its establishment. III 1971, the paid-up capital amounted to
$ 12,1OS, 086. This paid-up capital in 1971 COlll3tituted only 61.7 percent
of the authorized capital. The GOJ is supposed to contribute to ACe
paid-up cnpitnl iP. order to help ACC fulfill its authorized capital. But till
the writing of this report, the GOJ has been contributing to ACe capitnl
in the form discum::ed earlier.

ACC also has the privUage of rediscount facilities at the JorJan Cenh·a1
Bank.but ACC has not made use of thin privUage till the writing of this
report. At the smUG time the government at certatn levels of the lending t

loaning and rediscounting chain guarantoes ACe and its funds. The two
IDA loans fm' Ace have been guaranteed by the GOJ. Also loans given by
ACC to certain agencios are guaranteed by the govm.'Dment. Lately ACC
gave a loan to the Jordan Organization for Marketing Agricultural Produce
(JOMAP) euaranteed by the government.
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5. Institutional Golven<:,I

ACC has been able to refinance its costs and losses from its own
ear-iogs. In table16tho accumulated cd profits ahow"bct accuMulated
profits from previous years over and above costs and losses if there was any.
Cash at banks plus loans advances to branches have been continuously increa
sing over the pe":'iod J.966-1971 rising from $ 744,464 in 1966 to $ 3,239,591
in 1971. On the other hand, total loanable funds have increased from
$'18,091,824 in 1966 to $ 21,433,420 in 1971.

6. For..,ign Exchange Balance

The receiving of an exiernal loan or grant w':lld increase the foreign
exchange reserves of the economy under consideration and would have a
positive impact on the currency of that ecollomy. ACe, in a~quiring two loans
from the IDA of $ 6.000,000 and grants from the USAID. hw(\ imposed a
positive impact on the .economy of Jordan in that direction. ACC itself did not
receive the loans and grants in dollllrs. but the dollars were received by the
Jordan Central Bank which converted the equivalent amounts in Jordan Dinars
to ACC's accountB. However. foreign loans have to be repaid in foreign
exchange, but in installments and over a long period of time.

Also ACC io beHaved to have increased the foreign exchange reserves to
a small extent indirectly through the productive results of its hanlng activities.
To the extent that its loans to farmers help in increasing agricultural pro
duction ,especially export crops or import substltutlcn crops, and to the extent
that the increased production increases agricultural exports and reduces food
imports, ACC is helpi.ng not only in increasing farm income, productivity,
and level of living, but also in increasing foreign exchange reserves and in
this it is backing an.d strengthening the economy of the country.

H. COMPLEMENTARY FACTORS

1. Technology

B.. Directing! tying and pn.cka,ID.!lli

Ace gives advice to its borrowers when ueeded, concerning the best
W!l.y in which they can use their 103118, what crops best suit their farm's
environment and give higher yields etc... Tying and packaging exist on a
small scale in a form in which. credit is given for certain purposes which
are specified in the loan applioation. Also, each loan is supervised by
ACC's supervisors (all of whom have at least a bachelor of science degree
in agriculture) in order to make sure that the monev is spent foA' the
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purposes for which it was applied, ACC giV~8 its loans all in cash (except
for the machinery and pump lORns, payment is made directly to the selling
agency) and no enforcement is made on the borrower to buy certain brands
of inputs or from certain pl~ces or to use a certain technology. They
advise him on the best and most suitable techniques hut he does not have to
take their advice.

b. Program extension Rnd suoervision

Extension services are not built into ACC. ACC supervises its credit
to control the use that is made of the loan and to he sure that it is spent
only on the purooses for which it '~as applied. It 1s not involved in
technical diffusion or transfer. In the meantime, there are no s~eci81

farmer training programs undertaken hy Ace itself. But prior to 1967,
Ace used to arrange trips to farmers of certain a~eas to visit other pros
perous areas in order to make them henefit from eac~ other's experience.
On-farm visits ~y ACC credit sunervisors are carried out to check on the
progress of the projects unrlertaken hy ACC loans and to recommend on the
payment of suhsequent installments of the loan depending on whether or noc
the commitment covered by previous installments is fulfilled to the satis
faction of ACC credit supervisors or inspectors. The ~inimum numher of
on-farm visits 1s three to four, one pefore the approval of the loan and t~

or three uft~r approval. Visits are sometimes made to individual hene
ficiaries and oth~~~ to groups of them depending on the situation. The
credit sunervisor in the hranch office prepares a schedule of the visits he
has to make, and if more than one farm has to he visited in a certain area
in a certain period of time, he arranRes to make the visits in one day so
as to save time and effort.

c. Qther arrangements for technical transfer

A~r1cultural research anrl extension in Jordan are under the responsibility
of the Ministry of Agriculture. The Agriculture Research and Extension
Directorate has become the bir.g~st unit in the ~inistry of A~riculture.

Formerly the a~ricultural research and extension staff were separate, each
in a different directorate. The Ar-ricultural P.~search Directorate
was formalized in 1950 with the foundinp, of Deir A.lla station in the
Jordan Valley as an agricultural experimental station, and the Extension
and Services Directorate was set-un in 1952. Later (in 197n) these two
directorates were unified into. one and the extension staff WAS merged
with the research staff in order to increase coordination hetween research
and ex~enBion, and to facilitate extension of research find1n~s to farmers.
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Thc Ministry's research program was only sli~htly ~ffecte~ hy the 1967
war Bnd the subseQuent internal nisturl'ances. S0me of the staff of
Deir .AHa, the main research station in the Jordan Vailey, left their work
for a while. Wadi Dhul1el, the main research station in the highr-~r's
has been interrupted to a lesB~r extent in i~s rcsearch wnrk. As a
result, it has ~een difficult for research to keeo up with the new a~ri

cultural developments and their apnlicahility tc) Jordanian conditions.

The extension services, which include (as ~efine~ in Ordinance 29 of
1966) the education and p,uicance of the J0rrlanian farmer to enahle him to
~ur8ue modern arr1cultural methods ~onducive to raising hie efficiency and
ability to hetter exploie his land, are set out thr0up-h the diffusion of modern
agricultural kn0wleoge, cne conduct of demonstrations and the provision of
agricultural services such as the supply of improve~ seeds, sapplings, etc ••••

The extension ser~ice~ operate at different levels, with the main outline.
of the system heing as follows: 8

1. First, there are. specialists in each extension field located in the
agricultural directorate of each Governorate.

11. Second, there are the general field extension Clpents that are located
in each locality. The total numher of these a~ent8 eoes not exceed 72 in
both banks of Jordan.

iil. Thirrl, there is the extension staff that is concerned with the
control of disease in the irrirated cro~s of the Jor~an Valley. Its main
responsi1'lility is to cart'y cut comnulsory sJ'lrayln~ which may "e introduce~

in the event of a serious outbreak of plant disease.

------
6. These points have heen taken from IBRD/IDA, 1972. Current Economic Position

and Prospects of Jordan, Washington D.C., with a~ded

cC'!""!"mic'lt:lons from the Ministry of A~riculture, Amman,
1972.
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Iv. Fourth, there is the Range Management Division which is a newly
established extension service. It has the T,)gponeibility of enforcing any
future grazi!!g la.ws in the range lands.

v. Fifth, there is tbe extension staff of the Vet(jrin~ry Division who&...
, primary function is disease control especially of contagious diseases. These
personnel are not devoting enough attention to Mimal husbandry.

There are a numh~r of qualified eyi;pnsion staff members ·il'lv"'·,n~ .; ... I\""""n··
s,ion services and e(l·'~,)c"'7 'W~:d~ on agricultural production In JOI'dan. How
ever. £.'-." - . ~- -, -•.•.Jivision Is still undermann'~ and there is room for
expandt:G i~~ etaff for better results to be achieved. Better guidance and
direction m'.lflt be given to theae personnel so that they would be able b
make a greater cootribution to increasing agricultural ou.tv.Ji~ More and
bettel" ~ainir'.g and incentives to increase their "missionary zeal" 18 required
t'1 add~tion t~ supplying thorn with better extension equipment and tr911S""
portattl)..'l v"3~llJles to ir.crease their efficiency. Also coordination between
the divi"~(\n'1 respot'l.~ible foI' different parts of the extenAfon work within
the Mi!:!.:try of Ag=iculture has to be grently imp!'oved~

In the mean time, there is limited coordination between the crf"l'u"
extension se~ices at head~arters, (there is participation of a. member
from the :rf.i~.~.stry of Agricollture, the under-secretary, on the BOAI'd of
Directors of ACC) and at regional levels (there is a repre"''"'~~...~l.ve of the
Ministry cf Agri~ulturQ in each district or subdistrict usually an extension
agent, but r.ot always -- in the branch loan committees at the branches of
ACC). These members participate in the decisions of the Board of Directo~s

of ACe and the branch loan committees. But as we heard from the head
of the Re~~arch and E:o-1ension Department, there are ideas about having
stronger anti more functional coordination in the future between the Research
and Exten!=lJon Depa:rtm~nt and the ACe. The main. point of this coordination
Is that technical assistance and advice and other extension services should
be provided with each loan and in certain cases the loan should be tied to
a certain new teo"_'lology and a set of inputs aud technically supervised by
the extension ~.gelita. For the Research and Extension Department to be
able to carry out this respoc.sibUity, more and better qualified exteeslcn
agents should be employed. In the Three Year Economic Development Plan
1973-1975, the development of the agricultural extf'''!.sion has been taken
into; consideration e: .J two main projects are to be CB.l<Tied-out (see Appendix
B, J\gricultural Exte~.sion). One of the projects called the Project of
Agr\cu!tural Rehabilitating and Training Center, aims at 1mproving the
efflqiency of extension agents tn introducmg desirable changes in agriculture..
ThiEf r"'~:""£. : .. "l.,~ol" the estabHshment of a center for t~~,~: "."- '~"1 research
workers, the extension agents, and the farmers at the different research
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atations. The other project, called the Project for Training FarmerE.l on
Irrigated Cultivation aims spooificnlly at training Bedouin youth on pr.acticing
irrigated farming. Also it is worth noting (Appendix B, A8ricultural
Research) the development and establishmtlnt of research stations to be
undertaken by the Three Year Plan.

d. .Nature of technology,

Although the unsettled conditions which existed in Jordan since 1967 have
had a major effect on the performance of the agricultural seotor, the
availa.ble sta.tistics for the past four years show a tendency for average
yields from irrigated lands to increase and that from rain fed l!inds to
d'~crense. The increased yields from irrigated farms are being achieved
through irtcreased efforts in adapting a more suitable plant population and
controlling weeds and disease both by hand labor and spraying. Fertilizer
use is increasing gradually, while no l'apid increase. in mechanization in the
Jordan Valley and other irrigated areas ban taken place.

Technical change in rain~fed farming Ins mostly been in the form of
incre1:lsed tractors. But this increase waG not accompanied by much im
provement in t:le cultivation methods - only with an extension of the land
plowed into areas of very low rainfall unsuited lor rain-fed cereal
production. In 1970. 2758 tractors were recorded as being owned in East
Jordan (part of which might be out of operation) which could provide 8uf
ficient power to cultivate all the cultivable land in the East Bank. Lately
improved wheat seed has been used in a project for doubling wheat
production. Although fertilizer use has increased from a little less than
2000 tons in 19G7 to about 3,500 tons in 1970, this is stUl less than 3 percent
of the economically optimal level~ In addition, there has been a marked
inc'l",ease in the use of herbicides and fungicides.

Improvement in lilsease control is the only change which is continuously
taldng place in the livestock sector. Husblllldry methods are the same as
have been performed for centuries with very little improvement in feading
and breeding aimed at inereasing output haVing been adopted. Howevar,
the Three Year PlllIl (19" 3~1:";:;\ includes 8ft Animal Production Project
whioh aims at laying dowll '.H tC..tndlltions of developing livestock pro
duction in Jordan by means of research, traiuing of local staff and farmers
on animal production aspects including range management, fodder production
in rain-fed and irri~o.ted areas, improving reed and fodder processing,
increasing the productivity of farm animals through up-grading of local
sheep and the introduction of foreign dairy ca.ttle and layers, improving
animnl husbandry, control of disease and the improvement of marketing and

9. Ibid
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packaging techniques of livestock products. The total cost of the project
is expected to be around $ 2,161,600 spread over five years (See Appendix
B, Animal Production Project).

2. SUpplies and Salea

So. Program· supplies

As mentioned earlier ACC issues the loans and pays in cash to the
bc~rower except in caseD of agricultural machinn.:ry where ACe pays the
dealer (who. is chosen by the farmer). In seusonal crad it, if the loan is
for animal feed and fodder, ACC also pays the dealer J as if giving the loan
in kind. ACC credit agents do not handle supplies. Even fu tbe above
mentioned cases supplies are handled by the concerned Jealers and ACe
just transfe.. 3 a cheque 1n payment. of what the borrower has bought.

The general field staff (extention agents) of the Research and Extension
Department of tile Ministry of Agriculture, as menUoned earlier, handles
the distribution of some improved seeds and fertilizers and· other new
technolob"Y inputs at cost prices to the farmers so aa· to diffuse nnd muke
known thE:. use of these improved inputs and then leave it to the private

. sector to continue handling· and supplying these inputs to the hrmars. The
prices of these inputc to the ACe beneficiaries are the 8am.e as those
prevailing in the market. Also the government does not subsidize prices
of inputs provided by the private sector. .

However I there are no administrative restrictions on tmports of agri
cultural inputs and customs on these imports are relatively low in order
to encourage their use. It is worth noting that Jordan is an exporter of
crude phosphate used in fertilizer.

b. Program infrastructure

/;ce activities do not include the construction of infrastructural facUities
as they are broadly defined. These activities are t...'1e respo!1sibility of
other government agencies and departments such as the Natural Resources
Authority, Jordan River and Tributaries Re310nal Corporation, the Ministry
of Agriculture and the Ministry of Public Works. However J if infrastructure
in conSidered in the narrower sense and taken on a smaller basis then
we can say that ACe is involved in some infrastructur31 acU,'ities t such
as the ·financing of the construction of terracing and supporting walls I

reservoirs I artiBian wells I cement and earth canals, etc., on q farm basis
as can be seen from (Appendix L t Activities of ACe, during the period
1967 through June 1972).

1.35
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c. General access and availnbility

In continuation of what was mentioned in part II. H.2.a (program Supplies) t

the private sector is the major source of supplies fUld services to farmers
in Jordan. In additon to supplying agricultural inputs t either on cash pay
ment or on credit t the private sector supplies other services such as
marketing of agricultural produce and giving technical llssitance and advice
to the farmers especially ~ how to \lSO the agricultural machines and
optimum usc of fertilizer and pesticides. A scientific study may revenl that
those services are beina provided more saUBfactorily by the private sector
than by the public sector (especi311y t the agricultural extension service),

d. Guaranteed sales ~d price BUPEor.!

The ACC does not guarantee a market for its beneficiaries' produce and
does not have fUly arrangements to collect. transport or sell their produce.
Also there to no price support system built into ACe. All these functions
are outside the scope of ACC activities.

However, part of these activities will be provUed by the Dew marketin!j
organization. the Jordan Or~anizatf.on for Marketin(~ Agricultural Produce
(JOWtAP). which was established by GOJ in 1972. This organization now
has the responsibility of raising the marketill~ efficiency for JordfUl's
agricultur31 produce. This orgo'lization will supply the farmers, owners or
ten~ts. with improved varieties of seeds on credit to produce high quality
tomatoes. eggpla.'1ts, beans, sweet pepper !lnd other vegetables and fruits
mainly for export purposes to European markets. This will be done on a
contract basts between the producers and the Ol·gnnizntion whereby the
organization provides the farmers with the improved varieties of seeds ~md

the needed fertilizer and pesticides on credit and guarantees to buy all
their produce at predetermined guaranteed prices.

Article 6 of the JOMAP Law No. 36 of 1972 eives the JOMAP the right
to deal in the agricultural produce in domc3tic ann foreign markets. to
process that produce to the extent needed for its marketing, provide market
ing· services for producers and exporters. to construct (or rent) and manage
facilities needed for delivering. grading. storing anj refrigeruting agricultural
produce and selling thic produce 011 wholesale and retail basis.. The JOIv.AP
can also establish (or share in establishing and mm1:lg-ing) agricultural
industries and it can import I buy or rent the machineo, equipm~nt. tools
and trsnsportin~ fooilities that are needed.

1.36
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On the ot.i-er hand, ;oncerning price subsidies, the Extenoion Department
of the Ministry of f.griculture has been providing improved varieties of
wheat seed to wheat growers in dry farming areas of more than 300 mm of
annual rainfall, and subsidizing wheat prices up to 15 r'jrcent of the market
price.

e. Inoun.llce

Insurance against crop dallk'lge and loss is not s.vailable in Jordan at all,
neither through ACC nor any other agency.

f. other program mar~tinR' a.rrangomer!~

l.ce has been foun~ aloo not to be offering its benf:lficiaries any special
services ElUch as low-cost, off-farm storage facilities, collective transport
rates. or wholesale marketing privileges. As of the time of this writing,
these servltceo are provi:Jed to n very limite J extent by JCO through Us
m.arketin~ lmd multipurpos(~ cooperatives. Howevor, the previoualy rn0~ltioned

new marketing organizntion. the JOM/.P, might be able in the future to
prOVide to the farmers part or all of these services Jepending on the extent
of its success and cnpabillties.

g. General m~£keting conditio~

Marketing is bnsic~ly moving products in termo of time,space, and iorm.
Any programs to provide transportation, storage and processing will have
the effect of reducing price difference over distance and time by bringing
supply and demand into equilibrium. On the demand side. consumers will
benefit from haVing agricultural products a.t the time, ill. the place anel in the
form that th&y want at stable prices. On the supply side, producers will
not suffer seasonal price fluctuations. The corwequences of this on income,
loan productivity and repayment will be poGitive. In this context, the
marketing structure and con.:.1itions prevailing in JorJan are inadequate and
insufficient.

At the writing of this report, the mal'1tcting of the agricultural proJucts
in Jordan 1/3 mostly handled by the private sector through which the
agricultural produce io disposed of in two major wayo: sale through a
conunission agent in a hicbi10{Or a municipal market) and sale to n whole-

:sale merchant who is crenernlly an exporter. Direct cale to retail merchants,
~ ~o consumer ~ooperntivenor to export markets nnd disposal trrough
Imarketing cooperative aocietles is still of small l3i~if1cance. 1 Pricea of
,agricu.!tural pro1ucts. ospeci!l1ly vegetables during the seasonal cultivation

10. A hiabl ie the common name for n fruit and vegetable market run by the
mun ic I pal Ity.

11. FhO, H\67, l2!:2!n Country Repon. Rome. 137
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periods wOuld be generally and usually low due to the lack of storing,
grading, refrigerating and processing facilities. These conditions pr-avent
the farmer from renching programmed income targets. This problem in
the author's opinions couH not be attributed only to marketing. The whole
production pattern should be reorganized to fit the demand of the domestic
and export markets in add iUon to greatly improving the whole structure of
the marlteting chain so that the farmers woul i not be forced to dispose
of their produce at low prices during the cultivation period as ill the case
now prevuiling.

It is interesting to note t~1C procedure through which the produce is dis
poseJ of as described by the FAO, 1967 report (p~e 106): the produce is
tranDported to the market in P.':O ways. The first involves the collection of
the produce and its transportation to the hisbi in a neaIby city or town by
the rrrowers themselves. In the Jordan Valley, transportation is often made
by tr~ctor-trailerB belonrring to the farmers (or rented from other farmers)
or else by ordinary trucks and sometimes by bus. In these instances, the
farmers bear the costs of picking, packing all:) porterarre at the farm and,
in addition, they pay a fee of 5 percent of the value of the produce to the
commission agent (who auction the produce on the farmer's behalf) at the
hiabi and 2 percent to the municipality. The second method consists of the
wholcoale merchant-exporter or his a~ent visiting the farm orea to collect
the produce. In this instunce, the merchant provi jes the containers anj

unlertskes the packine after a very crude sortin~ operation and bears all
expensefl involved. No fee or tax is involved and settlement for the value
of produce is marle on the spot, after deduction of any advances or loans,
in cash or in kinJ. This method applies specific!1l1y to bananas which
are ne,zer hanriled thrOUGh a commission agent but are sold directly to
merchants and exporters, 0111 also applies to citrus fruits an::l tomatoes
exported to foreign markets. Exports are almost wholly carried by trucks
to neighbouring Arab markets.

h. Profits an::) risks

Unforturnte1y, the authors were unable to find or generate any information
or 'hta that coul:) help to determine the profitability of the t-dchnology that
the beneficiaries are instructed or assume:] to aJopt.

However, from a survey that is currently underway in Jor1aJ~n "Lending
Procedures followed by the f ..CC and other Money lenders in the Balqa
District of Jordan", preliminary results show that 50 percent of the ACC
borrowers in the eample answered that the result of investine the loan will
be enough to realize a. profit after repaying the intErest and principal.
However, of the other 50 percent, who answereJ that they did not realize
any p\'oflts as a result of t~le lonns given to them, only 14 percent (i.e.
'1 percent of the sample) said that this was so :lue to tec!4l1ical reasons.

12. This survey was in progress at the time of this writing. It was condUat'e.d by
AJnan Dabbns in fulflllment of his M. se. requirements in the Faemlty of
Agricultural Sciences, A. U. B.
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The rest of the res1=-on1ents 11d not realize profits, during the period of
the loan, due to the fact tha.t some took loons for constructing buildinGs,
buying oxen (for plowing), t6i:"i"acin~ their 1m.:! (Q.n:1 other longer term
purpobeS), or :lue to miouse of the loan.

The results of the above survey could be confirme:l by a previous survey13
in which brmers were asked whether or not they could repay the loan from
income deriveJ from it.. 48 percont of ·the respondents said that they
could not. 17 percent G'lioJ that they could while ::5 percent s~ t~ that it
waS too early to d0cide.

Concerning profit enoueh to cover risk, -lata which bears directly on this
point was not found, However. it is certain th~t the risk (\f crop failure
is high especially in non-irricated nreU13. For e"ample in a f:u-m Gurvey14
in the dry Bani-Has£l.n area (200-400 mm average annual rainfall) water
for irrigation is not available. Farmers rely entirely on natural rainfall.
The survey showed tllat farmers know th.1t tIley choul'] expect a complete
wheat crop failure in 4 out of 10 years. In 1 out of 10 years they may
expect to harvest an :lmount equal to the amount of seed pbnted and they
may expect a bountiM crop in only 2 out cf 10 years.

13. Kana' an , WaU, 1970. Credit Services in Jordan. ~'\ survey conducted in
fulfillment of his M. Sc. requirements in the Faculty
Agricultural Sciences, A. U. B.

H. Abu - Shaikha., Ahmad, 1971. Land TCl1Ul'e in Jordan - A Case Study of the
Bani-Hasan Area. A study conducted in ful
fillment of hi£» M. Se. l'equirements in the
Faculty of Agricultural Sciences. A. U. B.
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III EVALUATION

A. PERFORMANCE

1. Apparent (;ges of Credit

ACC issues loans to farrnero only for productive purr-oses and nothing for
consumption. Since credit is supervised, and since lonns are paid out in
installments I credit is llsed for the intended purposes. Leakages are not
impossible to take place and eome farmers appear to be using a small part
of the credit they p;et for purposes other than those for which they were
intended. Thou~h we cannot specify w~Utt percentae;e of the credit has been
used in this way, we can say with relative accuracy that it is a very small
percentar:e and possibly not exceedinr, 1 percent of the vtUue of loans given.
However, a study could be conducted to test the possibility of a trickle-down
of ACC loans to tenants throueh landowners. On the other hana, as discussed
in Section II. E, 1. t:le used of credit are specified and Imown. The exact
purposoo for which the credit was used appears in Table 3.

2. Effects

Each loan project to be undertaken by ACC is economically and technically
studied before the approval of the loan. However, a survey should be con
ducted to show the validity of such studies. On the pre-loan Inspection
Committee. Report (See Appendix G), the situation of the applicant's farm
before gett ing the loan is recorded in terms of crop pattern, productivity,
farm income and a'vaUable investment and technology. Tl1en what needs to be
undertaken by the loan on the farm, such as land improvement, irrigation
~evelopment and macrJnery is recorded. Then an economic juotification
analysis of the project is undertaken by estimatinrr the net income to be anti
cipat0d from the project. In this procedure and by more estimates (done
before the loan is approved) the financial rate of return of the project is
calculated. No evaluation of this kind based on actual facts (except for
certain recent bench-mark surveys) is made after using the full amount of the
loan in the project or after the loan repayment. Therefore empirical data
showing the effects of the loan is unavailable.

Faced WiLl this situation of lacking empirical evidence, it was necessary
to revert to a subjecUve jude-ement, through interviewing several knowled
geable people, and other indications, namely, the activities of ACC (i. e.
activities undertaken by ACC loans to the farmera) and concluding from these
~eneral evaluations without concrete tjata.
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a. Pro'1uction

All the interviewed people (List in l.ppendix 1\1:) asserted that ACC credit
haJ an impact on production but were unnble to aosert the extent of this
impact. All baseJ their juu~ement, that IlCe helpe::J in increasinl3' production,
on 111e fact Ull t liCC 10arH:: have been used in improving agricultural lanJ,
JigJinG wells and extenJing canals 3I1J other irrigation works, buyine
aax-icuIturnl machinery anJ other inputs, all of which help in increasinG
~ricultural pro:luctioll. The activities of ACC juring the perio~] 1967-
1972 (Af.pen:lix L). assert theoe jU~]Gementr:.l anJ views.

b • .farm income_

]'/'.oat of tho interviewO'~ persoM nlso iniicateJ that the income no·] net
worth of the beneficiaries of ACC has increased but without being able to
measure the extent of this incrense. Prcliminary results of the previou;Jly
mentionc·l Dabbas Durvey in~l1c9.te t~1at 50 percent of the I.ce sample of
borrowers asserte::l that the loan increnGed their income,. 35 percent I'mi:)
that the loan resulte J in no change in their income while 14 percent sai1
that the loan Jool'oase1 their income. The main reason for this result as
reported by those borrowers was miDuse of the loans in aj::Htion to the
fact thl1t some loana ::10 not show imme.Ji~' e results 011 income.

c. TechnololIY

The intervlewe1 people were of the opinion that f ..CC improvej or had
an impact on teclmology. Loans given for agricultural machines such as
tractors, harvestors anJ sprayers are an example of embo~l1ed technology.
These loans are increasin~ the mech3I1ization of aGriculture. Irrigation
loans are mostly given to farms which use:] to depend only on rainfall.
This coulJ be consi:]ere~J as new technology in those nz'eas - - the dicrging
of wells anJ extension of earth or conrete pipes or canals 3I1~1 the use of
water pumpo. Some loana are given for the buying of highly productive
Holstein - Fresinn cows. Also seasonal loano given for the buying of
fertilizer, see'], an:l peoticiJes encourage the farmers to increase the use
of these inputs an::l to uoe a better qual ity of these inputs. Preparing D.

form plan for the farmer anJ teaching him how to keep 11 kind of record
of hiB accounts is a new technique to most farmers. The use of a daily
recorJ form on poultry farms in which the quantity of seCt] useJ and the
rute of mortality of the chickens is recor:leJ ill ar:1Ultion to expenJitures.
sales anJ profit or loss is aloo .'1 new technique which has been recently
applied by ACe (See Appen.1ix N). Four hunJreJ and seventy one tractors
Juring 1967-1971 were purchMe:l by ACe lonna (AppenrJix L). These
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form about 68 percent of tile total number of tractoro (688 tractors)·
soB in East Jor'lan ~uring 1967-1971. Also of a tot~ of 53 combin'Js sold
in East Jod~ :luring 1b67-1971 50 of them or 94 lJer'ccnt were fint'inced
by ACC loans.

~!. Saving an:1 other sources of finance

Until the writinG of flis report, ACC has not impoco1 any savine jiscip
line upon itc borrowers. 11c mentioned earlier, ACC has the rieht of
accepting Jepositc nnl farmero' savings but it hn-::1 not practiceJ this
function or formulnteJ any stratei;y for farmer::;' savinGs. So it follows
that it ha.~l no ,Hscernible impact on brme! G~vin~s habits.

The unfillej cre lit nee-~s of the sIT!allest farmers has in:iuceJ other
sources of credit, namely the non-institutional moneylenrJero, to expan!
operations. These {:eople are showin~ incrcn:xd interest and attention to
the farmers, by visitinr; them on tlwir farmo, ackinG about their neeJs of
inputo, 1elivering these neele:] inputs without ~eby anJ on credit to the
farmer at his farm an:! at the same time they are binJinfj these farmers
to themselvus. This information was acqui'rc:l throu~h persola! visitc to
a few farmers in the Del' f.11n reb ion in the East Ghor Canal Area an.!
from the preliminary resultG of the Dcbbas survey in the Balqa District.

e. Employment

Some of the borrowers of i.ce are absentee-owncl'G, anJ the loanc they
get affect employment by increasin~ the number of aGricultural wor~ers or
tenants they employ. :.lthou~h part of ACC loan:::: miGht huve a slight
negative effect on employment -- such as lOa!lS given for labour-savinI:;
aericultural machinery -- other loans such ao IOallG given for terracing an:.1
building of Goil maintaining walls, forestation or fruit tree loans, poultry
farm loans an:1 j.rrfj~tion developm.ent loans (w'· ich increase the irrign.teJ
areas and which leaet to intensive farminG) ll"R'. to increase \-·r;ploY:~l{)nt.

However, no figures coulJ be foun:] to meUGUl'e the extent to whi ch J\CC
loans have helped in increasine employment.

f. Political and social structure

No noticeable effects on the political influence of certain rural groups
coul,] be noticed which were specifically Jue to ACC loans. ACe has not
been reachinlj the lowest income group of fn.rmers although th is is one of the
objectives for which it wac create] as will be seen in the following section.
Changes in unit farm size have occurre'] in ouch places as the East Ghor
Canal area due to the leGal laws arisinG after the CO!10truction of tho CfLmu
(Appendixes I u J), but these changes were not the result of cre:.1it given
by ACe.

16. Department of Statistics, 1971. Agriculture Gtati3tical Year Book
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3. Proeress ,!owar-!s ot1ler Objectives

Proffress towarJs all the objectives ment~(\ne..i in section II. r., 1 was ·Jealt
with in the above Hscussion except for two of the intormeJiatc targets which
are consiclere1 as part of the means for achievi!l~ the ultimate objectivco.
These are:-

~, Win the confijence of the farmer so that he woul'~ be susceptible to the
aivice all:1 recommen::lations of t~o cro'm Gurorvincrn. One or the problems
of aericultural development in JorJan is th1t m:lny of the farmers arc
illiterate, traditional (they put more vnluc on their own experience nnJ
knowledge than on new Uens), anJ unsusceptible to a.Jvice :::.nJ recommen
dations especially if th~t a~~vice is coming from a younger man, which io
usually the Crl,se of the cre.1it supervisors, T~rouGh rapeate:l times of
trial and error I~ec has been:tbb to a.chicve ~rocr-3os to a certain extent
in the 'lirection of ov.)rcominij this problem 'Nith farmers with whom it
has been dealin0' for a Ion:: time. HC';,'.Jvcr, nc collective measureD have
been un'lertaken by I.ec to enlir,!1ten the :~rmcrG nn~1 win their confiJl2rlc-,;
on ~ wide scale bacia,

b>.
- Base all loans on the indivi(lual' s ab}lity.l~ repay:

The borrower's ability to rcr:~y ie CGtiI:1~t,~·' bdvl'o the approval of th3 loan
by stu1yirlfj his fin~!1cial position ar.: estim~tin.::; his future income from his
farm if the loan in approve'], But until no...v, nc loans have been given by
ACe on that basis only. Mort~a;::e of hlVl or ether cccurity have to be
submitted by the applic~1.l1t even if it ic prove: th'1t 'w ~an repay the loan
from his farm income. This has b.Jen a major limitation to the accesna
bility of lower income farmers the value of whoce lan.1 wou~ J not be enough
to cover the security needeJ for the loan an~l thus t~1is is a major limitation
to the progress of ACe towar'lr,1 one of its ultimate objectives which io to
finance small farmers al1:.l provi r le them with creJit to keep them in
businesB.

However, here, a major qualification about omall farmers must be made.
Generally, small farmers in Jor'Jan are:

i. ThOde who own small farms, possibly wit:~ a m!lXimum not exceerling
5 hectares in irriented ~reas :ill'! even a much hiGher may.imum in
dry farming areas.

ii. Those who do not own land, i. e., non-owner h-cmer-operators, which
inclu::le all kinJs of nhare-croppers anJ rcn,tera,

:14·3
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Part of the small farmers who own farma sm~l in size are being oerved
by ACC, namely those W~lO own land above 2 or 3 hect:~.res in irriljate:1 areas.
The value of the lanJ of these farmers \'IvulJ b,J ~encrally C _ough to cover
the security nee:le1 by I.CC, an'] their farm btwincas is above the sub
sistence level. However, in ".h.·y f~rming ~r0~o, i:lven those farmers who
own about 10 hectnres of lal1J woulJ be concdere;J no omall farmers,
since the value of their farm bustless 10 low 1i fluctuating' an~l tha '!alue
of their lan1 is low.

On the other hanJ, non-o'-rner operators are ineliijible to recieve loans
from ACC unless they can ",rovile Gu~rantors w:w own lan:l to aGcurc them.

From ~he above Jiscu::;Gioll, it sceme th~.t I.CC is reaching Gome 3mnll
farmers in Jor'lan but ir io not reachinG the lower income farmers, those
who own very small rarmc (below 2 0 ...• 3 ilectarez in irrigateJ !a;'ming areas
and even more than th::t.t ill :lry f'armine n":~of1G), rlu::; ele non-owuer opera
tors. All these cOllstitute' a Si(jnificant propc...·tio:l of the farr.1 popubtion,
as only the number of farm hoLlillgr.: that c.re belOW 2 hedarcs i:l area
constituted (in 1965) abcut 15 perce~t 01 t11c total r.umber of farm hol:1ings
all over Jor Jan (/1.ppell:1ix H), let :llon~ t'l;;' 8ln'lH brmers i'1 ~l~y f9"::'ming
areas an'] the share-croppers an'! othe" :;Jr;-~' 0: ~cn~~lt8. ~t miGht r,t be>
worthwhile (economically) to axten·.1 ~O~l1G to t110SE; 10vIGr-income farmers.
However, somethi!1G shoulJ btl JO:lO to hell; t:~cm f.uch ~s cOi1soli::b.tii~:; them
in corporations or collectives w~'e·('e they s;l~rc in t~le pro:luction an,;l income
of that system, eac~i accorJing to :~is cor,triontiol1 of Ian-] 5.'1:1 labo1\r an~l

accor-Jing to a certain sC3le. 11 s\..;.rve~T :::~lC'..4l:1 'Jc COi~·i~ct(d Oil a Elciontific
basis to stu']y the profitability of brm::; of Hff8rcnt sizes k ::lif;.;~o:,·t,

irrigated an] rainfeJ, 9.reas of the country. This stu:Jy cou}j he usc'! by
policy-makers in Jor Jan to :letermil1'2 the optimum farm oiz - in ·lifi0r~Lt

areas anJ the possibility of consoli Jatin1' sm2U unprofitabl~ farms in
corporations, collectives or ocher forms of brge-Gcale operation Wh~C;1 lead
to profitable farming, m~j thus leaj to un inereaoe in prOl!i.1ctivi~y, ii1~ome

anl the level of living of this signific::mt porti 1 of the farr.l pop:.:.'.ati::m.

4. Image

a. Farmer attitu:1es
Reproduced from
best available coPY·

In a stuJy16 which was con:1ucteJ in 1971, by j{pn:).'an, to eVChl.1te the
services of ACC from the farmers' point of v~ew, twelve servil::dD v!hich
were provi.:)ej by 11Ce were evaluato] by a oample of bOl'TOW~ri3 Gebct'3d
rarl'1omly from the population of f[h~ I3tuJy.

16. Kana'an Wall ,19'Zl, Agricultural Cre~lit ~~~vic<;:£._~jOl:l.£? A stuJy con-]t'.cte::J
in fulfillment of his M.3c'. degree in the I"1.(;L~ty of ilgrieu:tur&: SCieU(le3,
A. U. B.



The results of the evaluation of those 12 cro'm services provUe.J by the
ACe showed that 7 out of the 12 were ~atisfactory to more than 50 per
cent of the respon ~ents (Services number 1-7, Figure 1) anj 1 service
was satisfactory to more than 75 percent of the respon,-lents (Service numberl,
Figure 1). Five services out of the 12 were unsatisfactory to more than
50 percent of the responJents (Services number 8-12, Figure 1) ~nd 1
service was unsatisfactory to about 75 percen: (Service number 12, Figure 1).
These Hnlings can be useJ as ~ tool for policy malters who are in
positions to JeciJe the percent of hrmers they Ghoul:J satisfy. If the
policy is to satisfy at least 50 percent of the borrowers, only five services
which were unsatisfactory to more than 50 percent of the respondents shonld
be improveJ (SerVices 8-12, Figure 1). If the policy is to satisfy at least
75 percent of the bori'owers, ~! the cre:lit services provi"Je'.l by the I~CC

shoul:1 be improver] except the Jun.tion of the loan which was the only
service satisfying more than 75 percent of the farmers.

The stu:ly showeJ that hrmer-borrowers' _~issatisfaction with the services
provi1e:l by the ACC was Jue mainly to the followinG: (1) loan size was
not a.Jjuste'1 to farmerG' nee 1s, (2) loans were not e;ivcn for all purposes
nee':1ed by the farmera, (3) loans were base 1 primarily on t311gible
securities anJ secon .larily on intangible qualities, (4) estimation of the
value of the security by the nee was iow, (5) interest rates charge.:]
(in the opinion of the farmers) were high, (6) tbe size of the loan was
limited to 60% of the vnlue of the 3ecurity offe:::-e:.J by the farmers, (7)
repaymE!nt sche-:lules '.1iJ not cvhlciJe with the repayment ability of the
borrowers, (8) loans were given after a long waitinG perio:1. In general,
the wove sources of 1issatisfaction with the services provi'ieJ by the ACC
reflect the thinking, beliefs ani feelings of the respondents an,:] are not
necess3rily the actual prevailing conditions of the ACC credit services.

The respon'Jents gave some suggestions for the improvement of the ACC
t.:re'Jit services. Most of them suggester.1 that efficiency of the Ace would
increase if it wouU provi;le more seasonal lo~ s, prOVide a ~equate amounts,
give loans for all purposes neejeJ, an~l postpone repayment of loans in dry
years. Amone other suggestions were the follOWing: (1) eliminating the
requirement of tallGible security, (2) stabilizing prices, (3) stu.Jying the
requirement of the village when provi Jing loans for machinery, and (4)
reducing the formnlities in providing leans.

In 8eneral, the fin'lings of this iltu]y confirmeJ the assumption that by
increasing the number an~l qual ity of the services provided, farmers'
satisfaction wouU be increasei an ~ this in turn, wouU be expectei to
increase the ieman.1 for ACC loans. The expenses of proviJing such
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Figure 1. Fa.r~ner-borrmlers' r ..~l","'"L~_"

Serv~:vided by the A C COl . '

Percentage cf Respondents Expressing
Satisfaction or Dissrtisfaction wi~~

A C C Credit s'ervices

45%
55%

37% .
63%

h6%
54%

71%
29%

70%
30%

67%
3.3%

51%
49%

48%
52%

55%
45%

67%
33%

18%
22%

25%
.75%

Satisfactory

-Unsatisfactory

Kansan, Wail Rushd"l, Evaluat.ion of Credi~,.~rvices Provided by the
Agricultural Creqit Co;rnoration in Jord~.J N.S. ,Thesis, Faculty of
Agriculturol Sciences, American University of Beirut. Beirut. Ip.h:mnn.

9. NUIi'lber of the Loan: Ease with which I

a borrower m~ obtain'more than one I
loan from ACC. I

i

r
I

7. Renewal of the Loan: Ease with which
loana from ACC may be renewed when
necessary

8._.Amount of 1me Loan: Adequacy of the
-loan in covering the cost of the

purpose for which the mon~ was
borrowed.

6. Repayment of the Loan: Extent to whiGh
due dates for repayment coincide.
with harvest dates.

.3. Method of Payments: Payments all at
once or in installments

1. Duration of the Loan: Length of time
from the day the borrower receives
the lolUl until it is due to be paid

2. Location of the ACC Offices: Distance
between the borrowers home and the
neares1i branch office of the ACC

11. Securlty Requirements : Mount, kind
and ACC appraiaa1 of security
required.

10. Interest Rates: The amount of
1nterest charged by ACC,

12. Purpose of the Loan: Extent to which
loans are given for the purposes

. requested by the borrower.

Source:

. . 4.-.. Approval of the Loan: Nwnber of days
the borrowers were required to wait
before :receiving their loans.

5. Collection of the Loan : Rigidity or
hexibility of lender in collecting
loans on the due date.

r -
I
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services wouli cause ti~c; supply ,'";ost of cre:.Ht to incrl:Jase but this increase
in the supply cost may be offset by the expecte-1 increase in the demt:\J}J.
In addition farmers' profits and social benefits woulJ be expected to
increase by a larger proportion th!1n the increase in supply cost.

b. General image of program

The collective impression that the majority '_ f. observers have h~d about
the ACC is that its establishment has been a eoo·J step towards the further
development of agricul'ture, although they haJ some reservations ~bout it.
These reservations pertain mainly to recommen::1:ltions for the c1evelopment
of its activities an~l services so that it can ac~'!ieve its objectives. To
these observers, Ace had made a good achievement in comparison with
the situation prevailil'l£ before its establishment. First with the establish
ment of ACe, all institutional sources of cre-Jit for agriculture have been
consoli:1ate·J into one source. This made the ere.m structure easier fer
the farmer who previously JiJ not know whitJh is the most appropriate
place to go for credit ard '1t the same time there W'1S no coodinatioll in
lending procedures !),n'_~ policies. SeconJly, foreign financing !1gencies and
donors 'lid not know with w'wm to \leal. Thus when :.CC was establis~1<:d,

it starte-J to r€r'resent an] t~k in the name of a~ricultural credit in
Jor:.lan. Moreover, in t1w past when a farmer got '1 loan, he ha':J tho
feelincr, more than that at present, that this loan was just a government
Grant. ACe 3.1s0 otarte:1 the supervlse-1 cre-lit system which was not in
existence before. T!le major reservation asai:1st l~CC was that it has not
been progressing in reach inc the lowest income farmerG. J\lD's image
is summarized in the followin~ quotation: "'orle conci-::!or the ,ACe pro~ram

one of the best manageJ activities in the GOJ. It has Jesiened its program
to reach as many farmers as possible with low interent rate loans, and
to centralize a source of crerlit to farmers. It ha:::; c3.pable lea:lership anJ
we are confi.ient th1.t Ace will continue to improve its operations to prOVide
credit services t.o farmers." (1.10, Proj 278-15-140-091, p. 11- Director's
Comments). The FAO Country Report authers' ima~:e about ACC is that
"Ju::1Jing by the volume of transactions year by year, an -.1 by 3.n examination
of operations in the fiel:] , it is legitimate tc say that the ACe operates
ef~iclsntly an'l is not overburJened by l.'e'l-tape" (FAO, 1967, p. 103). The
<Jnly tkv.mmente o

] impression from the GOJ is that leans issuer] by both the
ACC anrt JCO r]itl not cover farmers nee~~ for capital to invest in agri
culture and farmers ha::1 to borrow from banks an~~ n:.ii(llemen at a high
rate of interest, (Three-Year Plail (1973-1975), A~riculture Sector). The
above impressiof1fi about I,CC reflect the thinking an~J beliefs of the con
cerne1 parties an'_~ do not necessarily reflect the actual prevailing conditions
of ACC.
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B. EVAI,UATION' PROCEDURES AND FEEDBACK

1. Program Evaluation Procedures

There are no evaluative procedures built into the flCe proJ;n.m or applied
by it. Only two b1;IDch.~m,ark surveys were being conJucterJ on irrigation and
P')'~l ::ry projects at the time of this writing. No lmple curvey.:: of income
cha<\~es have been undertaken, no set of indicators ,:16Gigl~ed to I3how progress
toward announced objectives hall been forrr.ulate~1 an<j no j1U:l.~or research on
ACC performance has been made until the writing of this report. Only the
annual revision of COf't-return data serves ~s a baDis for determining optimal
lot~:" size. The only formal periodic reporting requirement is that which has been
ap~aed lately on poultry farms. Any person who e-etG a loan for poultry
projects is given two copies of a special form (Appendix N) which he has to
fill on a day-to-day basis concerning the amount of feed he gives to the
chickens and their rata of mortality. Then 2t the end of each mvnth he fills
his expenditures and sales value and submits one copy of ths form to the
branch manager who (from that copy) evaluater. the performance of that
borrower and gives him any necessary recommendations for the improvement
of his project.

2. Feedback ~1Dd Changes in Program

ACC has continuously modified its rules and pi'oceclures from the experience
it acqUired over the past years. Its Law No. 50 of 1959 waG repealed and
replaced by Law No. 12 of 1963. Several other modifications have taken place
in its policies such as the termination of livestock loans ;:.-: .:,cially those
given for buying sheep as it was found that those loano arc being used for
other purposes because of difficulty of supervision over them,

Recently ACC started to write fal'm plans lor its beneficiaries. It also has
be,en providing farmers with seasonal loans since 1969. Vole have the im
pression that some of ACC' fi officers are dynami !lond susceptible to change
and development and have creative ideas for the improvement of the program,
but they are restrioted to a certain extent by bureaucratic and routine
worIt and by the lack of incentives.

C. PROBLEMS

1. Government Level

The Agricultural Credit Corporation was established with the overall
objective of supporting agricultural development in Jordan throu~h extending
credit to farmers. This agricultural credit is only one lin!{ in u complete
chain of fa<;tors and activities that can help the agricultTlral sector in Jordan
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to develop. This chain is integrated, complement~ry,and comprehensive in
nature, involving the economic and social development of ele ~gricultural

'Sector. The success of each link in achieving its anticipated H.le depends
on the behavior of other links which involve the support of both the public
sector (government) and the.>rivate sector.

Governmental support for agriculture is channel ;d through a multiplicity
of agencies and bodies. This multiplicity of agencies llild bodies haq rendered
government policies less effe-.ltive than they otherwise could have been ~nd

thus mnke Aee less effective in playing its anticipnted role in agricultm: 3.

This is a short-comins which is likely to continue so long :lS no streamlining
and consolidation of existing bodies and agencies iG undertaken. On the other
hand, coordination between credit, extension and marketing is still needed and
the existence of a general '1gricultural farm plan containing the crop pattern
for each <.U'ea is still miSSing.

2. Program Level

The major problems facing ACC at the progl''lm level are:

- Shortage of funds
Scheduling of repaymentc in sho;:ot periods as '1 result of the shortage
of funds.

- Delinquency in rep~yment of IO:lns.

The ACC capital when it was established consisted mainly of the amalgamated
institutions outstanding debts. Thus oince its beginning in 1960, ACe has
had to deal with the collection of bad debts mOHt of which were delinquent
loans given in emergency cases and under different policies and procedures.
This caused a serious drain on its lowable funds. ACe was able to solve
the problem of shortage of funds temporarily by gettin!1 two loans from the
IDA which totaled $ 6,000,000. ACC is trying to collect and settle its inherited
loans by giving incenUves for repayment through partial or complete dis
charge of due interests on those loans. As discussed earlier, this shortage
of funds is forcing ACC to give loans for shorter termo than the optimal to
be self-liquidating which is one reason for delir.quency.

As mentioned earlier, the delinquency r!lh~ of ACe loans is high. This
high rate of delinqnency in section II. F.'. was attributod to several factors
part of which are beyond the centrol of Ace. Some of those factors which
could be controlled by ACe have been improved upon though not completely
sol1)OO such as tnking into consideration the time of harvest while arranging
the L'epayment schedule, examining the borrowers financially before approval
of the loans and supervising all loans to ensure that none of them is misused.
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Problems still to be solved are the adoption o.f a strict collection policy and
the limiting. ofthe case8 of loan renewal to only those absolutely ;~stified.

At its establishment, the personnal of the amalrram~ted institutions were
transfered to ACC. l\tiost of those were underqualified. ACe w~s able to
improve their qu~lifications :md standards to n. c<::rtain extent through in
service training progr!lms. Yet, complete remo .1 of the still underqualifled
personnel should be undertaken to increase the bank'D efficiency cf operation
and reduce its administrn.tive costs.

:3. Farm Level

Problems associated with tAl€: ACe and related to the farm level are
extracted mainly from the Kana'an's survey on ACe services. The mai.'1
points which pertain to problems associated with the ACe on the farm level
are:

Loan size: is not adjusted to hrmers' nee':!G. ACC is trying to make
the size of the loan ac1ef!uate enough to cover t~1C costs of the purpose
for which the money is borrowed.

Loan urpose: Loans are not given for all purposes. Farmers complain
that ACC does not give them loans for their consumption needs and so
they have to borrow from other sources (or maybe misuse the ACC loan).

Collateral: Loam: are based only on tangible security and the loan si7.e
is limited to only 60 percent of the assessed value of the applicants
land. The estimation of the value of the Gecurity by the ACC is
considerer! low by the farmers.

Though it is possible, thel)retically, for a non-owner to borrow from
ACC, preliminary results of the Debbas study indicate that it is very
;.'are for such a person to he found among ~C borrowers. As men
tioned earlier (Section II. D. IS.) the proportion of these non-land-owning
farmers in Jort:lan is significant.

Repayment schedules cUd not coincide with the repayment ability of the
farmer, Le., with harvest time. This problem is being solved by ACC.

Loan prnc0dur08 and time needed for loan ~~p.rova.l is a problem. In
the Kana'an survey, 20 percent of the farmer-borrower sample inter
viewed received their loans in 15 days or lesR, 43 percent in 16 to
35 days, and 37 pel'cent received their loans niter 35 days.
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Farmers complain that the intereGt rate charged by ACC is high. This
rate was unsatisfactory to 55 percent of the (:lrmcr borrowers in the
Kg,na' an survey sample. The ~lUthor's expect the final analysis of the
Debbas study to show that it is not the nominal intGrest but rather the
real cost of borrowing that hrmers object to.

D. CONCLUSIONS ABOUT SMAIL FARIV!ER CREDIT

1. Major Probl~ms of Small...l.armers

Thel major problems of small farmers in Jo;:,chn 3Ie cited in the following
pointf3.

Low level of income which is due m2inly to low productivity levelG
which L'1 turn is 'lUG to thG ineffichmt use of t!1C limited resources,
namely Ian'] and water.

Fragmented small farm units

Lack of water and jq~en·1ence on infrcqu8nt and insufficient natural
rainfall in large unirrig:1tc(] 2roas.

L:lck of availabilit:: of inputs, seerl, fcrLli.zcr awl pesticides.

Lack of the proper combination of th2 W110h) r-acl<~gc of services flat
are needed in the proper time :~ n.J phec

Lg,ck of knowled~c of how best to ·.:;ombitw and usc Hruitl:J resources.

Lack of well-developed m~rkets, stora;!,c, r3fril.~el'ation :1D0:1 transportation.

Lack of incentives because of low and finct ~tinl; priceG.

Low level of ger.cr:ll education

Frequent loss of crops as a result of the .June I9G7 war ant1 its :lfter
math which resulted in tl13 in~bility of fll':'mer~. oither to cultiv~te their
lanri or h~vest t;wi:' C':'OP8 several timeD siace 1967. Also the closure
of the Syri[ln bor~'ers since 1970 r0sulte.-J in tho loss of mnrkets, a
drop in prices, '1n:.1 further losses to the i'~rmerB.

Indebtedness of small fn.rmers to non-in8ti:utio!1~ money-lenters ~t

exorbitMt rates of interest.
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2. Role of Credit in Meeting These Problems

Credit cnn enter into the picture at both the macro and micro levels to
solve most of the above problems. At the macro-level, the b~nk itself could
develop infrastructure, transportation, and marketing including storage
processing I and refrigeration. A lender may help in marketing by directly
buying the farmers produce or advise the farmer:: on where and when to
market. On the other hand, a borrower could invest in storage. refrigeration.
processing and trnnsportation facilities and thus have the effect of stabiliZing
prices.

At the micro-level, credit could be given In a W!l.y that is of mutu!\l bene
fit to both the lender .and the borrower. Credit l~iven with proper education.
supervision. technic!l.l assistance and with a complete and tied package of
inputs will not only improve production and productivity but will also improve
the manageri'll spirit of the farmers.

However, to solve the problems of the lower- income farmers, cred it alone
is not enough. As mentioned earlier, the owner-operators of these farmers
need to be consoliiated in corporation or collectives ana then cred\t can be
properly given to them. ~oncerning the non-owner operatorG I institutional
credit to them. we think, will depend on the new laws which will or~~nize the
relationship between the tenants !l.llrJ the lund owners.

On the other hand, institutional credit is highly nee:lcd to solve the problem
of small farmers cronic indebte dness to non-institutional money lenders at
exorbitant rates of interest.

3. .£!.edit and New Technology

a. Triggerinr{ small farmer development

Small farmcrs' incomes arc very low nnd their savings are meager if
not totally non-oxietant. They need credit ba.:Uy to stay in the business of
farming either their own lands or the land of other owners. Therefore it
is evident that if they are to move to an improve~l level of technology. an
extr.a-ordinary infusion of institutional credit is 'J.8e:..~ed for both the use
of modern agricultural techniques and for the use of good qualities and
adequate quantities of rurchased inputs, especially seed, fertilizer an::1
pesticides. In our opinion. in oder that the small farmers move to an
improved level of technoloflY, cre:1it shoul r) not be given only to cover the
cost of the \lse of purchased inputs, but also to cover all operational costs
ipcluding the farmer's subsistence consumption needs. The needs of his
subsistence living should be considered as other operational costs. A
tractor needs fuel to move and a farmer needs food to work.
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b. Sustaining small farmer development

Proper long-term development planning that succeeds in increasing
the small farmers income and in raising their level of living would make
it also possible for the small farmer to continue to purchase new tech
nology inputs by himself without the need for (edit. The limiting factor
on the small farmer's ability or propensity to continue to purchase new
technology is not only credit, but ·::redit that is properly gi ven to~ether

with agricultural education and complete technical assistance. However,
more important than credit is the availability and maximum utilization of
water resources and the assurance that when credit is given, the whole
package of inputs will accompany it.

4. Conditions for Success or Failure

The Agricultural Credit Coorporation (ACe) is a simple institution in
operation and action and it ia not too huge or complicated to be manage
able. It has definite rules anel regulations and is specialized in one field of
services. that is, it does not handle too many t~lings at the Game time.
This might be a reason why it has done better than the Jordan Cooperative
Organization (JCO).

The main explanations for its not being fully successful in its operations
are crop failures, the uncertainty of markets (SUC~l as the result after the
closure of the ~'yrian borders in 1970), and the political situation that has
risen since the June 1967 war. These circumstances lear! to the explanation
of its weak collection policy. Though the ACC is moving now i,l the right
direction of giving incentives for the setting of old loans, forec!.')(1".;"C' ;::r.culd
be applied in the ncar fulUl".; to mal<:e the farmers aware of the consequences
of not repaying their debts. Sup~rvision applied hy ACC id incomplete in
the sense that it is supervision for the control of he loan rather than
supervision for technical assistance and development.

5. How Could the Program be Improved

Based on the cP.scussion throughout this report, several recommendations,
soine more important than others, can be made with the view of improving
the performance of the ACC. These recommendations are classified in
diflferent categories which pertain to (a) Loan approval procedures and re
qUirements, (b) Collection procedures and policies, (c) Technical assistance
and other recommendations.
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a. Loan aptroval proce:]ureG ~'J requirements

i) Decentralize loun approval techniques and reL1uce loan approval
procedures. This will reduce the time i18e'Jed for loan approval
and will lower t~te cost of lend inr;.

ii) Intangible security (such as the repayme capacity of the borrower,
his character ail~ reputation in the community, his ability as farmer
awl manager) must be taken into consideration for each borrower an:'!,
with time, may replace tangible security.

iii) The size of t:1e lo~ should not be limite,:l to 60 percent of the value
ot the tan~ible security in all cn.ses.

iv) Loans should not be i831te j 10nr,; in advance of the time when money
is actually nee'lcd, neither, on the other haa:1, Gh(luld the issue be
'Jeb-yo;] until t1":8 tim:: for \.lce hWJ p~lGGc'"L

v) The amount of the Iva!l shaul ~1 b~ sufficient to insure the achievement
of the purpose of the: IO!lil. It m'ly 'Jvcn inclu:le something for
subsistence (inbor nl[l.iate!l~l.nc{.;) con::;uF1r,tion.

b. Collection procedures and poliqi~

i) A better methoJ for makine; t~e borrower understand and remember
the conditions of the loan ::;~ouU be :),:~opted. P2rsonal contact with
the borrowers ::tt different ::mitable intervale c~.n be followe:l to re
fresh the n" emory of the borrower with the Jue dates and other
conditions of the loans '1S well as reminding him of a moral obli
ffation to repay his loalls.

ii) Give incentives to raise the efficiency of the bank employees:

- Give bank employees 11 percentage of money collecter.!, or
- Increase salarieo base~l on such criteri.1 as:

x. amount of money loaned,
x. percent of money collected, or
x. number of borrow8ro serve~:l.

iii) Establish a reputlltion of beinfJ strict anr:1 tough in collection.
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tv) Establish an annuu! routine of classifying loana which reach a
certain number of years (possibly 15 years) in their delinquency
status as "lost" an::1 consi:jer PIe value of these 1011ns (with their
interest) as a percent of money loaned :luring the year. This would
be a percentage that should be adr1erJ to the interest rate to cover
risk. This implies also the elimination of an interest rate ceiling.

v) Postponement of repayment an~l renew111 shoul::.l be tie:! only to
Bt:>,\'ere circumstances and causes beyon-:l the farmer's control such
as crop failure or other natural disasters. The neeJ for loans
renewal may be reduce'1 if repayment ·jue dates coincide more closely
with da.tes on which harvests come.

vi) Develop a technique of crop insurance through local insurance companies.
This would reduce the risk both to the farmer an~ to Ule ACe. If
this system is ~levelope;J, the ACC should a.ccept the insurance policy
as a guarantee. It may eyen adopt u policy of adding to the loan an
amount sufficient to pay for each farmer's annual insurance premium.

c. Technical assistance an;] otl-.e:- recommen'Jation

i) Adequate technical assiGtance an~1 !!,Uicbnce co~cerning tlte proper use
of the loan an:J t!1e tec11llol0;nr of inputs to be usd should be provided
by the ACC with t~e '1el~ of the ap--icultural extansion a~ents to
insure the productive use of the loans.

ii) Make sure that tIle proper pack~e of inputs is available so that
lower levels of technologically essential in~uts will not be useJ instead.

iii) The research an:l credit rJepartment at ACC s~lould ~evelop a
scientifically desir;l1ed methor]ology for collectin~ :lata and setup
blJilt-in evaluation procedures ml'J systems to be used in evaluating
the loans given out an1 the ACC progreso towarjs its objectives so
that the results will be guicleliness for changeG in polley anrJ pro
cedures. Emperical (lata on the effect of the loans on farm projuc
tivity, income and technology shouU be collecte'l on a sample of
loans after they are spent. This procedure should be followed at
various intervals of time on a different sample of loans.

iv) Coordination between the ACe, the Research and Extension Depart
ment an::l the .JOMf,P S:10UU be highly irlCreaset:!, so that the farmer
borrower would have the advantage of the services of the three
institutiono, t$ing credit from the r'.CC, l.n-1 receiving technical
assistance anJ l',Ui"'U1CO from the extennion a['C:Jllts and marketing
facilities from the .roI'.'~liP. T:-iefJe three institutions could form
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v) There shoulcl he 2 shift to ':1 mnre thoroup.h anci positive type of
supervision, (etl"rhasizinp t('~~hnique.s ('If farminp Rnc' sound fin:1ncial
rnana~emen.. ). /lc1r."Hte rHy this woulc1 he more costly. Perhaps ,')
['raduation policy which llllm,'0.n ~eservinp. ~nrrowers to move to a
non-supm,:;..:.","; ./~,,~~ur·! within t}1e ACe would free the limited
supcrvisory staff to exert tJ~is intensive supervision Oft those left:
in the supervisee' "':ucrnm, th~rehy m8king 't possihle to continue
with no addition~l staff.

vi) To complement t~0 incrcqsc in livestock nro~uct1on snecifie1 in the
1973-75 Thr0e Ycpr ~lan (Appendix B) it is recommen~e~ t~At ACe
resume len(1ing for livestock ~urn~ses Anr} that payments ~e mafe
directly to the seller of t.he livpstock rnther th:m to the horrOHp.r
tc avoiA tl"isese of the loan.

-Til) The <1UL:,0'''S pi.sh to c:1:l or ~', t;,e recomr.lenclation marle 1-.1. f,CC in 19~6

Khich is ~~~F~tc~ ~n the FAOllPQr EI-Handasa Reports (19A7 an~ lQ69,
rer-;~ccti-"21y): "Pctrt:i.cul,qrly intr"lctahle is the prohlem of det'tors
whn ~i';·Je l"'rr('l~\'crl :.'"rom money lenciers fln~ tr.<trers at exC'rh:l.tnnt r:'ltes
of irt'21c:,:::, Hith or without the m('lrt~3Pp. of 1anrl. PostT}onement of
r2r~7~0nt, t~~ pr~ctice thnt has ~een le~Alize~ for some 20 years
r.-.~1, is n.:' sr.lution. It is her(~ reco!1'r.J0.n~ecl th,qt a 'Roylll COr.1f:1ission
he Aop01n'·"(1 to cxomine the orohlem in j.ts entirety, consolic..;lte the
farmers' :.~,'..~' L:';'I"'(':,5 t':l pr~.v.'te sourr.es, 8n,-1 su~!!est sCDling of c'et--t
:I!'d lu~:r-~l'"! r",ttlc;J8nt tl"' the crpr.ite·rs. The settlement, to he
effective <1\1,1 /1. 0CiJiVc, Tl'''.1~;t he sUI)!'lcl'1cntecl hv the avnilahiltty of
funes to nc.:; t:,:; r.12i~ts fi:-::~lly. In other won1s, the Government
should only un~ert~kQ this course iF it has access to fun~s that
wjll be a~~1unte to erase ru~al in~ebte~n~ss to nrivatc lenders an~

to shift t~c n~lirat!nn to nn officiAl "rencv. This a~ency

\olOuld then ::e re::'Tr.bllrscr. ry the (1ehtors instAllments n.t very low
ratp.s of in::(..le-t."
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IV. ROLE OF TECHNICAL !l.O~]I8TANCE

A. A. r. D. INPUTS

As described above (See Sections II. A. 1 !In-~ II. G. 4 l.ID has contributed to
ACC in the form of a grant of $ 2,743,727, a loan of :D 448,000, an·'] $ 30,000
worth of technical assistance in the form of on-t1:l-job trainir.g to ACC staff.

B. OTHER DONOR INPUTS

IDA has assisted the ACC with two loans of $ 3, OOi), 000 each. Besi-Jes this,
both the IDA and the American Friends Service Cor.1l'1ittee have provided technical
assistance to the ACC.

C. EFFECTS

Without the help of AID an'1 lUi. fin9.ncbl and technical aosistance the supervisory
aspect of the ACC credit program would have berrun much later, if over. But
domestic conditons were not sufficiently cons:iclered by both AID anJ IDA to:

- reduce delinquency i~. loan repayment I' and
.. reach lar~e numbers of the lowest inl~or.1e farmers.

D. RECOMMENDATIONS

Basically the ACC is a Boun:.! lending inotitution staffed with dedicated people who
a.re anxious and willinB to make tile changes necessary to improve their program
,Jf agricultural credit. As such it is well d,eserving support from either
domestic or international sources.

If AID wants to use its influence to persuade f.CC manngemellt to accept policy
chunges, perhaps the least presumptuous way to Jo so would be to continue
sponsor!ng scholarships by which ACC management can leat'n for itself how to
correct its own problems. T~ern are serious Joubto 9.bout the integrity of making
chan~ps through the control an',1 leverage :levices which developed nations use to
exertjpresaure on less :levelope1 n~tions. It more rHgnifie-i nn~j humane way by
which I nations of the worlJ Jeal witt each othler musf 1.>c foatered at nll levels nnd at
all pOfnts of contact. AID's relationship to I~CC should be no exception. If,
however. AID shoulrl choose to proviJe a log,n to th.e ACC for credit for small
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tarmers then the following conditions should be imposed with the loan:

- Provisions need to be m~~e to eu!trantee that t!.1e money goes only to
lower income ftlrmers •

.. Provisiono shoul':l be made to rI9-]uce delinquency in repayment of loans
(see specific recommendations relate::! to this 1 section III. D. 5).

~ A part of any 'Jonor assif::t&nce program shoul:J include ~ budget for a
continuous on-the-job tr2ining progr~m ~iven to the ACC credit supervisors
and Ministry of I.gricu!ture agrieultural extension aGent.s jointly to streng
then the working relationship between tlle two :111'1 to equip them with both
the inspiration an:.l the supervisory Gkills neeie:1 to give effective technicul
assistance ~n':J complete supervisi,on to loVl income, weak, small farmers
so that these farmers may m!lke permanent advances and productive use
of loans.

- Attention ohoul1 be eiven to the recomme~dations mtde earlier in this
paper (See Section ru. D. 5).
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Appendix A

Articles of the Laws of the Jordan Central Bank (JCB)
--~ pertaiuo i~!3...!.elat.!.<:nship w.:!-~h -the ~CI IS.

Article 38 - The Central Bank opens accounts to the specialized
credit institutions (SCI), accepts their deposits and serves as a clearing
house between them and between member ba~~s and serves as a bank for these
institutions.

Article 39 - The JOB ~uys from the certified banks and SOl's on
cond:ttions it deCides, bondss bills and any other securities and it sells,
discounts and rediscounts these documents if their due date does not exceed
eo days after the JCB buys or rediscounts these securl ';,ies.

Article 40 - The JCB extends credit to the certified banks and
SCI's for a period not exceeding 9 months on the conCition that a f.1.:.rtr;.:lge
be given as security for this creCit in the form of the following:

a) The security biJls mentioned in article 39.

b) Government bonds and bills markot.able in the mllrket on the
condition that their duo Gate does not exceed 10 years Hhen
submitted to the JOB.

c) Public Institution's bonds guaranteed by the government and
marketable in the m[,rket on concit~Lon that their due date
does not exceed 10 years ,..,yhen submitted to the JOB.

Article 41 -

a) The JCB make decisions on the general conditions ana on all
the instructions concerning credit .facilities for the certified
banks and SCI's. The ~CB publishe~ irregularly ~he discount
rate it charges for rediscounting and riving credit.

Article 45 -

a) The certified banks and the SCI's 1- ve to supply the JCB ,..,yith
the information it asks for in the times and procedures it decides.

b) The JCB asks for any additional or cleariag information from the
certified banks and the ~CI's ~n1c h3ve to supply this information
on the specified date.

c) The JCB has the right to publish all or part. of the accurnulded
infcrmation if the informati~n publish'Jd does not reveal any
special financial conditions of a certified bank or an SCI UIuess
the written agreen.~nt of the concerned institution is secured
before hand to publish such information.
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AGRICULTURE

The agricultural sector occupies an important place in the Jordan economy; 20%
of GDP comes from agriculture and about 40% of the tota labour force is engaged in
it. Exports of agricultural commodities represent 50% of the total value of exports.
However, this sector is still unable to satisfy the country's needs of various food and
agricultural products. Imports of these products during the period 1967-1971 amounted
to JD 19.5 million, while exports during the same period did not exceed JD 5.2
million, which shows a deficit in the trade balance of agricultural commodities of
around JD 14. S million.

1. Qc;neral

Total agricultural output in the East Bank of Jordan corneD from utilizing 6.7%
of the land in this part of the k:~gdom. This output is affected not only by the
area utilized but also by a number of interrelated factors that necessitate the
review of the g~neral agricultural situation in the country in light of the following:

a) Natural Agricultural Areas

The agricultural areas in the East Bank of Jordan can be divided int') three
natural regions, namely the Ghor region, the }!i~~lland region and the Badia
(desert) region.

1. The Ghor Region

This area is part of the Dead Sea basin that falls between the Yarmouk
River in the north and thneizers Vally in the south, and between the
Jordan River and the Dead 3ea in the west and the Eastern highlands in
the east. The whole area falls below sea levt , and water for irrigation
is available in this region. This region is characterized by its ability to
produce more than one crop each year, and hy its early production
capability relative to other regions and neighbouring countries.

The Ghor region can be divided into two maIn divisions the North Ghor
and the South Ghor, with the Dead Jea in between.

Total cultivable area in the North Ghor is around 325.000 dunums, while
in the South Ghor i~ is around 60,000 dunums. The main available water
resources in the North Ghor are the Yarmouk River and side wadis which
are all tributaries of the Jordan River. Annual discharge of these
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resources is around 660 million cubic meters. 'Vater resources in the
south Ghor are l\\ujeb, Waditheh and Hasa valleys, in addition to a number
of springs. Annual discharge of these resources io around ~O million
cubic meters. Some construction for irrigation purposes has been made
as part of the phases of utilizing water resources for h'rigation in the
Ghor Area (see irrigation).

These projects helped place more land under irrigation and enhanced
agricultural output of the Ghor regions.

2. The Highland Region

This region falls between the Yarmouk River and the Syrian borders in
the north, Wadi Mousa in the south, 'Hadi Araba and the Ghor in the west
and the Badia region that surrounds it from the east and the south. This
region includes a hilly area of three parts. The first falls in the Irbid
Governorate in the north, the second in the Amman and Balqa Governorates
in the middle, extending from the Yarmouk River to Wadi "Nalla, while
the third part falls in Karak and Ma' an Governorates, extending f-' 1m Wadi
Mujeb in the north to Vladi l'/.\usa in the south.

Average rainfall is 200-6VO mm. in the north an~J the middle parts and
200-300 mm. in the southern part of this rce;ion.. Average volume of
annual rainfall in this region represents 44% of the total annual volume of
rainfall in the East Bank of Jordan. Rainfall in this refS ion is characterized
by variation in volume, dens it)' and time from one: year to another. It is
the main source of water for irrigation. Other water resources are:
several scattered springs and a small amoup..t of ground water in the Sarna
Sdood, Zarka, Ghuweil', and %obak areas. Areaa in this i ..lgion that are
partially irrgated from spring water ar~ around 60, oon dunums, while
areas under irrigation from ground .vater are around 9,500 dunums.

This refSion is subject to Sf:vcre erosive ff tor3 3S ~ result of the
eradication of most of th e trees by human action. Land holdings are
generally fragmented and small in size. T~1e main crops are wheat,
barlry, legumes, tobacco, vegetables and fruits. Terracing and planting
fruit trees such as Olilll;:1S, grapes and stone fruits started only recently
in this area, in addition to afforestration of some wide areas to control
soil erosion.

3. The Badia (Desert) Region

This region falls south and east of the Hiland region and occupies around
87% of the total area of the East Bank of Jordan. Its land is used for
graZing purposes since livestock depends on the grass that grows in its
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valleys and rainfed areas. This re;gion lost much of tis economic
importance as a result of overgrazing and th('\ lack of organized grazing.
Investigations and hydrological research hO·fe shown that its ground water
in the north can irrigate 30 t 000 dunums t but only 17 t GOO dunurns are
presently utilized. Ground water in the ::;outh ca.'l irrigate 88 t 000 uunums
of which only a few thousand are presently utilized.

Four agricultural stations have been established in this region, two
in the north t one in the middle and one in the south. These stations work
on delineating suitable crop rotations and plants for each area.

b) Agricultural Lahc,:.:tr Force

in most of the rainfed areas t farmers are characterized by a traditional
agT~cultural tttitude, represented by poor planning in terms of the selection
of varieties and quantities to be used 1)1' dates of planting or cost accounting.
Modern methods t such as the use of improved seeds ch~micals and fer
tilizers and investment credits are not widely practised. Agricultural workers
in these areas differ in their attitude towards agriculture from farmers in
the irrigated areas. The latter produce mainly for commercial purposes
and consume little of the what they produce.

The labour force in the agricultural sector can be claGsified into three
classes: landlords, tenants (rent or sharecropping basis) and hired hands.
No legislation has been enacted to organize relations between landlords and
tenants and to specify the rights of the agricultural labour force, us is the
case in other sectors. '

c) Organizational and Supporting Factors

1. Agricultural HoldillBE.

The agricultural census of 1965 showed tha the total number of
agricultural holdings in Jordan was 93 t 000, 38% of which were less than
10 dunums and 70% less than 50 dunums. Most of these holdings were
not economically feasible, as they were fragmented into several small
pieces. This increased production costs, reduced investment inventives
and 19d to a poor level of land utilization. It is worth noting t however t

that the East Ghor Can:u Law has now solved the problem of land
fragmentation in the Jordan Valley and has ensured that the problem would
not arise in the future. The South Ghor and Hig1'Jand areas t however t

still suffer from lnnd fragmentation.
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2. ~gricu1tural Cooperatives

The agriculturnl cooperative movement str:.rtcd c2.rly in j.~. J fifties.
There are 150 agricultural cooper!ltives in th3 E'l8t B~.al~, wEh c, total
number of 5,217 members. The cooperative rystem has 91 ~,yed its
traditional role of procurlug seasonal loans, sup!)lying production needs
and aiding the marketing process, but on n. sr 11 scale. T~1C movement
has not, however, played an active part in developing J.gricu1ture in
Jordan to a satisfactory level in terms of broa.d gl'oup ~tCtion, import of
production materials; extensive marl<eting, hnr.l consolidation or profit
increases. Presentiy, a numoei.' of smaIi cooperr:.tivoEl In ArJ~, Irbid
and Madaba have been cO:lsolidatcd into .Jcv8r:1l :nulti-purpos0 gToups.
These new societies are charactertz('d by large mmnbcfshii:), c£fi~ient

work and full-time administl'~,tion; but tlh:~Y do not cover 211 ::lTC!lS, arld
the need still exists for more sel"li(~e-oriented 3.;1ric:u;tura! c.Jo)erQtive
societies.

3. A~ricultural Credit

Farmers' savings in Jonl'ln 1.re me~gr':); 110ncc ~rodit it> E'.&1 essential
factor. However I there a::.'e only two Offiei~ll c:;:edit ::')cie~its: The Agri
cultural Credit CorpOr'1tioll (ACC) Cll1d th:: ,j·ord~n Coopcl'nU\,: Organization
(JCO). In the last twelve Y()~ll'S I t~-,e Ace iSS"JGc! ':"~ t:Jt::~ vf .ID 9.3 million
in loans for the purpose of land im!,roveme~::.tJ livc~ ~oc~: (lcvelopment,
purchase of machines and equipr;,wllt, nnd fa:..'r.1 ,~om;tl'uction. At thB end
of 1972, total outstan:1icg lo~ns'\mountdd tv J"D o. J mi:i.Uc:·,; and nnnual
loans during the lnst fivG years ::lVern~ed JD 627, aDO, lit the end of 1971,
the JCO outstanding loans amounted to JD 770,000. LOE'.D:3 :.-;:':\.I13d by
both the ACC and JCO do not satisfy th8 capit~-if:'10::;tment uceds ,: ~ the
agricultural sector. Consequently, farmers lu::ve to bo!:'rm'v' fr0m banks
and middlemen at a high rate of interest.

4. Other Agricultural Services

The Ministry of Agriculture started its agricultural l'8s9arch and
extension activities and services in the early fifties. A rese~rch station
was established in Deir AlIa and an extension Eltaff was cmpbycd to offer
services to farmers in most agricultural .:lL'<328. Tb:; dev810pmclt thnt
took place since then, especially \n the l.I'ri~2.ted are~:s, rc~uired further
technical support t·, achieve continuity and improvem,.m~·. T:lis 0a11 be
achieved through improving the quality !lnll qi.mn~ity of extei1;,;icr~ services
and upgrading the efficiency of ext.jnsion 'lgcnt:.> by p"'ovidin::; them with
adequate training, locally and ~trcld. II'! 19~/O, th8 ;,:;;,tc:1Rion L~3.ff was
merged with the research st!l.ff to bcil itate ~t.e disc .,mjl':lFOl~ (Jf research
findings.
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In ad1ition to the above sorvices, the l'dnistry of Agriculture offers
veterinary services, gives out seedlings of fruit trees, exercises and
disease control and helps farmers in terracing and soil cOllstJrvation practices.
The Ministry also offers marlwting services such as gn.ding and packing
of fruits and vegetables in the North 3houneh and Wadi Yabes stations,
providing market new~ including prices and quantities of local and foreign
markets, and marketing of agricultural produc'i through the Jordan Agri
cultural Marketing Organization.

The Agricultural l\~arketing Directorate was merged early in 1972 with
the Agricultural Economics Directorate in order to nrganize marketing at
the national level.

2. Characteristics and Problems

a) Fragmentation and small size of agricultural holdings. This contributes to
an increase in costs of production, limited inve;:;tment D.nd low agricultural
output.

b) Prevalence of tratJitiol1al cropping patterns that ~lo not lead to maximum output'
and contribute to soil exploitntioil and a decrease in fertility.

c) Deterioration of land productivity as a result of erosion and the lack of sound
soil and water conservation pr~lctices; also, eereal planting in the marginal
areas and s~eppes and disorganized grazing. This has contributed to aridity
and mass cattle d~btruction in dry seasons. In addition, areas planted with
forest and fruit trees are very small.

d) Lack of effective coordination between the agencies involved in agriculture,
namely the Ministry of Agriculture, Minist-ry of National Economy, Ministry
of Education, Jordan River and Tributaries Regional Corporation, Land and
Survey Department, Agricultural Credit Corporation and Jordan Cooperative
Organization. This lack of coordination causes v. ste, and poor guidance
and leads to conflict in objectives and menns of communication between these
agencies and the farmers.

e) Lack of organized bodies that represent farmers aild strengthen relations
among them; also, weclmoss of the cooperative societies, reflected in their
small numbers, limited memberships, and poor services.

f) Weakness of agricultural marketing, reflected in the lack of efficient mar
keting services and bcilities. This has r;;sulted in a proliferation of
middlemen and hence to higher consumer price::> and lower farmer revenues.
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m Utilization of n large percentage of the cultivable land on n rent or share
cropping basis, which causes a decrease in n::ltional agricultural output as
a result of inequality in cost and return sharing between the landlords and
the tenants and lack of se(urity and investment incentives for the tenant.

h) Prevalence of seasonal, disguised, and chronic unemployment of farmers.

i) Insufficient capital available for agl.'icultural inveatment and complicated
lending procedures.

j) Inefficient utUization of water resources for agricultural purposes, which
limits the use of land for intensive and diversified plantations of high and
stable productivity. This type 01 land does not exceed 3. 9% of total cul
tivated land.

k~ Low farmer income ingeneral as a result of the above mentioned factors and
of the high costs of production and low prices of crops ~ in addition to lack
of crop diversification.

!) Increasing agricultural income from JD 36.5 million in 1971 to JD 48.9
million in 1975, a 28% increase.

b Increasing the output of agricultural commodities and animal products in the
Ea~t Bank, according to the following schedule:-

--
Average Estimated % of Increase in

Crop Production Production Production 1975
1967-1971 In 1975 over 1967/1971
(1000 tons) (10Q.0 tons)

1. Field Crops

Wheat 134.4 160 19

Le'ltila 18.8 22 17

Foddars 93.4 1'0.2 82
Others 4.9 7.5 55

-<
Total 251.5 359.8 43
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Average Estjm~.l.tea % of Increase in
Crop Production Production Production 1975

1967-1971 in 1975 over 1967/1971
(1000 tons) (1000 tons)

2. Vegetalbes

Tomato 155.6 190 22
Eggplants 37.7 47 25

Pepper 8.2 11 34
Potato ? ') 0 264-.- 0

Onion and Garlic 3.5 7.6 117
_J.' _..__ n • .. 115 36Vtner~ 0'*."

Total 291.7 378.6 29

3. I!.!!it T~

Olives 15.5 24 54

Grapes H.9 21 40

Citrus 23.8 '10 68

Ban00n. 14.6 17 16

Others 7.8 11 11

Total 76.6 113 47

4. Animal Products

Meat 15.9 25.6 48
Dairy Products 69.6 84.8 21

Eggs (in million 18.1 140.0 191

Other,; 2.7 5.3 96

Total (Except eggs) 88.2 113.7 29
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c) Increasing the value of exports of agricultural commodities from JD 4 million
in 1971 to JD 8.5 million in 1975, ancl deci'easing the value of imports of
agricultural commodities.

d) ImprOVing the efficiency of ffi:lrketing agricultural products through establish
ment of marketbg institutions and procurement of mal'iwti.lg services.

e) Reclaimiing land and iilcreasing the area under cultivJ.tion throngh land leveling
practices and phnting more forest. and fruit trees.

f) Increasing the number of livestock varieties of high meat and milk productivity
t.hr ·1J~h introducing new strains and improving local v['.rieties.

4. Organizational and Policy lVieasure.§

a) Formation of C'.n Agricultural Development Council, chaired by the Minister
of Agriculture 911d having the (ollowing members: Minister of National
Eco:,:.>my. President of the National Phnning Council, Director General of
the Agricultun.l Credit Corpon.tion, Director of jordan River nnd Tri
butaries Regional Corporation I Vice President of the I'btural Resources
Authority, Director Gen'3r'1l of the Jordan Agricultural IViarketing Organization,
Dean of the Faculty of Agriculture at the Univel'sity of Jordan, Director
General of the Jordan Cooperative Organization and three members represen
ting the private sector. The functions of the council will be as follows:

1. To determine agricult..lral policies and objectives within the framework
of the Plan.

2. To formulate integrater. plans for agricultur!ll development, control and
follow up of projocts and works of the Plan, and to overcome difHculties
that may face suc~. activities.

3. To direct the ilotentials and activities of the r ivate sector within the
limits of agricultural policies and the objectives of the Plan.

4. To take measures and decisions to develop, protect and maintain agri
cultural producUon.

5. To coordinate nctivities and requirements of differt:nt departments,
corporations and organizations involved in the agricultural sector.

6. To Elupervise the agricultural development councils on the Governorate
level, and, through these councils, to oversee the agricultural development
committees in the vi.llr.ges.
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b) Formation of an agricultur21 development council in encil governorate chaired
by the Governor and composed of the directors of the f.CC ilnd the JCO and
a number of representatives from the private Dector in i.he gOVtrnorate. The
function of these councils is the implementation of agricultural development
projects in each governorate, establishment and support of cooperative
societies and encouragement of the private sector by g]! posGible means to
invest more in agriculture in order to increase ~. ricultural productivity.

c) Formation of committees on the village level composed of farmers and the
extension and cooperative agents in the village. The function of these com
mittees is to participate effectively in agricultural developIre nt on both
farmer and village level.

d) Enactment of laws to organize the relationship between landlords and temmts
or sharecroppers, and to secure adequate incentives for tenants to invest
more in agl'iculture.

e) Expansion and strengthening of the ?.gricultur-:>.l cooperative movement ot
include the maximum posDible number of brmers. This can be achieved by
supporting the existing societies, forming hew spccializ'3d and regional co
operatives and unions, and assisting these socictieD finnncially nnd technically,
to enable them to organize agricultun.l production, implement agricultural
policies and procure supplies for the production and m~rketing of agricultural
products.

f) Organization and promotion of marketing of agricultur8.l p~'oducts in loc:l1 and
foreign markets, through tho following proce,dureG:

1. Application of a flexible cropping pattern that takes into condderation the
requirements of local and foreign markets.

2. Encouragement and training of farmers to grade their products in their
farms and in grading and packing st'1tions.

3. Formulation of standardo for all kinds of !lgricultural commodities and
packages for local consumption or export, and prohibition of exporting of
commodities which do n(jt meet the standards, in order to gain and main
tain a good reputnt{on in foreign markets. Also, prohibition of market
ing of products which do not meet the standards required for local markets
in crder to reduce the marketing margin, for the benefit of the farmGTs.

4. Promulgation of material and moral incentives to farmers who turn out
good products or obtain yiolds higher than a certain level.



- 90 -

5. Organization of agricultural e;lChibitions with the objective of promoting
desirable competition among farmers.

6. Organization of the marketing: of products (especially tomatoes, eggplants,
peppers, and beans) in foreign markets through contracts between the
Jordan AgricultUi"al Marketing Organization and the producers, with the
purpose of producing desirable varieties at a r- ".intained minimum far price.

g) Dev~lopment and support of agricultural and extension stations by technical
and ma.terial means and establishment of more stations to cover various
agricultural areas so that applied research can be conducted. with the objective
of increasing land production, diversification of products, introduction of
varieties for export and processing ~nd plant protection irom diseases and
pests.

h) improvemer!t and expansion of extension services to cover all agricultural
areas, tr.; .Jugh the follOWing mensures:

1. lrur.-! .Jvement of tte technical level 0f the presently employed extensi.on
agel&ts through training programmes ill the research stations and abroad.

2. ExpandOll of the number of extension agents in order to provide services
to the majority of farmers.

3. Depen,ience on extension agents to convey government agricultural policies
to the: farmers, and to convey problems and difficul~ies that face the
farmers to various departments for solutions.

4 0 Procurement of material and technical facilitk38 needed to conduct t!emon
strations in VBl"ious agricultural fields.

i) Organization of proauction and distribution of forest and fruit trees
seedlings thr-ough improvement of existing nurseries and increasing
their number, in order to meet afforestation and tree-planting
requirements.

5. Proj@rts

a) bgrlcultural-Economic Research and Stu~

Planning for agricultural development requires the collection of compre
hensive data and statistics on various agriculturo.l activities, fiS the coundness
of planning depends on the availability of this information"
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This project aims at conducting studies on the following subjects, with the
purpose of sUPpol'ting future planning for the agricultural sector:

a. Farm administration, includii.1.g the utilizrrtion of agricultural re,f~ources,

r-roduction 00stS and ag"!'iculturaJ reveilues" L;
b. The agricultural holdings situ::ltion. such as th distribution i! nd fragmen

tation of holdings. land tenure cQ:lditi:ms and thf,ill' ~ffcct on",Hlvestment
:!mG 1~1.C,)me disb'ibuti011. .1:

"

c. AgriC!11tural tnft.!'ketiug, including dl;;muna on agricultural commodiUes in
diffel'ent markets and marketing efficiency.

d. Animal husbandry from the economic point of view, jncluding introduction
of new strain~.. , feeding, productivity of different varieties, cost and returns.

e. Feasibility study of processing agricultural products.

f. Agrioultural credit, including finn-nci....l re80urcoo. size and terms of loans.

g. Ann.lyslrJ of the ongO\i1g anJ proposed agricultural project", to be executed
during the Plan Period, and follow t!P cf these projects.

An agreement has been concluded with the Uaited States Agency for Inter
national Development (USAID) to recruit an expert to assist the Agricultural
Economics Directorate in conducdng Gtudies and collecting itlformation related
to planning on national, rq;ional and farm levels.

Estimated costs of this project are JD 25,000 to be finance~ from the
general budget and foreign assistance, and distributed as follows:

J!!LJD OOO's)

1973-
5 10

1975

10

Total

25

b) ~egional Develo.p.ment of P~,!d Farming

The aim of this project is to solve natural, human and organizational
PFoblems and resh"ictions facing furmers in d:ryland areas. The project
deals specifically with problems. of agricultural development as integrated
effcrts between public and priv:1te sectors which will be organized into suit
able cooperatives. Farmers in dryland areaa all sufter from these problems,
which cannot be tackled on an individual basis, becausG of th~!.r integrated
and multi-faceted nautre.

f
.I
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The achievement of the above-mentioned objectives requires the following:

1. A detailed survey of the presently practised cropping patterll.

2. Soil survey a..'lrt classification.

3. Study of the problems rebted to agricultural 1-1.d holdings, which should
include determination of the minimt,m economic size of holdings, ltmd
consolidation and redistribution. In these studies, consideration should be
given to topography and productive factors t voluntary exchange amon,s
land holders, cOl,~oli~lation and redistribution of land among the same
holders (in a way [,.i.im~;u' to the one followed in the East Ghor Canal
Project), and group incorporation where the cost of production as well as
profits are shared among partners, in the same ratio.

4. Establishment and application of a new cropping pattern, considering the
natural factors of production such as climate, soU and rainfall.

As the development of all dryland areas in the East Bank during the '»t:l
period is impossible due to limited available facilities, the execution of 'th. ~::3

project is limited to an area of 170,000 dunums located in Karak Governo
rate in cooperation with the United Nations Development Programme and
World Food Programme as a pilot project named "AI Hussein Green Project".
In addition to the above-mentioned. tasks the pilot project will plan and
execute other activities related to water reservation and soil conservation
within an area of 70,000 dunums.

The pilot project costs over the Plan period are estimated at JD 741,000
distributed as follows:

(In JD 000'8)

1973 1974 1 75 Total

UNDP Contribution 83 72 72 227

Government Budget 38 38 38 114

WFP Contribution 100 150 150 400

Total 221 260 260 ','n

This pilot project was started in 196~ in the Baqa'a area, but was trans
ferred to the Karak area in 1971 as a result of the 1970 events.
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Although the project is scheduled to terminate at the end of 1974 according
to the present ag~eement with UNDP, further extension will be requested
because of its importance.

In addition to the pilot project, the dryland development project includes
the following 9.ctions:

1. Aer ia1 su.rvey of about 12,000 km2 of land where annual rainfall is more
25D mm. Air-photographs will be prepared in a scale of 1:10,000.

i

2. ;ku survey anj ciassification using air-photographs, and preparation of soU
/maps for 12,000 km2 in a scale of 1:10,000.

f

/3. Detailed soil survey and classifico.tion of an area of 30,000 dunums.
!

4. Detailed survey of the present cropping pattern in the dryland areas by
using aerial-photographs. Also, prsparation of a n~w cropping pattern
for various areas based on their rebtive advantages and characteristics.

Estimated costs of the above works :luring the Plan period are KD 260,000
to be financc.:! from the gene! 0.1 budget anJ foreign assistance and distributed
2LS follows:

(In JD 000'8)

Costs of aerial surveys

c) ,wheat

1973

200

1974

30

1975

:30
~

260

Wheat is one of the main agricult.url\l crops in Jordan as it i~ the staple
food of the population and occupies the largest ar'?a of cultivated land. The
average annual wheat-cultivated area for the perid 196'1-1971 was 2.1 million
:!unums, or more than one-thfrd of the cultiva~ed land in the East Bank of
Jordan. Averaga annual production of wheat for the same period was 134,000
tons, while average consumption was 246,000 ton13, which shows a deficit of
111,000 tons valu.ed at JD 3.3 million or one-fifth of agricultural imports.

This deficit, which i!3 increasing every year, is attribute:::l to many factors,
which include: increase in population. decrease in yield per dunum (average
of only 63 kgs.), fluctuation of annyal production according to fluctuation and
seasonal di&tribution of rainfall, practi~ing traJitionol methods in wheat
production and continuous expansion in wheat growing. in the marginal and
sloping areas that are characterizeJ by a ~hin layer of surface soil.
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The proper o:tganu7,nticn of wheat productio:' requires the replacement of
wheat with barley in nmrgin'11 areas, pln.nd.ilg lb.e sloping areas with fOl'est
and fruit trees, and r.estriction of wheat growing to areas of more than
300 mm. rainfall and averugu riGid of 85 kgs, (:.,~ more per d\lmnns. In
addition, productivity In these ariJD8 C':lU be incr\':1s~'.j by using l.r:lproved
seeds t chemicals, w\96dkillers, f(L1:HizeI's, I?H;e~,.. 'ai:u;~t.ion SJld modern
methojs of ngriculturc.

E}:periments cocduct,:}.(} t\~ tr.:,oe .~Jn~lif' :'Y of AI"(!'\} iU'u.ul'e ~;.l the !'''~searetl

stations and demonl~;traUonR t;'l'ln.:Juctod ~~, t}.,: 1,:':f . hrve shown ti.1at it is
possible to 10uhlG the pro.:ml'.'tion of wh,~ ~:t :\V' '.: lUW •

The objective of this project is to ~

134 ,000 tont! to H~O,000 tons by thl,3 ~:.

increasing prodl;,ction by 26.000 tOllS 0'
the following rnea13ures~

., • H:1.S:-> '1Cf:~j wheat r,roductio[l from
~ f tb:3 !' ~ peric.::l, 'vhfI'll mem15
12''':'6 (. : ..,. ,.J~·::?Bent I sl-xl;pll!;<3, throlJgh

1. !rlc,rease iil ir(lpl'ove.1 ",!;v:m{ oe;d, thiOUgh c.ontZ'.ik ~ bf,f;Wem~ the M\'lxstry
of Agriculture anJ irr::HvUual producers 0'1: I.:lOOpel' t{ ,- Gf, ~ ',".3reby ttH\

Ministry of AI?:riculture would buy the sm:d ~.t €;';..."l'1" !.ginf.! prices 'Hi
dtl'it1'1bute I.t gra..iually to tb.e faX"rner.~.

2. Ccnducting field ·jemonstrations anJ training fa!zners on the use of improved
seeds. weedkillers, chemicals and machines in wheat production.

3. Expansion of the use of moderl1 machines by j~\lPO:tti,\g them through the
public sector and seHing tharn to fal'mJ)l's at r •. i\l~~ej prices.

Project costs Juring the ph!C~ period are f.3stiun,tci at JD 245,000, financed
from the general budget an::! USA}D :ud ~ast!'ib\.!tfd '\S follows:

---:1973 1974 1975 '~--'--rrorar------------"
General Budget

USAID

Total

176

50

35

85

47

35

82

43

35

78

140

105

245
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d). Hybrid Maize ill the Ghor Areas
~. --

As a result of adopting a suitable cropping pattern in the Ghor areas,
there Is a p:Jt>sibillty of growing 13,000 dunums of hybrid maize in order to
reduce present maize imports, which amount to 12,000 tons annually and are
consumed as feed for livestock. Growing maize in the Ghor areas will be
a new large industry which needs hybrid seeds, .rtilizers and planting and
harvesting machines. The project aims at helping farmers to produce around
5,000 tons of maize.

Estimated costs of the project are JD 5,000, to be financed from the
general budget and USAID and distributed as follows:

(In JD 000'8)

USAID

General Budget

Total

1973

18

10

28

1974

11

11

1975

11

11

Total

18

32

50

e) Fruit Trees in the Drylands

The total area planted with fruit trees at the end of 1971 was 365,000
dunwns. Olives occupy 277,000 dunums or about tw.'-thirds of the fruit
trees area, followed by grapes (39,000 dunums), citrus (16,000 dunums) and
banana (10,000 dunums).

Average income from the fruit industry for t!'3 period 1967-1971 was
JD 3.4 million. Nevertheless, Jordan is still facing a deficit of JD 500,000
in the fruit trade balance.

This project aims at expansion in planting olives, grapes, and stone
fruits in areas of suitable climatic conditions and soils that are subject to
erosion. These areas are estimated at 623,000 dunums aJid planting costs
ate estimated at JD. 24 per dunum.



...

- 96 -

The project plan includes the following:

1. Planting fruit trees according to the following schedule:

Variety

Olives

Stonefruit and others

Grapes

Total

Area
(000 dunums)

140

30

15

185

2. Preparation of required seedlin~s at existi.ng nurseries in addition to
another two nurseries to be establishuJ for the same purpose in the Karak
and Ma'an Governorntes.

Implementation of this project includes the selection of suitable catchments
in different regions, terracing, planting and other technical works.

These works will be implemented in group action in order to reduce costs
and train farmers in team work. The Jord[!.n Government will provide half
of the cost and the private sector will provide the other half.

According to the agreement with WFP, witI.. terminates in 1974, the
third phase of thi.s project started in January 1969. Contracts will be made
for further extension of the agreement for five more years.

Total costs of this project during the Plan pe: ::>d are estimated at JD
4.35 million to be financed by the general budget, foreign assistance, WFP
and the private sector and distributed as followa:

<!n JD OOO's)

1973 1971 1975 Total

WFP 480 480 480 1440
General Budget :lnd
Foreign Assistance 270 270 260 800

Private Sector 7~O 700 720 2120

178 Total 1,450 1,450 1,460 4,360
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f) Soil Conservation and Afforestration

About 1.2 million dunums of land need afforestration in the East Bank of
Jordan (400,000 are already forest reserved). These lands suffer from erosion
and water runoff. whicl.l will affect other resources. besides being unsuitable
for economic agricultural practices.

Soil conservation in these lands include buildiug stone wall terraces,
gullies and small dams and the planting of 200,000 dunume of land with
forest trees.

Because of the direct and indirect benefits of these projects, it is pro
posed that all cJtt?ens should participate in them t especially students ond youth
camp participants.

These projects include:

1. Soil Conservation in Wadi Zerg!l

The Ministry of Agriculture has already prepared the plans for soU
conservation in this steppe area with priorities to watershed areas and
water dams sites. This project aims at soil conservation and afforestration
in J erash and Burma village in the northern section and Alouk and Itumman
areas in the southern slopes. Areas included are ab"ut 100,000 dunums
and the proposed work will include soil erosion control measures to check
and minimize soU movement from slopes, the planting of carob and
almolld trees in suitable sites, :md the improvement of naturally-growing
wild olives.

Costs during the plan period are estimated at JD 740,000 to be financed
from foreign assistance and the government budget and distributed as
follows:

ill.2
240,000

1974-
227,000

1975

273,000

'rota!-
740,000

2. SoU Conservation in Wadi Shueib and Kufrein

This aims at controlli" Boil and water erosion from the watersheds.
The area is about 340 kIn. This wlll be accomplished through soU con
trol measures, gullies and dams, with the assistance of FAO experts
over a five year period. with costs eetimrLted at JD 5000.000. The
project was stArted in 1970, during which JD 100,000 were expended.
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It is proposed that JD 300,000 be contributed from the budget and
foreign assistance and distributed as follows:

an JD)

1973
~

100,000
.ill1

100,000
~

100,000

Total

300,000

3. Annual Afforestratj.on Project

This project aims at planting 25,000 dunums a year, or 75,000 dunums
in three years. The work will be achieved through the Forest Department
staff in addition to the previous projects.

Total costs are estimated at JD 370,000 to be fir:anced from the
government bUdget and distributed as follows:

1973-
130,000

ll1i
120,000

1975

120,000

..I2E!
370,000

4. Improvement of. Forest Nurseries

The implementation of the previous three projects requires 24 million
seedlings in three years. Therefore, the nurseries have to be improved
and expanded fo... raising the required stock. Costs ~~e estimated at
JD 115,000 to b(~ financed from the government budget an.d distributed as
follows:

(In JIll.

!!!!
30,000

1974-
40,000

!1r!2
45,000

..'!:2!!!
115,000

Total costs are estimated at JD 1.525 million, to be fiuanced from
foreign sources and the governmtmt budget and distributed as follows:

(In JD)

1973-
500,000

:180

1974-
487,000

ill!
538,000

.!.2B!!
1,525,000
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g) Qhgr Lands ImE!'.9vement

There are lands in the East Ghor Canal area that still need to be levelled,
in order to improve their productivity by using irrigation and new methods of
agriculture. This project aims at the following:

1. Conducting surveys and studies to delineate th( areas that need to be
levelled.

2. Procurement of heavy-duty levelling machines.

3. Organization of land levelling and improvement as follows:

a) Land levelling

b) Digging earth canals and construction of lined canals that suit each
farm.

c) Enforcement of suitable regulations relating to irrigation, such as a
straight furrow irrigating system.

Total costs of this project are estimated at JD 652 fOOO, half of which will
be prOVided by the privGte sector. They will be distributed as follows:

jIn JD)

1973 1974 1975 Total

Government Budget
and Foreign Assist~.nce 95,000 95,000 91,000 281,000

Private Sector 95,000 95,000 91,000 281,000

Total 190,000 190,000 182,000 562,000

h) Growing and Grading Tobacco

The total average area planted with tobacco during the period 1€J67-1971
'In the East Bank was 36,000 dunums, and average production for the same
period was 1,400 tons valued at JD 449,000. Total net annual income from
tobacco leaves is around JD 987,000.
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This project aims at Government involvement in developing the tobacco
industry through improvemect of methods of production and use of new
curing and manufacturing techniques. This will help improve the qualit"] of
local production and raising the quantity that goes into the Jm.'dan cigarette
industry.

An agreement with FAO was co~cluded on Apr 1, 1970 for a three year
period aimed at developing th~ tobacco industry fn Jordan. The contribution.
of UNDP to this project is around JD 154,000 and the Government contri~

but\on is JD 129,000. This project was started in July 19'10 but was stopped
early in 1971. The project period needs to be axtended until the middle of
1974.

Contacts have been made with the Government of West Germany to estab
lish an experimental centre for tobacco classification, grading, and curing.

Estimated costs of the project are JD 244,000 l including JD 120,000 for
the establishment of the centre. They will be distributed as follow.s:

an JD 000'81

Government Budget

UNDP

Government of West
Germany

Total

i) Animal Resources

1973

35

48

83

1974

16

25

120

161

1975 Total

51

73

120

Livestock projects aim at increasing animal products such as meat and
dairy, wools, leather and others whose demand is increasing. There exists
a large deficit in (he production of these commodities amounting to about
JD 7mil1ion annually. The increase in production will b~ realized through
the improvement {.nd increase of existing stock and f he introduction and
acclimatization of high yielding foreign breeds. There exist possibilities to
increase fodder production by about 105,000 tones as a result of crop pattern
application in the Ghor areas and areas irrigated from springs and ground
water.
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Animal production projects include the follO\ving:

1. Production of Acclimatized Dairy CO\~!~

The project aims principally at the production of dairy cows of foreign
purebreeds under Jordanian conditions to satisfy farmer for ucclimatized
dairy cattle. This aim can be fulfilled by tho lstablishmont of a stud
farm at the Sultani irri~ation scheme where feed an:l fodder requirements
can be grown successfully. This projeet should be a profitable com
mercial enterprise.

The capital cost of tilG project is estimated "I.t JD 685,000 to be met
from the government budget and foreign assistance. The cost of the
project is distributed as follows:

1973

432

2. Animal Pr0.2.~

1974

202 til 685

This project aims at laying down the foundations of developing Jiveotock
production in Jordan by means of rcsearoJh, training of local staff and
farmers in animal production asp?cts, in~luding range ma.'1agement, fo,-lder
production in rainfed an~ irrigation c.reas, improving fee.:] and fodder
processing, incrensing th0 productivity of farm a..'1imals through upgrading
of local sheep and the introduction of forr:dgn Jairy cattle an~ layers,
improving animal husban~ry and control of ;~isease and improvement of
marketing an] packing techniques of livestock products.

The total cost of the project is JD 772,000 '3pread over a five-year
period (1973-1975). However, the cost of the project over the Plan perioj
is JD 426,000, of which the Jordan Government'G fJontributi.on in kin1 will
be JD 126,000 anJ the TP.st will be contribut:::;:l by the UNDP. The cash
contributions of the Government and UNDP are Jistribute.J as follows:

(In JD OOO~

1973 1974 : 975 T'~ta1

Government contribution 8 14 11 33

UNDP contribution 92 le2 '/3 267
_~'<L".'______"'-

Total 100 116 84 300-_._-- .....-..-_. ------, 183



- 102 -

3. Poultry

a) Egg Production Project

Available statistics show that egg conr-umption is iIler\ asing an~l

local egg production does not meet the increasing' r)f..Jmand. Total
imports of eggs ill 1971 was !l.Tound 101 IT !lion eggs.

This project aims at satisfying the local market demands by esta
blishing a clompany for egg pro:1uction, to be financed from the govern
ment buJget, the private sector and a foreign company. Estimated
costs of this project are JD 1.205 million, :listributed as follows:

(In JD OOO'~

1973 1974 1975 Total

Private slector ~

foreign company 500 455 955

Governmen t buJget 250 250

Total 500 'i05 1,205

b) Project for Improvement the Breedinv, of Far..!!lers Layers

1. Development of Wala station to be a layer stock breeJing station.
where eggs and chickens for breeJing can be produceJ and procured
to farmers, to meet the increasing Jemand for these products.

2. Establishment of two layer f<:rms, one in Dhuleil area and the
other in the South with the following ob. ,ctives:

(i) As model layer farmn.
(U') To train agricultural agents an-.l farmen, on poultry

industry works.
(iii) To rtm experiment::; on focd pro:luction and cheap concentrates.

Costs of this project nre estimnteJ at J)) 68.000 an; distributed
as follows:

(Ill JD OOO'S)

184

1973

Government Budget 23

1974

23

1975

22

Total

68
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4. Increasin.g Meat Production from Local Sheep

The objective of this project is to train sheep growers in fattening their
sheep in. cooperative centres, in order to increase their income by feeding
the sheep to an economical slaughter wight.

To achieve this objective, three pilot fatten- :g centres will be established
in Amman, Irbid and Malan governorates, GacI1 of 10,000 lamb fattening
capacity.

The number of these centres will be increase'::: in order to han::Ue all
slaughtered animals. The increase will be effectej through a number of
cooperative organizations supported by the Government. Through its
gradual participation in capital and managing boards, the private sector
will eventually take over the whole operation.

In the meantime, farmers will bring their sheep to be fattened in the
centres and will be charged for this service.

The investment cost of these three centres is estimate1 at JD 60 t 000
to be financed from the government budget. The working capital is
estimated at JD 175,000, distributed a8 follows:

an JD OOO's)

1973 1974 1975 Total

Government Budget 60 .JO·

Foreign Assistance 60 60 55 175

Total 120 60 55 235

5. ~1.2.12m.2!!t an~l Improvement of Veterinary Services
!!!!:LAnimal Health

Iil 1968, an agreement was signed between the Government of Jordan
and the UNDP, by which an animal health centre was established to train
Jordanian veterinary staff on the ojiagnosis of animal diseases, methods
of controlling disease outbI'eaks, preparation of vaccines and training
stock owners in ways of protection of venereal diseases. This project
terminates in June 1973, but the UNDP will be approached for extending
the project for five more years, in order to complete the research work
that has been initiate::! on vaccine preparation.
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The total cost of the project over the Plan pCl'iod is estlmated at
JD 346,000, of which JD 270,000 is financE.>d from UNDP and JD 76,OOiJ
from the government bu':1get and foreign assistance. The capital invest
ment of the costs are distrihuted as follows:

(In JD 000' s)

1973 1974

UNDP Contribution 110 89

Government Budget &
Foreign t.ssistance 50 26

Total 160 115

IS75 Total

71 270

76

71 346

~U1V!.~RY OF ANIMAL WEALTH PROJ~

(In JD OOO's)

1973 1974 1975 To1"al

1. Production of acclimatized
dah,)' cows 432 202 51 685

2. Animal production 100 116 84 300

3. Egg projects
a} Egg production 500 705 1205
b) Farmers layers

improvement 23 23 22 68

4. Increasing meat from
local sheep 120 60 55 235

5. Improvement of veteri-
nary and animal health
services 160 115 71 346

Total 1335 1221 283 1839

:186
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j) !!E2search and Extension Projects

Research and extension projects aim at increasing productivlty per unit of
land, decreasing costs of production and improving the quality of products to
meet marketing and processing requirements through studying the problems
of agricultural pro:luctioll ill different areas. This includes the following:

1. Research on varieties of high-yield disease resistant pr'oducts, suitable
for transportation and desirable for marketine an,Vor manufacturing.

2. Research on 1ates of planting and agricultural rotation in order to make
the best use of lanJ and meet local and foreign market demands.

3. Research on agricultural practices such as seedling production, method
and intensity of planting, soil covering, and growing on trellis.

4. Studies on insect lifecycles to find out suitable programmes for pest
control.

5. Experiments on chemical an::l biological pefot control.

6. Experiments on soil fertility ane! water requirements.

7. Studies on avoiding or limiting soil salinity.

8. Experiments on growing under controlled conditions, to produce vegetal:ies
in off-seasons.

9. Study of mechanization in agriculture production under different growing
conditions.

10. Production of stock and improved seeds.

11. Dissemination of research findings to farmers by use of different extension
methods.

Research and extension programmes incluje the follOWing projects:

1. Q£velopment and Establishment of Research Stations in Different
Agricultural Regions

This includes development of the Deir Alla research station and
establishment of three stations in Wadi Yabis, Middle Ghor and South
Ghor. in ~dition to ~l.1other two stations to be established in drylands
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in Amman and Irbid. No stations are now available in these areas
except for the Irbid station, which is going to bo sold because it is
located within the Irbid Municipality boundaries. Costs of developing
and estabUshiL''a the above-mentioned stations are JD 1.1 million,
distributed as follows:

ID2. JD 000'8)

1973 1974 1975 Total

Station6 in the Ghor Areas

Development of Dair Alla
Station 150 30

Development of Wadi Yabi.s 150 54

Establishment of Middle
Ghor Station 30 55

Establishment of Amman-
Irbid Station 290 25

Total 650 220

,10 220

52 257

55 141

27 342

230 1,100

2. Establishment of Laboratories for Plant Protection and Seeds

These are needed to support research and studies in irrigated areas,
carried out by the research stations in different regions. Costs of erta
bUshing these laboratories are JD 118,000, distributed as follows:

an JD ooo~

1973 1974 1975 Total

Plant Protection Labo-
ratory 14 7 6 27

Toxicity Laboratory 10 4 5 19

Seeds Laboratory 37 22 13 72

Total 61 33 24 118

:188
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3. Conducting Agricultural Research and Exper~~

This deals with fieB and industrial crops t vegetables and fruit trees
with the following objectives:

a) Research on Field and Industrial ~I.:.2.2~ Conducting research t experi
ments and demonistrations on agricultcral lractices such as irrigation.
fertilizing and plant protection. These studiea will be made on
irrigated and dryland areos. Costs of these works are JD 150.000
to be financed from the government budget and foreign assistance. and
distributed as foHows:

(In JD 000' s)

1973-
50

1974

50

1975

50

Total_.-
150

b) Vegetable Researct TheDe studio.:: and research' ·'.n at introducing
higb y!elding varieties of vegetables aB well as new products for export t

conducting breeding to introduce diseaG€ resistmt v~'t'ieties t and
studying dates of planting-, irrigation t fertilization and mechanization.
Costs of these works are estimated at JD 150 t 000 to be financed
from the government budget an1 distributed as follows·

(In JD 000'8)

~

50

J.2ll
50

1975

50

Total

150

c) Fruit Trees Research This research aims at introducing suitable
new varieties and agricultural practices such as irrigation t ferti
lization and plant prote~tion of these new arieties. Costs are esti
mated at JD 20.000 t to be financed from the government budget and
distributed as follows:

(In JD 000' s)

1973-
5

~

5

1975-
10

Total-
20

1.89 ,
"
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4. Agricultural E:t.tension

a) Project of Agricultural Reh~JJJtatlon and ~alnitm Cen~

Manp(\wer iB the main element in agricultural development. Far...
mers' s9Cial and ooltural levels t in addition to organizational and
teohriical facUlties, largely affect the adoption of new scientific methods
and the rate of growth of the agricultural sertor.

The agricultural extension programme aims at improving farmers'
agricultural attitudes, knowledge and skllis through ocutfnuous train
irg, Accordlngly t this project aims at improving the efficiency of
extension agents in introducing desirable changes such as new research
findings and delineated cropping patterns.

The project includes the establishment of a centre for training
research workers t extension agents and farmers at the different
researoh stational The cost of the project t during the plan period t

is estimated at JD 222 t 000 ,to bG financed by t!le Government and
UNDP, the Government participat~ with 15% of this cost. The project
also includes conducting demonstradons in different fields of agriculture.
The cost of these demonstrations is estimated at JD 5.7,000 II to be
financed from the government budget. Costs of the project are dis
trihuted as follows:

.«n JD 000's)

1973

( i) Training Centre
I, UNDP 63
2. Government

Budget 11
(Ii) Demonstrations 19

Total 93

1974

63

11
19

93

1975

63

11
19

93
iii

Total

189

33
57

279

190

b) Project for Training Farmers on Irrigated Cultiva 2

This project specifically alms at traJnilDg bedo\! in youth on
practicing irrigated farming before giving them tit' ,es for farm units
in the irrigated projects which are carried out lD Kerak and Ma'an.
Tralr\ing wllX be conducted as follows:
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1. A committee representing different. ministries and government
institutions will select nominees from the population of the areas
of the projects to be given farming units"

2. Employment of the persons selected by the committee as dally
labourers for the Ministry of Agriculture j with the purr-ose of train
ing them for two years in tho farming units which will be distri
buted among them in the future o

3. Renting out the farming units to the nominated trainees to do
farming independently for three years, During these three years
they will be supplied with water for irrieation at prices not f3xeeding
costa of maintaining and operating th~ artesian wella and irrigating
canals.

4. At the end of this period t the farmers who show interest and effici..
ency in farmtng their units will be given titles to them. At the same
time t L~ey start re..paying the costs of construction and operation
and maintenance of wells on a water conswnption basis. Costs of
the project during the Plan period are estimated at JD 336,000 to
be financed from the recurring expenditures of the budget.

SUMMARY OF RESEARCH A~TD EXTENSION
PROJECTS

191"'
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k) Agrioultural Marketlgg

1. Estl.lblisbment of four new centres for ne,Jembllng, packing and storing
agri(''\1ltural products. Three of th~se centres '1t1UI be located in the
Jordan Valley at Ma'adi, North Shouneh and South Shouneh, while the
fourth centrs will be located at Al Mazra' a in South Ghor. The agrioul
tural Marketing Organization (AMO) will be responsible for the establish
ment and management of these centres wholesale marketing centres.

Costs of this project are 2stlmated at JD 182 f 000, to be financed from
foreign assistnnce and the budget of AMD and distributed as follows:

(In JD OOO'S)

1972 1974 1975 Total-----------_...........,......,------
AMD & Foreign aids 120 62 182

2. Processing of Agrioultur91 Pt'oducts. Proces~inr. of agricultural 1- ,du~ts

is considered one of the main channels of agricultursl marketing and a
starting point towards the integration of agricultural and industrial activi
ties of the national economy. It is also an important means of increasing
exports or producing nlternativel~ imported commo:Jities, in addition to
stabUizing agricultural production.

This project includes the following:

a) Establishment of a tomato paste plant and the processing of othel'
vegetables and fruits. An agreement has been signed with the UNDP
with. the purpose of developing agricultural marketing. FAO, being
the executive agency of UNDP, studies the feasibility of establishing a
plant that can be used for the processing of tomato paste' and ether
veget3bles and fruits mtd, accordingly, action was taken to establish
the plant. The plant capacity is 4,000 tons of tomato paste and
600 toos of ()tber vegetables and fruits. The plant is expected to
start production in 1973. Cost of tli s project is estimated at JD
160,000, of which JD 40,000 will be incurl'et.1 by UNDP and the rest
by AMO, and distributed as follows:

aN JD OO~

-
1973 1974 1975 Totf.l1

AMO 120 120

tTNDP 40 40- _.
192 ".rotal 160 - ... 160-
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b) Updating and conducting studies for the processing of agrioultural
products and fur the productton of agro-industrial crops for the pro
duction. of sugar, edible oUs and others. ~he studies which prove
to be e1conomically and technically feasible will be further implemen\.Dd.

Costs of these studies tl1~'e estimated at JD 10,000, to be financed from
foreigl1 nssistonce nnd distributed as follows:

1973-
Forei~ Assistance 1{)

1974-- 1975-- Tot!:!--
10

SUMMARY OF ~GRICULTURALMARKE'l~

PROJECTS

(In JD 000's)

1973 1974 1975 Total

Establishment of collect:~n

and packing centres 120 62 182

Tomato processUlgplant 160 160

Studies of agricultural
I: rocessing 10 10

Total 290 62 352

193
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SUMMARY' OF AGRICULTURAL PR..QJECTS

Qn JD OOO~

1973 1974 1975 Total

L Agriclij.~arnl ECQQomb.; Studies 3 10 10 25

2. Regional Dryland Farming
Development <121 290 290 1,001

a. Wheat Project 85 82 78 245

4. Maize l'roject 28 11 11 50

5. Fruit Trees in Dl'ylands 1,450 Ip450 1,460 4,360

6. Forestration and SOU
Conservation 500 487 538 1,525

7. Ghor Land Irnpl'ovement 190 190 182 562

8. Tobacco Growing and
Grading 83 161 244

9. Livestock Projects 1 0 335 1,221 283 2,839

10. Research and Extension
Projects 909 451 457 1,817

11. Agricultural Marketing
Projects 290 62 352

194

Total 5,296 4.415 3.:309 13.020
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Appendix C

Irriga.ted Lande of East Jordan (at the end of 1971)
(Area in hectaros) -

I. BeloW' Mediterra~!O sea level (with frost free climate)

1. Jordan Valley (East Bank only)

a. Zor, close to the Jordan River 11 Ntagligible

b. Ghor, below East Ghor Canal Sf 11,700

c. Ghor, from wadis, above Canal: 500

d. Gho:r:-, partly from groundwater 11 2,700
,.. Lower valleys of tributaries 1,500to.

3. Southem Ghors (2,760 to 3,775 ha) W 2,760
,

Total 19,160 19,160

l
i
I
I
I

:

II. Above StJ. level (intermediate and continental climatE.)

1. Secondary valleys (surface & spring water)

2. HighJ.ands and plateau (mostly pumping)

Total

Gl"£Uld total:

5,000

_-:9;.,.;;CQ...

5,900 5,900

25,060

------------,._------------------
Sourl:e: :Ministry of Agriculture

195
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Aill.tendix Q

HASHEMITE KINGDON OF JORDAN

AGRICULTURAL CREDIT CORPORATION

BRANCH --_._.-
PRE-LOAN INSPECTION REPORT- .

GOVERNor.,- .'E _

APPLICATION NUMBER ---------------
APPLICPJU' ----------
FROM

DATE _

AGE

EDUCATION AND EXPERIENCE --------------
PRESENT OCCUPATION ----------
FAMILY MEMBERS WORKING nr AGRICULTURE

FAIfiLY MEMBERS WORKING OFF THE FArm

ANNUAL FAMTI.Y INCOME ~

a. From Agriculture _ _ JD

b. From other jobs JD

Total JD

Annual Family Expense J])

Net Family Income JD

Amount of Loan requested JD

PurPose of Loan Cost in JD's

---_._---~-._---------_._-------------

---
1 \:'1" =\,1
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1. PROJEO'J.' LAND ...'\lm ITS LOCATION

District or Oovernorate

• -

Vl11ag~ or
Town

- a - ..Cd. _ 'ww'"

AY'plioaui;'(J ArElI:'. 01' nppliol.nt· ~ nharon

Plot No.

•

DunUID

..
Sq" m

.
& - --

.Ar&(t~e laud %--------
Distanoe ot Projeot from:

a) Nearest road 1'1 t i'or
b) Ne.tarast asphalt rond

__________.. _..u_••_.
Ol

...... _

2. Topography and leind of soil in pl'oje'~·~ la."'ld.
______-- ....... 9_ • ~. ~.a_..~'IV'Sl'ftal\QDllIW\_,_"__'iIRJ_".'Cla'\.... a _

____________---. ,~._..a:sat.~~~ ... _

ACOOlftPliehed development work ( all oonatructiouc, ~ater Bous~es a~n

va~er uti~lzation):____.. _m_.-- ~, .. .rJtJU....· _

... ~ ......... .......__"..,.?5.u _

di ......111.
___________________a -........... -= _

4. Pre.ent farm machinerY9 equipmant e~d ~lnim~ln in tho p~oj~ot:

--------------_._-----~-------------------------_._----,----_.._-- ... -,.._-_......_-
.. .0_._.__......__-_._._.._..._. .. .. ._. ...
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1JROJECT PLAN

i{.B. All important features of the Project should. be indicated

(including pre-develDpnent and post development improvements).

A brief explanation regarding these features should appear in

the legend.
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Appen<'l.ix H

Number and area of holdings by size group, 1965 Agricultural Census

S:a.ze group
(hectare) No. of holdings Percent of

total no.

0.2

0.1

0.7

36.4

10.9

10.0

8.2

33,986

10,194

9,364

7,621

-2J);,.;.9.;:.4~. -.::5;.-•..;...8_

32,573 34.9

14,221 15.2 .

8,003 e.6

3,745 4.0

688

198

60

16

5 and les::; than 10

3 and leos than 4

4 and less than 5

2 and less than 3

Sub-total 1-5

1 and less than 2

20 and les s than 30

50 and less than 100

10 and less than 20

200 and less than 500

500 and less than 1000

100 and leSd than 200

Less than ]. ha.

1000 and over 2

Total holdings of 1 ha
and over

Total all holdings

59,506

93,492 , ...............
.LVVeV

Source: r~O, 1967, pp 91 - Report on Agricultural Census. 1965, Amman.
1967, Table on pp 86.
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Appendix I

Distribution of land ownership by size in East Ghor Canal Project Area,
J~ 1960 !I_R ---- .-

No. of landowners Area owned
Size of Percent Percent Average area--

c

--

ownership of the Area total of ownership
(ha) Number total (ha) area (ha)

~-

0.1 - 0.9 1,,309 35.7 550 3.5 0.4

1 - 1.9 708 19.3 993 6.3 1.4

2 - 2.9 378 10.3 907 5.7 2.4

3 - 7.5 866 23.6 3,909 24.7 4.6

7.6 - 10 113 3.1 987 6.2 8.7

10.1 - 50 252 6.9 h,781 30.2 19.0

50.1 - 100 32 0.9 2,178 13.8 68.1

Over 100 10 0.3 1,524 9.6 152.4

Total/average 3,668 100.0 15,830 ~ 100.0 4.3

Source: Department of Statistics, The East Jordan \T~lley, A Social and Economic
Survey, Amman 1961, Table 62, pp 1055. Sour( J indicated in Survey as
being "Department of Lands and Surveys". Last column added. FAO, 1967.

The total area does not include 4,618 11a. of land owned by the State or
any l~d in Al~~ashrou, but does include all other land lYing between
the East Ghor Canal and the Yarmouk and Jordan rivers; in the South
the boundary is the most southerly limit of land to be irrigated from
the main canal.
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t1ppendix J

Distribution of land ownership a/in East Ghor Canal Project Area after the
reallocation of land. - .

Size of ownership No~ of landowners Area owned
Percent -- Percent(ha) Area

Nwnber of total (ha) of total

3.0 - 5.0 1,,046 74.9 3,486 54.8

,.1 - 6.2 128 9.1 748 11.8

6.3 - 13.0 195 14.0 1,623 25.5

13.1 - 20.0 19 1:4 307 4.8

Over 20 £I 8 0.6 197 3.1--
Total 1,396 100.0 6,360 100.0

Source: Sweilem r1. Haddad, "Principles and Procedures Used in Planning and
Executing the East Ghor Irrigation Project", paper presented to the
International Conference on Water for Peace, Washington, M~ 21-31,
1967. Schedule No.2. FAO, 1967.

This land ownership covers only 22 out of 24 'development a1'13aS', having
a total area of 6,360 ha or 52% of 12,000 ha of the project area. The
remaining area of the project is almost completely allotted 'to new fanners
but the final ownership classification records were not rea~, at the time
of preparing the Paper for the Conference.

It is noteworthy that 2,158 holders had owned farm \Jnits smaller than the
minimum holding allowed und0r the Law in the form 01' joint olmership
through inheritance or additions. ilie to the shortage of lands and to the
great number of original holders involved, mid in order to avoid dis
placement of these holders, the original Law was modified to reduce the
maximwn limit of ownership from 50 to 20 ha. The priority sc::ale in the
selection of farmers was likowise changed, so that professional farmers
in the project area were given priority over absentee holders or ~hoRe

who utilize their land by lease or sharecropping. As such, a total
area of 1,971.5 ha of the project area was allotted in the form of fam
units shared by more than one holder.

208



- 1~'l 

Appen~

Accounts of Ace Expenditures for the Ye~r 1971 (U.S.Dollars)

Type of ~~. (Component) Expendttures Total
during 1971

1) Wages, Salaries, & Raises

Salaria:s of classified Employees 194,729
Salarie:9 of Unclassified Employees 20,345
Salaries of contract Employees 4,222
Employcl~a on lump-sunt 1;ages 19,040
Family, technical &additional raises 79,582
Additional wages & Daily Finployees 2,635
ACC cont.ribution to the saving account 3,732 324,288

2) Other E:lCpenses

Transporta.tion Expenses 2,282
Travel :Increase ,823
Filed Per Dien Increase 4,900
Feed for animals used by collectors 504
Emergency Aid 29!l 8,806

3) Rents _5,247 5,247

4) Post" TI~1.ephone, Tele·grcph 1,274

Social Facilities 689 1,963
=

$) VartousExperiments

Employees Family's Medical Expenses 801
Guests (Hospitality) 4,060
other 1,151
Participation in Seminars 2$
Building Repairs 1.3J.9 8,571

6) Operational Nec~ssities

Electricity & heat 1,9S;4
Stationary 4,178
Employees Unif'oms 3,548
Fuel, Parts, Tires & Car repairs 9~794
Car insurance 938 20,412

7) Rewal."ds & Remunerations
~

Members of Board 6,269
Member of Loan COl1'l1'rd. ctees 7,137 ">

Collect:lon Rewards 2,800 16,206

8) Forestation Incentive Rewards 4,802 4,802
209
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9) Depreciation

Furniture
Cars
Mat~rials & work shop
Accrount1ng &Electronic machines

10) Due Interests on Loans given To ACC

Interest on IDA Loan (1st)
Intere~t on IDA Loan (2nd)
Interest on Development
Board Loan (Rural Housing)

11) Expenditures on Buying of Capital goods

Fumit'lU'e & Other
Work shop materials
Buildings & Const~ctions

Total

Minus Capital Goods Purchases

Total Operational Costs

2:10

2,100
5,698

120
5j)432

20,720

3,716
109

9,192

13,350

188,720

13,017

605,399

13,017

592,382
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!:2pendix M

"Persons Interviewed to Evaluate ACe on General Tems:

~1str.v of Agr1culture, Amman

Or. KhalU Ilubani, Deputy Minister
Mr. Said Gazald., Head., !research and Extension Department
Mr. Ahmed Abu Shaikha, Deputy Director, Agricultural Economics

Department
l-1r. Burhan abu Howayej, Head, Statistics Section, Agricultural

Economics Department.

Na"tiollaJ. Pla.m~!E-g Council, Amman

Dr. Ha.nnah Odeh, Secretary General
Mr. I'1ohammed Henidi, Chief, Cooperative Section
Mr. "Vhrll Kana 'an, Chief, Agricultul'al Planning Section

Jordan _River }U1d Tributaries Regional Coryoration

Hr. Qnar Abdullah Dakhkan, Director General
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Appendix q

LIST OF ABBREVIATIONS

Agricultural Credit Corporation

Developnent BOard

East Ghor Canal

GQv61'l'nnent of Jordan

International Development Association

Jordan Centr~l Bro~~

Jordan Central Cooperative Union

Jordan Cooperative Organization

Jordan ntnar

Jordan Organization for Markeuing Agricultural Products

National Planning Council

Natural Resources Authority

Specialized Credit Institutions

Uni+,ed ~tates Agency for International. .Development

World Food Program

Conversion Factors

One J.D~ M 2.8 u.s. Dollars

One Dunum CiI 0.1 Hectares
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PREFLCE

This ccuntry Prof ram Paper cn the Sup~'rvisec' Crec11t Profram of the
Africultural Ccoporative Bank (:f IrE~n (I1.CBI) was prepared under a 3-month
ccntract botween tho United Stntcs .~fency fer Internatie·nal Develcpment
in We.shin[.ton, D.C. (USlI.ID/W) f.lnc' tho J~erican University :.'f Beirut (LUB) ..

The repcrt a(~heros strictly tc nn outlino prepared by the USl~ID/W.
Boc::\use (t' tho newness of the pr·f.rrun (establishec~ in 1970)" the auth~)rs
uere un~blo to present full inforrlln.ti'~n cn mnny pcints asked fer in the
outline. In spite .- f this each pcint in the Dutline w~s c'iscussac as
well as p')ssible at this oarly stnfe cf tho development (if the Suporvised
Crodit Pro[ram.

The rope rt wa.s prepa.re(~ fr·:cm soccndary sources cf data. exclusively
bocause timJ nne] rose-urea limi~~tiL,ns c~ic. net permit the cr;llocti·:·.n (;f
vr.i(jnal da.ta throufh n farm mlrvcy. This made it essentinl to s~licit

the ccllab:.rati:.n ~ f these Ec,vGrnme:nt t:'.Eencies holcin[ the infonnaticn
relatinE to this rep,;rt. The e.uth::rs wish tc ackncwlec£o thG ccntributinn
cf tho ronny a[cncios which ccrporatoc~ ·~n(! the Jl.griculturnl Ccoperative
Bank of Iran in particular (cspocinlly the .ll.c'ministratcr of the Supervised
Credit Proerc!'m" Mr. Jarao Saphaei).

ThoufL this rcpc.rt is the result of the c',"nperati: n of many
porsens a.nc~ institutirns" the c.uth:·rs benr full rcspcnsibility for any
mistakes or omissisns.
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S}~LF'AIDmRCmIDIT IN IWlli

by

Thomas Stickleyl and Ebrahim Hosseini2

SUMMARY

The Supervised Credit Rrogr?m sta:uted expanding in 1969-70 with
the objective of helping the Arnall farmers (Cooperative members and non
members) in areas of good development potential. That year the program
covered a total of 8274 farmers residing in about 140 vi.llages located in
27 different areas of the country. In 1970-71 it was expanded to cover
about 20,500 farmers residing j.n about 540 villages, located in 40 different
areas of the count~{.

The program has an efficient supervision system. That is, first
a preliminary survey is made and the fields of potential agricultural
activity determined. Then a farm plan is developed with the help of the
prospective borrowers. The plan should ..:Specify the type of a.ctivity, the
calender of undertaking the various activities, the inputs (kind and cash)
required and the costs :i..nvolved. It should also specify what is to be
done collectively by all the farmer beneficiaries and what by individuals.
Out of these plans the credit requirement is determined and the rolevant
accounts (collective or individual) are credited. Such accounts can only
be debited at the time and of the amounts specified in the farm plan. If
the farm plan in question indicates a nood for raw materials, goods and
services which should 1e collectively uso~checks are drawn directly to
the order of the ~llppliers of these to the extent possible. Throughout
the whole precess the program supervisor's approval is needed. Other
people involved in the process of loan payment and repayment at the village
level are: farmers' representatives, local leaders, extension agents or
extension corpsmen, and other White Revolution Corpsmen.

The program has demonstrated good perfonnance in tenns of
productivity of loans and repayment of loans. It suffers, hom-'ver, from
the poor }performance by the other institutions n providing the supporting
services such as marketing and extension.

It is recommended that the program be expanded and integrated
more with the supplementary services needed.

1. Dr. Stickley is Assistant Professor of Agricultural Economics in the
Faculty of hgricultural Sci8nces, Amer~can University of Beirut,
Beirut, Lebanon.

2. Mr. HOBseini :is in the 1epartment of Economic Studies, AgricultUral
Development Fund of Iran, 23 Takhto Jamshid, Tehran, Iran_
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I. INTRODUCTION

A. AGRICULTlTRAL CREDIT SOURCES

At present the following sources provide crad!t to Agriculture in
Iran:

Agricultural Cooperative Bank of Iran I ACBI)
Rura.l Cooperatives
Agricultural. Developmont Fund
Ba.nk-E-Omran
Commercial Banks
Governmen~ ~gencies

Processers of Agricultural Products
Non-ins+'itutional sources

There has not so far been any countrywido st'ldy with respect to
the share of institutional credit sources in the total oradit extended to
farmers. On the basis c ~ the available piecemeal i.nformation however, it
may be said that i~1stitutional and non-institutional credit sources share
the market equally.

The institutional sources of credit are briefly described below.

1. Agricultural Cooperative Bank of_Iran (ACBIl

This bank is by far the most important instituti,onaJ. credit source
in Iran. It extends short, medium, and long-tem cred;_t to individual
famers and rural cooperatives. It also fina.nces special goverrunent
programs for improvement of agricultural production. During the agronomic
year 1970-71, the ACBI advanced loans amounting to 119 million U.S. Dollars
of which about 90 percent ltiere short-term loans. About 75 percent of these
loans were extended ~o cooperatives.

2. Rural Cooperatives

The number of cooperatives \Ultil the end of 1970-71 was 8,300
with a membership of 1.6 million or about half f all the small fanners.
The total amount of credit extended by these cooperatives was 84 ~rd.llion
U.S. Dollars in both cash and kind. Rural cooperatives extend mostly short
term loans not exceeding 666 U.S. Dollars, each. The resources available
to cooperatives are: government capital, cl~dit from the Plan Organi~ation,

credit from ACEl and their own capital and reserves.

3. Agricultural Development ~d of Iran (AD!!)

This :i.nstitution was established in 1968 with the purpose of long
term f'inal'leing of commercial agricultural projects. Until the end of
1970-71, i.e., after three years of operation, the credit contribution of
ADFI was 187 million U.S. Dollars With thG average loan size of 200
thousand U.5. Dollars. . The recipi(;nts of these loans weN commercial
fanners or private fims engaged in agricultural aotivities.
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4• Bank-E-O!nran•

This bank is concerned with the farmers who have gained ownership
on Pahlavi I B Land.. It also extends loans to the Qash~aei Tribe. In
.1~70-7l, for example, a total of about $ 1.2 million (93 million Iranian
Rials) was extended to 501," cooperative menibers in su~h areas. Credit
cooperatives were established under the supervision of Bank-E-Omran.

5. CQIllIllGrciAl Banke

The banking system in Iran is comprised of the Central Bank of
Iran, sevan specialized banks, and 20 commercial banks. The largest
·~ommercial bank i.s Bank Meli, Iran, whi.ch is owned by the Government.

The credit activity of the commercial banks for agriculture is
a minor part of their total lending operation (in 1970-71 it was only
about 10 percent). Bank Meli and Bank Saderat are the only oneE which
have a si€,nificant share in agricultural credit. But loans extended by
these banks are Short-term" unsupervised" and consumption-oriented.

6. Government Agencies

Credit is also provided under special government programs and
agencies. The channels regional development authorities (i.e., Ghazvin
and Khuzesbun), ACBI and Rural CoopElratives a speetal organization
concerned \~th individual crops (such as tobbacco, sugarbeets, and
cotton), and government agenciEls in charge of the distribution of farm
machinery and fertilizer the programs for which credit is provided aim
generally for improved productive practices of special crops, encourage
ment in thE; use of modern inputs, and enhancement of the general develop
ment of agriculture in special areas.

7. Processors of Agricultural Products

These are the processers of agricultural raw material such as
cotton, oil, seeds, fruits, vegetables, and sugarbeets. The processing
firms gen~rally provide advances in kind. This type of credit is produc
tion-oriented and accompanied by some extension and marketing services.

B. THE SMALL FARMER PROBLEM

During the past decade the Iranian land tenurial system has under
gone significant changes. Consequently, at preaent, there are three major
categories of land ownership. First, there are the indj.vidual owner
operators who have gained land reform program, Second, there are commercial
£aJ:"lrls which are mechanized and operated by the use of agriculturnl laborers.
And finally jI there are the large scale farming enterprise s such as far-.ll
corporations or agri-business cO[l}plexes. The first category, i.e. J the
small owney,"-operators, comprise the largest part of Iranian agriculture
in terms of area under cultivation, volume, and value of agricultural pro
dudt,ion. There are about 1.2 million farm fam:iJ.ies included in this
category. Their farms are mostly below five hectares in size and their
production efficiency (yields per unit of land area) is obtained, in most 225
cases, by about half that of the experimental stations. Uusally only So
percent of St:ch land is cultivated and So percent is left fallow. Given·
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an increase in water resou~ces and/or efficiency of water ~se and use of
inputs through extension of ~.?edit and proper technical guidance, the
area under cultivation can be raised by about 50 percent and productivity
by about 25 percent within a decade or so.

Of course, since the start of the land reform program the
Agricultural Cooperative Bank of Iran has tremendously increased its
lending activities to small farmo~s (by (a) extension of more loans to
coops -- with almost 90% of their members beint small farmers -- and
(b) expansion ... £ loans with lower tangible security req-.rl.rements). Most
such loans lack the required supsr\Tis:ton and technical assistance. It
can ha~ be concluded that these, aside from meeting the urgent con
sumptive needs of the sm&ll fanners, have any significant effect in tenns
of expansion of a.gricultural production. It seems inevitable, therefore,
that extension of loans to the small fanner segment of the Irania.n agri
culture, should be (1) based on econom:~.c grounds (2) supervised and (3)
combined with marketing services~

The Supervised Credit program, introduced only recently, seems
to have the prospects for achievement of this ideal, given full concentra
tion of the agencies, depa.rtments, etc., related and the needed government
supporl. It could mean an integrated effort by the Plan Organization, the
ACBl amd the various departments concerned With agriculture to enhance the
productivity of the small fanner (th:rough a cooperative approach or an
individual approach).

This paper is specifically directed towards the Supervised Credit
Program financed by the PIal". Orgmlization.

II. PROGRAN CHARACTERISTICS

A. BACKGROUND

1. Historical Swnmary

The present Agricultural Cooperative 1 ~nk of Iran was first
established as an autonomous agency in 1312 (1~j3) granting loans only
to those who could; offer any immovable property as a guarantee, i.e.,
landlords. JUong with the start of the Land Reform Program in 1962, basic
changes were introduced into th~ bank's charter. The bank, then, came to
be mown 8.13 the Agricultural Credit and Rural Development Bank of Iran"
with the ml;1in objectiva of aiding the -expansion of agricultural and 11va
stock output and also raising the .farmers' income • Finally" in 1964,
because of the rapid expansion of the Rural Cooperattves, the bank's
charter was modified and ever since it has been called the AgricultUral
Cooperative Bank of Iran. Its main objective is to provide credit to the
Rural Cooperatives and Cooperative Unions and also persons engaged in
agriculture who have not joined any cooperatives. As of 1910-11, a total
of 108 cooperative unions held shares in the bank.

, In 1969-10, the Plan Organization and the ACBI signed an agreement
with the title or".Research on tL-,dertaking Supervised Credit f,rograms'l
IfP.on this agreement 2"7 of the best bank experts were assigned to 21
different areas of the country to review the 81tuation of the prospective
t·)rrower and fill the required forms.



~s such" 140 villages were surveyed and the comprehens;_ve report
was submitted to the Plan Organization which then allocated a tot.al of
47,000 U.S. Dollars for' the programand the program began operations in the
same year.

Because of the favourable results obtained in 1969-70" the
program was expanded in 197o..~71 to a total budget of 771.3 million rials
again provided by tho Plan Orgtmization. This time 32 of the bank's
experts (program supervisors) &ld 4 appraisors made the necessary surveys
which finally resulted in extension of loans tc 523 villares in 43 areas
of the country.

The policy of the bank is to expand 'ti~~ program and set provisions
for those members of ccopcr3tive who want to borrow for undertaking the
livestock fattening projects individually.

2. ~lation to National Credit System

The banking system in Iran is comprised of the Central Bank of
Iran, se :ren specialized banks (including the ACBl) and 20 conuoorcial banks.

The Central Bank was established with an initial capitalization
of 3.6 billion rials, to stabilize currency and regulate credit. The
bank acts as a repository for government funds, hand18s transactions with
government banks, and acts for the government in int ~ational financial
transactions. In addition, it is empowered to control foreign exchange"
issue currency, bUy and sell gove~cnt bonds and advance loans either to
the governmont or t,o others with the guarantee of the gOVl1rnment.

The supe~ vised credit program is executed ~y a division of ACBI
in accordance with the forms of agreement between the Plan Orgard.zation
and the ACBl, the Supervised Credit Programs Operational Procedure and the
Bank's by-laws.

3. Other Program Activities

The ACBl is strictly carrying out the Supervised Credit Prograr.l
financed by the Plan Organization and Ministry of Agriculture. A liv(~stock

fattening prog~am started =:'n 1968..69, is financ. d by the Ministry of
Agriculture and executed by the Supervised CredJ.t program a.gency. Table 1
shows the activities of this program.

TABIJE 1. NUliffiER AIm AMounT OF LOl~S GIVEN BY THE ru PERVlSED CREDIT' PROGRAH
AND AMOUNT OF LOI~NS GIVEN AS A RECENT OF THE TOTAL J1MOUNT OF WANS
OUTE'TANDn~G IN THE ACBI.

Year
Number of Amount of AmoWlt of loans as a
Loans Loans percent of total amount

(U.S. Dollars) of Loans outstanding in
the ACBI

19f18 Not reported 1,206,766 1.7 2271969-70 8924 19,809,641 1.0
1970-71 63 327,226 0.3

--- -
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4. Relationship to !Jre..existin~ Local Institutions

The agency developed out of the existing structure of the ba~ with
all the staff coming from within the Ba.nk. It complements the activitlefl
of the other credit and extension institutions.

s. !i!'t-.c'?J.tural fattems and Potentials

According to surveys made 'by the ACBI -: 148 villages (27 areas)
aelected for the implement&tion of the 1964-70 Supervi~ed Credit Progrem,
total and aveJ:"),ge production resources and livestock for 14,354 fam
families are as follows:

Irrigated
Dryland

Orchards and nurseries (~ctares)

Livestock (head)

Sheep
Cattle
Poult.ry

Total

43,206
49,133
5,525

242,146
46,013
92,995

Mean Average of
14,354 farm famUies

3.0
3.4
0.4

~6.0

3..0
6.0

Six out of 148 villages utilized three irrigation water resources
(.l1i3 or springs, rivers and qr"lats). Fifty-two out of 148 villages
utilized only wells. Sixty-three out of 148 Villages utiliz"d only qanats.
Forty-three out of 148 villages utilized only river water.

In the same survey wheat (8100 hpC'tares) followed by cotton (2604)
were the crops covering the largest Ian:': &rea in the 27 villages surveyed
(Table 2).

No data assessing the potential of these areas are available.
It can: however, safely be said that the area 11Ylder cultivation can be
incrfla"sead ~~O percent and yields 25 percent witl. bn the next decade 0

B. OBJECTIVES

1. .Q2!1e::ral Objectives

a. Announced

228

The objectives of the supervised credit program are:

1. To provide "redit to those farmers (cooperative members
and non-members) who want to participate in a collective
development project (like expansion of tne water resources)
or an individual project towards a set of categorized
objectives (like livestock fattening~ crop promotion, and
poultry production).

11. To prOVide supervision and technical guidance in discovering
the areas of potential, setting farm plans, and deterrndning
priorities in the use of resources.
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TABLE 2. AREA AND n~ OF THE PREOOMINANT CROPS IN 27 VILLAGES
IN 27 AnFoASOF IRAN.

• 3d __ ---t

Number of villages Total area. Average area Average ~deld
Crop in which the in the speci- per per vlllage

crop predominates fied "lumber (Hectares) (Tons per
of VJ.J.lages Hec'tare)

- - (Hectares), ......
Wheat

Irriga'tied 20 3500 115 1..3
Dry-land 15 4600 307 0.83

Barley

Irrigated 9 283 87 1&2
Dryland 12 962 80 0.7,

Alfalfa (Irribated 13 590 ~.~ 5
Rice (Irrigated) 8 496 5~ 2.3
Su~arbeet (Irrigated) 8 296 37 20&0
Cotton

Irrigated 3 252 84 1.9
Dry-land L. 2352 588 0 106

1

Sunficlo1er (Irrigated) 4 280 70 0.7
Citrus fruits (Dryland) 2 46 23 .3
Pistachios (Irrigated) 1 800 800 4 kgs/ibree-

Since the program is new it is hard to assess the achievements of
these objectives. So far the program has been executed very closely dlong
the same lines.

2. Terms of Loans

a. Purpo~

Short term loans and credit in the current account should be used
for the following purposes: soil preparation, cleaning of canals and qanats,
payment for irrigation water, seed, seedlings, fert11izer1 weeding, purchase. __
or woric tools I pesticides, spraying equipment~ wage payments,provision of .
power and mair.tainance for the machinery and pumps~ harvesting, stol'~ge, 229
packing, ~rading, sorting, transportation costs, and other yariable costs.



Short-ter.m credit is also extended for purchase of fattening sheep, purchase
of feed and equipment for livestock production, bee keeping, fish and silk
worm raising, pUl-chase of equipment for rural handicrafts, and finally
variablo costs and operating capital of the finns, cO,I'porations and companies
dealing with agriculture.

Medium-term loans are paid for the following purposes.

(1) Improvement of qanats
(~) Establishment of shallow semi-days and deep wells, impt'ove

ment of such wells, construction of water reservoirs, and
irrigation canals in accordance with the law of nationaliza
tion of water resources.

'(3) Fencing and rural construction activities.
(4) Soil conservation and bringing waste land under cultivation.
(5) Improvement and rejuvination of existing orchards and nurseries.
(6) Establishment of orchards, nurserie~ and forests.
(7) Establishment and improvement of pasture and exploitation

of forests in accordance with the law of nationalization
of forests.

(8) Purchase of agricultural machiner,y and farm implements.
(9) Purchase of irrigatj,on pumps, electric pumps and the

l~levant construction.
(10) Purchase of improved livestock breeds, 'tlorking cows and

~onatruction of the relevant facilities.
(11) Purchase of. bee hj.ves and construction of bee keeping

facilities.
(12) Purchase of fishing equipment, and construction of cold

storage and facilities related to cold storage.
(13) Establishment of marketing service centers and construc

tion of relevant facilities.
(14) Establishment of repa.ir and pumps for agricultura.l

machinery and equipment.
(15) Establishment of seed improvement and multiplication

stations.

b. Pe~iod

The loans extended 'by the ACBl are divided into short-tAm (and
credit in the current account), medium-term and long-term. Only the first
two types pertain to the supervised credit programs. Short-term loans are
usually extended for a period of one year, unless they are extended for the
following purposes in which case the duration could be a maximum of two
Years: cleaning of canals and qanats, purchase of work tools and pest.
control equipment and purchase of equipment for livestock and poultry pro
duction, fishing and fish raising and bee and silk wor.m keeping. The duration
of the medium-term loans varies between 3 a."ld 10 years depending on the
purposes for which they are intended.

C. ORGANIZATION

,1. General Structure230 .. ' -
At the time of writing this paper an up...to-date organizatior.a1 chart

was not available. The following chart, however, was tentatively constructed
to represent the situation. The Suporvised Credit Program as seen from the
chart is a department within the Technj.ca1 Division.
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CHART 1. OImNIZA'lIONAL CHART OF THE AGRICULTURAL COOPERATIVE BANK
OF mAN.
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2. Local Structure

The agricultural cooperat.ive bank of Iran has about 160 branches
and 20 supervisors in the various parts of the country. The supervised
credit program is carried out by these branches and supervisors. The
program's supervisors are more active at the lo~al level than at the
headquarters. The other staffs which also contribute to the execution of
the program are mentioned in the section on SeJ;ction Criteria (II.D.l.).

D. BENEFICIARIES

1. Selection Criteria

Under the Supervised Credit Program loans are extended for two
types of production activities. The first type pertains to cases where
all the f.anner participants in a village have a common interest in the
loan use, e.g., development of a water resource. The second type consists
of cases where the farmers of a village have varying interests in loan
use, e.g., crop production, livestock production, fruit growing and the
like. In this case individual volunteers participate in their respective
group according to their loan interests. In any case the procEidure
followed is the same:

at. ~e of the Village

The village subject to the Supervised Credit Program should have
the following qualifications:

i •. The prevailing land tenure system must be approved by
the Ministry of Land Reform and Rural Coopera.ti'ves~

ii. The village must have good accessibility in terms of
roads.

iii. The village should have good agricultural potent-ials.
iv. Farmers of the village should have Willingness to accept

instructions on the programs.
v The repayment record of the farmers must be good.

A first choice of such a village is made by a committee composed
of the branch director, the proje..:t supervisor, the director of the credit
section and sometimes an appraiser. Supplementary infonnation on the
~-llage chosen is obtained from the other local institutions such as
Ex~ension Department.

b. Project Identification

To determine when projects are economically feasible and what funds
are necessary the followi~ steps are takert: (i.) Village survey (ii • )
Project preperation, and (iii.) Approval and implementation of the project.

232
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i. Village survey

In a preliminary Village survey general information on the
folloWing features of the villages chosen is obtained:

Geographic location
The transportation network
The village accessibility.
The ownership pattern.
The land use and cropping pattern (including fruits).
The levels of production (in( .uding yields/unit of area).
The livestock situation.
The local handicrafts.

(1)
(2)
0)
(4)
(5)
(6)
(7)
(8)
(9) Existing water resources.
(10) Agricultural machinery and implantso
(11) The various government agencies residing
(12) The potential plans.

in village.

The survey is carried out by the branch program' supervisor (some
times together With an appraiser). In a first contact With the village
head, the village council members, the local leaders, the existing corps
men, and the Village intellectual, the objectives of the program are
explained. These people are asked to carry the message to the farmers.
In a second visit individual volunteer farmers are directly contacted and
asked to provide the followillf;, information:

(1) Personal data
(2) Asset and liability situation
(3) Production data.
(4) Data on indebtodness
(5) Income data
(6) Credit dcmandc:l. (by type of activity and d'lration).

This information is obt1:Lined in the presence of the village leaders,
the village head and the \Vhite Revolution Corpsmen.

The following institutions are also contacted to acquire the
general information about the areas, the village and the farmers:

Depa~trncnt of Cooperative and Rural Affait~.

Department of Agricultm (Extension, Livestock
and Veterinary).

Department of Irrigation.
Department of Soils.
Meteorology Stations.
Consulting Firms.
Agro-industrial Establishments.

i~. Project prcpnration

From information obtained in tho village survey the eoonomically
feasible projects which are contributing most in terms of expansion of
agricultural and livestock output are identified. The type of project ,
(i.e., either projects in Which all the farmers With a cammon interest '
participate or projects in which farmers with varying :!.nterests participate).
is also specified.

The above information is entered into a special fonn confinned
and signed by the farmer applicant, the local leaders and the prorram
supervisor.

233
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The supervisor then proceeds to propo 00 the credit need of each
fanner broken down by various types of activities, i.e., livestock,
buildings, fruit growing, irrigation and local handicrafts.

To compensate for the 6 percent interest of the first year and
the 1 percent overhead costs charged to the borrower, a 10 percent
margin is added to the cost estimates. This makes credit extended just
enough to cover the various costs of production as determined.

iii. Approval and implementation of the project.

All the information obtained so far is general informai:i.on about
the Village and the farmer. Application for loan and the reporr. of
appraisal goes into the Bank (filing department) where any available
records about the farmers and thoir local leaders are attached. The
completed file is then sent to the Loan Approval. Committee (composed of
the Branch Director, the Program Supervisor, the Credit Section Director
and sometimes the Branch Appraiser). The final decision on the loan to
be extended to each individual is made by this committee.

The amount of loan approved for each project member (farmer
borrowers) broken down by type of activity is then determined. A record
of the anticipated needs (cash or kind), the dates needed, and expected
benefits are kept with the bank.

After investigation and a~proval by the Loan App~oval Committee
the files are Gent to the credit section in order to make necessary
arrangements for i'ne payment of the credits due.

At this sta~c the farmer participants in the program write a
collective application which contains personal data about each farmer,
amount of loan broken down by short and medium-term, and the loan use
(collective or individual). By si[ning this fonn the farmers also
promise to obey all the regulations set by the program. The signatures
arc certified by the local leaders, the White Revolution corpsmen, the
village head~and finally the Bank's appraiser or expert.

An additional step is for the farmer to choose 3 to 5 financial
representatives among themselves. These repret ntatives guarantee to
undertake supe rvision of the loan's use as reflected in the relevant forms
and according to regulations set forth by the program.

Once the farmer's application form and the letter of guarantee of
the representatives is received by the credit section of the bank, the
payment schedule is established and the necessary agreements are 61gned~ To
provide convenience for the farmers, the supervisor or the bank agent
cooperating with the supervisor is authorized to sign contracts at the
local level.

In case of a collective project, the village account is credited
with th£l payable amount and only the farmors rf.)presentat~ves together
·~,..i th the program supervisor can utj.lize the funds for purchase of material,
equipment, and services (by priority).

234
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In case of an individual project, tho payable funds are credited
with the Novin Saving Account of tho beneficiaries and can be utilized
under the supervision of the program supervisor.

To eleminate the possibility of utiliZing the funds for consumptive
purposes in case of the individual borrowing, care is taken to make the
payment to the order of the supplier;:; of materials, equipment and services,
directly. To assure proper use of credit in C[1e of collective projects,
the beneficiaries present a receipt of the materials, equipment, and
services used collectively. Those receipts are also confinned by the
program supervisor.

2. Graduation Policy

The supervised credit program does not have fA graduation
policy.

3. Number and T~e~

The fo110win~ table shows the loan payments under the supervised
credit program in 1964-70 and 1970-71.

TABLE 3. NUMBER ilND AMOUNT OF' Sur- ."""'~ISED CREDIT LOANS GIVEN FOR SHORT
TERM PURPOSES (1969-71) •

Tem of Loans

Short-term
Mediwu-tenn

Total

Ai'ilolli'1t' of Loans
Number of Loans (U.S. Dollars)

1969-70 1970-71 1969-70 1970-71

3567 6,858 1,166,288 2,052,496
4707 13,785 2,053,354 5,299,481

827h 20,643 3,219,642 7,351,977

The 1969-70 loans covered a total of 140 villages located in 27
different areas of the country but the 1970-71 loans covered a total of
523 villages located in 43 difforent areas of the country.

The beneficiaries have almost unifonn farm sizes and the data by
crop is not available.

4. Other Sources of Credi~

The sources of credit aV.:l.i1ab1e to the farmers in general were
discussed before. Table h shows the level of prior ind.ebtdness of 6423
borrowers surveyed before the implementation of tho 1969-70 program.
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TABLE 4. PRIOR INDEBTEDNESS (TOTAL .ND AVERAGE) OF 6,423 SUfERVISED
CREDIT PROGIW1 BORROt-1ERS BEFORE T~IE 1969-70 PROGRA1'iJ.

Source of Prior Indebtedness

ACBI
Copperatives
Other sources

5. Profile of Farm Corrununity

Total indobtedness
(U.S. Dollars)

989,958
505,024

2583,322

Average indebtedness
Per farmer
(U.S. Dollars)

154
78

402

The data on farm size in the connnunity in which beneficiaries live
is available in the Supervised Credit Department of the ACBI. But this
data has still not been tabulated in a manner to be used for analytical
purposes. This program benefit.s mostly the farmers who have become
through the process of land reform and such farmers necessarily have small
farms.

E. LENDING POLICIES NJ D PROCEDURES

1. Port.fo1io

The only data ave.ilable at the time of writing this paper on the
breakdown cf loans by purpose are the followine.

A breakdown of the 1969-70 loans according to purpose is shown in
Table 5.

TABLE 5. MIOUNT LOANED FOR DIF'FERENT PURPOSES FROM THE SUPERVISED CREDIT
PROGRAtI IN 1969-70.

Purposes (both shcrt-term and long-term p~rposes)

Current kericultural expensos
Irrigation
Establishment of orchards and nurseries
Livestock production (including poultry)
Public Rural Construction work

Total
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Amount of Loan
(U.S. Dollars)

900,293
197,921
322,433

1,602,981
40,713

3,064,341



Purposes for which the 1910-11 loans were actually extended were
a'S follows: Short-term loans were extended to cover (1) current oxpenses
of tho cultivation of 15,388 hectares of wheat barley, alfalfa, cotton,
rice, sugarbeet and pulse crops, (2) the costs of purchase of 9,310
fattening sheep and (3) the current expenses of 884 rural carpet cottage
industries. Medium-term leans liore extenced for the purchase of 61,626
hend of sheep, the purchase of 6,504 head of cows, the construction of
17,409 square meters of animal barns, 11,132 square metars of feed
storago space and 205 rural houses, the const~~ ;tion of 35 deep, 40 semi
deep and 85 ordinar,r wells, the purchase of 180 irrigation pumps and 202
sets of farm machinery and otht3r implements, the construction of 43 water
reservoir and 7,171,100 meters of irrigation canals, and the establish-
ment of 2,172 hectares of orchn.rds and repair of 5 "qanats" (a water reS::lUrce
in Iran).

2 f. Interost Rate

T:~.e official interest rate charged bylihe Agricultural Coop~rative

Bank of Iran is 6 percent. There has not been any change in this rate during
the past decade. The main policy behind changing this rate has been to bid
away borrowers from non-institution~l sources. It is very unlikely that
such an interest rate can cover the various costs of lending. Some of the
costl3 are borne by the ~ovornment. In general, foI' processing the loan
application, appraising and the supervision provid(~d before extending the
loan, a one percent deposit is paid to the Bank at the time of loan applica
tion. For short term loans up to 666 dollars, one percent of the approved
amount is deducted from the principle at the tidl"l of payment. Aside from
those, there are no payments made to the Bank. Based upon a survey carried
out by the authors in the Kerman Province of Iran the real cost of the loans
(int.erest and accessory costs) obtained from the ACBl averagod 8 percent
(Hoflseini-Nasab, 1971).

3. Collateral

The beneficiaries of the Supervised Credit Program can obtain loans
undnr any of the following terms: .

a. Short-term loans

1. Offering an official written contract for lOEms up
to $ 1333.

i1. lntroduc~ng a recognized co-signer with an official
contract.

iii. Offering diff6rent kinds of immovable property,
promisory notes with two signa<~ures, and tho various
chattels up to a certain percentage of the value of
securit;y' as dotennined in the bylaws.

3. The duraticn of all the loans extend6d against an account should not
exceed 6 years.
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b. ~dium-1Z.!!!!..!-~

i. Offering securities as described above Wi.th the
exception of promisory, notes and the various
debertures •

ii. Introducing a co-signor for loans up to $ 2666 per
farmer provided the purpose of it is to undertake
a collective project, e.g.: development of a water
resource or purchase of agl.cultural machinery in
which cases all the farmers concerned participate
or the individual borrower does not have any
possibility of pledging any immovable property.

4. Other Subsidy

As far as is known to tho authors no other fom of subsic\v except
"m:.bsidized interest" rates in the form of provision of free supervision
(technical advice) is provided oy the agency and associated public
institutions.

5. Appraisal Techniques

Appraisal techniques were discussed fully in s~ction II.D.l •. on
"Selection Criteria" (operational procedure of supervised credit).

F. COLLECTION

I. Repayment Record

The repayment record of loans due in 1971-72 shows a promising
result. According to the calculations made from the original data~ on
the average 65 percent of the total number of loans due in 1971-72 were
repaid. Table 6 shows the distribution of repayment percentagos4 in 24
different areas of the country.

TABLE 6. FREQUENCY DISTIUBUTION OF NUMBER OF' hREAS IN IRAN WITH
DIFF'ERENT RftTES OF BEPAYMENT OF SUPERVISED CREDIT LOANS.
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Percent Repayment
Intervals

100
89-99
79-89
69-79
59-69
49-59
39-'~9
29-39
19-29
18 or less

Total

Number of 1.reas in Each
Interval

2
2
~
3
2
4
1
1
3
1

~

4. Repayment percentage ~ Number of 1971-72 due loans repaid
Total Number of 1971-72 loans-due x 100
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The percent repayments for the same year for all the loans made
by the ACBI were as shown in Table 1.

TABLE 1. REPAYMENT RATES OF LOllNS FOR ALI.. PURP08ES II.ND IN AlL PROGRAMS
OF THE ACBI IN 1911-12.

Type of Loan

Short-term
Medium-term
Long-term

Repayment PercentaEe
(Princi.pal )

11.4
47.6
40.3

Repayment Percentage
(Interest)

It is interesting to note in Tuble 7 tha.t the rate of repayment
of the principal on short-term loans (71.4 percent) was hi~her than that
for medium-term and long-tel~ louns (47.6 percent and 40.3 percent,
respectively) •

2. Methods

Repayment is in cash and the amounts repaid are credited to the
borrowers account at the ACBI branchs throughout the countr,y.

3. Special Enforcement Procedures

The prcuuction obligation of th~ beneficiaries (purpose of loan)
are specified and dictated in the contract signed by the two parties
(creditor and debtor) at the time of loan payment. If for unjustifiable
reasons funds are not spent according to the specifications made, the
benei'io: 'iaI"J is asked to return the unspent or extravagently spent amount
plus do 12 percent p3nalty rate on such amounts.

On the other hand aside from the borrower himself, other people
(i.e., other borrowers, village f'9ad, other govr '!'llJl1ent agents, and
village elders) as discussed in -t-ihe operational ::>rocedures in the
sel~ction (criteria part, section II.D.l \ are also involved in the process.
Obviously there is a great deal of grol' anction involved.

Aside from all these the bank can use judicial procedul'G to sue
the delinquents or their co-signers in court.

4. Rescheduling

If non-repayment was for any of the reasons accepted by the bank
(serious insects or flood damae:.e) repayment of due loans can be rescheduled
in the judgement of the bank experts.
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G. COSTS AND FINtLl'lCE

1. Portfolio f.rofits and LOSS05

As ciscussed before, the funds appropriated for the supervi~ed credit
program aro provided by tho Plan Organizaticn on an annual basis. In the
two years of the execution of the program in 1969-1970 and 1970-1971, a
total of about 5 and 10 million dollars were allocated, respo",ti.vely. The
amounts of loans actually extended during theSE: two years was about 3 and
8 million dollars covering a total of 6274 and -0,643 beneficiaries,
respectively.

The profit and loss accCiunt of the program is integrated into tb;J
bank's portfolio and no separate information was available for the
Supervised Credit Program. Considering the ACBI as a whole, the situation
wh:J.ch prevailed \dth respect to the loan payments and repayments, and
year-end balances between 1962 and 1971 is shown in Table 8' •

TABLE 8. GROwrH OF SUPERVISED CREDIT PROGRAM, AMOUNT REPAID, AND YEft.R...
END BALANCE (1963-71)

Rel'cent ::l.ncrease or decrease'"In
Year Loans Extended the dJnC~t of loans extended i.mount Year-end

Amount Relative to Relative repa".d balancf.
Nwnber

(U.S.Drl1.~rs) the previous to (U.S. (U.S.

year 1963
collars) dollars)

1963 319,570 45,696,697 "·148.2 19,.5$7,960 .. n.a...
1964 603,4$4 ,5,06$:1032 ... 20.$ + 20..,5 2,784,529 .. n.a. -
1965 .547,4.32 73,060,026 + 32.6 + $9.9 46,100,116 .. n.a...
1966 249,%7 66,900,079 5.7 + 50.8 45,902,94$ 68,900,07
1967 327,233 69,177,932 + 0.4 + 51 ..4 61,069,199 69,177,93
1968 351,946 70,531,656 ... 2.0 + 54.3 60,281,479 70,,31,65
1,969 349,968 72,194,768 + 2.4 + 56.0 67,814,322 72,194,78
1970 211,,626 116,789,422 + 64.5 +159.9 103,534,916 118,789,42
1971 232,68, 127,755,720 + 7.5 +179.6 126,,032,822 127,,7,5,71i

2. Administration Costs

It is impossible to deduct the costs of the supervised cradit program
from the available data since such data only show the ag@regate costs of the
ACBI. The costs of ACBI are ~Lscussed in II.G.4. (Institutional 801vencY)e

3. Beneficiaries Savings

As discussed bef'ore in the sectic:n on Selection Criteria (IT..D.l.) the
net amount of loans approved is deposited in the village project account or
the beneficiar,y's saving account from which funds can be dr~wn only according
to the calendar of fam activities determined at the time of loan approval.
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4. External Finance

The program has been totally financed by Plan Organization.

s. Institutional Solvency

Since the Supervised Creclit Program is exec':lted by a miasicn within
the ACBI it is only possible to pre61cnt evidence of institutional solvency
for the bank. For tids, see Fitures land 2. lolow~

6. ~eign Exchange Balance

At this stage it is too aarly to assess anything about the L~pact

of the program on the foreign exchange balance.

H. CCMPmiENTAitY FACTORS

1. 'rechnol£Sl

a. Directing, Tying and Packaging

As discussed in the section on "Selection Criteria" the loans
approved are credited either to the village project acc?unt or to the
beneficiaries I Novin Savings accounts, depending on the type of farm
activity ill question. In the case of collective activities, only the
fanners f rE:lpresentatives are authorized to write checks to the order of
owners of rnaterials, goods and servi~es.. In the latter case, however,
the beneficiar.v is authorized tCl cash the necessa~r amounts for payments
of cash costs, e.g., wages. In both cases the program supervisor has to
be consulted.

b. ~~i"am Ex~~ion and Supervision

This technical supervisory service prOVided by the program is of
a rather peculiar nature. The details are discussed in the section on
Selection Critel~a (II.D.l~). A brief exposition, however, is also made
here. The nUI:1ber of the bra~~l1 experts involved in provision of technical
supervisory services is very small (one or two). To economize on the
scarce time of the agents, therefore, supervis:...m is most often provided
collectively (through the~armers~ representative). It is in the terms
of contract between the bank and the beneficiaries that various expenditures
should be made according to the calendar of activities approved and signed
by the program supervisor" More specificnlly, everytime the beneficiaries
or their represente'ltive want to utilize their credi1:, for undertaking an
activity the supervisors should be consulted. Therefore, technical
supervision is provided :i.n: setting up farm plans, choice of alternatives,
using the right inputs ll and proper use of the loan.

That means, by necessity, the beneficiaries or thei!:- representatives
l1ave to be in contact with one of tho bank I S experts as frequently as the
calendar of activities necessitates. The program supervisors are selected
from tne bank fS best experts a.."1d are obviously keen in injecting the new
technology into the variolls production processes financed by the loan.
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c. other Arrangements for Techr~ical Tr~sf~

Aside from the Program's integrated technical supervisory
characteristics I program areas often benefit from the traditional extension
services provided by the extension organization of the Ministry of
Agnculture.

At presentl two types of agents serve agriculture: The Extension
Agents and the Extension and U3ve1opments Corps. At the fam level these
consistl respectively, of (1) the high school graduates with 1-2 years of
training in general agriculture, recruitod on a permanent basis by the
Extension Org.mization of the Ministry of Agriculture and (2) the high
school graduates drafted for a period of about 2 years and receiving a
condensed training in general c.griculture and rural developnent along with
their military trainir61;. The latter serve in their military uniform in
villages with over juu'i) fanLiliet:. There are about 600 extension agents
and extension and de\ttctopment corpsmen serving the country as a whole.

As far as the program area is concerned.. on the basis of the
sample survey in 140 villages included in th~ 1969-"(0 jmplementation of
the program, the number of villages which have either an ~xtension agent
and/or an agent of the Extension and Development COI'i'S was 35.

The only step taken towards integration of the usual extension
services was a preliminary attempt by the bank's experts to choose
villages which already have access to the regular extension service provided
by the agents mentioned above. There is no doubt that. the extension servioe
has contributed a lot to the adoption of innovations but it. still remains
true that efforts between the integration of extensi.on and credit both at
the local level and at the headquarters level has been poorly demonstrated.
It is also suspected that the present number of extension agents with their
present level of training cannot efficiently handle the problems of the
small farmer sector in Iranian agriculture. The present number of extension
agents has to be supplemented by an equal number of graduating extension and
develoIJrlent corps, recroited on a pennanent bas~.s so that the ratio of the
per.manent agents to the total farm families wil_ exceed 1:2000.

d~ Nature of: Techno'~

The Supervised Credit Program does not have a direct bearing on
provision of new technology. It has, however, an active role in advertising
1'he use of it to the extent that it is available.

In general, ne'\ol technology is provided by either privat.e or
governmental sources. The following technologiese are provided by e1ther
of the two (but mostly government) sources: new se(ld and seedlings, impI'O\"ed
breeds of livestock and poultry~ agricultural machinery" fertilizer,
irrigation pumps, management skills, and pest and disease control.
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In cormcction to the projects carried out with the cooperation of
the Ministry of Agriculture, credit has also been provided as a part of a
crop campaign. These projects cOVer wheat, fOl·age, cotton, rice, oil
seeds and sugarbeet impact projects. Table 9 shows the cash loans paid
by the bank from 1961-68 to 1910-11-

TABLE 9. CASH LOANS PAID BY THE ACBI FOR SPECIFIC CROPS (1961-68 to
1910-71)

Project
1967-1968

Cash Loans ~U.S. Dollars)

1968-1969 1969-170 1910-1971

1. vJheat
2. Forage
3. Cottor •

4. Rice
5. Oil seeds
6. Sugarbeet

Total

539,008

13,133
905,609
99,012

891,213

2,508,035

41,666
193,426
386,118

1803,017
183,807
153,780

2,167,814

732,914
411,246
128,365

1654,109

2,926,694

451,191
353,5~0
362,661
966,108

2,134,086

For illustration, the procedure of operation for the ~heat project
is cited here:

First: The seeds provided are Mexican (Panjano 62 and Inia 66)
for the tropical and subtropical regions, and Bezostaia
or the 1ocal~ improved seeds for the colder regions.

Second: The fa~er contractors, whether engaged in se~d multi
plication or production increase, would receive the
following quantities of wheat seeds and fertilizer per
hectare of any cultivated land:

Wheat seed (kilograms
Urea (kilograms)
Ammonium phosphate

(kilograms)

Mexican Bet staia Local
(irrig~ted Inod)

100 to 150 180 - 200 About 150
100 to 185 About 150 About 100

100 to 125 About 120 60

The activities carried out for operating the wheat impact project
are: .
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- Training the personnel ongaged in operating the projeot
(extension and dev~lopment corps).

- Seleotion of suitable lands with the cooperation of the
Plant and ~.ieed Improvement Department, the Extension
Service Organization and the Soil Institute.

- Transportation of seeds to pertinent sites and seed
treatment.

- Agreement of contractors with the members of coops, fanJI
oorporations, and the farmers who operate mechani~Gd

agriculture for a maximum plot of 500 hectares for one
fam institute or organization. Based on the tenns of
agreement conclUded, seeds and fertilizer will be provided
as loans in kind and +,hese contract.or rumors will undertake
to carry out the tech.uical innovations of the experts and
the extensionists (including those from the extension corps)
through the course of cultivation, maintenance and harvest~Jlg.

- Visit.ing and supervising the fams by experts, technical
agents and extension corpsmen.

In 1971 the total area cultivated with Mexican, Bezostaia and the
locally improved seeds was 200,000, 5,000,000 and 100,000 hectares,
respectively. The average yield of Mexican and Bezostaia was about 2.5
tons per hectare.

The fertilizer and seeds provided to the fanners contracting such
projects bear a lower cost than the market price.

A.s far as the le"/el of mechanization iu the SUpervised Credit
Program llrea is concerned., the following estimates were made with respect
to the 140 villages included in the 1969-1970 programs.

Number of villages having no machin', "'Y~

Number of villages having no tractor's :
Number of villages having 1-3 tractors:
Number of villages having 3-5 tractors:
Number of villages having 7-5 tractors:
Number of villages having both tractor's

25
40
30
25
30

and combines: 20

It is doubtful that the present extension agents are trained to
the point where they can adequately transmit these teclmologies to the
beneficiaries. At least a college level of training :in ngriculture should
be a prerequisite for engagement in extension work.
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2. Supplies and Sales

a. Program SUEP1ies

Aside from the procedure discus~cd above, i.e., provision of seed
and fertilizer for the various impact projects associated with the ACBI,
the agricultural supplies are provided by the cooperative societies
and the private dealers.

Out of the total of 140 villages included in the 1969-70 Supervised
Credit Program, 114 had cooperative societies. Therefore, the marketing
function of these cooperatives has a direct bearing on the program areas.

Cooperatives provide the following agricultural supplies to their
members: £ertilizer, insecticides and pesticides, and agric~utural machinery.

No information on prices and imports was available at the time of
Writing this paper.

b. Prosram infrastructure

The supervised credit program includes infrastructure to the
extent specif:ied in the section on purpose of loans (II.B.2.a.). In
addition, if aft3r undertaking the planned expenditul~S some funds are
still available in the project accounts, the representatives of the
beneficiaries are authorized to spend such supplies for construction and
improvement of infrastructure prOVided the program supervisors also confirm
that.

c. General Access and Availability

As discussed in the section on selection criteria (II.D.l.), villages
selected for the execution of the supervised credit program are rel~tive1y

well-off in terms of access and availability o£ inputs, but the inp'.:t
availability may suffer £or the following reasons:

i. The Iranian villages are in gene>ral scattered and the
transportation network connect~ ~ villages to each
other and to the bigger centers of supplies is rather
underdeveloped.

ii•. In the colder regions, like the northwest and northeast,
also some parts of the south, winter rain and snow often
hamper the transportation activities and marketing per
formances.

iii. The private sector is not. expanding enoUfh to cover the
smaller villages, simply because of the dispersion of the
areas and the transport~tion problems.

These are serious problems prevailing throughout the country and
expansion of any credit program to cover most or all of the small farmers
will likely encounter general access and availability limitations at the

, present time.
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d. Gnarantsed Sales and Price Supports

Markets are guar-anteed. for certain coops which provide the raw
material for certain agro-industries like sugarbeets, various oilseeds,
grapes, etc. Factories concerned with processing of these raw materials
are usually working under capacity and stand ready to buy all the available
produce. Sugarbeets, for example, have a 100 percent guaranteed market,
cotton has almost a 100 p~rcent ~uaranteed market and the same is true of
other products which proVlde the raw materials: r the available agro
industries. Actually, the .:>wners of thesE! factories in most cases buy
the crop ahead of tim:l. This holds true for the supervised credit program
area and the other areas in the country. Generally speaking, the expansion
of the agro-industrial plants has been faster than the expansion of the raw
'llaterials going into them.

In addition, as mentioned before, cooperative societies also per
form some functions in collecting, transporting and selling the produce.
According to general observtcions made, theso cooperatives have not developed
'3nough yet to perform full markctint: services for their members, but they
have the basic organizational SGt-up. It takes more trained managers, an
amalgamation of smaller cooperatives into bigger ones and more government
support for improved efficiency in performing marketing functions.

As far as prices are concerned, a price support system for sugar
beets and the commodities produced under the various impact projects (Wheat,
etc., discussed before) is available to all those producing sugarbeets and
~articipating in the impact projects. Beyond that, the authors are not
farni.liar with the price support system.

e. Insu;."ance

An insurance scheme is under study but its implementation starts
sometime in the future 0

f. Other Progr09..ID Harketing Arranf!ements

Besides those discussed before, the authors are not familiar with
other program Marketing Arrangements.

ge General Marketine Conditions

Since the program has started only recently, it is difficult to
assess anything about the achievement of its goals and the marketing
conditions hindering production expansion. But, the followinf shortcomings
have had a backwa~h effect on expansion of production and rural income:

248

- lack of proper grades and standards,
- lack of good transportation facilities,
~ involvement of too many middlemen,
- price fluctuations,
- lack of proper storage and warehouse facilities,
- lack of a proper market information system,

._ - suppl;}\" fluctua.tions, and
- existonce of :Lnperfect markets in agriculture.
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h. Profits and Risks

Very limited infonnation is available on the profitability of the
new technology in the program areas. Referring to the wheat impact projects
discussed before, the situation may be summarized in the following manner:
ttte economic value of the wheat impact projects is determined by the fact
that an increase in the production of an additional 525,000 tons valued at
about 31,306,524 u.s. Dollars ~ter deducting the cost of fertilizers,
running charges, 10 percent discount on seeds, [ ld 5 percent banking charges) ..

In more general terms, wherever improved seeds have been used in
combination with the right amount of fertilizer and water~ ~~verage yields
per hectare have increased at least 50%. It is the authors' judgement tha.t
if provision of a sufficient amount of water does not require long term
investments, and if new seeds and fertilizer are used, incomes will be
sufficiently beyond the various costs of operation including the ~isk factor.
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III. EVALUATION

A. PERFORMANCE

1. Apparent Uses of Credit

The intended purposes of the supervised loans were already specified
in other sections. It was also mentioned befo~ that the loans approved
can only be cashed when the loan purpose is for iJayment of cash costs.
Otherwise, checks are made to the order of the owners of raw materials,
goods and services needed in the production or marketing processes. Such
tight supervision means that the chance of spending the loan for consumptive
purposes (like weddings, purchase of raclins and the like) is very small.
Therefore, With the lack of quantitative information it can only be
arbitrarily estimated that almost 90 percent vf the loans have been used
for the purposes for which they were lntended.

2. Effects

Unfortunately, no data on the socio-economic impact of the pro~l'am

is available. There are tllO reasons for this. First, the program was
started recently, the piecemeal evaluation studies done have not yet been
finalized and therefore the officials are reluctant to release any information
in this respect. Second, in ~cneral, most of the programs planned and
executed in Iran suffer from the lack of quantitative performance evaluation
research even in the long ~n.

Nevertheless, the following is an attempt to assess the impact of
the program-- over the long run -- on the various socio-economic conditions
of the beneficiaries.

a. Production

The program seems very likely to have had a. positive effect on
production except where counteracted by exceptional climatic fluctuations.
Furthermore, there is no doubt that any program which provides the credit
necessary for the purchase of more fertilizer, improved seeds and more water
through a collective approach will increase the 'roduction.

The increase in production cnn happen either through bringing m~re

land under cultivation or by more intensive cultivation of the existing land
or both.

b. FClrm Income

Considering the sharp vmat.her fluctuations from year to year and the
short time (about 2 years) since the start of the program, it is hard to
assess the changes in the networth of the boneficiaries, particularly since
such information is not available yet. But, there is no doubt that an
addition to income will a0cr-ue directly to beneficiaries.
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'C. Technology

Ad~ption of some new technologies like utilizing irrigation pumps
or purchasing combines require a heavy investment which an illdividual small
farmer may not be able to afford. The suponised credit program is basically
involved in extension of loal's for :f:.;:;11ective activities a.nd, therefore" has
some effect on the farmers' choice of technolog: Referring to vhe data
presented earlier in this paper, the rate of diffucion of tubewells has
increased noticeably.

d. Saving~~and other Sour_cos of Finance

It is difficult to assess anything about the impact of this program
en the level of farmers' savings. But the program has done a lot in terms
of familiarizing the farmers with savings and the benefits resulting from
that,

With respect to competing offectively with other sources of credit
(particularly since the terms of the supervised loans are adjusted to the
conditions of the small farmers) the agency seems to have been successful.

e. ]!:mployment

It is very likely that the program has a positive effect on the
use of the beneficiarT's time and on the wage his labor GC',rns. Significant
improvement in the national employment problem has not yet been realized.

f. Political and Social Structure

There does not seum to have been any change in unit farm size" but
the small farmers have very likely increased the:i.r leverage agEdnst large
farmers and village merchants.

3. Progress Towards Other Objectives

No information on progress towards other objectives is ~~~ilable

at the present time.

4. Image

a. Farmer Attitudes

Generally farmers view favorably the program after its first two
years of operation.

l:i • General Image of Program

So far, the observers in the Plan Orumization and the ACBI have
been very much impressed by the program. Aside from these, no declaration
of success or failure has been made.
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B. EVALUATION PROCEDURES AND FEEDBACK

1. Program Evaluation and Feedback

As indicated in the previous sections" there was first a. base line
survey made to determine the feasible projects and the necessary credit for
their implementation. In addition, the expected production broken down from
these projects b)" type of produce both in physic:ll and monetary terms, was
recorded so that afterwards, results attained al ... the expected results could
be compared.

2. Feedback and Changes in the Program

There has not been any change in the program, ~ccept that the program
was expanded in 1910-11, compared to 1969-10, as illustrated before.

c. PROBLEMS

1. Government Level

The basic problems at the government level seems to be lack of a
sound agricultural crodit policy and lack of coord1nation between the various
departroonts dealing with agriculture.

2. AflencJ" Level

'rhe basic problems at the agency IGvel seem to be lack of sufficient
trained personnel, and emphasis on a system of central authority rather than
a decentralized one.

3. Farm Level

The main problems at the fam lovel are lack of crop insurance,
poor access to farm supplies, price fluctuations, income fluctuations,
poor extension services and confusion about the various departments in
agriculture. )

D. CONCLUSIONS ABOUT S~iALL CREDIT

1. Major ?roblems of Small Fa~

At the outset it should be noted that there are around 60.5,000
hectares of land belonging to 240,000 farm families located in villages
'With less than $0 families and less than thre;a hectares of land per f~l1lh

Such holdings are (first) too small to be economically used and (second)
too sparsely scattered to be efficien~providedwith the services needed.
Therefore, these lands should be consolidated or else r-eleased from pro
duction of crops and developed as grazing land.

There stUl remains about one million farm families in possession of
farms averaging nbout 6 hectares per holding. This group is faced With the
following basic p:..·oblems:
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- Lack of sufficient irri[ation water and inefficiency in

the use of the available water.
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- Lack of good feeder and main roads in most areas.

- Insufficiency of agricultural supplies at the local
level.

- Lack of an efficient system of price disorim1nation and
price control policies.

- Lack of sufficient storage facili" tes and proper grading"
sorti.ng" packing and procesfdng services.

- Lack of a crop insurance p~ogram.

- Confusion arlsing from the duplication of efforts demonstrated
by some government departments related to agriculture and
also confusion arising from the Land Reform Program.

- Insuf\ficiemy of the present :tnstituti.onal cremt extended
to small farms.

- Complicated loan payment fromalities which arise from the
poorly decentralized authority in the institutional credit.

Poor extension services.

2. Role of Cramt in Meetin[ these Problems

The planned credit p!'(.grams have made minor contributions toward
the solution of several of the problems discussed above except those which
actually relate to a general government decision such as price policies"
crop insurance" duplication of efforts by some government department, and
confusion arisinE from the Land Ref0rm Progrem.

Tho credit extended by the Bank directly or by the cooperative
societies have no doubt helped in the developmont of water resources"
provision of fann supplies" marketing: services and the like. But" there
still remains a lot tc be done in 801ving the problems cf the small farmers
in Iran.

3. Credit and.New Technology

a.. Triggering Small Farmer Development

For the small farmers in Iran to get to move to an improved level
of technology the present institutional credit system should be first mare
expanded and regionalized, loan fonnalities should be reduced to a minimum
apd supervision in the use of the new technology should be greatly expanded.

b. Sustainink Small Farmer Development

Credit is a factor limiting the abilit.y of fanners to buy new inputs"
but also the incomplete access to those inputs has a bearing on the purchase
of these.. If the Supervised Crecit Proeram is continued and improved as
recommend (in Sectton III.D.5.) it will strengthen this weakness and sustain
small farmer development.
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4" Condit·~.ons for Success or Failure

The Supervised Credit Program has dona lolell if not better than any
other program. Meanwhile, the program seems not. be have been effective in
introducing profitable technologies, for such tl lea have been assumed to be
the function of other departments.

5. How could the Program b~}mpr.2!~

The program could be improved in the folloWing ways:

a. Expansion of the program's activities systematically to
cover about one million small farm families in the next
decace.

b. R.egi.onalization of the program's executive network, i.e.,
the country should be divided into as many regions as
there are climatic and accossability variations and each
region should be [iven almost full authority to recruit
experts, approve loans and make the other necessary decisions.

c. Emphasizing the vmt.er and land resource develop;"ent credit.

d. Undertaking tho sup8r~ision of tile cooperative societies and
expansion of loans to cooperatives for provision of
agricultural supplies and setting up marketing facilities
according to the enticipated supply and marketing needs.

e. Setting up regional applied research centers closely
coordinatinated with the Supervised Credit Program.

f. Integration of all the extension and credit activities or
coordinating them very closely.

g. Setting up a systematic, evaluat..:m procedure and making
the minor modifications necessary in the Supervised Credit
Program.

h" Devisi11€' a proper price and insurance policy by the government
to help small farmers.
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IV. ROLE OF TECHNICAL ASSISTANCE

A. A.LD. INPUTS

A.I.D. has never participated in this S\r'ervised Credit Program
in any way.

B. OTHER DONQR INPUTS

No international organization has been invo' ved in this program
in any way.

c~ EFFECTS

None

Do RECOM11ENDATIONS

A~I.D. should rest assured th~t of all the programs in Iran that
are supposed to serve the needs, of small farmers, the Supervised Credit
Program is potentially the most effective. The authors would ~iYe un
qualified endorsement to any A.LD. support to this proe;ram. Particularly,
it would be recommended that A.LDo may:

1. Provide training :"Jrograms for bo::'h adrninistrative and
field level staff.

2. Assist the ACBI in an evaluation study of the Supervised
Credit Program to determine the extent to which it has
been successful in reaching small farmers and serving
their most urgent credit needs.

3. Encour-age a morc effective coordination between existing
government agencies whose purpos is to serve the needs
of small farmers.
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List of Abreviations and Equivalents

ACIB = Agricultural and Cottage Industries Bank

FAO = Food and Agricultural Organizati.on of the
United Nations

IBRD = International Bank for Reconstruction and
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RGA = Royal Government of Afghanistan

IDA = International Development Association
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SIDA ~ Swedish ~nternational Development Authority

UNDP = United Nations Development Program
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SUMMARY

This paper was prepared for the spring review of small farmer credit
cohducted by the United Stat~s Agency for International Development. The
purpose of the review was to investigate Agency and other experience to
see if it (1) indicates the conditions under which credit can play an
important role; and (2) suggesTs a preferred set of institutional and
policy instruments for rationing, delivering, supervising, collecting and
'refinancing small farmer credit, using a traditional or new system. Because
small farmers have not been the focus of Afghanistan's agricultural credit
programs, this study has limited application for the purposes of the spring
review. Nevertheless, it is a useful review of the progress and problems
of agricultural credit in Afghanistan from 1954 until 1972.

The Agricultural Development Bank (AgBank) of Afghanistan is the
principal form of inscitutional credit serving Afghan farmers. Commercial
banks and the urban money bazaars do not normally make Joans for agriculturnJ.
purposes. The agribusiness conglomerates, the Baghlan Sugar Company and the
Spinzar Company make some loans to farmers, but even when their loans are
combined -with AgBarut's) still less than 1 per cent of Afghanistan's farmers
are reached by institutiCl: 1 crp.dit.

TIle principal sources of credit available to Afghan farmerG are other
family members, bazaar mexchants and c1andest:tne money 1endars. An examina··
tion of past studies and a brief field investigation revealed that:

1. Capital plays an important part in farmers' productive
processes;

2. Farmers have a high rate of indebtedness, but loans are usually
used for consumption purposes, such as weddings or a pilgrimage to Mecca;

3. Loans are usually made within family units at zero interest
rate in keeping with Islamic doctrine;

4. Loans outside family units are obtained in secret from other
villagers and nomadic .money lenders;

5. A large amount of credit in kind i3 extended by rural merCh&lts,
who permit customers to pay for merchandise after harvest.

The i,nstitutional credit s~rstem began with the establishment of the
Agricultural and Cottage Industries Bank in 1333 (1954/1955). The ACIB was
established to promote agricultural development and to ne1p reduce the extent of
farmer indebtedness and mortgaging of land. While it probably accomplished
the l~tter, the ACIB did little to insure its owh longevity. Between 1333
(1954/55) and 1347 (1968/69) the ACIB lent out m0st of its initial capital
sUbsc~iption, but failed to collect repaymentp, The ACIB remained solvent
through the meager collections and profits f~~m supply operations, but had
virtually stopped lending by the time it was rechartered as the AgBank in
1348 (1969/70.
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AgBank was started with the remants of the ACIB accounts, a $5-million
credit from IDA and a German management team sponsored by the UNDP. Forecful
and competent, the team occupies senior management positions in AgBank and
makes decisions in conjunction with their Afghan counterparts. Since their
tour began, the team has helped AgBank to:

(1) Reorganize the loan portfolio (writing off loans totaling
Afs. 100 million in the process),

(2) Renew lending activities and sharply increase the number
and volume of loans,

(3) Reorganize the personnel system and initiate training
activities,

(4) Develop a loan application and appraisal process,

(5) Revitalize the supply organization by selling tractors
and water pumps,

(6) Coordinate activities with bilateral assistance programs.
The latter has resulted in AgBank's assuming of extended duties, which
include participation in a private sector fertilizer distribution system.

AgBank supplies credit to the Program for Agricultural Credit and
Cooperatives (PACCA), and is a parent to the Agricultural F:i,nance Agency
(AFA). PACCA is a successfully int~grated operation supplying credit, technical
assistance and marketing advice to grape farmers. AFA operates in the
Helmand Valley with U.S. technical assistance. Since 1350, AFA has had
a vigorous lending history, a high rate of loan repayment, and has helped
finance a substantial number of tractors.

AgBanlt has some problems at the government, agency and farm level.
Problems at the government level are:

1. A lack of credit instruments, particularly the chattel

2. A lack of discountine, mechanisms that w'ould permit the
central bank to expand (or contract) the amount of credit available from
AgBank,

3. Interference from the legislative branch of the government,

4. Limited cooperation from the Ministries of Agriculture and
Finance.

Problems at the agency level are predominantly in the supply of competent
personnel, which is a foreseeable situation in a less develop€:d country.
Farmers' problems are mostly in understanding the m.echanics of apply:' for,
and accepting the responsibility of loans.
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In the immediate future, I~Ba.nk appears to be meeting the goal of
efficiency, but the goal. of equity remains tOlbe puri&ued. Largely because
of tne Germa.n management team, AgBank has become much more efficient in
.lending, collecting and its supply operations. However, almost all of the
lending is to lar'ge farmers detractins from the goal of equity. If and
when AgBank decides to include medium ane. small farmers as targets of
opportunity, it will need to (1) decentralize by strengthening branch
offices, (2) institute flexible lending policies and (3) implement farmer
education programs.
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INTRODUCTION

The institutional agricultural credit system of Afgh~1~stan is largely
composed of the Agricultural Development Bank and its affiliates. Commercial
banks give little or no direct credit to farmers, and lending by the
urban money bazaars is predominantly to traders. Two agribusiness
conglomerates, the Baghlan Sugar Company and the Spinzar Company also extend
a limited number of loans to farmers in the form of' physit:al inputs such as
seed, fertilizer, and agricultural chemicals. The fj.rst of these conglomerates
is scheduled to be studied under an A.I.D. contract to an Afghan research firm,
and neither will be covered in this paper.

The Agricultural Dev'elopment Bank reaches very few small farmers, although
its lending activities are rapidly increasing. Most of these loans were to
large farmers and as reported. in the Asian Development Bank Planning Study,
'~ank' s channels to reach small farmers are very limited" (12, p.168).

The small farmer problem in Afghanistan is critical to the country's
progress. About 90 percent of the population is in agriculture, and
42 percent of the total number of farms are less than .38 hectares in size.
Recent surveys have este';,lished that decision-makers on Afghan farms are
typically in their mid-l:v,..t~~es, heads of la.:rge households, and uneducated
(but not unintelligent). ~ile land that they own represents their major
wealth and as in most economies c9.pital inputs play an irnpo!'tant part in
production. As in most less-developed nations, Afghan farmers have limited
access to purchased farm inputs.

While AgBank's activity among small far!llers has been limited,it is a
potential v~hicle for development. Tne pertinent Ministries--Agriculture
and Finance--as well as the president of the central bank, sit on the
board of directors and policy formulation is coordinated with other
developmental programs. Also, an :rnrm financed team of foreign technicia.1ls
actively participates in management and mai~tains liaison wi ,h bilateral
assistance agencies. Finally, AgBank has played an innovat ve role in
promoting new technology by importing farm machinery, wate pumps,
fertilizers and agricultural chemicals. As will be discu~ed, the AgBank's
wide range of activities are gaining in momentum.
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PROGRAM Cf~CTERISTICS

Historical Summa!X

The first government effort to institutionalize agricuJ.tural credit
was the establishment of the Agricultural and Cottage Industries Bank (AGIB)
in 1333 (1954/55). The ACIB was established with an authorized share capital
of Afs. 150 million, which was paid up as follows:

Shareholders

De. Afghanistan Barik

Ministry of Fillence

Karakul Institute

Government Monopoly

Bank-i-Melli Afghan

Afs. (millions)

76.6

.9

.5

5.0

2.0

Others
Total Afs.

1.0
."Bb:O

The Da Afghanistan Bank is the central benk, the Karakul Institute is
a cooperative marketing organization for the export of lambskins, the
Government Monopoly was a state trading agency that marketed certain industrial
goods imported under bilateral agreements, and the Bank-i-Melli Afghan is a
private bank a.nd halding company.

The obj ective of the ACrB was to develop agriculture throughout
Afghanist&l by making available credit facilities to farmers and herdsmen,
to protect farmers from land mortgages with exceSsive interest charges, and
to acquaint farmers with the credit system. In order to promote these
objectives, the bank established 11 branches throughout Afghanistan.

up to 1337 (1958/59), the ACIB gave assistance tel the establishment
of 5 agricultural cooperatives, a number of small industries like silkworm
raising, carpentry and blacksmith works, sewing and knitting, pottery, wood
work, concrete blocks, etc. Additionally, the ACIB imported farm and
industrial equipment, but between 1338 and 1348 (1959/60-1969/70), emphasis
was given to financing irrigation projects. However, between 1344 (1965/66)
and 1348 (1969/70) the ACIB also imported Afs 102 million worth of fertilizer,
sulphur; DDT and other chemicals, as well as 70 water pumps, 400 tractors
and spare parts (2) •
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From 1333 (1954/55) through 1347 (1968/69), the predecessor to the
Agricultural Development Bank made loans totaling about Afs. 225 million.
!Iowever, its lending rate prog£essively declined and in the year 1347
(1968/69) loans totaled only Ars 5,760,000 (see~able 1). In 1348
(1969/70), the total was even less and t.he activities of' the banl~ virtually
came to a halt (12).

The unsound lending, and collection policies followed by ACIB and the
~ack of organized locbl credit outlets to farmers were the principal causes
of t4e limited effectiveness of the bank. There was a notable lack of
~dministrative expertise, even to the extent that volumes of loan records
were unavailable when the bank wa,s rechartered.

A report by Johnson in 1959 delineated the problems of ACIB when it
stated, "The loan program of the bank has not been satisfactory••• " and,
"the bank. has failed to achieve the purpose for which it was est.ablished,
to help improve the production of the small farmers in the country••• "
and, " ••• a large proportion of the loans were made to individuals who are
large landowners." The repol"t also cited weaknesses in the procedures to
control the use of the loan proceeds and stated, "It seems that a substantial
part of the funds advanced were used for commercial and consumptive purposes
and did not result in any marked improvement in agriculture ••• " (14,p.6).
Following the criticism was a plan for strengthening the bank's program.

The plan designed by Johnson was to be implemented by Roberts, an
A.I.D. ~ricultural credit advisor, by beginning a pilot project in Kabul
in 1960. Capital for the project was to be made available from PL-480
funds assigrled to the Ministry of Agriculture. Afs. 3,254,000 were earmarked
for this purpose although only a small percentage of this was'ever turned
over to the ACIB by the M.i.nistry. In 1961, the A.I.D. Mission made the
decision to postpone the projects on the gruunds that the country was not
ready for a credit and cooperative program (14).

In 1966, an l;'AO/IBRD cooperative mission arrived in Kabul "to assist
the Afghan Authorities in reorganizing and strenthening the Agricultural
and Cottage Industries Bank fOT the effective implementation of Agricultural
Credit Projects" (27). The mission recommend?d that the b~~ not engage in
furnishing credit to cottage industries, nor import agricultural equipment.
Further, it suggested that the xole of the Ministry of Agriculture be
limited to advice, rather than consent. With respect to lending policies,
the report noted that the ACIB was charging interest rates that were
unreasonably low, and it was 5uggestlld that the bank charge the following
rates:

10 percent per annum for lO2nS up to 1 year

9 percent per annum for loans from 1 to 5 years

8 percent per annum for loans of more than 5 years

With this and other recommendations, the report set the stage for a loan
ae;reemellt between the RGA and the IDA and the organization of the Agricultural
Development Bank.
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The second effort to institutionalize agricultural credit was
the rechartering of the Agricultural and Cottage Industries Bank in 1348
(1969/70) as the Agricultural Development Banko As a condition for the
approval of a $5.0 million credit from the IDA, the Government requested
and received from the UNDP the services of four expatri8te technical
experts who are presently occupying senior positions in the AgBank.

The Agricultural Development Bank was established on February 11, 1970
by Royal Decree as a joint stock company in accordance with the private,
commercial law. At the same date, it took over the assets and liabilities
of the former Agriculture and. Cottage Industries Bank (2).

~len the AgBank took over the assets and liabilities of its predecessor,
it was in satisfactory financial condition although lending had virtually ceased.
Liquid assets of Afs. 29 million represented 18% of total assets (Afs. 162
Million) and covered current liabilities 1.1 times. The debt to net equity
ratio was 0.5. Overall results remained positive considering the build-up
of reserves to Afs. 14.2 million after adjustment for losses to be written
off (Afs. 28.4 million). These results were achieved partl¥because revenues
wel'e generated from 10a.i:l operations in preceding years and part;J..ybecause
proceeds from loan collections were deposits in banks where deposits ea~ned

6% per annum instead of being re-lent. Also, there were some earnings from
commercial transactions

On June 24, 1970, RGA and the IDA agreed upon a Development Credit
Agreement (Agricultural Development Bank Project), for which AgBank became
executing agency. The total ~ount of US$ 5 million was to be allocated as
follows:

CATEGORY ~ or Equivalent

I. Imported farm equipment, e.g. tractors 2,225,000
and attachments

li. Pump sets 480,000

III. Lccally-made farm equipment, including animal- 111,000
drawn implements and stationary threshers

DI. Minor irrigation rehabilitation schemes 340,000

V. Vehicles, offic(' equipment; construction and design 620,000
equipment, and all initi9J. set of spare parts
for imported equipment

VI. Technical services and fellowships 666,000

VII. Local extension services 58,000

TOTAL 5,000,000

-.:. '.
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RGA will have to repay the totaJ. loan, with the exception of that part of
Category V which will represent the equivalent for the purchase of vehicles
and office equipment for the use by AgBank.

The allocation out of Categories I-IV (U8$ 3,656,000) will bGcome
RGA's participation in AgBank, actually held on behaJ.f of RGA by the
Da Afghanistan Bank..

AgBank is entitled to grant loans to farmer.s, to farmerg associations
(if legally established), and to agn.·business establishments. As agreed
upon between RGA and IDA, AgBank will dj.sburse loans only if the expected
net return will enable the client to repay the loan and will simultaneously
increase his cash income (2).

Along with the lending activities, ilgBank. continu~s to import and
~el1 agricultura.l equipment through a supply organization, contrary to the
recommendations of the 1966 FAO/IBRD team. However, the suppy organization
is designed to ope~ate only in sectors where private firms are unwilling
or unable to give the necessary service to farmers.

The organs of: AgBank aj:-e:

The Ge~eral Assembly of Shareholders;

The Supreme Council as the Board of Directors in charge
of deciding on the basic policy of the Bank;

The Board of Auditors, which, according to the Charter,
will transfer most of its power to a firm of chartered
~ccountants elected by the Executive Board;

The executi7e Board aR the Board of Managing Directors, whicll
is entrusted with all duties and authorities not assigned
explicitly to other orgf,ns of the Bank by the Charter.

Shareholders a.s of Hoot 30, 1350 (March 20, 1972) were:

Da Afghanistan Bank At' 156,661,103 = 72.9 %

Ministry of Finance Af 54,766,000 = 25.5 %

RGA Af 211,427,103 = 98.4 %
828 other shareholders Af 3,418,900 = 1.6%

830 shareholders Af 214,846,003 = 100.0 %
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In ~349 (1970/7/), AgBank, ou.t of f'u.n.ds prov:i.d.ed for by RGA oat of the
a1location of a. United States lo-r..n, took over J.COO/o of the pa:id·-up share
capital of Me. 50 million of the He.1.m.an.d~·Argrwmab Agl"icu.lt·'J.:ral Finance
Agency (AFA), which repreSfJnts NtBank :i.n t,he area. of t,he Helmtmd Valley
Development Projects.

The Afghan Finance Agency (AFA) "'~1,8 Chi!irt:'E;~fi for the purpose of
providing, on a self-sustaining baBis j :t'lna.neir',! 0.~1drelat(d.servi.cc, ":.1)
the agricultural sector in Helmand i>'.nd Kg;r~dM.ar ProvinceL tJYA is: a
wholly owned subsidiary of the AgBank Diid opeI'tJ..ces aI':, an autonomous al;en.t
subject to the general policy d:l •. 'ect,io,''.l ()£ t';'l,e Bar'.k[.g E.xec.utive Boar-d.
The authorized ca.pital :1.::1 Arl:>. :"~/J mi1...,:'.ton, of which Ai's. ,50 f'riillion are
subscribed, representing fibou":;l\f's. 49 ;nillioH. in et.mtr:rbL', ~ 011S ;"-Y'cm
FL 480 local currency f'unds 111:'''1(. ~fg ~ 1. millior.. from AgBall)(~';S 0'\l;'1'l f.mdD.
In addition, AFA is a.ut[).a:rl.~..a(i r.,..~ acc:ept savh~~~s depof 1.ts.

AFA has had a. short, bu.'-, . :;'::.\)~n·Ou.l~ histoJ.'Y of lendi.n~"i acti"1'1 't~·L-e.:s,

A U.S. advisor who 'works f\iU tim(S: in 10m ~t.(;tiy3' m.a.na.g£,ment advisory
capacity helped AFA to loe.n the f'l.ill<tt:i fm.' 7 tractor,s and 7 pVJJ;PS 31" 1350
(1g-(l/72), and then aI, tractor's ti.!'-1d.9 p'..unps in the f.irst six meili-lls of
1351. Although AFA 1~;ll1d3 independe:.:t.t·.l'Y:I it sells tr8,ctora and. 't'f~~ter

pumps as an agent of AgBaclk. In the brief time E..pan of it.s operation,
AFA reports an (~xtJ:'eme1.y low delinqu.enc~l rate on its outstanding loans.

The Program for N.sricultu:r~,l Coopera.,tion and Credit (PACGl<; is
a customer of J.\gBank that. was iuitiated i.n 1968 under' an agn!eme12t bett\'e\,;;'Jl
the RGA, the Swedish Internaticnal Development Ali:r,hor:tt~( (:HDA), and '"he
Food and Agriculture Organizati.':'t,l (FAa). The~ m&in purpcse of' the progra.m
is to demonstrate in pilot area·,"i b)';.}' a c:oorm.mJ':,ed and hlt.egr;lted. approach to
agricultura.l creclit and cooper£.-t.Lres can J.ead to the d'~·\telopm.ellt (If
agz'iculture, and especially to the. i.Iir-~.rovement of: f~.nners' li"rilig standards.
Like AFA, t,he PACCA credit program is conducted thj,~O'Agh the AgBank an.d wil~

be included in the description of AgBa.'1k f s lending B-.ct:'vities (12).

There is another integrated agri.cultural d.evelopment progrttID that
was started in Pattie. Province by a Germ.an Technical Group in 1966 with
fwlds from the Federu Republic of GermarlY. Among the Illany proj ects that
are being carried out successfully, an effort is being ma.de to o~"ganize

an association of farmers to serve as a channel for credit to sma.!.l
farmers through the AgBe~.

Relation to the .National Credit_EEtem

Afghanistan ha.s what has been described by r-1a.xwell Fry as 11

"supressed financial sector." At the end of 1350 (1971/72), the official da.ta
or. total cla.ims against the priva.te sector listed 3,486,303,000 Afghanis.
Of this amount, 2,477,000,000 was carried by the country~s two commercial
banks, the Bank.·-i-Melli and the Pe~shtMY Teja.rity Bank. Another 92"1,000,000
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was carrieo by the Da Afghanistan Bank and 82,313,000 Afs. by the
Agricultural Development Bank.

The AgBank is the predominant institutional source of credit extended
to farmers by private enterprises and the commercial banks only rea<" a
very small number of large farmers. However, both the Ba.ghlan Sugar
Company and the Spinzar Company cotton operations extend credit to their
raw material suppliers. Typically, these companies extend credit in

I kind composed of fertilizer, seed and agricultural chemicals. Payment
in kind is made at harvest time. There is a paucity of information on

. these operations.

Agricultural Patterns and Potentials

The AgBank program area is potentially all of rural Afghanistan~

which contains about 14 million people including 2 million nomads. Wheat
is by far the most important crop. Food grains account for 90 percent of
the area under crops in anyone year, but anIlual deficits have been
experienced in recent years and have led to a substantial decrease in
food consumption in some isolated rural areas. Productivity levels are
low and irrigated land yields an average of 1.8 metric tons per hectare.
The other main crops are fruit and vegetables, cotton, sugar beets and
oil seeds. Present exports are modest and hampered by inefficiency in
government administrative offices.

P"ublic expenditures on agriculture have been dominated by investment
in large-scale irrigation facilities. There has been a historical tendency
to implement grandiose schemes with bilateral assistance, such as the
United States' involvement in the Helmand Valley and the Russian project
in N~1grhar Provinc~. Both these and other large-scale irrigation projects
have been costly, slow-yielding and have guided government planners to
consider other t~~es of projects. However, as late as 1970-71 (1349),
nearly 45 percent of the public expenditure for agrictl1ture and closely-related
sectors was for large-scale j rrigation works. The p..oedominance of invest-
ment in irrigation facilities has constrained the development of other inputs.

'l'he typical Afghan farmer lives on a small irrigated farm where
fertilizers, pure seed, mechanical power and credit have historically been
diffi~uJ.t to obtain. Although the rate of technological diffusion appears
to be accelerating, the absolute number of farnlers that have access to
modern inputs is still probably less than 20% of the total.
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General Objectives

The announced objectives of the rechartering of AgBank programs were
to fi~ance farmers' investment in farm mechanization, shallow-well pumps
and improvement of small traditional irrigation facilities. Aside from
financial support from the lending program, it aimed at institution
building: to enable AgBank to meet Afghan farmers' credit needs and to
assist the MO.nistry of Agriculture and Irrigation in minor irrigation
improvement and ground-water development. In 1971, the scope of the
progrmn was broadened to include a one-year program of loans for fertilizer,
in conjunction with a crash food increase program,

Except for the one-year fertilizer program in 1971, AgBank has
not reached small farmers in any significant amounts. This has been mainly
due to the fact that land is the only collateral that can be used to secure
loans under Afghan law. However, with its anticipated participation in
Afghan Fertilizer Company, described in Appendix II, AgBank will indirectly
reach a large number of small farmers.

AgBank is initiating a savings program to build confidence in the bank
among farmers, as well as to accumulate loan funds. However, the growth of
savings deposits is expected to be very slow. Without access to a well
developed commercial banking system and without the facilities for
discounting loans, AgBank acts primarily as an institution which administers
revolving funds.

For the longer-range future, the Management Team expects to (1)
establish a small Foreign Relations Department which would handle marketing
loans for export business as well as finance imports; (2) establish a
sei~ice sectiun for dealing with clients requiring advice on such matters
as savings accounts and agribusiness problems; and (3) strengthen existing
branches and establish new branches at appropriate locations to which
authority would be delegated to make loan decisions. No time schedule
can be provided for the accomplishmant of these activities, but it will
be several years in the future (12).

Terms of Loans

Of the IDA credit of 5.0 million dollars, about 69 percent of ~he

$3.7 million earmarked for lending purposes is for tractors, attachments,
and spare parts, stationary threshers, and animal-drawn implements.
Another 18 percent is for rehabilitation of small traditional irrigation
systems, and 13 percent is for pumps, engines, and pipes. Other types of
loans can be made with the funds that were transferred to the AgBank by the ABIB.

The period that loans can be extended by AgBank is flexible, in keeping with
the bank's general polic~ of evaluating loans on a case-by-case basis.
The bank makes the following. kinds' of loans:
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1. Farm-operating loans for short-term credit needs related to the
production of crops and livestock with repayment scheduled from product
sales. The maturities of these loans are related to the length of the
production and marketing periods, with collection due in full before the
end of the marketing period. Farm operating loans may be mad.e for the
purchase of fertilizer, seed,pesticides, livestock medication, and other
required production inputs.

2. Farm-marketing loans. Although the bank is authorized to make
these loans, they have not been active in this area.

3. Intermediate-term loans to farmers for the purchase of farm
tractors, machines and equipment, on-farm irrigation improvements,
draft-oxen, livestock, and other farm production inputs he/ling an
extended life in excess of 1 year. Loans are reviewed at least annually
with the borrower.

4. Long-term loans to farmers for purposes requiring a payment
period in excess of 5 years. These purposes include construction of
irrigation systems, purchase of pump sets, construction of deep wells and
tube wells, purchase of breeding animals, construction of farm u~i:1ings,

planting of new orchards and vineyards, and purchase of heavy equipm~nt

for harvesting and processing agricultural products.

Organization of the Bank

The general structure of AgBank is described in Appendix Table 2.
The four central positions: President, Credit Manager, Accounts Manager,
and supply Managers are occupi.ed by German National members of the
management team and their counterparts share responsibility. However,
in setting policy, the: executive board is controlled by the management
team which occupies four of the seven positions. The small farmer
activiti~s are not a special function and are incorporated into the
bank's general activities. The bank's activities are centralized. All
loans are approved in the central offices.

Beneficiaries

Loan applications are solicited from the farm community at large
and are evaluated on the criteria of incremental returns on a case-by-case
basis. There is no functioning graduation policy to absorb borrowers
into the banking system, and continuance is on a case-by-case basis.
Loans are almost all medium term. To date, th·· ;,gBarlY. .l.ttS made les:..
than 10 short- and long-term loans, with thp ·~: ..;pt· on of the fertiJ..iz
loans described in Appendix 11.
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Other sources of Credit

Traditional credit mechanisms have served to keep a substantial
amount of credit flowing to Afghan farmers. A vast majority of the
credit mobilized for production and consumption occurs within family
groupse Lending that occurs outside family groups is usually clandestine
and often at a high interest rates, reflecting the Muslim taboos against
receiving interest payments. Because of this factor, it is extremely
difficult to obtain accurate quantitative information about individual
transactions, although a series of studies has developed some information
about the supply and demand for loanable funds between landowners-cum
moneylenders, farmers and shopkeepers.

The supply of credit outside of family transactions originates
from nomadic Koochies, village leaders, other farmers, and shopkeepers.
In describing the economy of the nomadic Koochies, Kakar (15) reported
that the nomadic Koochies come frvm Peshawar, Pakistan, loaded with
fabrics and other goods, take them into the highlands of the Hazarajat,
sellon credit and return to collect payment in kind the next year.
The payment in kind 1.;as often composed of land and Kakar concluded, "that
in the Hazarajat •••half of the agricultural land belongs to the nomads"
(15, p.ll). Another report of Koochi money lending was cited by Senzai
and Harlan (29) in Nangrahar. They reported that, "Most of the farmers
borrowed money from village people, but some borrowed from Koochi and
Momand people (Momand is the name of a tribe)" (29, p.13).

In addition to the "village people," "supplying credit" cited by
Senzai and Harlan (29), the Kunduz-Khanabad Survey (16) mention "farmers"
and Tarzi-Stevens (31) noted "village chiefs or other leaders" as sources
of credit (31, p.31). However, the "farmers" mentioned in the Kunduz
Khanabad study "turned out to be tribe or clan members ~lho were not closely
related and thus not classified as relatives." (16, p.III-5). Plso
the reil..ationship c:.escribed by 'I'arzi-Stevens was not a loan in the strict
sense, but a situation where, "due to a lack of capital, most of these
settl.ers work together with a village chief or other leader who has
capital. The leader puts up the money to buy the sheep, the settler
furnishes the labor and management, and any profits after the sale of
the sheep are divided equally" (30, p.28).

Shopkeepers and other merchants provide a major source of credit.
Scott mentioned credit sales by mill o~mers in the Helmand Valley (28)
and Baranabas (6) said that in Baghlan the major source of credit was
from lenders within the village or shopkeepers in Mehterlam, shopkeepers
provide credit to farmers in the form of delayed payment (23)) and in the
Kodaman Valley, cloth sellers who were recently surveyed by the writer
had extended substantial amounts of credit (see table 7).
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The extension of' credit by shopkeepers is referred to as, "Salam,"
and "Sud." Basically," Salam" credit is interest f'ree and "Sud" is where a
higher price is charged to buyers who wish to delay payment. Although the
Tarzi-Stevens report stated that "Salam" is looked upon with disf'avor by
Islam" (31, p.51), it is cited without disf'avor in the dictionary of'
Islam (13). However, "Sud" is against the principles of' Islamism and
shopkeepers of'ten avoid the issue by using the terms interchangeably.
In conversations with shopkeepers and religious leaders in the Kodaman Vally,
the 'writer f'ound that delayeQ payment was an accepted practice. In f'act,
in the p.vent of' a bad harvest, debtors are not required to make payment
and as discussed elsewhere, (21) it is one of' a series of' mechanisms
that insulate rm'al poor f'rom the shock of' economic catastrophes.

A notable lack in the supply of' credit to f'armers in Af'ghanistan
is the absence of rotating credit associations. As described by ArdeneI'
(4) a rotating credit association is a devil~e whereby individuals in a
group contribute funds at a specified interVal, and then the collected
funds are allocated to a member of' the group by means of' a lottery.
ArdeneI' f'ound evidences of rotating credit associations in most of the
less-developed nations, and her observations were supplemented by the
writer's research in the Dominican Republic (22) and Miracle's (18)
reports from Africa. In either the literature on Afghanistan, or in
field research, the writer can find no evidence of this credit mobilizing
device that is prevalent in other traditional societies.

Capital, as a productive input plays ?'1 important role, and the
extent of farmer indebtedness is high in Afghanistan. Senzai and Harlan
reported a 45 percent of indebtedness among farmers in Nangarhar (29, p.13),
the Kunduz-Khanabad study reported 50 percent (16), and in the Marga
area, Tarzi and Stevens reported that "Most of the settlers work together
with a village chief or other leader who has capital" (30, p.28).

The available evidence cites a high use of credit for consumption
purposes by farmers. The Kunduz-Khanabad study (16) found that 88%
of the loans received by farmer2 were used for consumption purposes.
Also, the Tarzi-Stevens study (11) reported that borrowing was most often
for the Haj (a pilgrimage to Mecca) or to buy a wife for a son.

Most loans are obtained interest-free from family members and when
farmers pay interest, it is high but not exhol~itant. In the Nangrahar
study (29), farmerb paid 33 percent for loans that averaged 6,024 Afs.
in size. However, in addition to money, interest was paid in the form
of corn or wheat and in land under the "Garaw'" system at the rate of
5,OPO to 10,000 Afs per jerib. The "Garaw" system is a d\~vice where
the lender retains use of the borrower's land until the debt is repaid.
In~restingly, the Kunduz-Khanabad (16) study also reported that
intt-rest rates averaged 33% and Barnabas reported rates between 21 and
50 ~ercent. Also, the practice of "Salam" credit usually involves raising
the'purchase price about 10 perc~nt. In the "Salam" credit, the loan
may be repaid in one month, 6 months, or 2 years so the reaJ. interest
rate is di.fficult to compute, although it probably approaches the levels
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cited above. It should be noted that these interest rates are
historical and may be lower than present rates, which are reported to be
rising.

Most of the loans received by fa~ers appear tv be unsecured. The
Kunduz-~lrola~ad study rp.ported that few farmers had to provide security
for their loans. ~so in Mehterlam, the shopkeepers provided credit to
"people we mo,,!:! (23). In the Kodaman Valley interpersonal relations
play an important role in determing credit reliability and a bad
d.ebtor is widely known (22). The protract.ed role of interpersonal
r~lations is not surprising as social sanctions are the only recourse
due to a lender except in the case of IIGaraw•II Even in urban areas,
the commercial code only pe~its loans to be secured by land and. not by
other assets. As a final descriptive note, loans do not appear to be
inherited and do default with the death of the debtor.

Profile of the Farm Communi~

Afghan farmers are predominantly small-scale subsistence farmers.
Table 5 gives a breakdown of Afghan farms by size in 1962. This is the
country. However, a cadastral survey is in progress.

An excellent srlrvey of Afghan fa~ers was conducted by WIliting and
Hughes (34). The survey covered 733 farmers who represent advantaged
hamlets whthin those provinces. They also represent irrigated cultivation
only, not livestock or dryland operations. In the study the researchers
found that:

1. Farm decision-makers typically were in their mid-forties,
heads of large households, illiterate and uneducated infrequently exposed
to both print and broadcast mass media, infrequently contacted by
extension agents, ancl potentL':I.11y but not presently mobile.

2. The majority tilled relatively small plots of irrigated crops.
The land they owned represented their major wealth. Their net agricultural
income and their expenses for outside labor were both low.

3. Six of 10 farmers owned most of the land they cultivated, while
three of 10 obtained most of their land as sharecroppers or renters,
and one of 10 functioned principally as a landlord.

4. Landlords tended to be more advantaged 011 all variables
measured, both economic and noneconomic. Owner-operators were second
and sharecroppers and renters last. The largest differences among
the groups for noneconomic measures were found in the areas of community
influence (landlords two and a half times more influential than
owner-operators and nearly five times more influen.tial than sharecroppers)
and in contacts with the outside world.
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5. In economic characteristics, landlords owned more and especially
better ~uality land than the other groups, enjoyed both more agricultural
income and more income from sources outside agriculture, and appeared
to be less involved in farm decision-~~ing than the other types.

6. Farmers differed frrnn region to region in both economic
and noneconomic variables. Farmers in the north owned relatively large and
valuable farms, enjoyed moderate exteLsion contact levels, were relatively
high in other types of contacts and appeared to be, perhaps, less cohesive
in their community life. Eastern farmers reported the smallest and least
valuable farms, the smallest incomes, the most contact with extension
agents, more social cohesion, and a large amount of nonagricultural
income. Farmers in areas near Kabul were older, more exposed to print
sources, had the lowest level of agent contacts, the lowest nonagricultural
inconle, and the smallest levels of labor, both family and hired. F~rmers

in the south made more visits to large cities, were relatively cohesive
and less exposed to radio and print, and worked relatively valuable land
holdings.

7. Landlords in the northern region appeared to be different from
landlords elsewhere in that they were (a) inferior on many variables to
landlords elsewhere, ~d (b) inferior on many variables to owner-operators
in their own region. This interaction may be attributable to the
selecticn of an atypical hamlet as one of the t¥o hamlets comprising
the northern sample.

8. The researchers sought to determine the relative importance to
net agricultural income of capital, family labor, management excellence,
and chance; we also sought to explain the causes of difference in
management excellence. They found:

a. Capital, as measured, accounted for from 16 to 38 percent
of the variance in income, depending on the region; the average percentage
was 26.

b. Family labor, as measured, accounted for from 0 to 11 percent
of income, depending on region; the average was 5 percent.

c. The remaining two-thirds of the variance in net income did
not appear to be closely related to any va.riables that might index management
excellence. The researchers did find that the sharecr~pers were
significantly bettel' managers than our two other types of farmers, perhaps
due to the necessity of their obtaining minimum subsistence incomes
from very limited resources.

d. Situational factors beyond the farmer's control were probably
the most important determinant~ of net income. There is no evidence that
psychological characteristics are important.
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9. Irmovativeness can scarcely be measured in Afghanistan because of
a paucity of opportunities to respond to innovations; nevertheless, such
L'novativeness as exists:

a. Was unrelated to net agricultural income.

b. Appeared to be situationally determined more than psychologically
determined (regional differences were strong but tenurial and psychological
differences weak).

c. Had its closest psychic correlates in knowledge of the innovations
themselves.

10. About half of the farmers who had not tried the innovations and to
whom they were relevant said they had not tried them because supplies could
not be obtained. Another quarter gave as the reason for nontrial a lack
of money or credit to purchase the innovation. A final quarter indicated
they were not convinced of the irmovation's value or had not heard of it.
Again, situational constraints appeared to exercise more control over
irmovativeness than psychological characteristics.

11. The distribution of capital, income, irmovativeness, and control
over laborers appeared, in comparison with other under-developed countries,
to be relatively egalitarian in the sample. Perhaps this is due to
(a) the selection of irrigated cultivators, (b) the preponderance of
owner-operators in the sample, (c) traditions of independence and violence
among Afghans, or (d.) patterns of inheritance within family units (34, p.5-10).

Although, the Whiting-Hughes study repre~ents a sample that is biased
toward advantaged farmers, it is most approprietu for immediate developmental
purposes. The type of farmer portrayed is the ele that will likely be
reached first by credit programs as well as the private sector distribution
system for agricultural inputs.

Lending Practi28s and Policies of Ag~

Data about the amount of lending by AgBanlt is contained in Table L
As previously noted, the lending activitie8 of the agricultural and
Cottage Industries Bank had almost ceased in 1348 (196~/70). However,
in 1349 (1970/71) and 1350 (1971/72) the lending activities were gaining
moment1.UU. Lending activities in the current year are expected t.o increase
sharply.

Table 8 shows detailed changes in the loan portfolio during 1349
(1970/71) and 1350, which were the years after the reorganization. As
part of the new program Afs. 41,2L!.,OOO were written off as bad debts
in 1349 and Afs 51,835,000 were t~~ ~ten off in 1350.
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Information on the extent of repeated beneficiaries is not available
$tt this time. The only restriction is that loans to one individual or
group may not exceed 5% of the value of the paid-up ~hare capital. This
rule is to insure that the agribusiness conglomerates do not gain an
oligopsony position on the bank's f\mds. Aside from the 5% rule, other
loans are evaluated on a case-by-cal3:e basis.

Interest Rates

From 1333 (1954/55) to 1347 (1568/69) tne interest rates charged by
the Agricultural and Cottage Industzi.es Bank were:

4 percent per annum for loans less than 1 year,

5 percent per annum for loans from 1 to ~ years,

6 percent per annum for loans f:rom 3 to ~~ years,.-

8 percent per annum for loans from 5 to 10 years.

It is interesting that the interest charge3 were directly, rather
than inversely,related to the length of the loan.

From 1348 (1969/70), to the present interest rates are:

10 percent for 1 year or less,

8 percent for loans from 1 to 5 years,

8 percent for loans greater than 5 ye~rs.

Commercial banks charge about 10 percent per annum on loans.
Lending in the money bazaar is usually done at rates of one and. one-half
percent per month. Inflation does not appear to affect interest rates.

Collateral

Land, excluding homesteads, is the only legal collateral for loans
in Afghanistan. The AgBank normally requires that borrowers provide a
legal description of the land along with written assurances from
neighbors that they stand ready to buy the land in case the borrower
defaults on the loan. The AgBank u/mally requires that the value of the
land is twice the amount of the loan. One problem with collateral has
been obtaining titles to land. In ciay-to-day operations, minor government
of:qicials norna:Qy expect a small fe,e .for services rendered. However, in
so~ cases where officials know that land titles were being obtained for
AgBhnk loans, prohibitive amounts of "Baksheesh" were solicited, and the
loan attempts were abandoned•..
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Appraisal Steps

As noted above, each loan is evaluated on the basis of incremental
returns on a case-b~r-case basis. The following steps are followed:

Step I.

Step II.

Step III.

Ste:p IV.

The application form is filled out.

The pre-investment costs and returns are calculated.

The post-investment costs and returns are calculated.

The incremental returns are evaluated. At present,
costs and production data from secondary sources are used
so the relevant variable are the size of the farm,
crops under cultivation, and tenure relationships.
Particular attention is paid to the latter, as they differ
substantially from one area of the country to another.

In the future, .AgBank hopes to refine the appraisal process and use
primary data from the farms of the applicants. Also, two supervision
visits to each farm are envisioned.

Collection

Prior to the 1970 reorganization, data on the repayments is available
only in the aggregate figures displayed in Table 1. Since the reorganization,
the aggrega.te repayments have been greater (see Tables 8, 10 and 11).
Repayment is made in c&sh. The ~ollection methods are as follows. One
month ahead of the due date a written reminder is sent to the lendee.
If the loan is not paid on the due date, a surcharge of 2 percent of the
total loan is charged and collectors are sent. When the collectors are
sent out, they first inform the local adm1nistrator--called a wpleswa~ or
sub-governor--who sends the police to arrest the debtor, who i~ then placed
in jail until the repas~ent is made. ~ihile in jail, the debtor must pay
the costs of his internment.

The AgBank's policy on rescheduling is as follows: Of the loans that
are delinquent, a fixed percentage are written off each year. 'I'he
percentages are:

cfo of the loans less than 1 year overdue

5% of the loans from. one to less than 2 years overdue

25% of' the loans from 2 to less than 3 years overdue

50% of the loans from 3 to less than 4 years overdue

75% of the loans from 4 to less than 5 years overdue

100% of the loans more than 5 years overdue.
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Costs and Finance

The changes in the loan portfolio of AgBanlt are shown in Table 1
and Table 8. As indicated, the loan port1~lio grew steadily under the
Agricultural and Cottage Instustries Bank 1344 :1965/66) through 1348
(1969/70). The loan portfolio then decreased under the AgBank because of
write-offs of bad debts and is increasing again.

The administrative costs of AgBank are displayed in Table 12.
Again, the short time span prohibits conclusi~ns.

'.The external finance for ACIB began i.n 1333:1954), when an
authorized share capital of Afs. 150 million was paid up as follows:

Shareholders Afs (000)

Da Afghanistan Bank 76,000

Ministry of Finance 900

Karakul Institute 500

l:-,overnment Monopoly 5,000

Bank-i-Melli Afghan 200

Others 1,000

86,000

After the reorg&lization in 1970, the composition of ownership was
changed to:

Shareholders

Da Afghanistan Bank.

Ministry of Finance

Others

Afs (000)

156,600

54,700

3,400

~14,700

•
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External finance to the AgBank has consisted of a $5,000,000 IDA credit
described above. At this 'tTriting, $2,700,000 h~ve been drawn. Also, a
contribution of Afs. 50,000,000 was made by U.S.A.I.D. to finance the
Helmu.nd-Arghandab Finance Agency.

The Agricultural and Cottage Industries Bank fared well with
respect to internal finances, as has the AgBank. The profit and loss
statement for years 1344 (1965/66) to 1346 (1967/68) is containp.d in
Table 9. However, it must be remembered that the ACIB waS not lending
substanti.al amol'lnts during its la.ter years. It was simply paying
expenses W~'i:1 i tos income from mone~r on deposit and profits from trading
operations. AgBank has also fared well financially, largely because of
profits from its supply operations, which are used to offset adminis~rative

expenses of the r~~st ()f AgBallk. The profit and loss statement for the
last two years of AgBank' s operations are included in Table 13. Like
other businesses, AgBank is required to pay thp. tur~over tax of 5 percent on
interest earning and 2 percent on sales.

It is difficult to asseS3 the impact of the ACIB on the foreign
exchange balance. However, the AgBank hes likely contributed to
foreign exchange earnings. The funds used to finan,::e imports were obtained
with IDA credit, and at leaut some of the production has been exported
or served to substitute for imports. On the other h~d, fuel, tires and
other inputs have been importeu, but likely in amounts less than the
value of the increased proauction.

Complementary Factors and the' Nature of 'rechnology

.. Most of the ~redit ex~ended by AgBa.nk has been provided in
kind in the form of tractors, pumps, fertilizers and other farm inputs.
There has been little attempt to promote "packages" of inputs. Due to
a lack of personnel, AgBank does not provide on-farm supervision,
although it is envisioned in the nea!' future. At present, Afghanistan
has an extensive extension service and servi~es are available in many
rural areas. At the local and regional levels extension services are
not formally coordinated, 1n:\";', the Minister of Agricult.ure is a member
of AgBank' s board of direc~,Ol'S and serves to coordinate
policy. For t.he most part, the technical transfer is taken fOll
granted. As farmers must come to the bank with specific proposals, Le.
for a tractor or water pump, it is assumed that he is willing and able
to put it to good use. Also, the exhaustive appraisal. tehcnique helps to
verify this assumption.
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It is extremely d.ifi'icult to acc1.lrbtely ass?ss the pl'ofit:.s and
risks involved in the technologles provid.ed by Ag,Bank IJ<?crmse records
were not ke:pt in the earlier years, and the costs and returns studies
conducted for the IDA request did not take into accou;nt risk factor's.
The loan request for the IDA projeet quoted. a 40 percent re:'urn on a
tractor on a 700 jerib farm and a 50 percent retQrn on water pumps on
a 200 jerib farm (24). Howevel~ the same report pre~~cted that the
p.nnual costs of farm operation 'l>lould fell from Afe. ~40 to Ms. 1,228
if a polycultor instead of a stick plough (kolba) were f~mployed.

The polycultOl' is an i.nteresting '::xmnpJ.e.,· ,~W teclmolcg:r

t11at failed in prodnction. A. polyt~'llto.r iF; a. dra;~lWP': 1"", '...rhich improved.
ploughing and cultivating r'\.eyi.ees can be attached. and. employed wlth
draft animals. AgBa.11k tes'<.;ed locally prod.ueed })aly.:;ultors B.:.ld. fbUN.1
them to be tUlsuitable becau~F:: (1) tb.e C()),:Bt~tUction ,.;'is poor (vlhen'l
ploughshare hit a stone it. would of'!;;en bel:-'), (2) A.fghan animals w'e!'\~

not sufficiently strong to p-lll::'he implemt.(1·~,,~ anc\ (3) e:e d~~::;lgn was
faulty, principally because the plr,,i,ghshak'fl. ",:;I.G too broad. Even th()u.gh
about 300 polycultors were distributed fref' "by the Minj.stl·Y of Ae;ric:u.1.t.u'e,
they are Y'eported to be idle.

It may be possible to conclud.e that tractors &:d >'lat.er pumps
are profitable investments because of their sharply increa,,,ing use.
Moreo","er, the risk has been diminishec~ by high prices for iood 2;rains
in the pa;.;t t·wo years when drought (;lmd:l.tions prevailed in thE' eountry.
In the near future, when the effects cf i:he H green revolution" begin
1n Afgharlistan, the prj ces of food gra,:~ns wHl ~ Lkely dec}~ease shorp1y
and detract from the profitability of on-farm investment. This is d.U

area that needs careful study, particularly as to how f1:'.rmers might
minimize risk by diversifying into high~value eroj?s de,signed for export
markets.

The risk associated wi th using new technologi.es would be
substantially reduced by a price atabilization program .for food gralns
in Afghanistan. Theoretically, wheat prices are supported at 35 afs per seer,
but, because of the recent high prices, the mechanisms have been inactiv~

U.S.A.I.D. is presently encouraging the government to refurbish the price
support program.

General Marketing Cor.;;;'itions

In the private sector, the general marketing e~nditions

for basic food grains do not appear to be disadvantageous to far:ners.
AlthoU3h there are sporadic impediments to the flow of agricultural products
in "tihe form of interference of wheat shipment by provinciaJ. governors and
cloaing of transport routes ~y snowfall, the writer has observed that
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spatial price differences of wheat between the major trading areas
of Afghanistan t~nd to approximate costs of transportation.

The normally efficient flow of food grains is due to an
adequate supply of motor transports and highly developed traditional
marketing o:;:ganizations. Afghanistan has about 20,000 trucks, most
of which have a capacity of about 10 metric tons of product. Many of
the brucks are closely tied~o the grain trade through leasing or standby
arrangements with traditional grain traders~ These traditional traders
hav~ networks of associates in major areas in the country and ship
products back and forth on a regular oasis.

3ecause foodgrains move efficiently in Afghanistan, farmers
tend to get a substantial share of the total revenues of their produce.
Recently, wheat farmers in f21;,smgan were -receiving approximately 75
percent of the Kabul wholesale price of flour. The 25 percent in the
marketing margin paid for 300 kilometers of transportation, milling and
bagging, as well as the trader's profits.

Supplies and Sales

The agricultural supplies imported by AgBank are delivered to
farmers at the branches. As indicated in Table 15, a -:rlde variety of
supplies have been imported, but most recently tractors and water pumps
have predominated. Neither the tr~~~o~s nor the water pumps are
subsidized and in fact AgBank makes a gross profit of about 10% on the
sales. As mentioned above, the profit~ from the supply organization are
used to offset other expenses.

The tractors are predominantly Byelarus (Russian) and
Massey-Ferguson (multi-national). The Byelarus cost Afs. 287,000 with
attachments and has a 60 H.P. diesel engine. It is sturdy and strong,
but lacks a depth control, consumes 8 to 10 litres of fuel per hour
and maintenance facilities are poorly organized. The Massey-Ferguson
costs more than the Byelarus (Afs. 407,000) with attachme~ts, is smaller
(45 H.P.), but uses less fuel and has a depth control device. Conclu
sions about the cost-effectiveness of the two units are often related
to the natior!al origins of the observer and again a comparative economic
analysis is needed.

The tra<.tors are serviced by workshops located in the
provirlces. North of the Hindu Kush, Byelarus tractors are delivered and
serviced by Tractore!yort ( a Soveit trade agency), wl1ich has workshops
a~ Mazar-i-Sharif and Kunduz. South of the Hindu Kush, Massey-l"erguson
tractors are sold and serviced by Indamer (a private corporation) at
K3.bul a.nd Kandahar.
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The water pumps sold by AgBank are man~factured by Jangalak
and powered by Pakistani or Czechoslovakian diesel engines. A pump
set that delivers 120 cubic meters per hour (maximum) costs Afs. 57,boo.
~he line of pumps is expected to be expanded to include engines from
5.0 H.P. to 30 H.P. and pumps froill three to six inches (delivery and
suction). All of the present pumps are cent~ifugal but turbine pumps
are being considered.

The supply organization of AgBank is a progressive entity. Although
past excursions into other agricultural technology have been short-lived,
the division expects to hand] e sprayers , agricultural chemica13 and
other equipment in the near future. It is alert for opportunities.

Although, AgBank supply secion is ambitious, it has not supplant~d

activities car~ied out by the private sector. In the past, most of the
private sector business has been in the form of tractors and fertilizers
being smuggled in from Pakistan. However, a private sector fertilizer
company has been launched with AgBank as a major shareholder. In this
manner, AgBank is encouraging the development of an agricultural supply
industry.
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BVALUATION

Performance

Again the lack of data and short history of AgBank makes an
evaluation difficult. There is simply no objectiv(~ and ea8ily available
means to measure the impact of the effects of the agricultural credit
program on production, farm income, technology, savings and other
sources of finance, . employment or the political and social structllre
of the country.

It is possible to say that the credit appears to have generally
been 'used for the intended purposes. As it is extended in kind,
it could only be converted to consumption credit by reselling the
tractor or pump.

To obtain an idea of the general image of the program, the v,Titer
conducted several inter~W3 with U.S. development workers (one has been
in the country 8 years, another 5 and the other 3) the following conclu
sions were offered. The ACIB was a totally inept operation bound by
traditional governmental practices. At one of the branches, a technician
recalls that 15 or 20 tractor loans were ob~ained by laborers using
hypothetical farm data. As tlte branch of the bank had no fiE::1d staff,
the loans were extended on the basis of the data presented. and verifica
tion of residence on the basis of tazquera (identification) numbers.
vfuen the loans fell due, ~he laborers had disappeared and the tractors
had ostensibly become the property of a lar~e agribusiness conglomerate.
At present, the AgBank is becoming a viable institution. 1he German
management team is composed of diligent technicians, who a.lthough
conservative are making progress in spite of difficult working conditions.

~rogram Evaluation and :Procedures

An evaluation system has been designed by AgBank and is being
implemented on the basis of d.ata included in the loan application forms.
An attempt is made to measure the net income per jerib before and after
the loan. J.. base-line survey was not mac_e and the increases in production
are assumed to conform to observations taken from other farm production
studies. In the same calculations, the amount of income per jerib
above production costs plus family expenditures is computed. As will be
discussed later, the writer has difficulty understanding the rationality
of this apvroach.

287



23

Problems Faced by AgBank

One of the problems faced by AgBank at the government, level isthe lack of a flexible credit expansion mechanism. AgBank does notdiscount its loans to the central bank. Therefore its lending capacityis limited by its amount of paid up capital. 'fhe paid up capital canonly be expanded by additional subscriptions, and the authorized capitalcan only be expanded by amending the Charter. Other means, such asattracting savings accounts from farmers are not presently feasible.The profits from the supply operations are not enough to generate capit~,as they are used to offset administrative expenses.

Another major problem is the lack of basic credit instruments. Asnoted above, there is no legal collateral other than land. Chattelmortgages are not provided for in the commercial code of Afghanistan.Therefore, it is not possible to offer crop liens or farm assets assecurity. This restricts loans to landowners, thus serving to redistributeincome in favor of existing landowners. However, this may serve the go~ ofefficiency, if not equity.

In the past, the Afghan parliament has interferred. with the operationsof the AgBank on occasions. Larger farmers, who had loan applicationsrejected, have gone to their representatives who in turn applied politicalpressure on AgBank, sometimes resulting in compromises on th2 part ofAgBank officials. The parliaJllent can s.pply pressure· to AgBank by meansof calling for an inspection, whereby an appointed team sits in AgBankfor an extended period of time to investigate some phase of the operation.Such "inspections" may be applied punitively and can be costly in termsof-time and effort.

AgBank could likely operate more effectively if the uevelopment ofsuitable technology occurred within the government-owned JangalakIndustries. Jangalak Industries is faced with its own problems and hasturned out inferior agricultural equipment from time to time. The mostnotable example was the polycultor, described above. Other failures havebeen threshers, sprayers and in some cases, pumps. At least sume of Jangalak'sdifficulties can be attributed to misguided technical a~sistance, alongwith the usual numerous problems facing an ambitious enterprise in adeveloping nation.

Although AgBank imports agricultural equipment duty-free, theMinistry of Agriculture must c{~rtify that an import is in fact agriculturalequipment. This has resulted in d~lays. For example, AgBank recentlyimported a device to measure the running time for tractors. Afterseveral rounds at attempting certification, AgBank gave up and paid theduty.
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The principal problem of AgBar~ at the agency level seems to be
a lack of trained personnel, both ~ilisolutely and relative to the
potential of the organization. As there is not sufficient staff to
provide on farm appro.isal visits (m'lch less for supervisi0n), the
persop~el constraint appears to be the most serious. The technical
assistance team also points out t.he inadequacy of their numbers.
Although this complaint is probably voiced by technical assistance
teams everywhere, it seems reai30nable that additional advisors to
AgBank could be provided to :t'llnct~~on at the top rr.anagement levels.

At least part of the problem of trained persormel for the AgBank
lies in the educational system of Afghani~tan. University education
in Afghanistan is highly abstract and members of the techni~al

assistance team have founa university graduates ill-equipped to cope with
day-to-day problems of a very simple nature. Extensive training is
required before new personnel can perform simp::..e tasks such as assisting
farmers in filling out loan applications.

Another part of AgB~~'s personnel probl~n must be attributed
to the prevailing low salaries among goverrunent worker;s. In .4.gBa.nk~

college graduates start out at Afs. 1,500 per month (u.s.$18.75). plus
Afs. 1,000 for"maintanance." The president earns Afs. 7,500 (U. s. $93.75)
per nlonth. Low salaries inevitably lead to low incentive, as well as efforts
to obtain supplementary' income.

There are several ~roblms of agricultural credit in Afgharlistan
at the farm level. First is the farmers' difficulty in coping with the
loan process and understanding the ideas of coupling acquired technology
to his existing traditional processes. For exa~ple, the writer sat in
on the review of a loan applic~tion for a water pump that a farmer was
submitUng. The farmer had already begun a well to \'lhich the pump was to
be fitted. The well was located in a location that would not provide
sufficient water supply through the soil strata. At best, the diameter
of the well would have to be increased to allow sufficient seepage into
the shaft, an expensive process. Had the farmer ~een aware, he could
have obtained assistance in locating the well from ~linistry of
Agriculture personnel. In the final analysis, the loan application
was rejected as infeasible. A.."1other farmer problem hao been in
understanding maintenance procedures for farm machinery, particulel',ly
tractors which require daily preventive practices.

Farmers also have reported difficulties in acquireing downpay.ment~

and more a.cutely clear titles to their land. Reports include
incidences where disproportionately large incentive payments have been
reques ted by local officials responsible for verif\.ying land titles.
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CODclusions About Small Farmer Credit

The principal econorrdc problems of small farmers are that they are
faced with situational constraints that prevent them from obtaining
productive inputs, particularly those of an innovative nature. Institu
tional credit has not reached small farmers in Afghanistan in any
appreciable amounts und it is likely that their economic problems could
be solved partially ty the infusion of credit. According to the available
evidence, the markAting system of Afghanistan could provide faniers
with purchased inputs, if farmers had the means to pay. The bazaar
credit mech~nisms serve mainly to provide consumption, rather than productior.
credit, hence need to be supplemented by institutional credit.

How the Agricultural Credit Program. Can be Improved

Most of AgBank's problems appear to be exogenous and unrelated to
internal policy. Following the list of problems cited above, appropriate
courses of action might be:

1. Development of a fQnctioning rediscount mechanism between
AgBank and the Central :Sank.

2. Developme:nt of credit instruments, particularly chattel mortgages.

3. More than one kind of technical assistance. The German
management team is probably the most efficient developmental group that
the ~iter (with limited exposure) has encountered. They make few
mistakes, but then again seem to take fevl char.ces. Could it be that
AgBank lacks an innovator? Pel'haps the AgBank has been brought out of
the chaos of ACIE w~th a stro~g dose of Tuetonic precision and now needs
an ilLnOvative group to complement the German team. The programmatic
di~ficulties of supplying a team of innovators are formidab12.

One possibility for an innovative role could be with an internal
researc~l group designed to point up targets of opportunity. The German
tean, has found ample work in just restructuring the organization and
implementing sane banking practices. Perhaps someone should be consider
ing (1) How can small farmers be reached more p.ffectively. (2) How can
the extension service be used to help AgBank in its endeavors. (3) How
AgBank could utilize Afghanistan's recently ordered computers. PRrhaps
AgBanK could computerize its operations such as international accounting,
loan monitoring and loan evaluation? Is it dangerous to computerize
given the limited capability of local hire employees to understand the
analyses?
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Another area where AgBank could improve is in the procedures to
evaluate the impact of loans. The evaluation being carried out by
AgBank is lacking in several respects. While a French management
specialist has been hired to examine the available data, the writer found
that the research was being held up for lack of a calculator. Moreover,
the research design was questionable. As noted above, the researcher was
calculating net farm income per jerib and net income above family expenses
(disposable income) per jerib before and after farmera received an,
AgBank 10an. The data is then broken down into regions to guide AgBank
planners. The writer feels that disposable income should be computed
on a farm rather than on a jerib basis. Presumably the calculation of
disposable income seeks to measure: (1) the welfare effect of the loans,
(2) the increase in spending and/or saving. Both of these would be
better described on a per-farm basis. Jeribs do not experience welfare
effects, n2ither do they spend or save. In AgBankfs calculus of its
impact, it would be well to document the impact of the loans for mechanized
farm equipment on employment. As some observers believe that Afghanistan
is heading toward a critical unemployment problem, it would be useful to
be able to ascertain the effects of promoting capital-intensive farm
inputs.

With these conclusions, the present study is completed. Perhaps
the lessons taken from the history of agricultural credit in Afghanistan
will be valuable in planning for the future.
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Appendix II.

The Fertilizer Campaign of ] 971

In 1971, a severe drought threatened the food supply of
Afghanistan and a deficit of from 300,000 to 500,000 MT's of
wheat was anticipated. In an effort to partially alleviate the
shortage, an emergencyprogr~ especially for the distribution
of fertilizer and improved seed was mounted by the RGA.

On request, AgBank assisted the RGA in the implementation
of this program by recording a loan amount of appx-oximately
Afs. 250 million, disbursed to approximately 60,000 farmers,
accounting for approximately 45,000 tons of fertilizer.

This nE:cessitated the development of an "easy-to-handle
system" for the distribution, recording, 9.l~.d checking of each
fertilizer disbursement. A collecti.ve security document was
introduced, based on joint and individuEl.1 liability-:>f groups
of fe.rmers.

For the collection, controlled list~ of f~~ers in each
village had to be compiled, and collectio~ itself has been
started combined with a coupon system in order to insure that
only those farmers who repaid their previous loan will be
entitled to get a new loa~. The same system is envisioned for
the fall distribution in 1351, although fertilizer on hand is
less thaIi adequate.
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To insure an adequate supply of fertilize~ in the future,
the RGA and U.S.A.I.D. are negotiating a $16.5 million loan to
be used for procurement of fertilizer eqlipment and technical
assistance in establishing a fertilizer distribution system.
After thorough discussions of the problem involved, the RGA,
AgBank and private enterprise agreed to h~ldle in the future
the fertilizer import,storage, and distribution through the
private sector. For this purpose, AgBank and private whole
salers are establishing a joint-stock company, the AFC, wIth
AgBank keeping the majority of initia~ly authorized share of
capital of Afs. 50 million at the first stage.

In order to use the credit facilities already established
by the local dealers for farmers, it is intended to channel
production loans to the farmers through the supply as far as
the wholesaler.

According to estimations, AFS shall distribute in the
seasons 1352-1353 (1973/74) approximately 150,000 tons of
fertilizer (UREA and DAJJ) at a cost price c.i.f. warehouse of
appruximately Afs. 1.2 billion. Although the subsidy on
fertilizer is about $40 per metric ton, it is planned to phase
out over a fuur-year period•

•~ interesting facet of the fertilizer campaign was that
in order to receive a loan, a farmer was required to be part
of a group of 10 certified by the Malik, or village leader.
The groups were then required tOI agree to be mutually
responsible for the others repayment. Also, the sub-governors
were offered .005 of the total amolmts of loans collected
in their districts, along with a bonus of Afs. 5,000 for a 100
percen~ collection rate.
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Appendix III.

Application and Appraisal Form

Agricultural Development Bank Loan Application Form
(Effective October, 1972)

Translation

L Number of the loan

2. Number of the application form

3. Approving date

~. Date

5. Village

6. Age

7. Father's name

8. Date of id~ntification card

9. Number of identification card

10. Province

11. Sub-province

12. Placa where identification card was obtained

31.4
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..

13. I (We) fill our application form to the Agricultural

Development Bank for the following purposes

14. I (We) have X jeribs of land, which is written in

the financial department. The deeds number or the

financial receipt, sUb-province, equal to X

jeribs. 1'hese properties have been guaranteed for

getting a loan.

15. I (We) have accepted all the principles which are

wri tten by the Bank and all of the information w'hich

are written are accurate, and that we will coordinate

the management of the Bank with the farm and will give

all information that is requested.

16. I (W~) hav~ written a loan application to be used for

the following purposes.

17. I (We) guarantee that any change in my economic situation

will be reported immediately.

.18. I (we) asser~ that w~ are the owner(s) of the land and

50

that our share after harvest is X

31.5

percent.



20. Signatures

21. This application has been prepared by me.

22. This application has been prepared by~ and

read to the applicant.

23 Draw a sketch map of how to get to the farm.
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Appendix IV.

Training Assistance

A substantial part of the AgBank's activities are in internal
training. $666,oc6 of the IDA credit is earmarked for "technical
3ervices and fellowships." The UNDP also provides about
$160,000 per EillnWn for training, which is administered by the
management. The training grant is expected to rW1 concurrently
with the management team 1 s contract and increase to $258,600 per
annum by 1979.

The management team estimates that they spena 50% of their
time in training. 1ne Annual Report (2) described the training
activities as follows:

"High priority was gi.ven, during 1350 to the t.raining
of personnel.

A system has been elabor~ted distinguishing between a
basic training, which shall be granted to all employees of the
Bank, and special training courses we are offering to eligible
employees in order to enable them to cope with more specialized
work. Means of training are the training-on-the-job, c1assroom
type training courses within the Bank, and fellowships.

To achieve the training goal, we got assistance
providing one instrw:~tor for the credit activities.
we succeeded in employing oneinstructor each for the
supply activities. At present, they are acquainting
with their new tasks.

from UNDP
During 1350,
aC~OU""lts and
themselves



During 1350, we had employed 20 employees under a training
programme for graduates of high schools and/or the Kabul
University, out of whom 5 trainees passed the examination
successfully in 1351.

Since English is the banking language allover the world,
we try to give our employee8 the possibility to take English
language courses. For be6inners, we arra~ged courses within
the Bank. Organized by UNDP/Kabul s advanced courses are
conducted by the British Council.

After having obtained a full training within the Bank,
qualified employees will have the advantage to complete their
training on fellowshlp vTi th similar institutions abroad."
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Appendix V.

Fertilizer Distribution for the RGA
In the Helmand-Arghandab Valley Authority

by Carroll Berry

The introduction of fertilizer to farming techniques in
Afghanistan, a.'1d espec':'ally the Helmand-Arghandab (HAVA) region,
created a demand which far exceeded the supply, within less
th~ five years. The lack of any distribution system by the
private sector made it n~cessary for the Royal Government
of Afghanistan (RGA) to import and distribute fertilizer starting
in 1349 (1969/70). Due to a lack of any infrastructure wi thin
the RCA to carry out such a program, several agencies ~rithin
the RGA were asked to cooperate in the fertilizer distribution.
The Agricultural Finance Agency (AFA) having been established
in 1970 was asked to cooperate ~th this progra~ in the
HAVA region. Planning and coordination of the program ~as done
through the office of the President of HAVA which mobilized not
only AFA but also the Extension and Agricultural ·staff of HAVA.
Farmer "groups" were established within the framework of family
and tribal groupings. These "groups" were formed to create
a mutual security for the fertilizer given to each individual
which would be paid for within a twelve-month period at a price
established at the time of distribution. It was hoped that
groups would not exceed thirty farmers, but some groups had
more than one hundred. When the fertilizer was distributed, it
was explained that if even ~ member of the group did not pay
for his fertilizer, no other member would be eligible for fertilizer
credit until such a delinquency was corrected.

3t9



\.
l"

\
\s

'\
CO

RN
AN

D
W

HE
AT

FE
R

TI
LI

ZE
R

D
IS

TR
IB

U
TI

O
N

FO
R

13
50

an
d

13
51

HA
VA

Y
ea

r
A

m
ou

nt
o

f
C

or
n

V
al

ue
A

m
ou

nt
P

er
ce

n
t

A
m

ou
nt

o
f

V
al

ue
o

f
A

m
ou

nt
P

er
ce

n
t

F
e
rt

il
iz

e
r

o
f

C
or

n
W

h
ea

t/
F

er
t.

W
h

ea
t/

F
er

t.
D

is
tr

ib
u

te
d

F
e
rt

il
iz

e
r

C
o

ll
ec

te
d

C
o

ll
ec

te
d

D
is

tr
ib

u
te

d
D

is
tr

ib
u

te
d

C
o

ll
ec

te
d

C
o

ll
ec

te
d

A
fs

.
A

fs
.

A
fs

.
B

ag
s

A
fs

.
A

fs
.

13
50

U
re

a
10

,2
51

4,
68

5,
29

0
3,

75
0,

00
0

80
%

U
re

a
15

5,
58

6
86

,9
77

,1
00

56
,8

12
,5

96
64

%
D

A
P

4,
13

3
DA

P
88

,8
05

13
51

U
re

a
19

,9
84

10
,3

85
,6

00
31

3,
05

0
04

%
U

re
a

95
,6

79
84

,3
75

,4
50

D
ue

D
at

e
D

A
P

8,
47

8
D

A
P

.1
02

,4
53

A
ug

us
t
~
3
,

19
73

'"~, o



The first year record (1350) for corn/fertilizer repayment
was 80 percent which was an indicator that the grouo concept
and mutual liability was probably the best means for ~ollecting

the fertilizer loans in a country which is only now creating en
institutionalized banking system. It should also be noted
that there are no l~gal documents which could be used as
negotiable instruments, such as the note, chattel, mortgage,
lien, etc.

The field work and administration cf the fertilizer
distribution and collection~ was done by committees of three
people made up of representatives of AFA, an extension agent and
a representative from the Sub-Govexnor's office. The inclusion
of the Sub-Governor's representative was to add an RGA representa
tive who could assign officials for collections from any
delinquent borrowers.

The poor collection record for the 1350 wheat/fertilizer
(64%) which came du.e in August, 1972 can be attributed to the late
date which collections were started and the policy decision made
by the RGA to stop collections and concentrate on wheat/fertilizer
distribution prior to planting in the months of November and
December. (See Chart). Collections have again resumed and the
committees expect to collect over 75% of loans outstanding.

Corn/fertilizer collections for 1351 are not due, which
accounts for only 4% repayment.
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1'fhomas Stic:de

h,GRICUTI'P1.....L Cn;:DTf EOR. SMAIJ.. li'A;:"&;"~;:_S Ii-J
TIlE ILDDLE EAS'l'

By

Ra J" a 1\'iourac.2d~2, , ,

Hj'ffiODUC'rION

Fal'l!ler:: In the lilcki.lr:: :~;r~ st face many problE;;lS ill financing th<2ir farm.i.ng
opt:.rations. 'fhi.3 'p2.)er cli.cousse s 30me of the more ir!!portant of these problems
o~ aericult.ural c.tcdlt. 'fhough h.ey .:trc :11"t rr,u-c,uall,Y :.;xclusive, the
que stions discus.3cd C1re:

1. \'lhf':t is E:.':K}')loit.ation Cond who is Gxploitin:o; the sf:1.1.11 farmEr?

2. Do private [Iloneylendsrs d(scl"fI".i their lr,bsl of "enemies of the farmer"?

3. Arc t~s farIilo's irrc..tional who C~1~~SC the Services of private
llJoneyl€I1':,:-: l'S?

4. Is thSl'€ :..'.~1Y:·;;.:· ...:.f sh;:'J L.i.f,ying the lE:tlclin~: procedures followed by
agricult.u..;'n.l La.iJC~ ';'

5. J.s an it1k.CE' s·c. r:'.'Gc ccili:.lG t.o c.be advc:.!l k,c;e of t.he small. f:'lrPlers'?

6. Is the, pc...' '.;.~ "~ .;c~u5_rir.g 1j::t:1z~.ble ~s\.;1;~l'it.it.:s j,':r.om small. farmers a
sOllnd one:

7.Hho shoul~l p~".{ for ';j€chnical info:c:ne.t.:i.on?

8. How cO.n lOI-1-incoHe (r.nd usually h.i.gh'.l'is!:) farmers be ser"/cd by the
l€nd;;;r ",:103c o'bjectiY<; is to be sclf-sl91)O"'~ii'lg'?

The papCl':.,1 th~: GU1;;lillR.t~on of severa.'. s5;~.r..?tr. b....rt. related s~ujiGS

conducted on cl'c:.:~it in to!? I·fiddle £.'1.st by E'1[rtoSl' of Science grD,du3.'tE.: students of
Agricultural EcorlOmics 8:0 t.he Americar1 Ur.~t.i/(;rsitJr of f1cirut in recent. yc~rs,

'I'h;.; !'rtct that, ~.w:n·l(;j."E: to serne of ':.b.e a.u<~sti0I18 :i:'£d.r.;c6 here are inconclusive
helps to illus·t,.cate th; cv:'1:J1Gx5,ty of 'l,hc pl'oble;il oi nr'l'icultura.l credit as
it Exists in the ~jlidd.lc ~.;..pt toc.ay.

_._----------_ ..... '_.. ------
1.

2.

Dr. St.ickley is Ae-si:5t·ant Profess!)r ,,:f: ~'\!Zr}-c-.~lt'l<~':d. :':':cono:nics in the Fn.CLi.l·~Jr

of AgricultuI'al SC.i\oi~C:S, l.lJT1e!'ic<ln iJni..vB:::·~'i:::'~r of :esirut, Beirut.: Lebanon.

3. rir. i~ashshu rcc(;i':;G hi8 B3.chclo~ vi S(;ienc,,:..::."',rr:c from the FA3 3.t AUB in 1972.

323



.1,
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~JF..AT .\$ j!':}'.PLOi:TA".::ImJ Arm T.;Il:> Ii.- E.\f'WI'rnn Jd:t!~ E;~i.~I,L FJWlv".F.~R8?
._ _ • .. r ......... • -.~ 7.~ -- "_ - ••----- __ .. .._..•._._._ _ •• •• _.* .._.

d d from
Repro u~e\ab\e coPY.
best ava'

Mr. An~lOI;'Y ::..~tto::i!l'?yi i!;1S argued t,he.t T·hct·~ ,i.~e 't':Jur doh:~··n.i.rA<t...~t..'i toO thE.
;'<l~:C d' 'i':.Lt£:rest c:n....rgetl b,Y ler!t!el's in thG X"l::'~'.~. eector oJ!' .:1ewlop.tr.£ ecorAorlli.es.
'!?hese ..h;t.eriil.::'I1l'.Llts £J.j'·a:

Whsn fl l(;n~~r J.l1Vl3d·~·~ ~·I.li) ~iOn~j' by 1~;11(lint:, ·~o <'l. specii'ir. .fan·.,~,:., he £'c.'egcee
!t.l 1(lCOlll!;: he N~1l1cl eal'll ".9 l.nvE.&Ging biE. mons y alsi:3wher-:. Thu.c,) c:. ~.f!k culli.r:l
cle~oa't it·s mr'/lt1 wit1i. t-h:. ~r:nt:':'l\l bunk and. Ga:rn 3.n int-erefit dp.tar1;dllt;.:'l.iJy 'the
diOCI}ULlt l'atc ~i' th(~ (J:'~ ·..-(,ra"!. bauk; a pri'ln:ce i::O'lf3y J.(mder and a Jflel'chcnt cCoulti
o.~~)csit. th~i!' ~"lIDna:'," 'Yli\,r~ ~:1 t,;:nk ;l!lr'1 G<'..rn ~Jlt(·n:'€:;;t O:'l .i.t, By lcm~.rlf, t~1e:l.r m:jil~Y

to fal';llCrS, r.l'1P 1.(J1(ler;1 i~::.;go such ~U."L ::.11COm; 1.1'ld it .is onlj· fa~l' th~lt t.}ley
c!"l.~r~·e thr. rol'.:O~'~8;." ,:>.;'l .i:.'lt€rE': at su.£ilci<:;nt t') OOI"T~)e"isate for this '_0'3:3.

(1) ~'!1e :.:':Jtc ~f. (1:.sc~;;,.r.t of tb.~ C"1t\~I·~l. !:lao''}l::, '~his ra.te is aetel"minej, by
the If)&·cc ~ .):1": ",i.t:Jn.1Gd and Sl~IJJ..\i· ;.'1 'tl1c:. mon(;!.:r w.arl:Et,9 t.n~~ i~l bo::;;..rond
';;hE:~~ "J:"tt,; .1 t '):;. 'I:~" ". :u?n.ds r .

U·) :'h~ X':~,,=.:\.!} ~:~) '-:1 J:.i.'1fJ ~~''lJlC>. loane.i pf'r' '\L~'I1.:T:. i"e the opsz'",:t.,tllg' ;("Jl"!du.3

1'r:.e (1~)f}o'l !Jua~. "',f ·~::.3t lJ<: J ·l'!l1.t ::';;'l J.I't·:u ..:' U;.lZ!) th:.c rr:s.tio :ts high6l~.
i?o'" ..•"".....,), ... ~,..-,.,,,:, - ''''' .. -1''· .... h·· •• n. ."•• 'I".j ..... f'··'\·~s "''''''·Jr·t:'',.,,·· ~'I"l~.... t; ....-:.u.\~ ...... :.J ._..... .,::.,.. ... 1.1 .... "- ....~ ....\~.L •.. -e- v.~t'" "", J .L"l:~" ....., • ., t..WIA.d,-.s. J.... "l.') "'.

:.I. , •..) ~O,),:):yJ; ti:;:t his .:Ji~j(,:..·tu:~i 0:1 cozt·s '1.~ eight pcr.;;c;Il"t, pa.l' atl:l'.1m,
i.2 • .,:,6;.1:0("). :.-/ he 1.:::r ..:·} ':LI.I.;:i.n.OClO ,,>ut· -:f ~,e initial. 10').,0':'0.. he
l;:\p t./) c,ri'(:-ogr- .1,'", i1.te.t:'es'l. :J? EjO~~ ~o ,~,)7:J.~' t~113 8, COa opportutrl:t~:" ooe'&
)= .: :-/'~ ~~.;'. 0l.... tr~e. o·~c.c: i1;:-~nd, ~lG lEE''.c!e ).00,000 c?r.'. i~~:~.2rest of
lJ:)l:v- l:' i.G·:/:' ::'''-: ·(:I;i1r. :ioulcl 1..~ €r.'(,;lt.":~ '~I') ,;:0\r3;: the opportl.~nity costs that
(i>- .. I' l1"- .•'.... , u'.;t no~.o ""'wr 11('" oj- 1.. "" '1· ""c'r"r T'Hr 1er.d h:l'" ·:··ot"'l,,1"). - ."8 .. :.;, ~.'.I...J .,.&..'-.\ UJ: .l"v ~.;_.' '!l .. , '., ~:'4.{,,\j .I ••~.J ••... ~ v u

Cpf':!'f':i:-ir..g ..:.", "-,(..'3 l':;;r on1.~" t·hr.;(? .'llc(~ths ~ t,i.1iswv\l~d amount. tc l.€ ~"lr.ti!lg

i./e. :~/l::) t:.':; ~l: tcte-lJ. f.mJ.d~ f()~' ·i:.;-.c 1.hoL.; ~~a.r.

'lhG fll:' aI',; ~ '.1'i.~C:'C 'l't :i:Cl' 'hee p:x·e!ll.~ct-. 3

'J:he CO,1'~ j{ thp. €'~l~::I:l€[:;'

7,.')13 ':i,).c;t;':8 .::,i1(\ t~1(; 8:ti£l.r·:.·:':1 (I'.' ,,'.1'., (;!~1('w,;;;9 (inelucling
;)~., l'l-:Tn.~:r.~~ \.T ,:t.~ ':'01' r·~,'l.:~?0X·,~ ~1l'C. ~t!tl·p;,:::-(.>nHi.i.l"I':)

A'J.:,r d~·n{';~ 'Jo~t ~~1.ct:::Tt:d 5.(· '.'.':i.~':'.'::~:" 3:;,,,,,':'.'i-·lnE;, -!j~l€ 1.o.::.tld

(c.~.~ travGl cost~)

vTc t:lhall .:1Cte Umt +'h"Jse cost;: W01~':.~~ he hi/.l'?.i.~ i:hsn tns sot~):C.€ is a;l
..L:::.rI.iitutJ.NJ.; a bo.n!:. ·;·j5.11 :.)'('~.,ba.1"1.~r h~'~I~ hJ.gl-:r!~ i".ir1."i.I!1.3·:j;J.'.:'.l:·ion cosi',s '~rJl{l a
rJl'J.vnte O'Lvlle:r L:i'''.dsj,,'. ~A]~i 3h.r.Lll Ct.lt:c. ~lO+J€ ~"·l).<:.t t.l~''';~::: I~05~'f: are ':':-L..~c'. ILl
il!:~"~1,.'l'2" i. ~. thp.~r a.£'6 '1oij Likf: ly -t.e- .:-1- OL~~ in ;-.llt~ "hOi,''Ij rlJ.i1.
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Becau~ of the .f.'i..J~~o. .uature or these costs a .lender who ",mnts to minimize
the oosts P61' unit loaned. has to lend moX'€o This is arrived at by either:

1. inereasing the number of loans per gorroHer pel' annum,
2. ineret'.si.ng the nur,l~er of borrower~~ or
3. increasing the size- of the loans •

.''\

It was al~;o found b~" Nr. A. Letds....... that the cost of lending to small
farmers can be gI'2at1:r r12.::tucGd by the institution of vilb.ze cooperatives which:

1. acquire info:r'm....,:v~on about the borrowers' CI'Gdit status,
2. collect instGJ.lm-.mts, (lnd
5. keep. an CYb on. the fa.rmer's operaticns.

l'.Jld. this .reduces thH COqt of administering the loan.

c. The Premium for Risk as a Determinant. of the ~"terest Rate

A lender incurs losses Jue to bad debts and is justified in a.ddin~ a
premium to lis intcrzst. "\ihn:'j \-1111 :I..llow him to covel' his losses. Thus, if a.
lender knows th..\·jj out of ~;j 100,000 o-\8:tr~anclia~ lor-.ris he 'Hill .leee J 10,000,
pe is justified to add a pr6:1ium ofToo: 000 (or 10%) to c~ver this risk.

The more efficient a. lenC:~c:t· ~s i:.l .:i.~oiding bad cleht,s, 'l;he lower are his ccst::.

D. Monopoly Profi'ts

Any share of t.h·.1 iD.t(;:.i:'Sst charged by lender'S th2.t. is nbove the costs
de sqribed aboY€" C2.11 be .:-:c.t.ributed to 0. sit,U<.l.tion of lil0110p01y the lender enjoys
wher€by he cnn ~ke "SbnOI'JlUl.l pt'ofits ll • Such 0. situ:-:l:.ion arises under the
following conditions:

(1) ~d.er~ 12.ck..2.!.~O'K.~.tAge ~i' borrowc..r~8~ If sOtiE lenders are not
awar13 of tile existence of the needs oi borrol1er;::" or of their
situation" imile othcl' lenders are, the lattGr have an advant,ilge over
the iormer nnd c~n" tl.erGfnre" ronke mOil'''i)ol.>r profits.

(2)

(3)

Borrowsl' , slack of knowled~of lenders. 5o"11e borrOl'1erS do not r.now
of the' exis~e of Dource~sof credito€her than the one !'rom which
they are barrol-line; a.nd this sitUation !'<;l:tl.Ces the degree of corrt>etit~.on

and allOl-1S for the existence of monopoljT profite.

under's hold over. borI'owers" For SOHE socio-economic reasons
lenders eM force borrowirSto resort to their service s. Thus: a.
borrOl'l€l' 1-1110 is indebted to one lender may be forced to borrow again
frOM t.bia lel1'.ler who oth8rwisc would require the inunediate repa.yment
of his loe.ns, l-lhich the borrower canr..ot nfforc;"

Hel1ce, the most e:xploitive sour~e is not necesso..ri1y the most e:xpensive one,
but rather the one the.t is ma.king the highest monopoly p:rofi~ljs. The question
asked then, is: Nhr.t is the most GJq>loit1vQ source of credit?
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In T,cbal1on14 it 'n" ..~ 1o'lnd t.hat ba,n:!(:,>;, I:1prcr.",~.":,s~ anti Ml')np:rl,:m(~e'rn had the
fol"to':~:1i~ r·r:al ~G,:r:~,; "f lendinp:!

Opportunity cost

Administr~tion cost

Risk

Tote.l.· real eCist

'rot.'ll iiltero ;'(' r,::.te
being chal'eed

funks
(%)

6.0

3.0

0.5_...---.-

a "
v .....

lO.O

ECl'ch::~llt;2

(7~)

8

2

€

16

lOll-

Honey lenders
(%)

7.0

1.5

3.5---
12.0

16.0

'fhes€ sources 11cre clL,rgin? interest r~tes of 10%, 10%, and 16%, respectively.
It follm~s, then, tiK'.t the IllOSt. exploitive SOUi.~CGS of crerlit,in this specific
case, are ·~t~e pr.i..v,,:,+:e [.1\.... ncylf:wi:rs vlho <.~re Ill:'.ldng c. rllcno~oly profit of 4%.

1,Je should not!, nCl'r' ·(,il~.t X'lm.:' ~'e J'll",.~r be expJ.o5.tcc: in a less direct
way. ~fr.en::l. ::OVCJ,"I,::II~, [;-\.~hsi.d:;.: ;.:; :'.1'1 nericuH,ur·~.l be-nk, tJ:e small farmers,
as tax p:lycr;;;., .~i::~! j,:: S·,,~'j Il~ p;;.,.r·~ uf the subsid:r. Becl.use the bank is
sUbsidized, ac. intt':':'cs-r. r<...·j-,e ce.n L~.g may be enforce.:::. 'rhis ceiling often
prevents the sm,G,ll :LLe;J:'-rh'k f ..:.ms~':i from bcin~ eCl've0. by th<; ba.nk. They
al'e forced t::> l'CSCrr ttl ths serv5,c,,~ '., of non-institutional sourc~s which often
exploit t.hoiT'.. 'rl::, ",:,,,,~, .:":-.r'ffiI3 Y',S G!!d '.lp being e:x;,~'loi.te..:l twice: by the non
institutll)rtll I ,-I. ~.r :.: ~,'_" '. '~7 the gO'Ve':''Cdll~~11t, i-:hich is ch9.rc:inG therrn (through
taxes) fur a S(;!'vi.,,',:: ';-.~.\.y <.l'e not get.-l:.ing.

2. DO PRIilli.'TI.; HO;"JE1Lt~lmER.s DESERVE 'rl-IEffi LABEL OF"EHENJES OF 'rI-IE FARNER"?
_ ............... -..0.. __._.... _.__ ~ ... ~ _ ......... _ ...... __ ......... •

P'rivate money ~~r\ ":ers 0.::2 often Tef'€:rred to as the e l1emy of the poor faI'ffi6rS
whom, supposedly, tf.Sy explol t.. But do they? Are they the enemies of the poor
f'll'mer?

Private :noneylenJ.ers are enerrJ..es of the f::1.1'{ll0rS in as much a.s t:ley try to
give the:l risky lC[l.ns so th·:lt ultimately they c,St scdz€ the la.nd$ offered as the
guar:lntee. Also, they act as enemies or the fr.rmel's 1'711en they charg€ the.~

"exploitive" rates.

Bettomley5 hud alreatly st1.ted th8.t lithe rurql moneylender will either be
do monO}Jolist or o.n ij~-q:>erfGci;, compc"i:,itc.\r", and it is the convict1vn of the authors
that itlterest r:ltefJ ch.:'.rgcd by private 111011€;ylen':~t:rs cont<:1.in an element of
monopol,y profit. In Lebanon) as nntcd abovp, J.t toras found that priva.te money
lender. are explcitinp, fa~ers.

.. . ..•.---...--~---- .. _--_._---- ._ -_ _._---------- -_ _..----

* T!l~ fact thr.t merc;lt!:mt.s n:re mr.1dn! [". 1 35 mav 1 ""k 'sur'~ris1nl; H wc.Y~::· it
ur. ~'L.",') in minr:. that ·(,hc.y 'arc l~!dn, l1i: h ~r( fits ~n th(,;i~ c"Illm~rc:i:.tu activJ.ties,
:; (,; J.£,83 ,.:..n th(;ir lCiltinr act:tviti(.,G '~ill : c 10sn sur;,:>risint and mcre acceptable,
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~L'. l~:: .lOt" hAl" lih<::.t ;-;:1 vc.i,l;' JllOll~ylendeI';: [.l'€ S;P:lct'l).lly Vi€lo1~d as :\(:1e
cnemieci oJ.' the f.:.:.rJIIGl'S bec~u5\; ',~iic:r ch'Jl:'ge hlgh illt~r<;st r~Ltes.

However, lL1.[;h in"oorr;st ratp.s do n:Jt necessarily Il1enn there is exploitation.
It In1l.,Y be that the cost, of lending is hjf;her to private moneylenders than it is
to institutional source s. It is Stitzlein' s st1;sf.:e::;tion th<:~tl "there exists
juotific~tion for tIle ~oot of non-institutio~l. cre.:it to €xc€eG tho.t of
instit,utionnl c::-ec"..:.t"l In Leba".1.on, Mourr.:,cn ::e14 :fourlC~ th.:l.t the cost of lending
for private mon€ylF.;l(~e:"', _'.~' hicher thClIl that for institutional sources and that
jJrj vnte r,.oncylen{:er ~ a ,~, .,h~,[-)tiZif;"d in cho.rgin~ rates higher than the ones
~ht;t'~.::r:d by b:·.nl~8 :..... t:: -::i.:;,.J: :'j:'8;",:~'::'utionlll sources.

Bn '!"', hOli cc.r CdS cx:sld~r T,~e private muneyl€n(~"ers as the friends of small
i'::>n;.r.rs'· On~ shaul: l<.Gor in m.w,d ·lih.1t private 1iloncylenders are often the only
aource of cre~lit to suot. farmers ,·,ho are C:en~€d cr€~u.t by banks. Moreover,
private moneylGnc~€r~~ off:;r, together l-lith crec1.it, technical assistance and
other forms cf help ',,;hicI. Gore g"t.atly appreci::'.teJ by the farmers. Finally, it
C'i'tsn Jll:'l.y l~G thi"'..t c.i"lihc~l~;h '(jhc :i.'.:l.ta chJ.rged by then 5.s high" the real cost of
l:>o:r~'or':~[lG f).'01ol pri'l/..'0e .;'.': n~y~,,:;r:0erG is lot-ler th[1.l1 'l;11e cost of borro\-ling from
Cit·ter :~()'J.l'\.~>". Th.i"l Sj'ftl:...t..:U IJ:'S ':ounc.l to be tl'U? in Lebn.:'lon:

Norr.inal ccst (perc·..:." 'J) ::.

Real cost (pSIV.?Il"'j ~

P:,iva1i(;

!1fj~.~:'; ',rlen,:ler
~ .._~_.-

20

25

C01i1!"'1crciu.l
b~1,flks

1?.5

Herchants

25

36
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For '0h.::. 1',," :-:.:~!,-. ;.;.-1 ;:~, d:o're, "l.S ··.1t.;J.l as for othc:r':.;,,, the farmers my
c:on~ider the.; pj:JV,':'::- ,r:.",t')·J,ylr:ndars as thelr friends.

Our cor-elusion is th~t there is no llefinit€ ~'..l1::mer to our que stion.
Eov1ever, it is sur;'; t.h-:-."C,. if the d.::::-:ret; of competltion among private moneylenders
is incrGascd, Q. 8';.>. 'tiion ~·)C l~J.d be crcnted Hhera thlJ private moneylenders tvould.
I.~ct more as fr5.en'-!;;;::lan as ~,l;~ll'lies.

3. ~U!:!§.2~~·81.§...:~~~liIi9.....£Ii~~$R\'~.~OF PRIVA'IE NONEYLENDERS?

It is oft6rl founl t-h~t !l maj olity of faI'lll€rs use the e.erviee of ncn
instit,utional sourCG S vlhich are repu"lied to be lIe:xpensive ll • The question, then"
nan be asked: Are the farmers liho choose :l. priV2.tc moneylender uith a high
nominal .t'ate of lnt.3re.;st" !l1~td.l'lg an irr3.tional choice?

The rcasone Hhy rational farmers ,"ould 118e tile servioes of private money
lenders over those of institutional EeJurces c,m be cla.sdiied in thrF.le
categories:

1. n difference in the quality of s~rvicAs offered by orivate rnonAy
Ip..ndel's on one h."ln1 and by institutiona,l sources on ttnother I--.and.

This is inconsist.ent with the data c,n paRe 4. The inconsistency is
accounted f'or by th~ fact that data on pa~e 4 were collect.ed in a
lendor-s' survey \'lhile data appearin rr on this page were collected in a
fp.rlnurs t survey.



2. A ('.ifference in the rea.l CGS+, of ootaininr funds .frl.m priv~.te money
lender... :.1"':~ fJ",,:·r.1 :'.~W;"'~_: t".(J~·"iJ 8(I\:lCU:'i"

3. The unnvailalility of a choice between the services of moneylonders
versus thuso of institutional SQurces.

These pcints are expanded as fvllcws:

1. Thero is a c:tfference in tho quality of the services offeree Ly private money
lenders nncl those efi'l:l'er= ~;~; i.nstitutional sources. Of course, Loth sourcos Eive the
fo,rJTlf3r fi.nPDc~.al ass:: "':',:1',".;, ~U~j, (i) the terms on which this assistance is given
(~i.fft;r~ (:i..i) UV3 pro""':','," - ',.i;:"O:'::)1 which tho fa.rmers have to £0 Lefora the financial
assj..3t:;\r:(x. :~;;; ('t.taill~':'. :.'1. ')' (~.: ::.'J'f' ('j anj (iil) the services and financial assistance
off81.....)(~ l..1 the, landei:' J :.i" J d ·.fiF....·•

"./.1'1 f~v.:J.lt\.ltion ,A' l~Lrictl.lt.u!'1J.l Croc1,it in K£rman, Iran" by Hosseini16 led to the
r-onclusions that:

(a) Instituticn:t:'. 30'1!'~,-,S hcyo ric:i.d repoyment lJGlicies, and cefa.ultors are
pen<.lli'Zs(~ !'uv·.::rly whl :.:i:.l.fi In'}_va'~f l'io1"'.eylonders are often, if not always, willine to
ext,o~)~l O~' ~ J 'L':Jnetl1 th;; le' \,~..

::' .1') fl.": pr,;,ric:o more supervisi.on olld lrlarketing services

(c) In:;;t:itu~J.();I';'; q:;J.'~":.,:-; r~Ci.l),:·..tC morG time and more f()rmalities for loan
apprcval thnn priv'cS.t,- ;hl:·~"y".·:I:(lol':.1.

'fhe m.l::'h('.'1.·~ ):'2.'1,: :',_:~ ,: :,:n~, 1~ i:'.~.:':'::·.U;l of 36 days is needl~c! to oLt9.in a loal)
frcm tl"H~ :r,!':lL~("':"::;1 r.,'... ,. ..:' i"~j, j ;~·~"''''l~."J'::~i.l a:ld :i:ncust:c-.in~. :Covelup:r.1unt (DC1J:F)
whorea~ ·rjr-;.:--, :i, (';'.1.-.'< ." ,.' . ..;.1.' 'l fc\-. r:("-L~'; or a few day., in the casa of moneylcn(:ers.
(Soo l"i~ ure _1 in 'J;:~ "1 ,;) ;: I~:i;, ) ,

Furthermore" thr.., quality of the treatment that tho farmers get from the bank
omplc,yoos i:;; quite d::I£\1j,',;nt frl'm t.he one thoy eet from e. private mcneylender.
Eank employees ofton :. oak c!ow:, :Jl1 farmers wh l) sense this while the moneylender is
often a friend or a .' .' :\tiva v~. theirs .. '

I;ecnusl;) of th8 differences in the qunlity of the services offered the farmers
may be j'l1stificd ~.n choosing the sorvicos of the private moneylenders,

(2) It cnn b) shmvn that tho alle£0cUy expensive sources of croclit a~ not,
in rco.lity, more exp'.msive tl1rn th0 ngain aller;edly inexpensive sources. When ~t is
said tha.t the priv~':':,e mGne:tJ.81:tlO:C.3 arc mere expensivo than the institutional sources"
it is meant tha.t they char€:e hither interest rates. But interest ratos are only one
part of the rec.l ccst of crecli -t:, '.;hich 1".11::0 includes all different C(·sts incurred in
orc:or teJ obtain the lOf.m. Exa1l

'
plcls of ouch costs are the cost of preparinf the legal

documents needed by the insti'tntionnl sources: the cost of travelling from the villaEe
to tho city where such sources are loca'iied, the cost of spenc.1inf a fow days in the
city and othe:r such costs. (in Le'te.non it WD,S f('und that an avora(e cf 12 dnys was
actually spent from the farmers own time in ordor to ottain a lonn from commorcial
banks). We also m.::y have tc include the bribes farmers ha.ve to pay to bank eJT[)loyees
in ordor to obtain the credit. The comparison should theroforo 1:.6 made betwean the
real CClst.S and net between the interos't rates which are only nominal costs.
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This C<:T'lparison lias Mde in LelAmonl)~, where, from a sUlIiJle of 120 borrowers,
it was fcund that the average real c'Jst cf borrowinf from banks was 37% which is
about throe times tho r~ominal Cust of 12%, the real cost of borrowing from merchant
nearly twice the nominal one and e1u~ls 36%, while for the private moneylender, the
real cost is only 26% and amounts to little more than the nominal cost. We shall
note that the highest real cost is from banks and the cheaper one is associated with
the private moneylenders.

The difference betloif!,)I~ +.he nominal a'1d thG real cost is acccunted for by
the time l"e',:uir8mentc .. ':' " _),~ ~''3 h;{ t.he procedures ("red-tape") -- the more these
requirements are, thE> hi(nerr..he l.~i'f'erel1ce.

This is a aecend reason Why farmors would favor the services of private
moneylonders.

(3) Farme~s often do not have the choice totween institutional sources and
private moneylenders. They h~ ~;o resort to the services of private moneyle'1ders.
Two reasons may be given for ~uch a situation:

(a) The p~bTato r.,('rI8:{_',,;'ncl~1· l,:fl:V h9.vO some kind of socia-economic hold 'lvor the
farmer anc: ::0".·C(: hili, tc' l.:.S0 h~~.h ~~'J~·:".ri-:os. Thus, a moneylender may threaten the
farm~Y' to .!:1l1j''.::hi ~}iITr.3'.!::,st.'; l~i'c;>'~"l't, 0.t ::J, pr'flv:i.vus ).f)['n ~ f the farmer tries to Bf3t
a neri }('<''.;1 fl'"vln '<:l.i.l0 iJ~:r-l (' se'p'OJ..

(L) More OfT.it::n ~:.' if: c,hr; ~('::~·l.u~j.q requirements of the institutional sources
that pr'Gvent the: fax'lnel' :~,"Cr,~ .L"eu::Jrti!l~. to the services of such sources. Institutional
sources requiro so~.i.-:1 t,:mf. iblfl guara.'1~'·os and the small farmers cannot afford of'tering
such securitil,: s. :tJ ..oj.•~ :.,' r.c-'T .,:yl'Jnc10':'1~. ..)!1 the othe) h.lnd, may :;,"er;uir'J no seourity
and they arc, ult:imc.1.tely, thtl Gnly ~our\.l':; :)f credit t,G till~ s:Tl:til fi.;lrrr."a'S.

Then, is a farIOOr who chlJoses the services of a private moneylender mcl<ine an
irrational choice. If such a farmer has the choice of another source, if this source
is really cheaper and if the quality of the services offered is the swoo or better"
then !le is irrationaL Eu l. to :;hat extent Gto these conc'itions exist?

4. IS THERE fLIrt WJ~Y .:"::' SII~PLJ~··:~ING THE LENDING PROCEDURES FOLLOWED BY AGRICULTURi'.L
tl~NKS?" .

The prc·cec1ures followed by f. overnment banks to extend cradit to farI1J3 ra is very
complex. The diaerams attached to this paper (appendix) show the complexity of
fottinE loans from £overnment banks in Jordan (FiCure 1), Iran (Figure 2), Lebanon
(Fit:ure 3), and Turkey (Fi(ure 4). It. is to 'Le noted that these procedures are long
and time consuming ~ In Lebanon, for instance, a minimum of 36 days is required
Lefore tho loan application is appru,\"(;d and the loaned money cashed by the fannel'.
Thirty-one operations are necessary to Coo this. In Jordan, the time requirement
is 26 days on the averafe. In Tumey, in the case of loans exceeding 1,700 U.S.
Dollars, three weeks are required tefors the loan is cashed by the farmer.
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'fhe procc:-'.ures 1'0110;']6,:1 by prh.-·~~tc JIlorleylenJers are much simpler. Orlly a
fe\ol hours, or ::'. fCH da~'s ure required be fore p,.:/n...: nt to the f1.rmer is made.

One question :.... r5.ses here: Why if it thc..t ttlG proce~1ures followed by the
b~.1ks are so co,11plex? In.J.n interview with a'l::.nr;g6r in Lebanon's BCAIF ::tn
answer to this question was suggested. The bD.n.ks w:urli to be sure th0..t the
money loanec.~ will hi.. l'cpcict. '£hey have, thcr~:fore" to ensure t·l-}a.t the farmer
has nssets to offcl' as c.. ~':lr<lntoc, that the assets have the vn.lue the farmer
olo.i:18 ·t.hey have, th~t the farmer is hone st 2.nd Hill usc the money for the
purpose: appli€~~ for, tint he will know how to use t~le Jllont3y, and that he really
needs it. All thic requires some ·time and procedures to ensure that 't.he money
will be rep.:li.d.

SUch r€quir€~,~c tits ~G not necessary in the cc..SG. of priva.te mo:\€ylenders.
These livG in t!1C villc::'c of their borrowers .::.ncl know all about theh. They can
therefore ';':cci(~E: imr'lccli.:'.wly on the loan applic"Uon. In this way, 'l.he privnte
moneylenders h2.VG r.ll adw'.:1tage over the f.1.E;ricul'liur.7.l b:lnks. Because of this,
$mo.ll fo.rmers prei~r the services of the mone,y'le:;I1..L€J:'s,,:,,nd give the moneylendGrs
some monopoly pmlel's. II< Lebanon, it l-l,:),S fout'Joel "i:;;"t.::t r. fo1tljori ty of borrowers
would. rather use th~ services of moneylenders and r,le;echnI1ts. It 'Was 3.lr~ found
that the privo.te r'lollc.vlendp.rs are the most ccploitive source of creJit.

But, isn It t.i1Gr'e ::>O;'1e '\o)(ly of rcJucing the cor,lplex procedures of the ba.nks?
We have S6t;; n thnt the mrl.in advant[:?,c of :the priv:>.te moneylenuers is tha.t they
know the borrowers, their ~r.aracters, their reputatiun ~nd their repayment
capacities. The bo.nks, 011 the other ht:nd, he.VB to find out about these
characteristics cf the borl'o\oJer ~ henc(:;, the cOiTlplex pl'occ:..lure s. Yet, these
procedures will be gi.'e,::tly rerluced if we c<'.n crel',ts 0. situation whereby the
banks have aV2.ilo.1Jle the sarne information tho.t the private monc;ylenders have.

Such a situ~tion wou~~ require that the b~rucs ho.ve many small branches
scattere1 in the vill....;:;Gs. The managers of such brc,rlches would probably liVE)
among tl- ~ fo.rmers .:tn(~. would know their financii~l f:litll:..'.tion, their c;har::'.cter,
an.:l thl .~ .. mo.na.ge Jl1.6 nt, capacities. The manJ.[;eI'S woul:~. h'we the powel' to c.lecide
on Do loan applic:\tion \V'ithin certain limits. A bJ:'.:'.l1ch !IJno.gEr would not" a~

an example, h .....vc the pOl-Tel' to deeice on applic':':tions fo~' loans exceeding some
runOUl:l.t, let us se.y, ~US 1, 000; larger amounts would bE) approved by higher
authorities in the lTk.-un offices of thr. bank. To ~woic1 the jallger of haYing
the srmll bra.nchGS e;ivir!g t.oo much credit (or too little) some schemGs could be
used to ioo rea-5e the efficiency of the branch mnnagers. Perhnps, a perce ntnge
of the loans collect<.c; coul<.l be given to thr,; branch l11QJlc.1.eers. This would
in:luce him to: (i) m.xdfllize the amount lo::lCl€c~. by the bank, and (ii) minimize
Im,-, ~linqu:sncy ra.tes.

1£ such a situuticn were created, the procG~lu:res fcllowp.d by the banks
would~ be si!lJ)lified and more credit would be avJ.ilc.ble to SIn:1.11 farFJ5ars.

j

trhis is thE; C~'.;3G in Turkey where loan a.pplientions for ~mounts less than
$US 1~700 ~r~ approve~ by the br~nch ~uthoritiGS a.nd require only ~~ven days
(Figure 4, 4ppenc.lix). Loans of a.rnounts excee:1ing :tNS 1" 700 but les~3 than
~US 7,100 arc de ci':.'.,~; d u.pon by the nc; gional Office ~.n;J. require 21 clays. Large I'

lo~~s nre p~ocesse~ by the main office and require oven more tiJlle.
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5. IS AN IN'rERES'l' RATE CEILIHG TO 'rBE ADVAN'l'AGE Of 'l'IiS SMALL FARMERS?
••• a _ .•• _ • _

In order to ensure thl.t cheap credit is l\vo.ib.1J1e ·~o low income fc':'.rmers,
severn). t'overnrlCnts hr.v5 resorted to the est:"'.blishl·i1~l1t of a ce11ine on interest
r'ltes. 'rhus, in Br.".zil , until 1967~ an inters st ceiling of 12% w~s enforced
on a.gricultural lO1:.ils. In LebMonl './: a 12% ceiling is enforced on nll kinds of
103.n6 and anr loan bcuriny !1 rate higher t.ho.,rl this is illegal. The question
asked is the followil1,o,: How successful .:lr€ interGs'li !'['.tc ceilings in maldnr
cheap cre:lit nvcilablc to low income fUI'Il1€,t's ~·.nc.l Gncour2.cinl! thern to invest more?

The anSHar to tho question is n€g.:l.tiVli. The follow'ing reClsons arc given
for this:

1) Althoueh a. Je gr..J. ceiling exists th2.t prevents lenders £rom charging
high r.:1.t,esJ numerous devices CCln oc uocdi.;o CirjUPlVent effectivi!Y
the ceilings. Such devices were usccl in Br:'.zil and in Lebanon •
They consis·t; of additional ch~rges in fOr!'ls other thrm interest,
such ['.s a service charge or commission chur~G.

2) Lovl cGilinr's often prevent lenders i11 0m coverin2' nll their cost,s.
These arc: the opportunity cost of the money loaned, administration
expenses ~n~ ~ premiuM for risks. It follows that the lenders are
face::l VlitJ1 the followin.~ altern::\tivcs:

.:l. '1110 b:mks may d€.pend on the [~ovcrnr'kn·tls subsidies in order to be
~ble to corffiinuc operations, i.e., depend on the tax payers for
their survival. It follows thr'.:li the eove rnMents have to raise
more ·w.xns xgd it may be that the fnrmers will p::.y some of
tli.ose ta.::r.es • 'DlUS, government intervention will likely create
.1 netHorlc of tr:::.nsfers amon&; sectors Mel r::roups, which lacks any
economic rationality and, in the 3:\.'iir€me case s, degenerates
irlto ::". s:lsterll of c:q:>e::Uency if not of outright f'raudl6 •

b. 'fhe other alternative is for the banks to .reduce thp.ir costs .:lnd
(id o:r(~er to do so) miniIr.1ze the risks incurred. 'fhis is done
by rcquirine soli;l gu!.lZ'untee s which 101'1 income farmers cannot
affor;.:. These f·:l.rlllGrs are thus ::1.erUud credit by institutional
SO'.lI'ce s r.nd ·t.!1e only c:\lternJ.tir 1Ef't open to them is to resort
to non-institutional sources.

3) An interest ceiling which was instituted in order to encourage the
use of cre~it is based on the ass~tion that the demand for agri
culturnl crc~it is intereat elastic. It w~s found14 that in the
rural ~ector of Lebanon the demand for credit is highly inelastic.
It w~s found that the farmers are more scnsit:ive to changes in factors
other than the interest rate such c.s convenience in obtaining loans,
freedom xl'om complicated procedures, ~istancc from lender, time in
getting L". lo~n :lprrove~l, etc.
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Besides tL'1e f".ct that it is oft€n ineffGcUve, tfg institution of low
interest rates h~.s u.nfQ.voJ:'~ble effects on the econo.'1,Y. ( Byartifici:llly
keeping umm the price of nIl importo.nt r6scurce like crC';,.~it, one limits the
oupply of this resourCE. l'fuen intel'tst r.'ltes 2....'€ Im-T, ln~lividu:l.ls are not
e ncourage.J. to S~.V6 since the rHI2.r..'. for' doing so is 101-:. Inte re st rate
ceilil18s also r€~~uc€ the mobi.lity of creJit uSE;:'..n~ ':.istort the alloe·3.tion of
this sca.ree resource. ]~nally, Hhen such ,~ He~::ll...~e l:'..sts for '1 long time, the
resistance to ~ rEtUl'n to market rates gro~l1s stron:~cr.

Ar. alWrtlo..U ve to such a measure, wh ieh Hill prob.:'.bly beo more effective
an~l 1£ s::: h'lrrd'ul vlou.L: 0(; to offer the f:l.rtrlGrs goo~: tcl';ilS (rep.:tymGnt patterns,
flexibiLity in L")~n use, etc) 0.1,') supervisory services c0Flpr.'.tible with their
n€eds. 16 These Ber-"ic€s coroo .:J.t a cost to the IGnC:e.l' but, jn th-: absence of an
interest r~"te ceilin~, the len~er may chD.rge ~n intL:'Cst r3te high enough to
cover thGS€ costs. Ii the C:cmund of cre.:lit is in·l:.e~"Est inelastic and if the
pctential barro\-yo's c.l'e c.lreJ.dy payin!=t hieher r.':'.tes of interest from other
$~urces, then they 1'10U1::: not hcsit3.te to ;)CCLpt tne c~~lc~ition!.ll services offerEd
by the bank :'.11'.~ p:~y its full cost.

6. IS 'filE POLIQ.Y_..l!.1'"l REQUlRII'J(i 'fAL'IGIBV:O; SECUI~~£1f...S_ mOE S;·1i~LL FARNERS A
SOUND O~iS?

In order to O,\i6rCOlr,B t. eir risks of losses, institutional sources often.
require solid tal1~'i01e r:uarantees for securin~" th€ loans they extend to
farTl1ers. 'rhus) in Lebanon, Vi only land mortgagos n.re accep't.ed by both the
8em-official a.evelop:.ll;,·lt bank (BC.~IF) and the conIr'lerciaJ. ballks. Commercial·
banks sametimen .p.cr~pt c~1e ~~uarantee of a co-si~'[lcl", but this is rarely the
case. In Ira:l,lo i'c wa~, found that 65.2% of the 10anE' extended by
insti tutioaal sourCG S lolere SE cur(d bjr a co-si~"nature~ 12% by a land rnort~age,

3.3% by a well mortr<a8e, 5.,:% by a. legal contract, and JJ,.•1~ by a.).~gally

notorized signature. 1'10 personal signa'cure lons accepted by an institutional
source. In J orclanll, ~'lOrtfac:€ s 0 f assets or cIJ-sicnatm'c s are required be fore
credit is extended ~y the AGricultural Credit Corporation.

SUch req,tir6['\ents lead to a situation where f~.rI.l€l·s are dissatisfied
uith the ser·.ricG s of the credit ins'liitutiorls 't1he:c~· they arc dGnied credit by
the se institutior.s. ThUG, in J orctan, !'ir. Kane, J ar;I.2 found that 65% of the
borrowers thou~~ht of the security requirement of th6 Ar'ricultural Credit
Corporation as unscrLisfc1ctory. In Lebanonl~, it ''/.:13 fOU!'ld that a i'lajority of
small farmers with feu assets to of:'er as cecu.l:'iti€8 resort to 'the services
of non-iustitut,ional source s, lolhere t.he SE curlt,,Y :;,'sql1ire;'lCnts are easier to
satisfy.

Another negative aspsct or the security' rcqui~ments policy of the
institutional sources is that the size of the loan is ultimately determined by
the size .of the securitJr offered and not by the need of the farmer. In
Leba.non, as an e~.:'1..'!lplc, if Do farmer has land Horth 11 100,000 he can get a
loan of LL 50,000 r~~c.rcaess of his needs. Thus, a I::.rr'ler rnip::ht end up
investing too 1.'\r~3 or too slllall an al110unt Ilnd the returns to the investment
are not maximizer:. Ir~1;i.s is why farroors feel that they are not getting the
right aI'lount of cre~it" In Jordan11, 52% of the borrOvTers had such a feeling.
Also, loans which are ·too small may make it necec8ary for the borrower to
resort to other SOUl'cce of oredi·~.
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0nn ob::;crvltior is th1.t t' c sccllrit,~r requirellC'nt8 of t.hf' in8titllt.io'1a', Rources
are not pre Vl3 nti 1"1(:, them frolT! ha,1~e a hi!3h delinrfu.€ nc,;'; rate. 'rhis rate is
e sti.roa.ted to be i~O% ill L;banon "'and in Jordan' the rate J s around 60%.

Given: (i) the ~ff~ct of the security requirement on the avail~bilityof
oredit to small farf:);OJ:'s" (ii) the interrelation betu6Grl the size of the
~~arantee and tile si~€ of the loan, and (iii) the high delinquency rates
institutional sources experiences in spite of the securities they require, we
feel that thE' requiI'C:I",lE nts fol" tangible securities by tbe institutional sources
are not sound.

Abdallahl ... annlyzinJ the effEcts of tant;ible security on farm credit in
the Shend! dis'tric't of Sudan arrived at the conclusL):'lS t.'1at "tangible
seourity had lir.li ted tllG nWllber of fa,l'rlsrs tha.t can be served (by the banks)
at~d depriVt:d th<; l':~ndlcss class which needs it }'lOst. I'li did not achieve the
f.."oals of incrG3.sin: productivity, neither could it, secu,l:'C repayment, of loans".
Abdallah also found that "it v,'.'lS the rep<:'.j1Tlent capacity nnd the non-tanGible
capaci tie s of th<; bOl'rower that lead to rcpaYJ,'.€nt of loans !11ore than the
tangible asset. 110rtgatedl' • Abdallah ther~forE, l'Cco.1,'(nds that "tangible
securities sr._~uld not be the only critu'ion o.ccol'dinr to which a loan
application Hill be accepted or rt;;jected". He feE: 1s th!:lt, in some cas€ s,
where non-tan~ible ~ualitles (such as rEputati~n of the borrower, repayment
capacity, sound i'.:.rm 1"lan:.l~€nent practicea):lre stronc, tangi.ble security
requirsJ1'l€nts should be reduced or even totally relaxed. Abdallah also
recommends that t}lC 10Dn size not be related to the value of the mortgage but
rather to the actual needs of the farITl€rs.

We feel" with Abd~lcl}, that the adoption of such recommendations would
lead to a situation N'hGre: (i) small, landless l'arHers are able to set cheap
credit, (li) ti1c size of the loan is determineo. en SOUl'lCl economic basis, and
(iii) the delinquency ro.t.s is reduced.

7. WHO SHOULD P..~.Y lien 'rECHNICliL INFORI~A'rlOi'!7

Financial help, i.e. CrEdit" is ineffective 'by itself. The farmers of
the developing nations often do not know how to tnke advf~ntace of such help.
They need SOJ11Cone to tell them how to use the CI'€0.it extended to the;'!}; what
seeds to buy, \-lho.t crop to Cro\1, what fertiliz'Jl' to us..;, what Plachinery to
acquire and to ~lhOl:l c.nd 'bhrough whal; channel to Be 11 the produce of the crop.
The question is, who should provide such services 'Go the borrowers?

It is often ar~~ed th~t the development balli.s should provide (together
with the fina'1cio.l help) technical guid!.lnce. 'l'~103e \'I'ho ~'ive such an argument
are very mch in favor of il supervised cr~dit plO;t1 l-1hich Hould look like the
Farm;rs 1 Horre Administ.ration scheme in the United states. Supervised credit
hns, of courEe, pos:..:c,j've aspects. Yet, it ic felt that, in many cOl.Ul'tl:·ies,
it is unde sirable and uncconoruc, for a majorit Jr or developing nations already
have an extension systef1; it. is thus feared thD.t a supervised credit plan
might duplica:c.~ the uork of the extension system without bringing anything to
the f:lrrner. But, the J'Ilain problem of the countries 101~}ere an extension system
and an agricultura.l bo.nl: exist is that they of'ten are op€l·nting side by side,
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paral~€16dlwithout any coordination bet'~'leen thej.r act..ivitie:s o The result is
that the extension at:ent is eiving the techniccl UuidQ.l1cG to the famer without
go!ving him the finuncial meanS that vlould allow hin to apply the new technology
he introduces and the ronk is g~ving the financinl ~1clp Hithout being able to
ensure that it is properly used. 'This is v,hy so:ne aL~encie s fee 1 that they have
to extend both eel'vice: s, financial and technical, 3..~ the same ~~ime. 'rhis is
the case of the "Green Pl'lIl" in Lebanon which h·:'5 been es·tablished primarily
to help in the !'GclarMJ.tion of land and Hhich ,,]:'.S oblised to operate as a lender
because no other source of credit for finarlcing L".nd reclamation was available
to the farmeI's t.h~ Green Plar. was supposed te hell). 'The result is that the
Green. Pbn is duplic.:1.tin::.; the ,·wrk of the ~3CAJ:Ii' (the a~riculturaJ. bank).

A strong coordination between the SOu::.~C6 of technical assistance and t.he
source of financio.l help is needed if the proble;r" of dU91ication is to be
solved. Instead of hClvinC an extension syst€nl opG!'~tin~; as a l€nder and a
lender performinG the rol\3 of an ext{;nsion a:--: ..rtJ coordim.tion betw6€ n the two
should exist so that the farl11€l' who reccivGd 'the kchnical a.ssistance of an
extension 3.?€nt. c.:::.n b,s SUl'€ that h8 Hill .<.Uso hc.vc the fj.nancial IlEans to
follow the nc::w :y.cthod of production he has lc~rnccl.. Different scheme s of
coordination can t~ tho~cht of.

For eXi:l.frplc, an n.cricuitural barlk may :tdopt 0. policy whereby no farmer
cnn i~et a 10::'.[1 if he is not recornnended by an ex-lie ,;.sion ae;€n·~. The ba.nk will
ensure thus, th.:::.t t;~c f2.J:'J11€r ho.s the kchnicc-.l l\:nolib(~.~~e th:l:t will help hiM
profit from the lo[!.n. 'rhe extension a;.:ent will blOU thut the f8.r:ner will have
the financial :nG:?ns to ~dopt the llew tGchnolv::y he is introducine; and fi~;ally,

the farmcr will h[lv6 both financi3.1 cwd technicCl.l J.ssistanc€.

In Afgh::J,.nistan, ro. nevi supervised credit sJrstem ~·ns introduced in 1968 which
cnn be used 3.3.1.11 illustrCl.tion of goed coordinc.tion be(,uecn the lending agC'ncy
md the exteasior. s;ys'tC'1. Each ye'lr the exte nC:Lon ~i~c.ncy p;'ets a loan from the
development bo.nl:. This loan is distributed b~r the Gxtci1sion agency among the
.farmers (all of vlhor,l should be cooperativc mG.mbers). 'Iile extension agent
decides on the 3.r.lOUllt that should be loaned to a specific farmer according to
the needs of this farmer. No tangible secu!~ty is reqtured, but the extension
agent knows the fn~rs well enough to be able -co :'.ssess the risk the farmer
repre 86 nt s.

strong coordino.tion between the extension ."'.E;lOncy and the lender, such as
the ones described ~'.00VC, is the best l;1a.y of providing the far*r with both
tcchnic~l and fin~nci~l assistancG.

Another question which arises here is, who should pay for the technical
assistaClce c;iven to the fannE:r?

One pri~lciplc of fisc.:?l policy is that :lnjr scrv:i.ce provided by a
eovernmerlt a:rGtlcy should oc paid for by thOSE: 1.vho b(;nefit from this service.
Let us apply this prindple to our problo1. ",:l€ shoul.cl. then ask who is benefiting
from the servicGs (otlm:(' than the financial ones) offered by the lenders?
Many peopl€':'.l'c, such.:'om
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i) The farmers themselves whc are IlLlo to improve their method of production,
their productivity, and thus thoi~ inccme.

ii) The lenders who;,. given tho fllct, that the farmer's proc:uctivity and his
income are improving 1ecausEl cf their help, are takine less risk when
lom'line tc a farmer with a l od capacity to repay.

iii) The ec~nomy of the whole nation in (eneral tecause of the increased
productivity in the rural sector.

Is it fair then to ask the farmers alone to p~y f0r serYices from which they
arc not the s~Jle beneficiaries? Furthormore, africultur~l banks, which eften are
subsicize~ 1y the [0Vernmcnt, do not ofier any technical and marketin[ services
althGwh many faI'ITf)rs feel that such institutions should do so. As an illustration,
[~:% cf the f'o.rmers interviewed in the course Q£ a stucy conducted in Jardan were in
favor of huvin{ the bank (The .h[r-iaultural Credit C;iI'Poration) hGlp in the preparaticn
cf the farm plan, 72;~ \'1CI'fJ in favI.r ,if its provi\-·int technical (llir1lnce, 65% were
in fnver of its exnmininr the financial position of the farmer, 5l~ felt that tho
bmk sh<..,ulc contrel the l(,·'1n eX:.Jenclitul'e, r.nd, 46% thc,ulht that the bank should
provide marketinl servic8sl2

Such cc:mplotc sorvices are s0lcom renllered by a[ricultural benks. It is
arrued 1y b~nl. officials that provil~n[ such services ~rulcl ~)ush up the costs of
administorin( the loans and, as a consequence, the cost of extendine cre(at. hod,
since the interest charted Ly fovernmcmt banks is aften limited t.y law" tho increased
costs will put the 1ank into a l~ss. Is such an aztum6nt valid?

If a bank extends such technical services to the farmers, the risks facec by
t c 'Lank will l'J Gown as a. result of the improved pror'uctivity of the farmors.
Thts cocreasec risk will compensato for the incroase in the costs of administration.
But, even if it d'es not, we cnn arlue that, since the whele economy benefits from
such services, all the tax payers should pay for them throu[h (overnmE::nt subsidies
to the bank.

Thuii» the anSWer to 'tile question: ".:Tho should pay for the technical assistance
riven to the farmers?1I is that the burden vf this assistance shrould to to the farmers,
the 'Lank c.nd the ta.."( payers jointly. Let us note however" that if the bank: wanted
to put this 1..;ur(~en on the farmers, '\010 foel that a farmer would 10 elad to be able to
fet (1) finnnci~l help ond (ii) technical assistance ~t the same time, even if he has
to p::.y a relatively hi(her interest rate. Data exis1f"', in Jordan" which in(~icate that
farmers are askinE for more technical sorv1.ceson the part of the institutional lencers.
l.nd it is only lOfical to assume that they l'1'Juld be willinE to pny relatively hither
rates (12-15%) in order to at.tain such services. Of course this is true if and only
if the real cost of 10rrcwing from s~::h :l.nstitutions does not c;iffer very ll'uch from
tha nominal c~st; i.e., if the proce<.llres are sir~lb and the security requiremonts
not too c.ifficult to satisfy. If this is the case, institutional sources would t,(
able tu compete with the private monoy1encers ane fanners would te willin[ to pay Q

real cest cf" let us say" 15%, since they are, in the prosent conc~itions, payinr. more
than that. The bank, on the other hane:, 'to1oult! be willinf to riva them the loan with
out requirin[ tan[i11e securities since, because of the technical ass1.stance it is
offer1n£ them, it is ensured thnt the 10r.n will bo properly used and ultimately repaid.
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8.

In our di~cussion of the ~even previous Questions,we have tried to
distinguish bet\oreen eacll point. 'The interrelated nature of these points
makes this a very difficult task. For eXWlple" hO~l can a separation be
made between the requirement of tangible securities and the provision of
technical assiE..tancq lJe'liueen the complexity of the procedures followed to
9btain a loan and the real cost of borrowing; cmd betweel1 the monopoly
powers pri.vate monejrlenc1.ers enjoy and the enfOrO€11Jel1"l; of ceiling to the
interest rates char?ec.'. hy institutional soux'ces?

The discussion of this final question, "Hoy! can low-income (and
usually high-risk) £a1':.ers be served by the lender wi10se objective is to be
se If-supportin:::;?II,, it. likel'lise one which is related to the previous seven.
The solutions to the clifferent a~'pcct,s of th.i.e problefll should be contained
1n one "packaGe c1calll •

The "Package Deal"

A. The Hatul'e of the Pa.cl~ag6 Deal

What zort of a paclca':.;:€ deal can be sugges'Gcd? The nature' of the deal
flIay vary gr€~tl.{ according to (i) the goals we uant to a.chieve, (ii) the
political and econo!11ical convictions of the policy ':1<.1.k€rs, and (iii) 'the
particular cha~act€risticsof the econo~y of e~ch nation. Thes~ points are
expe.nded as follol·m:

(i) The assumption underlying the subscctuent analysis is that we want to
make C!'8J.it. av,1.ilable to the s~all (::tnd usually high-risk) farfllers.
This, of course, is not necessarily a to~-priority objective in all
ecoDomies. In economies l1here a ra)ic rural-to-urban migration is
desire~, t~e opposite would be wan~cd. LU~ewise, this may not be
a top..priority objective if the a.g;:,regatc ag;ricultural production is
to be incr.:asecl" regardless of the distribution of income to the
farmers.

(ii) The policjr-rrlUkers may be very JllUch in favor of interventionist
measurus aml \'Tould encourage governr'l€rr~al schemes to solve the
problsIls discussed above. On the other hand, if the pollcy makers
are of a. !l101'e conservative t~ the~r may let the forces of a free
eConoi:'lY and privatE.: entrctJreueurship solve the problem.

(iii) Finall~r" a soll1tion that is valid ~(lJ lett s say, lebanon, where a
~ell established banking system alre~dJ exists) 1s not necessarily
valle!. in ;,~nothi:r country where the banking system is poor.

B. Its Goa.ls

TiJhn.tever the political and economical cc"wictions of the policy makers
are" or whatever the particular situation of the country is" and, eiven the
assumption th...1.t we 1>lant to fiuancially help thG small tarr'ters, the goals we want
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to ~ttain arc "t1'1e followine= (a) to xr.ake it possible for s['l2.11 farmers without
tangible securities to be eligible £01' credit from institutiona.l sourCt.:,i,
(b) to simplify the complexity of. the procedures folloued by these sourr,,' s whcm
extending cret:it" (c) to reduce the cost of borrowinr.; from such SOllrcos (i.'e., to
enable lenders to be eali-supporting), (d) to lmUce it possible (technicallY and
financially) for the f'ar,:lElrs to repay l1nd (0) to rn:lni1uzc tho exploitation of the small
farmers, b~' moneylenders. How can we attain a situation where all the above
conditions are satisfied? We have suegested that the approaches to this
probleM can differ Hidely and that there is no one solution tha.t i~ valid for all
places and at all times. Let us, howe~rer, present here tl'10 extreme alternatiwa:
the sL~l€ bankin~ oper~tion and the integrationist nppl~ach.

c. Simple Bankine Ope.ration

In such an o.ltermd:iive:, the lendinc:; agency, Whe"c:ler it be a governmental
aBency or a private 5..nsti'liutivn, would follo\<1 the principles of conunercial
banking with the Goal of f'~axi.mizing profits. l!ieasures on the part of the
Eovernrr.ent would betaken to encourage the lencWlG acencies to enter the high
risk markets for azricultural credit. One such mensure is the remova.l of
interest rate ceilin[.'s th::.t would allow the cOI1lJnorcial bnnks to enter the high
risk market for a~ricul·rJur.'ll credit. In a country lilce L3banon, where a 't4'ell
established banldng system has excess deposits, sllch a solution can be
contemplated without any fen,r of 6J<Periencing an increr.s~d exploitation of the
farmers as a result of the removal of the interest rate ceiling, for it is
thought that the excess deposits in the bankinG system would lead to a keen
corwetition amon~ the barurs'to invest their funds in the rural sector, thus,
keeping the interest rates down.

D. The "Integrationist" Approach

In such an approach, the lending agency, probably n dzvclopment bank" would
o1'fer different services to the farmer" such as technical n.ssistanc~, marketing
ser'vice s, land racJ.anation" land reform, a.nd i.,n.surance. Such an "integratedll

approach is very much favored in countries l'lher's such services are lacking.
EX3Jrlples of such an approach are the Comill:l. project in Bengladesh or the
Program on Agricultural CIedit and Cooperatives (PACAC) in Afghanistan.

Between the two eJ:tre!ll£s, th~re are different oOl~romises. Any such
compromise would feature:

a. A strong a.nd active coordination betv16en the Agricultural bank, which
provides minly credit, and other (;overnf.lemt agarlCies whlch aloe
providinl;; diffe2'ent services to the farmers. 'rhus, other agencies
might be providin6 the technical assistance" the infrastructural
framework (t3ton1.ge facilities, road.s, processinG plants, dams and
irrigation networks), marketing ser~d.c€s, lend reclaMation :l.nd land
refornl (ferm co~poration8,collectives, tenure reform, and consolidation)
and insuranc'3.
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b. The es'tablishmsnt, of an agricultural bank which" '~(hi1e providing credit
would also supplement any deficiency in the .:tbove services to the small
famers. It 't-1'ould do so by:

(i) 1ntroclucing a supervised credit sit-stern vlhercby it improves the
fr.rmer' s ;,!!c'1.na(;eiillllnt of the f~rm, bucl~;ets its farm :lnd home
e~q;>enS6s and plans his activities for n long term,

(1i) offerin.:, loans in kind so that i'li ensures ·that the loans are
pruperly uSEd,

(iii) paying the lean in installments,

(iv) 1)rovidin0; crop insurance to the small fm'lllerS,

(v) of.feri'i~:; jlk'U'keting connections for bo'lih Guc.rantee.1ng collection
of the loan and assisting farmers in finding good prices.

c. The Goal of havinc the bank to be self-sufficient. This would be
rC'1ched b~r:

(i) a.llOiving the b!l.Clk to charee interes'!i rates high enough to cover
its costs, including the r1sk elGIIJ(mt repre::.€ nted by high risk
i'llrmers.

(ii) sir~1ifyiL1g its lending p.t'ocedure s so th;.~t it I'(duces its costs
and incr~""'RGs the number of farmers it serves, and

(iii) incr(''ls.ins the iSfficiency of emploJrces o This is arrived ::It by
incl.'easing the motivation of the employees through various
incent,ive techniqm. s. One cnn think of I), situation where all the
lTklrmE~l's of snnll village agencies would receive a percentage of
the aJl10unt ndvanced and recollected, or no certain borlUS on the
b~sii'of the number of loans processed; in such a situation, a
nnnar.;er in a vilL.1.g6 oocicty would tt,ry to rive a maximum nmount
of loans and to rrJ.nimize the 10::;:3os,.. t;1US increasing efficiency,
A promotion scheme or a scheme £01' increases in salary according
to the performance of tho maaage:t's, whereby the managers have more
motivation in their i'lcrk can :\lso be adapted to increase 'their
efficiency. Another way of increasint efficiency of the managers
of the bank branches is to let thom partiicipate in the Frofits
of the branch.
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(iv) decreasing the rate of delinquency repayment through an incentive
plan. In order to encourage the farrllers to repa.y on tim:; and to
d{ IeI' t.hem from defaulting, a "rcwc.rds and punishment" system
could be used. Under such a SYS"liE:lll 'the fanners would be
clasdfi<::d in'l:.o three categories: low risk, moderate-risk,
and hit:1'.-risk farmers. A new fe-rlller" borrouing from the
institution for the fil"st time would 1..."'0 Given the 'benefit of
the doubt ~d clas ified in the moderate-risk category. Later,
this classifica.tion would be chllneed in the licht of his
performance. Different interest rates, terr;?s of loans, sizes
of loans, lonn approval procedures and security requirements are
associD.tcd fiith each category and in the case of a high-risk
far~illr, hi~her rates are charee~, more secUl1ities are required,
procedures of 10M approv.~lare more co~lex and the purposes
for which the loan may bo used are more limited. It can be
hoped that such <l system wUl help the fanl"£I's know the adv:mtages
the;}7 have .tn repaying on time. .

(v) incrGasing the number of farmers served and tIle volume of the
business by increasing the nurober of sll"..all branches These need
not be branches with a large number of employees but could bp
small br<1nches with one person who acts as manager, clerk anc..l
c1rj,ver. This one person will be responsible for th(; whole
operation of this small branch of the bank.

C02~CLUSIOilj

We have suggested t'lrlO different "package deals" to solve the credit
proble:iiS of the srrall farmers, the simple banking operation approach and
the lIintegrationistll approach. 1;[e have noted that there t\re two extreme
a.pproaches to the proLle_ll. Dj,fferent l'blendsu of t.hese approaches can h'3
developed and ir,~lementGd accordinG to the needs of each country and the
prei'Eirences of the policy-makerg.
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AP.FENDIX

Figure 1. I.con approval procedures in tl~ AgriculturA.1 Credit
Corporation, Jordan.

Figure 2. Diagra.'"'Iatic procedures of approval, repayment a.nd renewal of a.
loan .in the Agricultural Cooperative Bank of Iran.

Figure 3. Procedure tor obtainine an agricu1·!iurt:l.l loan from BCAIF, Lebanon.

Figure 4. Loan approval procedures in the Supervised Credit Program ·)f
the Turkish Republican l~ricul:~ural Bank.

N:.J t.c: These fil ures wore c.ralm. l.y the. authcrs en the lasis (,f infcrmation
c:llectec in porscmal in~rvic.'Ws with the authorities of the different
t.anks.
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S'l'EPS FOLLO\'/ED Ii-! OBTAINING AN AORICULTUR.Ut LOi~N FRON Ace, JORDAN

(See FiGUn 1)

Farmer: Goes to the city branch and gets an appoint.. :ent with the Director.

!he Directoxo: Filla in an application form for the t~r and senda him to the
Bur6ll~ or Gadaster.

I'te Bureau of Clldnst43r: Issues 0. certificnte sayine thnt the land offered as
.- gwu"ant€e is not mort(':t'.13cd nnel is owned by tho .f'arl"'~r.

l"ne Director: sends tho fa.rmer to the tlccountant.

~ccoUlltant.:. Checks to sec i£ the £LU'nlCr owes M,vthinE to the bank•

.!he Director: SC;nd~~ th€ fnrM6r to the trCtlGUNl"

The Trep..sw'er: Receiws pt\)'J'Ent of the inspeotion tees.

The Director: Tells t,he farmer the date Oll which the inspectors will visit his
farm 311d ~nds the tile to the insp¢:3ction cOJllTlittee.

The Inspection Comm:Ltte..£l Visits t·m tarm and m..ites M inspection report.
The report is sent to the approval ooJML1ttee.

ThE; iwProvel CoJnm1t~~ lwalyse s the applio~tioll. If lJpAJroved, the file is
sent to AInman.

Director General: Recc-ives the file o.nd gives it to his clerks•..
Cle rks1. Register the file nnd send it to the chict of portfolio.

ct..ief of Portfolio: Serds the fil.:; to the a~rir.ult,. ,'0.1 I,.u"im.:ers for 3I1alysis.

l~gricultuI'.:l.l EnU!Ilec:rs..!. Analyse tht file 004 send. it lJ..'\ck to the (:h1ef of
pcl"ttolio with recotamcl1d..,\t:Lon.

_Chi;,;;·_€_f__of P._o~_.t_~_o...l~.:. Sends the file the vix.de11ut.v or the bank..

Vice-Deputy: Decides 011 t.he loan. It appro",red, sends the 1'11, back to the ::lerks.

Clerk~ Regi:rtcr the i'ile ao approved and sawl it to tht,; ch1~t of portfolio,

Chief of PQrtfolio: Si'::ns the f11,s.
";;.-;;;,,;,.;;;...,;.,;;...,,,"""'----_.

Vice-Deputy;: Sifj116 the. fUe.
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If the loan is Ie 6S than 2.. 500

Centr:ll Cornrrq.t!e,e...:. Approves the loan

If the loan size is less than 15,000

Board of Directol:'s: Jif'prove the loan
i 'I. .-.

World Bank will approve the loan if it is morf.> +'hM 15.. 000

Clerks: Recistar the file as approved and. serid it l:.c t.he chief of pOl'tf.olio

Chief of Portfolio: Siens tht) filt'.

Vic§..-De.p,trliy: Signs the file.

Clorks: Send the file back to the city-brr1.nch.

The Dirac·tor of c~ty Bra.nch: HeceivGs the file and ocnds it to the accountant.

The Account:mt: Hritcs repllYJOOnt notes

The Bureau of eac:.f.l.ster: .fkgistGrs the :oortGtlbc on the la.nd.

The Tr~asurer: \'lrites a check in favor of the fComer.

'rhe Cashie r: Pays the che ck.
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AGRleuL'rURl~ r.OOPERil.TIV~ B:..i'IT( _O.!~

(See Fieure 2)

11. .§'rE~.9 IiNCJLVED IN :..PPROVAL Of A LO~ IN AGRICUL'PJRAL~

1, 2, 3,
'.c, 5

Gener'~l OfficG of the funic: Re,::eives the .:lpplicant's letter and records
it in the Inclicator Book. The dut€ and n
serial nUIJ:ber will be stamped on the letter.

€' Director: ~vill l'eo.d the letter; writes instructions on it, 8.nd re1'ers
it to the assistant.

'7 Assistant: 1'iill read it and ref6r8 it to the credit secret~l'Y.

B CreJ.it Sscretary: Checks the crec:it books to see if ,~redit is ava:Llable.. .
9

10, 11

13

12, 13

Assistant:

Applicun.t:

Assis~:J.nt:

Dircc';,cr:

If credit is ~vailablo, he will hnnd in an application
form to the applicant.

In the application form eiV6s full information about his
ickntity, his location, the purpose of the loan and his
f<:.rrnins:.; situation. For the Security, if he has a mortgage,
cOi)ies of the deeds should 00 nttached. to the application
forr,l (to do the 5e J the '001'1'0\-161' 11...".5 to pass through the
steps 9, 10, and 11 in Fil~urc 2).

R€c~ives the applica'~ion urd the o.t·~ached deeds. Then,
wri'~Gs the draft of a letter to the Real Estate Registratiorl
Office (R.E.R.C.) and asks the correctness of the deeds.

Ree.ds the application and si:~ns ·the clr3.ft.

1:3 TyPist.~ Types the draft.

13 Director of ·the Assi6t~nt:

Dire;ctor of the n.g.H.O.:--
Signs the l~tter to the R.E.R.O.

Reads the letter and refera it to one of
the staffs.

16, 17 The R.:~.R.O. Staff i1ember: Vlill check the file and prepare tho a.nswer.

18

19, 20

21" 22

The R.E.H.O. D:irector:

Assistan~ of the B1nks:

Signs the letter.

Receives the nnswcI'; if' positive, he will
refer the applica.tion to the Bank' B Inspector.

Will visit the 1.....nd unel e stimate s the value of
the rnorteage and prepares a. report.
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25 Assistant: After receiving the e::rliimtion report of. the Insptctor,
with conaultation with the clirector, will decide upon
the size of the loan.

24 Dil~ctor: vall write a letter to the Notary Office and asks them to
prepare the documents for the loan~

25 Head of the Hot".1.ry Office: Reads it and with the help of the mem'uer~

prepares '"he documents.

25, 26 Bank's Repre::ent51tive and the ApE,.l.!£ant: Will refer to the Notary
Office and sign the documents.

27, 28 ~1.nk's Treasurer: Pays the loan.

B. STEPS nWOLVED :i:H REP.~YIi~G ;" LOAN TO THE ~~GRIClL'ruRiJ. BANK.
1, g Applicant: Refers to the Bank with the money in cash and loan

docwnents in hand.

Msistant: Checks the 10ali docwnents and asks the secretary to find
the borrower's file.

4, 5 Treasurer: Receives the file and checks the amount of the loan and due
,-~ntc and, if on t1!i16, will receive the money, and the BatIk
asks the Notary Office to relenso 't.ho deeds.

C. STEPS INVOLVED III F.Ei~lING A LO,AN FRON 'rIfE AGRICUL'rUR.tJ., BAN~

1, 2, :3 lip!? licant (Borrower): Writes a det~iled letter to the director of the
Bank and presellts his rensons requesting to
renew the loan.

5

Director~

ASBistnn~

Reads the ldter a.nd refers it to the assistant.

Receives the let'tar and begins to discuss the rea~ons with
the borrower. If he is not convinced with what the
borrower tries to prove, he will refer the C3.S€ too the
Inspector to review the c~se.

6, 7 Inspecto!.2. \'1ill So the land a.nd will eXOJTli.ne the bOl'rower' s farming
situation, and then reports the result to the assistan~e

8, 9, 10 Assistant: If convinced by the report, will write a letter to the
Notary Office and they will renew the documents for one
more year.
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Figure 5.

- 2G -
PROCEDURE FOR Ol;T~9.;@~G AN AGRICIJL'!'URAL L04£: E10l'i ~CAIFI IEBAIDN

Procedure followed in ECilU' (Bonque de Credit Africole" Industriel at Foncier)
to open a new credit account.

Entities outside the Bank Departments within the Bank
j .. \ ,------------------- --,

Public
notary

Ministry of ,- --- \Co- - - - - - - ~ -- -- - - -E- - - - - -,

FinanC6JIc " ; :

--J~, I i 1
1
~~-------_-~~~--.: ,---1 :

rt I, I I I * - I
~) , __.;x..*.....1?.-,;~:.-~ .L : i~rTypists )-_.~ II 4\.-[ q?J I I Q.~) I

. .:;, Farmer -{f,1---'(~;;J1't: & IAf:,Ticuituiali ) £\
L EO,'7.:iJleers .' .--" ~/,\ . -- _ ..-.- I

; __" •• - - - - - ~ _ 1

I (' ... -;:"' .... -·rBoard of ) i
.i i .~...<" ~\ directprs I
~,d ,:~); , - I

• \ I II

-®----
Director of the --e ~
hgricultural Section -@f-\ 15 b~

--'l ~l ~~
I " B------\ I I ~

(~irector General, i lLv
) :..- ~>.~ ~UW ~ : I '"

\,--_=~t1-:~=--~( Secre~ry :W: I
'..~ " I

,_ \ I I
:: Chiof of P; rtfdio l+- _. - ,} I
\ I ..J

.J.
~.

,.11

~l-

(?$)

r_____L...--

I
I

$
I
I
I
I
I

I
I
I
I
I
1
I
I

Notes-
1 11 Solid UlG.es man that the preaene6 of the farJ1ler is required.
2. Broken l1.nes mean that the presenoe of the farmer is not required.
3. Boxes with roul'1dod corners designate departments within the bank.
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(see Figure 3)

The Farmer: Goes to the Director of the Agricultur<ll Sec-:'ion where ~le is
instructeilr.o go to:

(1) The Bureau of the Cadaster to eet:

(a) l'he titles to the land offered in GUarantee
(b) A statement of area owned
(c) I·ir.ps of the lands owned
(d) ~ statemGnt of boundaries

(2) ~Hinistry of Finance to get:

~ cl€~r~ce bill statinG that the cpplioant owes nothing to
the former develof~cnt bank.

Thq Jamer: Gees back to the Director of the Agricl!.ltu~.l Section.,

The Director of the ar,ricultural Section: Fills in the application ~nd send.s the
file to '~hG Director General.

The Director General: Gives his approval to the applic2.tion. Without this
approval, the application cannot be processed.

ThQ Experts ane' Agricultural Engineers: ReceivG the file from the office of the
director of the Agricultural section, go
to the farmer's place where they appraise
the value of the land offered in guarantee.

The Typists: Ty,;>e the e:hpol'ts 1 finclin~-::s nnd recol'llm;;ndations.

The Director of hgricultural Sectionl Fills in a request for a loan addressed
to the Board of Directors.

The Board of Directors: Approves the loan request, and slonds the file to the
Director of the l~ricultural section.

The Director of the 1l.gricu1tural Section: Sends the filG to the legal department.

The Legal Depa.rtme~ Notifi€B the famer to go to:

( 1) The Public Notary:

349

To legalize the mortgage of the
lan:ls in favor of the Bank.
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(2) The Bure~u of CJad,:l.::rw:r: To I'esil'l~Rr the mortga.ge.

The Ie ga.l department then, Geuds the file to the Director
of the Agricultural Section.

~~rector of the Acricult~~al Section: Instructs the chief of portfolio to
open a credit ~ccount in favor of tne
farmer.

The Chief of Pcrlifolio: sends infltructio115 to the chief accountant to open a
credit account.

The Chief Accountcrlt: Opons the credit account.

The Cashier: Giv€s the cf',sh to the farmer.
I

S-equire~nts:. 'rot.."Ll of: 31 operations (See Figure 3).
Hinimwn of: 36 days for loan approval.
:;(orrnal time for loan approval: 15-50 clc.ys.
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LOAN APPROVAL PROCEDURES IN THE SUPERVISED CREDI'r PROGRAiYi OF
THE 'ruRKISH REPUBLICAN AGRICUL'lURAL BANK

(see Figure J'~)

Three Cases:

Case A:
Case B:

Case C:

Loan size 1es s than 1'1' 25,000 (~~ 1,785)
Loan size more than L'l' 25,000 (.;~ 1, '(85) but less than LT 100,000

(;~ 7,143)
Loan size more than L'1' 100,000 ($ 7,1~3)

CASE A: Loan size less than Dr 25,000 ($1,785)

Farmer: O"es to thE: branch office where he meet,s the agricultural engineer and
fills an application form.

J~ Agricultural Engineer: Helps the farmer fill ':'n an application torm and
prepares, together vlith the farmer, a fal'm plan and
a repayment plan,

- Visj.ts the farm for control.
- Sends the file loti.th his comments to the branch

committee.

The Branch Committee: Analyses the file, gives its a.pproval and senc"l it to the
chief accountant.

Chief Accountant:!.If the loan is for investment, purposes, the chief accountant
opens a credi~! account in favor of the farmer in the branch officE

ILli' '1:,he loan is for current operations, the chief ~ccountant

opAns a credit acccunt in favor of the Agricultural Credit
Coopez'ative of the farmer I s villaee.

The Farmer:, I. Caches his loan from the cashier of the branch office if the loan
is for an investment purpose.

II. Cashes his loan from the Agricultural Credit Cooperative of his
village if the loan is for current operations.
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CASE B: Loan size more than LT 25,000 ($1,485) but less than LT 100,000 (~ 7,143)

Farmer: Goes to the branch office where he meets the agricultural lengineer and
fills an application form.

The Agricultural Engineer: Helps the farroor fill in an application form and.................. ....---- prepares, togetaer wi-lih -the farmer, a farm plan and
a repayment plan.

- Visits 'lihe farm for control.
- sends the file with his comments to the branch

committee.

The Bl"anch Comrnitt.1e: Analyses the file, gives its approval and sends the file,.... -..
to the central agency of the prov~lce.

The Province Agency: lUlalyses the file. If the loan is approved, the file is
sent back to the branoh committee.

The Branch CommitteE: Bends the approved file to the chief aocountant.
-.. -
Ch1ef Acc2.~tant: I.

II.

If the loan is for investment pUIlJoses, the chief accountant
opens a credit account in favor of the farmer in the branch
office. - .

If the loan is for cu~ent operations, the chief accountant
opens a oredit account .in favor of the Agricultural Credit
Cooperative of the fa~~~rls v4.l1nge.

The Farmer: I. Cashes his loan from the cashier of the branch office if the
loan is for an investment pllr;>oSG.

II. Cashes his loan from the Agricultul'Q.l Credit Cooperative of his
village if the loan is for current operations.
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CAEE ~: Loan aize more than LT 100,000 (~ 7,143)

Farmer: Goes to the branch office where he mee'Os the agricultural engineer g,nd,

fills an application torm.

The. Agricul.tural Eng,ineeX'~ HelpB the farmer fill in an application form ar.d
prepares, together with the farmer, a faI'in pla.n and
a repayment plan.

- Visits the farm for control.
- sends the file 't'1i'th his co.rrul'lents to the branch

COIllJld.ttee.

E!.e Branch Committee: Analyses the file, gives its ai1proval and sends the file
to th3 !~ara Office.

The Ankara Office: Me'\lyse s the file. If the loan is approved, it is sent back
i to the branch committeG.

Irae Branch Committee: Sends the approved file to the ohief accountant.- -
Qhigi' Accountant: II If' the loan is for investment purposes, the chief

accountant opens a credit aocount in favor of the
farmer in the branch office.

II. If the loan is for current operations, the chief
aooountant opens ~ credit acoount in favor of the
Agricultural Credit Cooperative of the farmer'e village.

Cashes his loan from the cashier of the branch office if tho loan
is for an investment purpose.

II. Cashes his loan from the Agricul1iu.ro.l Credit Cooperative of his
village if the loan 1s for currell'li operational


