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FINANCE FOR DEVELOPMENT

E. DE VRIES!
Institute of Social Studies, The Hague, Netherlands

N the context of this Conference, finance for development should

beconsidered ina wide framework. It can be studied, discussed, and
pursued only in relation to the overall development of the country
or area concerned. In many cases it would be difficult to isolate
agricultural investment from other types of investment. To the Bank
-F.A.O. mission for Chile, designed to develop an agricultural
programme, it soon became obvious that no such programme could
be made without including processing industries, slaughter-houses,
marketing facilities, and the like.2 Most likely this would hold
true almost anywhere. The underpinning economic infrastructure,
mainly transport, communications, and power must be adequate.
But the social infrastructure, e.g. health services, education, water
supply, housing, must likewise be taken care of, lest the directly
agricultural investments should remainlargely unproductive. Further-
more, agricultural development cannot be isolated from industrial
development and urbanization. In a dynamic economy these are
necessary to provide markets and an outlet for surplus labour. A
growing and diversified market for farm products, and labour oppor-
tunities for rural people outside agriculture, are indispensable to
make agricultural development profitable. In this paper I shall not
deal with this prerequisite, but rather assume that it is being provided
for. I shall touch only briefly upon the economic and social infra-
structural investments.

All in all, investments around and supporting agriculture are quite
large, often considerably larger than agricultural financing per se. In
the more immediate agricultural field, investments are generally a
combination of: (a) private, non-institutionalized (both in money
and in kind); (b) private, institutionalized; (c) public.

The fields of investment can roughly be divided as being: (i)
permanent land improvement or reclamation; (ii) general services to
farmers, () research, extension, vocational training, and (8) market-
ing; (iii) long-term investment in requisites (buildings, livestock,
machinery); (iv) short-term investment in agricultural production.

! In the unavoidable absence of Dr. de Vries the paper was read for him.

2 Unpublished report of the International Bank for Reconsttuction and Development
and the Food and Agriculture Organization on the agricultural development of Chile
—Washington DC/Rome. 1952.
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Considering that investments in transportation, education, and so
on are closely interrelated with agriculture, it is evident that the last
four categories have no strict borderlines.

In the earlier stages of economic development, little financing for
development is necessary, as investment consists mainly of individual
or community labour with the use of local materials, collected with
local labour. Even the permanent irrigation schemes of old civiliza-
tions required little financing (types « or ¢, i, iii, and iv). Early
examples of financing can be found in Europe, after the beginning
of industrialization and overseas trade. Rather spectacular for the
petiod (the first half of the seventeenth century) is the reclamation
of lake bottoms in the Netherlands, mainly an investment of money
earned in foreign trade. In Europe, in the eighteenth century, under
the impact of a combination of physiocrat philosophy, the early
application of modern science and techniques, and the waning of
feudalism in rural areas, great emphasis was given to investment in
land and improvement of farms.

The nineteenth century witnessed a strong trend of commercializa-
tion in agriculture. In the field of financing this meant a transition of
cultivable land from wealth to capital, with the corollary of invest-
ment in real estate by non-farmers or by agricultural business
enterprises. This trend spread from Europe (Reuter’s So// und Haben)
to other continents; it is very strong even today in South America.
I exclude this investment in real estate from financing for develop-
ment. But it has on various occasions been the prerequisite for
important investments, for example in plantation agriculture. New
trends in financing development appeared—first in colonial terri-
tories—through government use of budgetary funds, loans or grants
for irrigation-schemes and means of transport. This category of
investment has now taken a prominent part in all development
programmes (category i). In economically and industrially more
highly developed countries, private banks (mortgage banks, invest-
ment banks, co-operative banks) entered the field about 1850. Next
to enabling people to buy farms, these banks (type &) generally
confine themselves to financing farm requisites (categories iii and
iv). More recent, but of growing importance, is the financing of
general services to farmers (category ii), from public or institution-
alized private sources (types & and ¢). Nowadays, all countries have
some combination of all the main types and categories of agricultural
development finance.

Farmers operate under a great variety of economic, social, political,
and technical conditions, and one could hardly expect to find a global
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systematic approach to financing. The diversity in methods is so
great that one may ask whether there is any relation between the
structure of agriculture and the pattern of financing. A few distinc-
tions may be drawn between two main types of farming:

(A) Where it is highly commercialized, both in supply of resources
and marketing of product, institutionalized private financing (includ-
ing banks and credit-co-operatives) tends to be highly developed.
Governments assist specific projects, or aid farmers who are inter-
ested, through subsidies for permanent land improvement and/or
investment in requisites (so-called production incentives).

(B) Where it is not highly commercialized in both tespects, non-
institutionalized short-term private financing (by moneylender,
merchant or landlord) tends to be prominent. Governments assist
by executing permanent land improvements and by public (or co-
operative) short-term credit.

In both cases, research and extension services to farmers have been
added at a later stage.

It is customary to refer to structures A and B as characteristic of
farming in highly developed, industrialized countries and in non-
industrialized areas respectively. I am using the degtee of process of
commercialization (use of money in measuring effort and return) in
order to avoid the more general notion of development. In the fol-
lowing symbols I have indicated the source of finance (g, 5, ¢) in the
numerator, if grants or subsidies are given, and in the denominator,
if credits are involved. The small roman figures indicate the fields
of investment (categories of financing).

Schematically, the structure of financing would then be typified
by:

i___+ii;+ YV | (i iii)e (A)

S (i (B)
a ¢

It is generally found, indeed, that in so-called under-developed
agricultural areas, institutionalized credit is scarce, and hardly any
financing exists for medium- or long-term investments in requisites
for improved farming. To quote two instances: in the all-India
Credit Survey it was found that an overwhelming part of agricultural
credit was provided by private persons; a very large part of the
activities of the various agricultural banks in Latin America is con-
cerned with short-term crop financing. Most countries, however, are
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now moving away from structure B. Their agriculture is becoming
more commercialized, or people and governmentsare striving towards
this goal. Can one then expect a more or less automatic change from
B to A?—in other words, a development of institutionalized private
credit and more subsidies and general services by governments? I
am in great doubt. The development of, say, the British and the
Indian or the European and South American structures of agricul-
tural financing is to a high degree determined by the economic and
social characteristics of society as 2 whole. No automatic transition
can be expected, except over a long time—too long a time to wait.
It is important, therefore, to study how the pattern of agricultural
financing has changed in the process of commercialization.

Historically, different approaches have been made, in circumstances
which perhaps vary so much that the differences were justified. But
the resulting pattern of financing and structure of agriculture bear
scrutiny.

One approach is to provide transport, marketing facilities, and
markets. The peasant will indeed respond to this with increased
productivity where there is enough surplus land and labour, as the
rapid development of peasant cultivation of coconuts, rubber, cocoa,
coftee, and some other commodities for the world market proves.
The process is ubiquitous; therefore we do not have to search for
socio-cultural limitations. They are technico-economic. As long as
only ocean transport was plentiful and cheap, the area covered
by this recipe was so small that rapidly expanding world markets
were undoubtedly adequate. Since World War I, however, road
building, the use of trucks, and increased government activities in
providing communications in general, have brought virtually all
areas with good quality surplus land and labour within reach of the
world market, resulting in danger of imminent over-production.

The second approach is to liberate the peasant from the private
moneylender or landlord, and to organize governmental or co-
operative credit. This is indeed a measute of relief where there is a
large amount of surplus labour on insufficient land. The peasant,
however, must change from non-institutionalized, flexible sources
and non-punctual, heavy commitments to bureaucratic, non-flexible
sources and punctual, not so heavy commitments; and this change
is not easy. He will try to use both channels of financing and the
relief is incomplete or temporary. It has become clear also that land
reform, by dividing large holdings into small independent farm units,
generally increases the need for development financing more rapidly
than the new opportunities can provide for. Co-operative credit
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societies will flourish when the circumstances are favourable but in
themselves can do little to change the environment if it is unfavour-
able. As a whole, therefore, this recipe has a rather limited effect on
development.

The third approach is to provide for land improvement (irrigation,
drainage, flood control, mechanical teclamation and teallocation of
holdings). With modern machinery, governments or semi-govern-
ment organizations can indeed do a lot to improve the capabilities
of the soil and the opportunities for peasants to raise productivity.
International agencies with advice and funds have done a great deal
to assist governments. Some kind of permanent land improvement
is often a prerequisite for any further movement in the right direction.
But experience with some of the largest projects all over the world
shows that often not enough financial resources are available to put
the new land to proper use. Consequently, the large investments do
not give maximum results.

Lastly, efforts can be made to stimulate people to organize their
self-development (community development and similar devices).
This has some of the elements which have been lacking in other
approaches in the past. Indeed, unless farmers themselves learn how
to use new opportunities—technical as well as economic—general
provisions will help but little. Here again, however, experience
shows that too often land tenure is unfavourable, or marketing and
transport deficient, or the soil-water relations unsatisfactory, or
advisory services lacking. More, therefore, will have to be done than
just helping people organize themselves.

These are the four most important general avenues of approach
to the problems of directly or indirectly stimulating and financing
agricultural development. They all are relatively costly in the sense
that from a macro-economic point of view rather large investments
are necessary to raise production. For land improvement, the ratio
of capital cost to output varies from around 2:8-3-5 in countries with
a favourable land-to-man ratio to §-5—7-0 in densely populated areas.
In this sense, agriculture is a capital intensive industry.

Society as a whole has such great interest in adequate and expand-
ing food production in areas with an unfavourable land-to-man
ratio that subsidies on projects for land improvement which reduce
the ‘private capital coefficient’ to around 3-5: 1 seem justified. Conse-
quently, most long-term financing of permanent land improvement
is done through governmental or international agencies. This puts a
heavy burden on the economy of low-income countries. They should
draw some consolation from the fact that where unutilized labour or
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local materials can be used, the social cost of the investment drops.
Governments and communities should, wherever possible, use this
device to decrease the capital coefficient. However, it is not possible
to substitute legal measures (land reform, registration or auditing
of co-operatives, &c.) for substantive investments. Nor is it possible
to rely upon private initiative alone to make use of overall govern-
ment provisions (transport, power, irrigation and the like). Even
where these private forces are ultimately sufficient to use the new
facilities, valuable time is lost.

Agriculture almost everywhere, and definitely during a process of
changing structure, must be assisted by governments and inter-
national agencies in financing change and development. If none of
the main approaches to this problem have been a full success, what
then can governments do? Perhaps it is at this point that the more
highly developed countries have useful experience. Over the last
century governments and farmers’ organizations have increasingly
learned to find out and relieve bottlenecks in the structure of financ-
ing. In countries with highly developed private banking, farmers’
organizations, internal and external markets, governments neverthe-
less play an important role in nearly all fields of investment for
agricultural development. Most of these countries did not start with
planning for overall agricultural development. Farmers’ organiza-
tions and governments have rather learned to discover whete exactly
farmers feel the shoe pinch. By doing so, the priotity of measutes to
be taken has shifted from one field (i-iv) to anothet, and all sources
of finance (¢—~) have alternatively and concurrently been used. Often
this may have appeared to be a very pragmatic approach, but in fact
these activities have brought about the successive abolition of bottle-
necks, and have thereby also led to the disappearance of clear-cut
priorities, and essentially to a philosophy of comprehensive approach.
It should be feasible to speed up this process of trial and error by
conscious survey, research and planning for a coherent approach. In
this the four approaches mentioned above may all be useful, and
action in all main fields of investment will be necessary. But some
measures for assistance will be mote necessary than others. Strangely
enough, even in the more fully developed countries, no single pattern
of government assistance to financing agricultural development has
evolved. This is shown in Tables I-II, adapted from an inter-
country comparison of government expenditures in some European
and North American countries.

Total investments in categories i, ii, and iii vary from 1-2 per cent.
to ro-9 per cent. of gross agricultural product. Credit to farmers is

B 71387 U
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not included in these figures. The variation is so great that no
systematic scrutiny seems feasible. As Table II indicates, however,
there is a tendency for countries with high productivity per hectare
to show high investments in research, extension and education
services. If this trend proved to be world wide, it would at least
partly explain the widening gap in productivity between high and
low producing countries.

Tasre I
Government Expenditure for Agricultural Development
(excpressed as a percentage of gross agricultural product)

Land Research,
improvenient, Technical education,
Country &c. incentives exctension

Iceland . . . . 76 13 2'0
Norway . . . . 57 03 2:2
Sweden . . . . 12 os 2°0
Denmark . . . . o4 — 2-0%
United Kingdom . . 11 2-8 12
Ireland . . . . 43 06 09
Netherlands . . . 39 — 2:3
Belgium . . . . o1 04 16
France . . . . 15 — o4
Germany (W.) . . . 46 o7 09
Switzetland . . . 16 06 09
Austria . . . . 1-8 1o 11
ITtaly . . . . 43 o1 o4
Greece . . . . 09 o o1
Turkey . . . . 03 o7 o2
United States . . . 2° — o8
Canada . . . . 29 03 19

* Put here at four times direct government expenditures.

With regard to credit to farmers (category iv) it would be difficult
to establish statistically whether or not farm credit is geared to the
overall development of agriculture. Most authors point to the fact
that short-term or crop loans are an overwhelming part of the
business of agricultural credit in low-producing countries. In India,
for instance, in 195 5-6 the co-operative banks drew over 250 million
rupees at concessional rates from the Reserve Bank of India for
short-term loans. On 30 June 1956 no more than 1o million rupees
were outstanding in respect of medium-term loans. For this purpose
I will refer only to some data from the most useful survey of Johnson
and Johnson.!

1 V. Webster Johnson and Edwin C. Johnson, Farm Credit Activities in Selected
Countries, Sept. 1954.
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In the Philippines the Agricultural Credit and Co-operative Finan-
cing Administration, in its first two years up to 30 June 1954, paid
over 4 million pesos in loans of which o5 million were for farm
improvement only (mostly for buffaloes and farm tools).

TasLe II

Productivity and Expenditure for Research, Exiention and Education
in Agriculture

Aggregate | Return Expenditure in dpe;{entage of
‘Reduced area’ | produstion Der &ross proauction
thousands of | (million L.U. | hectare Exten-{ Educa-

Conntry hectares (1956) | in 1948/9) | (I.U.) |Research| sion | tion |Total
Iceland — 150 (est.) 30 (est.) | zo0 (est.)| o-40 1'12 | 048 | 200
Norway 965 239 248 0'59 069 | 092 | 22
Sweden 4,194 910 222 058 o052 | ogo | 20
Denmark 2,990 856 295 o'§2 o080 [ 068 | 20
Un. Kingdom| 15,184 2,903 192 0-66 032 | o22%| 12
Ireland 3,617 504 141 017 044 | 029 | o9
Netherlands 1,588 1,036 690 o-80 093 | o057 | 23
Belgium 1,488 668 477 022 oz20 | 1118 | 1°6
France 29,552 5,556 190 o010 o12 | 018 | o4
Germany (W.)| 12,519 3,233 258 030 040 | 020 | 09
Switzerland 1,595 530 353 0'31 < o059 > 09
Austria 3,315 495 158 027 016 | 067 | 11
Italy 19,227 3,740 195 00§ 002 | 033 | o4
Greece 6,977 5§59 81 o002 | 009 | oo | o1
Turkey 44,085 1,921 44 005§ o'10 | 00§ 02
U.S.A. 358,927 31,745 89 050 < 030 > o8
Canada 55,184 3,184 58 1-06 o-46io-38 19

* Excluding expenditure for university education.

In the United Arab Republic, in 1951, total loan transactions of
the Agricultural Credit and Co-operative Bank amounted to approxi-
mately £E 13 million, of which £E 12-7 million were short term,
£E 100,000 for livestock and machinery, and only £E 5,000 for land
reclamation. The Agricultural Mortgage Bank, established in 1935,
for long-term real estate loans, had no more than £E 1-1 million
outstanding in 1950.

In the U.S.A., however, the Farmers Home Administration and
its predecessors, up to 30 June 1953, had made loans to the amount
of $600 million for farm ownership, housing and water facilities, as
against $614 million for production and subsistence—short-term
loans of which 95 per cent. had already been paid back.
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On the basis of very inadequate data, I would suggest that invest-
ment patterns in some countries may differ as widely as the following
table shows.

Interest
to be paid
Category i il iii B iii Total | iv on iv
(in % of gross agricultural product)

Investment 8 2 I 2 13 30 —
Source: Private 4 o5 1 2 75 28 15

Government 4 1.5 — — 5°5 2 —
Capita] Coefficient 5 2 3 3 — — —
Impact on development . | 1-6 1 03 07 36 — 15
Category i ifa iii B il Total | iv
Investment 6 o5 o1 1 76 20 —
Source: Private 3 — o1 I 41 18 36

Government 3 o5 — — 3°5 2 o2
Capital Coefficient . 3 I 2 2 — — —
Impact on development . | 20 o' 00§ o 2'5 — 38
Category i e iii B il Total | iv
Investment . . |1 o1 o1 os 17 10 —
Source: Private . .| o3 —_ o1 04 o8 10 4

Government . | o7 o1 — o1 09 — —
Capital Coefficient . .l o3 1 1 1 1 — —
Impact on development . | o33 o'10 o'10 o50 1-03 — 4

Even without a comprehensive set of data, it seems a safe conclu-
sion that finance for agricultural development is often either deficient
in quantity, or unbalanced in composition, or insufficiently co-
ordinated, or imperfectly timed, or showing a combination of these
deficiencies for a balanced development of agriculture. Further
studies of the pattern of investment and financing in relation to the
structure of agriculture are urgently needed in order to help countries
develop more efficient patterns.

C. Evevrripis, Agricultural College of Athens, Greece

Although in many European and American countries it may not
be difficult for agriculture to obtain abundant credit at favourable
rates, in other countries the position is much less favourable, credit
being available only under exorbitant conditions, or not at all. In
several of these countries the situation is further complicated in so
far as, in the absence of some form of collaboration, there is little
hope of their solving the problem from their own resources and
without foreign intervention.

The question of agricultural credit is of prime importance both in
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the problem countries themselves and internationally, because it has
grave effects on production. Each nation for which this is a problem
must begin by itself trying to organize credit institutions and
agricultural co-operatives. From the international point of view the
provision of agricultural credit is an activity in which mutual aid
between the many nations could thrive to the benefit of all. It is
desirable not only for solidarity, but also for the true welfare of
individual countries, for they are all interested in increasing produc-
tion, social welfare, and purchasing power.

The real world is characterized by inequality of economic and
social development; prosperity and comfort being exceptions to the
more common misery and malnutrition. U.N. experts have proved
that the gap between the well-developed and the under-developed
countries has widened since the war in spite of the rapid general
increase in production.

According to F.A.O., world production (excluding eastern Europe
and China) has increased since 1938 by 66 per cent. and production
per head by 30-7 per cent. But the increase is very unevenly distri-
buted. In the U.S.A., Canada, Western Europe, Japan, Australia, and
the Union of South Africa, production increased by 746 per cent.,
population by 10 per cent., and production per head by 42-1 per cent.
On the other hand in the whole of the under-developed countries
production increased by only 40 per cent., and population by 32:5
per cent., production per head increasing by only 5-5 per cent. More
particularly, production per head in Latin America increased by 81
per cent. whereas in South-east Asia it fell by 8 per cent.

Stabilization of the wotld economy cannot be realized if these
shameful inequalities are not reduced. The capacity of under-
developed countries to purchase goods must be augmented, because
international economic collaboration and the organization of aid to
under-developed countries are not sufficiently effective. Aid must
take new forms.

In 1949 the sub-commission for economic development of the Eco-
nomic and Social Council of U.N.O. formulated such principles of
international finance as should be applied. International finance was
recognized as contributing to the development of productive forces
in the under-developed countries. The resolution which wasadopted
stated that financing should not be carried out under conditions
which would prejudice the interests and the sovereignty of undet-
developed countries, and that it should not assume economic or
political privileges to the creditor countries. In this spirit the General
Assembly of the United Nations on 14 December 1957 adopted a
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resolution (No. 1219) (XII) that financing should be by a special fund.
According to a report compiled by a group of U.N. experts under
Mr. Scheyen ‘the role of the special fund would be to establish an
economic and social sub-structure, that is to say, a framework of
basic relationships in the under-developed countries. To do this, the
Fund should be able to finance social and economic investments and
assist the carrying out of projects whether profitable or not.” This
Fund amounts to an economic and practical necessity. In effect, ‘from
the economic point of view, these under-developed countries need
interest-free investments with which to build foundations indispens-
able to the eventual carrying out of profitable projects. Neither
private capital nor the Bank nor technical assistance can meet these
requirements. The only true solution is to raise the national income
of these countries, that is to say, to increase their production.’

The investigations of the World Health Otrganization together
with those of economists have thrown into sharp relief the purely
medical costs of saving human life, and the economic costs of invest-
ments to maintain it. Particularly in India, the mortality rate has
fallen from 20 per cent. in 1920 to less than 5-5 per cent. in 1956 and
hence the increase in population for which the country is in no state
to provide sustenance.

The foundation of agricultural development, particularly of under-
developed countries, must be financed by competent agencies of
U.N.O. and F.A.O. The governments of these countries have to
fulfil numerous important functions that they alone can do. Besides
law and order, they have to create institutions for assuring the
correct functioning of the economy and the administration of
economic services for which it is not possible to arrange monetary
payments. These foundations, which make possible the social func-
tioning of agricultural credit, are not part of the agricultural credit
system itself.

This is why in 1947 the sub-commission of the Economic and
Social Council of U.N.O. formulated principles for future inter-
national finance. But so far these principles have not been applied.

The international plan provides finance and credit on a world
scale. The three principal institutions being :

1. The International Bank for Reconstruction and Development;
2. The affiliated International Finance Corporation;
3. The International Monetary Fund.

The International Bank is certainly a most useful institution, but
its activities are strictly limited, and it can neither lay an economic




Finance for Development 295

‘sub-structutre’ not solve the agricultural credit problem which it hasso
far evaded. Moreover its procedure is too slow, even allowing that it
gives credit only for safe and profitable enterprises. Its new organiza-
tion, the International Finance Corporation should serve mainly
to facilitate the export of the products of investments in undeveloped
countries, and it cannot break out of the field prescribed by the
International Bank which provides it with its credits. As many of
these countries do not qualify under the rule of the bank, the U.S.A.
constituted a special fund (Economic Development Fund) last year
for assisting under-developed countries by means of long-term
capital loans, which are available for foundational work as well as
for productive projects.

The Export-Import Bank also plays a most important role in finan-
cing foreign countries with its capital of five milliards of dollars. But
it is concerned mainly with financing American exports to regions
within the sphere of U.S. economic and political influence.

The I.M.F. is essentially a device by which each of its member
states can maintain exchange stability on the basis of reciprocal rates
of exchange. The I.M.F., like the I.B.R.D., deals only with member
nations through their treasuries, their stabilization funds, their
central banks, and other similar organizations.

There are also some regional iniernational organizations, though
they are few in number. In Europe the International Clearing Bank
has been at work since 1930, facilitating international settlements
and, in particular, liquidating the annuities payed by Germany under
the Young Plan. In 1948 the Organization for European Economic
Co-operation was constituted and the I.C.B. became its technical
agency as it did for the European Payments Union when it was set up
in 1950. It acted also as banker of the Union, thanks to initial dollar
capital provided by American aid. The U.S.S.R. in 1955 organized an
Economic Commission for co-ordinating its own planning with that
of the other countries belonging to the rouble area, and of co-
ordinating the loans granted to members of the Commission.

Three other organizations should begin to work in the course of
this year, foreshadowed in the agreement instituting the European
Economic Community. These are: the European Investments Bank,
the European Social Fund, and the Economic Development Fund
for overseas countries and territories.

The agreement instituting the European Economic Community,
signed in Rome on 25 March 1957 (articles 129 and 130) presaged a
European Investments Bank ‘to contribute, by calling on the capital
market and its own resources, to balanced development in the
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interests of the community, without running counter to the aims of
the Common Market’. To this end it grants loans and guarantees
regardless of their profitability to help finance projects in under-
developed regions and projects aimed at the modernization or conver-
sion of enterprises or the creation of new enterprises called into
being by the progressive establishment of the Economic Market.
This Bank should not be confused with the European Social Fund
(articles 123-8 of the Treaty). The Bank will lend and guarantee
without having to consider profitability. The Fund, on the other
hand, will share with a member state (to the extent of 5o per cent.)
the expenses which arise through the re-employment of workers
displaced by the nationalization of enterprises.

Outside Europe, however, an equally strong tendency is found
in favour of the creation of specialist organizations in certain zones.
The U.N. Economic Commission for South America has recom-
mended that studies should be made to discover under what condi-
tions a common financing organization for under-developed countries
in Central and South America should be created.

In the Far East the Colombo Plan has been confined until now to
distributing technical assistance and, to a far lesser degree, credits
given to financing by certain of its members, having neither resources
of its own nor the means of acquiring them. Today, however, its
directors seem to wish to reconsider the problem of extending its
financial influence.

In the Middle East the notion of an Arab Bank constituted on the
recommendation and with the technical assistance of the I.B.R.D. is
gaining ground with the main object of collecting, more efficiently
than the governments concerned, the dollar profits of the petroleum-
producing states, and of redistributing them among all the members
of the Arab League whether rich or poor.

The public international credits which may be given by govern-
ments or by intergovernmental organizations appear more and more
as the essential sources of outside capital. The problem is so great
that three difficulties are apparent:

(@) Purely technical solutions are increasingly difficult to discover,
and political considerations ate intervening to a growing extent.

(6) Private capital, which public credits should help to release,
seems less and less disposed to investment, at least directly.

(¢) Nations and enterprises the world over, whatever their political
views, are seriously under-capitalized.

Agricultural credit has features which are quite different from
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those of other forms of credit, and we cannot expect to solve its
problems in the same way. It is necessary to lean first on co-operation
and mutual aid amongst farmers. In no sphere can the principle of
self-help be developed as it can in agriculture. It follows that national
institutions are the only solid foundations of international agricul-
tural credit. In the face of new and grave world events, it is more
than ever important that the land of all nations should be made as
productive as possible. This would be done if, in place of traditional
orientation under which the various national agricultural economies
are left in isolation, one could achieve an international exchange of
factors of production, and more especially of the capital needed to
put into practice techniques which are already well known. The
problems could be solved by the creation of an international credit
organization constituted on the basis of a federation of the diferent
national agricultural credit associations, which habitually keep both
ptivate and general interests in view, and which are capable of attract-
ing the greatest quantities of savings on the various markets and of
using them profitably.

Short-sighted and self-interested politics have so far been too
much concerned with crises, but no state can expect prospenty in
isolation. In these days of rapid progress, where the economy is a
question of masses, of social dynamics, agriculture is still the principal
occupation of the world’s population. The Keynesian theory should
therefore be extended. Increasing population draws attention to the
need for basic production, above all of food, in order to prevent the
standard of living from falling below the minimum physiological
requirements. On the other hand, the granting of capital by rich
industrial countries to poor agricultural countries facilitates the
marketing of their goods in the countries which would benefit from
the importing of capital. Before the war the question of international
agricultural credit was examined in 1926 by the Commission on
Agricultura] Credit of the International Institute of Agriculture, and
by the Economic Conference of the League of Nations in 1927. But
these beginnings were not followed up because of the political
autarchy which prevailed at that time.

The International Confederation of Agricultural Credit (I.C.A.C.),
founded in 1950 at Zurich to represent agricultural credit organiza-
tions on an international scale suggested that its members should
look for ways to increase the financial solidarity which already existed
among them with a view to making agreements, either with the
I.B.R.D. or with the Import-Export Bank or the I.C.B., to direct new
external capital into agriculture, especially in agricultural export
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countries (resolution adopted by the Second World Congress in
Naples in 1954).

Finally, the General Assembly of the I1.C.A.C. meeting again in
Ankara (September 1954) and Madrid (October 195 5) went into the
question of creating an international agricultural credit bank. A
special committee charged with preparing statutes for such an
institution met twice in 1954, in Berne and Nice. Agreement in
principle was reached and rules drawn up. But the central committee
decided, in February 1956 in Paris, to adjourn the matter to allow
more study within the framework of the European Common Market.

Nevertheless, the organization of international agricultural credit
is a vital and urgent question and I venture to put forward a scheme
for an international agricultural credit bank, inspired mainly by the
statutes of the I.C.B. and the I.B.R.D. and by the proposal submitted
to the Madrid meeting in 1955.

The problem of agricultural credit has always been an object of
study and legislation in all countries, and now that farming is tending
to adopt systems which need more capital, both fixed and circulating,
the problem is becoming more important. It concerns the economic
life not only of states but of the world. However, the many types of
economic activity which are included in the term agricultural credit
differ profoundly in their objectives and in their legal forms. It is
necessary to distinguish land credit, i.e. mortgages, true agricul-
tural credit for the purchase of the normal means of production,
and credit for more permanent productive purposes (irrigation,
drainage, &c).

Land credit, based on public survey or mortgages or collateral
security, cannot in practice serve an international credit organization
though it could be used by local organizations.

The financing of local agricultural banks by an international bank
should therefore cover three forms of credit:

1. Short-term credit (6-12 months) for cultivation costs.
2. Medium-term credit (3—5 years) for purchasing cattle and
agricultural materials.
. Long-term credit (5—z0 years) for land improvement, planta-
tions, building, and founding agricultural industries.

The interest on loans granted by the International Bank of Agricul-
tural Credit to local organizations would depend on fluctuations in
the money market. It should not exceed 4 or 5 per cent., so that these
organizations would be able to lend at 6 or 7 per cent. to peasants,
at 6 per cent. to agricultural co-operatives, and at 7 per cent. to
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peasants organized in co-operatives who offer better security for
loans and reduce the costs of administering agricultural credit.

It could hardly finance the agriculture of the whole world, but
rich industrial countries (U.S.A., Canada, W. Europe) with high
national incomes do not require assistance from the I.B.A.C. This
also applies to rich agricultural countries of low population density
and with high national income per head, such as Australia and New
Zealand. There remain the poor agricultural countries which need
the good offices of the I.B.A.C., and those of very high rural popula-
tion density, such as India, Pakistan, China, Poland, S. Italy, and the
Balkans, together with poor agricultural countries of low population
density covering a large part of Latin America, almost all of black
Africa, and certain countries of the Near East. This second group
corresponds with what may be called insufficiently developed
countries.

Furthermore, a large part of the necessary credit would be provided
by the countries themselves, corresponding to the capital and
resources of national establishments, or local agricultural credit;
better use would be made of capital, thanks to better technical
utilization; and these countries could increase their investment to
some extent by mobilizing hand labour where there is forced idleness
and under-employment of the rural population. Some of the impres-
sive achievements of New China have only been possible because of
such conditions.

In countries which have no agricultural bank it may be possible
to create one for dealing with land tax following the example of
Turkey and Bulgaria. Technical assistance from the A.B.A.C. could
be used for this purpose and also for organizing agricultural co-
operatives.

As distinct from government loans and those of certain other
organizations such as the Commodity Credit Corporation or the
International Co-operation Administration, credits granted by the
I.B.A.C. would not be accommodation credits (‘soft loans’). Before
being granted there would be an examination of the situation in the
country to be assisted, and this would be followed up with technical
and economic advice. This means certain delays, but the borrowing
country would thus be assured that it would not be offered more than
it could afford.

The exports of the organization would also be concerned with
achieving a balance between credits as estimated, and the inflationary
effects associated with a loan for buying materials abroad and cover-
ing only part of the cost. This amounts, in effect, to calculating
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whether the remainder of the expenses would be paid in national
currency provided from public funds or by appealing to the money
market, or by recourse to /' Institut d’ Ewsission.

But the experts would have above all to examine the probable
monetary returns on the invested loans as well as the period during
which the investment would be profitable, in order to assure the
solvency of the farmers as well as of the debtor organizations. Short-
term loans would be granted in the currency of the borrowing
countries. But medium- and long-term loans should be made in the
most stable currency available in order to avoid the evil affects of
devaluation which is always to be feared in Europe, and in under-
developed countries. For stable money, the dollar is the unit
of choice, or even better, a unit of exchange with the value of
0.888.670.88 grammes of fine gold—a price already adopted by the
European Payments Union and which corresponds to the actual gold
parity of the U.S. dollar.

One of the first questions to arise in creating an international
agricultural credit organization is the form it should take. As I have
said, it would be supported by existing national agricultural credit
organizations and, in effect, would make its advances through them
since it would not be necessary to establish branches in all countries,
and certainly not in all provinces of each country. The bank would
operate as trustee or agent of the parties concerned. The legal statute
which would create the organization would give it the form of a
society having the national organizations as members. Under this
form the Bank would bring together the capital which would consti-
tute its social capital and which would be provided by the affiliated
establishments, national or central. But, it would have to procure
very considerable resources by borrowing, be it from the IL.B.R.D.,
assurance societies or securities offered in the different countries.

An international institution would have to expect difficulties,
especially :

1. The wide diversification of agricultural land credit in different

countries, several of which have no central organization.

2. The difficulty of obtaining legal recognition and support from
many countries, since agricultural credit is already well organ-
ized in some of them and is adequate for their needs.

3. The probable opposition which would arise in some states
against an organization operating on a higher level than internal
banking organizations and from outside the State.

4. The great variety of monetary systems and the instability of
national currencies.
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5. The politics of certain countries, especially the U.S.A. and the
U.S.S.R. which have so far preferred to grant credits through
bilateral agreements.

It is not to be supposed, therefore, that the problem can be resolved
solely and immediately by the formation of an international bank.
However much capital the bank might raise, and however great the
ability of its directors, its operation would have to be hedged about
with every possible guarantee. It could only deal with national
institutions. Hence every country would have to have a single
organization to represent and co-ordinate all the interests and finan-
cial needs of agriculture and operate under the requisite economic
and technical conditions.

The I.B.A.C. would then have for its objectives:

1. To encourage co-operation amongst national rural credit
organizations.

2. To grant to them advances, to discount, to rediscount, to buy
or sell effects and securities.

3. To facilitate, by means of guarantee and through the different
national member organizations, the placing of foreign capital.

4. To participate in the re-organization of national agricultures,
allowing them, thanks to opportune financing, to fit themselves
usefully into the new wortld economy.

5. To facilitate international trade in agricultural products and
machines, and everything that can contribute to improving
agriculture, technically, economically, and socially.

The main activity of the I.B.A.C. would consist, then, in conduct-
ing the banking operations required of it by national agricultural
credit organizations. It would not Jook for profits. It would utilize
funds provided by its associated national institutions or from loans.
It would levy only a modest charge to cover its costs. Funds and
disposable assets should be used in the interest of its members.

The capital of the 1.B.A.C. would not be limited. It would consist
of the sums deposited by the participants. Its actions would be defined,
and would be changed only by decision of its council. The Bank could
give guarantees or participate in loans to all its member organiza-
tions, on condition that the loan granted directly by it should be
guaranteed by the organization within whose jurisdiction the entet-
ptise would be developed. A special committee of experts would be
obliged to give its preliminary opinion on requests to the Bank for
loans, and the ability of the enterprise to meet the charges for a loan
would be assessed.
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The Bank would comprise a department to conduct the trans-
actions, a technical and economic department to examine proposals,
and a general secretariat in charge of administration. Although this
organization would not be in direct contact with the public it would
be a true bank, anxious to maintain its credit, the relative liquidity of
its balances, and the equilibrium of its losses and profits.

As to the seat of this bank, it should be in one of the large money
markets—U.S.A. or Switzerland. The B.R.I. at Basle enjoys a con-
stituent charter having the force of law under a convention between
the interested governments and the Swiss Federation, which gave it
several advantages, particularly with regard to taxes. Parallel facili-
ties would be granted to the I.B.A.C.

Finally, I would say that the days of individualistic activity in
economic and financial affairs are over. Solutions of practical diffi-
culties must be sought in the international sphere.

E. D. BranpAio, Rural University of Minas Gerais, Vigosa, Brazil

Dr. de Vries has gathered together a series of lessons and observa-
tions of real interest on a subject of great importance for agriculture
today.

As a representative of a country that is willing to devote much of
its resources to developing its agriculture quickly, I am somewhat
disappointed to learn that even in the more fully developed countries
no single pattern of government assistance has evolved for financing
agricultural development. In spite of this, I believe we shall agree
that Dr. de Vries’s paper has thrown much light on the problem. But
I wish he had developed his fourth approach—‘Stimulate people to
organize their self-development’—because this seems to be one of
the answers for capital formation in agriculture.

While agreeing with his main points, I should like to mention a
few Brazilian experiences.

Late in 1949 a Joint Commission! composed of Brazilian and
North American economists put out an impressive report which
contains the following statements :

Brazil’s enormous territorial area of about 3,290,000 square miles, its
wide range of climate and soil conditions and its adaptability to the produc-
tion of many crops of world-wide importance constitutes an economic
potential that must at no time be overlooked. It is not only good for the
nation as a whole but also for agriculture that there be developed an

Y Report of Joint Brazil-United States Technical Commiission, The American Chamber of
Commerce for Brazil, Rio de Janeiro, Brazil, 1949.
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economy which reflects a balance between industry and agriculture in
keeping with all the country’s resources.

Although Brazil produces crops which require much hand labour and
therefore do not lend themselves to complete mechanization, available
evidence indicates an enormous waste of labour in its total agricultural
production—so a basic requirement in Brazil’s development of agricul-
ture is higher productivity per man.

In Brazil there are many domestic programmes aimed at develop-
ing agriculture. Several are supported by the Federal Government,
others by State governments, some with the same objectives, and
many slowed down by strong obstacles. But it began to look as if a
proper environment had been prepared to receive something new;
and the new event came. An organization called the Association of
Credit and Rural Assistance (A.C.A.R.) was formed by agreement
between the State Government of Minas Gerais and the American
International Association of Economic and Social Development
(A.LLA.). Its work is based on the services of agronomists and home
economists working in pairs. Starting out in a jeep to visit small
farms and to introduce a programme with a new philosophy was not
an easy task. Many taboos had to be overcome. But when the results
of the A.C.A.R.’s educational work, associated with credit, began
to appear the doubts and the resistance melted. Today this pioneer
programme for combining rural extension and supervised credit in
one organization for farmers of different levels has spread into ten
other states. In addition, strong interest has been shown by many
foreign economists and sociologists who, after inspecting the
A.C.A.R. work, report on it favourably. A similar programme may
be seen near New Delhi.

A few examples of stimulating results which I have noticed are:!

1. The farmers’ assimilation of twenty technological processes,
after three years of technical assistance, was statistically highly
significant. From twelve to sixteen of every twenty farmers who
were assisted adopted new techniques, none of which were adopted
by farmers who did not receive direct assistance from technicians.
This analysis covered 186 farmers.

2. Other analyses of 145 families covering a two-year period of
assistance have shown that they made substantial increases in their
size of business: a 77 per cent. increase at the end of the first year of
assistance and a further 39 per cent. at the end of the second.

! See E. D. Brandao, Principios de Administracdo Rural que Interessam a um Programa de

Extensaoe Crédito Supervisiomado, Tese para concurso de professor catedratico, Univer-
sidade Rural do Estado de Minas Gerais, Vigosa, M.G., Brazil.
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3. The loans applied to productive investments (machinery, live-
stock, fertilizers, seed, feed, &c.) gave the farmers higher incomes
quickly.

4. As was pointed out by a certain number of extension workers,
the farmer should receive no less and no more than the money
required for the farm management plan, and it must be available to
him at the proper time. Furthermore, he should then pay the common
market rate of interest in spite of the usual appeal for subsidized
credit.

5. The same workers believe that, for Brazilian conditions, credit
without technical assistance does not solve the farmer’s problems.
Credit with education is needed.

6. Generally speaking, the analyses have shown effective results
for all farmers engaged in the A.C.A.R. programme.

A series of similar conclusions have been found by Dr. Mosher :!

The value of supervised credit in raising agricultural production and
the level of the farm living on Brazilian farms of a certain size and type has
been demonstrated by ACAR, and it has set supervised credit in prospec-
tive within a broader program of extension education.

The most significant achievements of a programme of technical co-
operation are often something other than those intended when the pro-
gram was set up. First, ACAR has built public confidence in the ability of
families on small farms to shift to dynamic more productive agriculture;
second, ACAR has demonstrated to graduates of Agricultural Colleges
that there is a satisfying career in working with rural families in a general
extension service. This can be of enormous significance in developmental
programs.

Programs of technical cooperation often look expensive in the beginning
but they are really cheap in the long run.

The ACAR program illustrates that a program need not be nationwide
in the beginning to have wide influence at an early date.

The ACAR experience has demonstrated the effectiveness of a Brazilian
staff in a program of agricultural development with only 2 minimum of
participation by foreign technicians.

Since A.C.A.R.’s idea has spread through half the Brazilian states
where capital and technicians are very scarce, a new organization had
to be found to co-ordinate and stimulate a programme of rural
extension and supervised credit as a means of attaining higher socio-
cultural and economic levels. To fulfil this objective an association
called the Brazilian Rural Credit and Assistance Association will,
(i) obtain financial resources and technicians from international, inter-

' A. T. Mosher, Case Study of The Agricultural Progran of ACAR in Brazil, National
Planning Association, 1606 New Hampshire Ave., N.W. Washington I, D.C. 1955.
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regional, inter-governmental, and national organizations, to be
applied specifically in Brazil to rural extension and supervised credit
programmes; and to encourage the recruitment and training of
additional personnel, and (ii) promote the co-ordination of regional
and State programmes with the view of establishing uniform
directives protecting the fundamental principles of rural extension
and supervised credit in accordance with the characteristics of the
work system being used, without detriment to its natural evolution
and necessary local adaptation.

Thope it is appropriate to have pointed out some research informa-
tion already available of the type urged at the end of Dr. de Vries’s

paper.

V. Ciarrocca, Osservatorio di Economia Agraria, Rome, Italy

The historical analysis which Dr. de Vries has given reminds us
that the financial resources of agriculture in the Netherlands came
mainly from outside agriculture and I may add that, with the excep-
tion of New Zealand and Australia, agriculture is still principally
financed from outside sources. But it is important to point out that
available means are few—notwithstanding the goodwill of inter-
national agencies and governments—and that it is important there-
fore that investments should be sound and should give good returns
to capital. Dr. de Vries’s comments on ambitious projects that
remain unaccomplished are most apt.

It is not easy to channel agricultural investment into the right
directions. That is a most important job for agricultural economists.
It should not be forgotten that agriculture is hampered more by the
wrong employment of capital than by its relative scarcity.

G. B. KuLkarNI, State Bank of India, Bombay, India

Dr. de Vries has discussed the problem well, but in so broad a way
that I find his conclusions rather unhelpful. I think that he should
have emphasized one very important aspect of the problem which
he omitted, viz. the cost of finance.

I notice too that he came almost to a negative conclusion on the
subject of his second approach, namely the role that co-operative
credit agencies can play. ‘As a whole’, he says, ‘this recipe has a rather
limited effect on development.” I should like to place before you the
broad problem we have been facing in my country and to tell you
something of the attempts we have been making to solve it. I should
like to be enlightened by persons here who, placed under similar

B 7737 X
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conditions and facing similar problems, have solved them. Their
experience, I feel, will be of great help to us.

While talking about the development of institutional credit, Dr. de
Vries says that he is afraid that it will take too long. Similarly, he
says that the relief thatis expected from government and co-operative
credit is incomplete or only temporary. I think this is a rather more
pessimistic view than is actually warranted—at any rate, judging
from the little experience we have had in this country. Much of course
depends on the duration of this long period. Similarly he has stated
that co-operatives will flourish when the circumstances are favour-
able and that they can do little to change the eavironment if it is un-
favourable. I may tell you that through co-operative development
we are in fact attempting to change the environment itself.

The main problem before us, I think, is that most farmers cannot
offer the necessary security in a form acceptable to an institutional
financier. That leads to the problem that non-institutional financing
agencies which supply farmers with credit require a very high price for
it. We have decided, therefore, to develop co-operatives as fast as
possible, not only in credit but also in various other fields, such as
marketing, processing, and warehousing. Farmers are encouraged
to form co-operatives and they are helped to do so on their capacity
to produce rather than on the basis of security in the form of property.
We have decided on, and have put into operation, a system by
which credit is integrated with marketing. These co-operatives which
are very actively assisted by the Government, the Reserve Bank of
India, and the State Bank of India are charging quite reasonable rates
of interest—currently about 6 or 63 per cent. It is in this way that we
feel that co-operatives can gradually replace private credit agencies
by adopting almost the same techniques as those of the private money-
lender. I do not say that we have found a solution which is sure to lead
to successtul results. Much will depend on the effective utilization and
prompt repayment of this credit. We have our difficulties and our
differences, and I shall be grateful to hear the experiences of other
countries.

R. NaRASIMHIAH, Young Farmers’ Association, Mysore State, India

I agree that finance is an important factor that can speed up
development. Yet I wonder how far we can achieve our object—i.e.
increased production—by increasing finance alone.

I have been in constant touch with farming people for the past
thirteen years following my educationinagriculture. We have tried our
best to provide facilities such as those recommended by our learned
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friend in his paper. But ultimately, it has been borne in upon me
that most of our help has not really been utilized, and that the value
realized is nowhere near that of the amount of energy spent on giving
this help. I feel that this need of progress, this need of achievement,
the realization of this purpose of increased production, has been
understood only by me and not by the farmers. It is clear that inten-
tion, however good, leads only to frustration unless there is the
necessary skill.

Many of our friends here lead me to believe that economists and
technicians can play a great role with their good intentions, but skill
must be there too. Progress today depends mostly on local leader-
ship which must weld together the good intention and the skill. You
are all here to guide us to achieve this.

H. S. Mann, Department of Economics, Government College, Ludiana,
Punjab, India

I have one observation to make about the necessity in the less
fully developed countries of integrating farm credit with marketing
through the agency of multi-purpose co-operative societies. Single-
purpose agricultural credit societies have been operating for over
fifty years in this country, and yet they supply only a little over three
per cent. of the credit needs of the farmers.! A multi-purpose co-
operative society would not necessarily supply credit in cash, but
perhaps in the form of advances of seeds, fertilizers, and even
consumer goods for household requirements. It would be binding
on the members to market all their surplus produce through the
agency of the society. For each advance the farmer received, an entry
could be made in his pass-book, and the advances could be adjusted
against the price of his surplus produce sold by the society. The
members’ interest in such societies would be more sustained as all of
them would get farm and household requirements from the society.
At present some of the members of the single-purpose credit
societies who do not need loans take no interest in the working of
the societies, while others whose loans are over-due try to keep away
from the societies so far as they can.

O. SCHILLER, Institut fiir Agrarpolitik und Sozialokonomik des Landbaus,
Stuttgart-Hohenheim, Germany

Professor de Vries has explained the difficulties of rural credit in
under-developed countries. The main difficulty is that a great propor-

v Al India Rural Credit Surrvey. Reserve Bank of India, Report of Committee of
Directors, v. 11. General Report, ch. 14, p. 167.
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tion of the credit given to the peasants is used for unproductive
purposes. The relevant figures given in the paper are very instructive.
The other difficulty is that the repayment of credits, even if they are
used for productive purposes, is not secured because any additional
production achieved with the help of such credits is more likely to
be consumed than to be used for repayment, if the peasants are
living at subsistence level. It follows that neither State credit alone
nor co-operative credit alone is the proper solution. Dr. Brandio’s
opinion that Professor de Vries’s first approach should be worked
out in more detail seems to be justified. In this respect the Brazilian
experiences he described are very instructive. When I worked with
a F.A.O. project in Pakistan we came to similar conclusions. They
were, first, that credit help for small holdings in under-developed
countries could promote agricultural progress only if used systemati-
cally for productive purposes. It is necessary, therefore, to give such
credits not directly to individual peasants but to channel them through
co-operative societies which see to it that the credits are actually used
productively. A combination of State and co-operative credit perhaps
as described by Professor Branddo may count as a similar approach.
Secondly, it is necessary to have co-operative credit linked with
co-operative marketing so as to achieve greater certainty of repay-
ment. Thirdly, it is necessary systematically to work out development

plans for the progress of small holdings, and to provide credits on
the basis of such plans, not directly to the individual holdings, but
through co-operative societies. Supervision and extension setvice,
as mentioned by Professor Brandio, must go hand in hand with
credit help if small farms in under-developed countries are to be
improved.
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