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April. 15, 1969 

AGIJEVEl,ENTS OF THE v10RLD BANK IN Fm.ANCING AGRICULTURE 
IN DEVEIDPING COUNTRIES 

Address Presented to 
Conf~d~ration Internationale du Cr~dit Agricole (CICA 
at Chase Hanhattan Bank in New York, April 15, 1969, 

by Paul C. Goffin, Chief, Agricultural Credit Division, 
Agriculture Projects Department 

Hr. Chainnan and Delegates. I am honored to be the guest of 
such a distinguished group. I am grateful for the opportunity to address 
you this morning on the agric\ll tural activities of the vJorld Bank. 'VJhat 
I have to say, incidentally, applies equally to the International Develop
ment Association--we call it IDA for short--which is essential~ our soft 
loan 'tdndow rather than a separate organization as such. 

In the next 30 minutes or so, I hope to cover in broad tenns the 
Bank's experience 1·1ith agricu1tural finance. The substance of 1-ffiat I have 
to say can be divided conveniently under four headings. First, I would 
like to revieu briefly the history of banking lending for agriculture. 
Next, I will outline for you the general problems 1-Je have encountered in 
agricultural lending; this might be called 11J.essons from experience." 
Then, I 1·dll cover the particular problems we have enconntered in agricul
tural credit. Finally, I 'Will say a few words on the role of technical 
assistance as related to the Bank's operations. In essence, I am speaking 
to you today about a crucial aspect of economic development that has risen 
spectacularly in the llorld Bank Group's list of priori ties in recent years. 
This is the need to increase agricultural production. 

At this point in history, agriculture stlll employs more than t1-10 

thirds of the total ·Horking population. Yet, it accounts for less than a 
third of the total value of output. For the less developed world as a 
whole, rapid agricultural progress is necessar.y merely to keep pace with 
the subsistence needs of a 1~sing population. For almost all developing 
countries, over and above the problems of feeding ever greater numbers of 
people, agricu:Ltural progress is the umust dou element vrl.thout 'Which a 
satisfactor,y rate of gro1~h and a desirable social and regional pattern of 
development cannot be achieved. At least that is how the problem looks 
today; for if higher yields on the land can--in the near future--generate 
savings and foreign exchange earnings, then, in the long run, labor can be 
released for productive employment in other sectors of the econom,y; the 
import bill for food and fiber items can be cut; and domestic manufacturing 
v1ilJ. be stimulated both by more abundant raw materials as well as a 'Widen
ing market for locally made goods. 
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The problems of agriculture are tremendous. Let us not over
simplify the task of coming to grips with them. But it seems to me that 
in the past the effort all of us have made in this field has lacked a sense 
of urgency, and, one might even say, sufficient imagination. The importance 
of capital was recognized, but the more subtle human and institutional 
problems of making effective use of capital vJere not sufficiently recognized. 

Bank Group has devoted considerable resources to developing 
agriculture. Its policies toward agriculture can be conveniently divided 
into t1-10 phases. The dividing point is some"t-Jhere in the early years of 
this decade. In earlier years, the Bank devoted considerable resources to 
p1~n1oting improvements in agriculture both directly--by financing projects 
for in"igation and reclamation, land settlement, farm machinery imports-
and indirectly through assistance to road development and other infrastruc
ture programs. During the 1960•s, three main changes have taken place: 

1) The emphasis · on agricul tura1 development in the developing 
countries themselves has become mudh greater now than ever 
befor~. 

2) The Bank Group has substantially increased the volume of 
lending for agriculture. 

3) In the process, the Bank Group has dis covered and developed 
many more kinds of opportunities for profitable agricultural 
investment, and in many more parts of the developing world. 

The period of the 1960's has been one of constant poliqy review. 
In particulm ... , vJe have vigorously explored the possibilities of further 
lending activities. Lending for large-scale irrigation and flood-control 
projects has remained important. But financing activities by the Bank and 
IDA have been 'tri.dened to include projects over a broader range of agri cul
tural requirements. Many of the projects no't·J being supported were consid
ered outside the scope of Bank/IDA operations only a few years ago. We 
hope to push forward our assistance on an even wider scale in the future. 

In our expanded effort to promote agricultural development, we 
have put greater emphasis on technical assistance. This assistance has 
aimed at t~o goals: to help borrowers identify and prepare projects for 
the Bank Group's consideration, and to increase the degree of certainty 
that loans and credits, once approved, will be used effectively. A number 
of lending operations have included funds to pay for initial technical 
services and ~here necessar,y the employment of consulting firms. Same 
loans have also provided funds to institute adaptive research aimed at 
the particular problerns of specific agricultural situations. 

The increase in our volume of lending for agriculture ~ill give 
you a broad indication of how much the Bank has intensified its support of 
agricultural development. Let us take 1962 as a dividing point. Prior to 
June 301 1962, a total of approximately $583 million had been lent by the 
Bank and IDA directly for agricultural projects. Over the next six years, 
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to June 30, 1968, the total ~as increased to some $1,253 million. Thus, 
the two institutions lent more money for agriculture in the past six years 
than in the previous siA~een. In fiscal 1961/62--our year goes from July 
1 to June 3D--agricultural projects accounted for about 7-1/2% of the Bank 
and IDA 1s total lending to developing countries. In the last complete 
fiscal year--1967/68--the proportion had risen to 18%. 

Yet even these statistics do not tell the Whole stor,y. The 
loans I have been tali{ing about ~ere specifically for agricultural devel
opment. In addition, much of the money lent for transport, especially road 
transpor·t, has gone to projects intended mainly or partly to serve the 
needs of farming communities. The same is true of loans for power develop
ment. Indeed, a substantial proportion of all Bank/IDA lending, including 
industr.y and education, has had links ~ith agriculture. 

In the earning years, agricUlture will be given even greater 
priority. This has been explicitly and strongly expressed b.Y our President, 
~u~. Robert McNamara, in his address to the Board of Governors in September 
1968: " ••• the sector of greatest expansion in our five-year program is 
agriculture; indeed, in the corning year vle plan to process more than twice 
the value of agricultural loans as in the last and our agricultural dollar 
loan volume over the next five years should quadruple o •• 11 

How the Scope of Our Loans Has Shifted 

It is illuminating, I think, to revie"tv briefly the Bank Group's 
involvement in agriculture. This involvement did not begin l<Jith some sort 
of grand design. ilather, it edged its ~ay fort-Jard, picking and choosing 
among projects of high economic priority. .Although our program -v1as modest, 
our aim 1vas not; -we 1vished to concentrate on bottlenecks in a count:cy 1s 
agricultural econon:ry that 1\le deemed crucial and that seemed 't.Jell suited for 
Bank financing. The first agricultural loan, made in 1948, provided $2.5 
million to Chile for imports of agricultural machinery. The loan was not 
untypical of "tvhat was to follovJ in those early years--a large proportion 
of the lending, do~n to the late fifties, helped to finance the purchase 
of agricultural machinery. That was a period 't·Jhen there was a desperate 
shortage of such machinery, and of the dollars required to buy it from the 
countrJr that was the 1nain supplier at the time. Thus, the Bank's early 
loans, though modest b,y todayis standard, helped to push forward the 
modernization of agriculture during a period of acute financial difficulty. 

The 1nain focus of the Bank's interest during its early years ~as 
in 't-hat might be called moderately "t.Jell developed countries. As more of 
the poorer nations of Asia and Africa became members, the nature of the 
agricultural lending changed. In the scheme of things, the scope for 
machinery loans declined rapidly. In fact, no loans have been made spe
cifically and exclusively for this purpose since 19.57 o I hasten to add 
that agricultural ~Achinery continues to be important in our lending as a 
component of loans encompassing a -wider range of purposes. 
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In the second phase, broadly covering the late fifties and the 
early sixties, the Bank's agricultural lending shifted tovJard irrigation 
and flood control projects. Irrigation proved to be particularly 'tvell 
suited for Bank Group lending. The capital cost of irrigation projects is 
usually large; much of it is in foreign exchange; and that is where insti
tutions lD{e the Bank and the International Development Association have 
found it possible to be particularly helpful. But equally to the point, 
irrigation projects provide the farmer with 1-bat is often his most impor
tant input--a laJ."ge, assured, or regulated supply of water. 

But in irrigation agriculture, as in other types of cultivation, 
experience has shown that a large, narrowly conceived project, no matter 
hovJ 'tvell conceived in terms of itself, is not enough. It would be nice 
indeed if one could simply build a dam across a river and then sit back 
and lJait for a spectacular increase in agricultural productivity. Unfor
tunately, the 1·Jai t is likely to be long and frustrating. The project has 
to be visualized in a broader setting, in the sense that a variety of 
supporting investments are required. Because this factor has often been 
neglected, many irrigation projects around the world were giving lower 
yields than they should. 

Irrigation, as such, does not always require a fundamental change 
in farming practices. But quite often, to make full use of the new irri
gation potential that has been created, new crops have to be grown, or 
more intensive cultivation has to be undertaken, or multiple cropping 
becomes necessaxy. In cases suCh as these, radical changes from old fann
ing methods are required. In particular, the development of multiple 
cropping calls for a whole series of fundamental changes. Early-maturing 
crops have to be introduced. Field work has to be mechanized. Fertilizer 
and pesticides have to be used. And, in support of it all, new marketing 
facilities have to be created, and--not least of all--a larger supply of 
credit becomes necessa~J• 

't'Jhen such radical changes are required, the responsiveness of 
the farming community becomes the limiting factor. The knowledge of 
farmers becomes crucial, along 1vith the social., institutional and psycho
logical factors governing their reactions to reform. To teach the farmers 
,;mati to do and how to do it, agricultural services have to be organized. 
These services must be staffed 11i th qualified personnel who themselves 
must first be trained. In this way, by providing a variety of services and 
facilities, we aim at strengthening the fanners t incentive to innovate. 
Also, by introducing suggestive policies in regard to credit for instance, 
the farmers 1-ri.ll be helped to see their own good beyond the risks of inno~ 
vation. 

The relevance of this catalog of changes is not limited to 
irrigation projects. A general need to foster innovation among farmers 
can be stated as a prerequisite of a variety of agricultural projects. 
The Bank Group's response to the need has taken two main forms in recent 
years. The first is that ~e have increased our support for general agri
cultural development. while irrigation loans continue at a high level, 



- 5 -

greater emphasis has been given to investments in related fields. We have 
moved toward a more comprehensive approach to agricultural development. 
To name a £e1-1 areas of importance: farm credit, livestock production, 
land set·tilement, seed improvement, grain storage, agri-business, training 
and extension t-Jork. Our second response is more particular in nature: 
agricultural credit projects have been supported more vigorously. Agri
cultural credit is vital. for changes at the "grass-roots level"--to borrow 
a phrase from the politicians--because it can provide a large part of the 
resources required for the purChase of inputs such as fertilizer, as ~ell 
as much of the capital required for investment on the far.m itself. 1ihere 
properly employed, agricultural credit can be a very effective means of 
encouraging higher productivity on the farm. 

He are trying to achieve four main objectives -vri.th our agricul
tural credit projects: 

l) To reach large numbers of farmers, including small farms 
close to the subsistence level. We are always looking for 
new techniques and assistance to reach this goal. 

2) To ITl.ake agricultural credit a viable banking operation and, 
at the same time, build up sound institutions. This means 
that oredit should be fully repaid. Neither the provision 
of credit and administration of it should be considered a 
subsidy. 

3) To base the acceptance of loan applications on economic 
criteria rather than on collateral. 

4) To induce farmers -to save through making deposits in credit 
agencies. By so doing, the farmer contributes to mobilizing 
resources t·Jithin the country. 

In general, crecli t loans have been found to be very flexible in 
terms of lending arrangements, and thus they are very adaptable to Bank/IDA 
requirements. The result is that agricultural credit is now the second 
biggest category of the Group's lending for agriculture. Furthermore, its 
relative importance is grouing. Credit has been channelled to the farmer 
through a variety of institutional arrangements and in association with 
private banks. In Hexico, the credit has been routed through the Central 
Bank, which relent the funds through commercial banks. In the Philippines, 
the money has floued to the farmer through small rural banks. In Tanzania, 
the funds ·uent to the agricultural credit agency 1.Jhich in turn relied on 
the strength of local cooperatives to channel funds to the farmers. To 
date, vJe have vJorked lJith institutions such as these in 18 countries. 

Some General Problems Involved in Agricultural Financing 

The growing importance of credit loans provides a good point to 
end this brief history of Bank/IDA lending for agriculture. For I think 
it is easy to transfer one's focus from this particular technique to the 
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more general problems of agricultur-al lending. We will come back later to 
some of the specific problems of agricultural credit loans. 

It is frequently assumed that the low levels of productivity 
prevailing in the less developed countries can be remedied merely by 
providing additional finance, either from abroad or from domestic sources. 
In fact, finance is not the primar,y limiting factor. Effective use of 
capital is impeded by a host of hwnan and institutional problems, including 
the follo"t-Jing: 

l) The diffuseness of the agricultural economy, typically 
comprising thousands of unorganized producerso This makes 
it hard to identify, prepare, and appraise "projects" and 
to supervise the use of credits. 

2) The economically precarious character of farm units in many 
countries. This permits of little capital accumulation, 
provides little security for loans, and often makes adoption 
of technical innovations seem unacceptably risk,y to the 
farmer. 

3) The general isolation of rural districts from modernizing 
influences. This is characterized by a lolrJ level of edu
cation and a consequent absence of trained, progressive 
leadership. 

4) The lack of transport and other facilities needed for 
efficient marketing of agricultural output. These marketing 
problems need no elaboration • 

.5) The vJeak incentives to higher productivity in many areas. 
l'Jhere output is largely for subsistence, markets are ill
organized, and tenancy and tax arrangements are often 
unfavorable. 

6) The inadequacy of government organization and personnel 
in agricultural l-Jork. This is due partly to the low prestige 
of agricultural employment. The lack of experienced person
nel to prepare and execute projects is of particular conse
quence. And, finally, ••• 

7) The ineffectiveness of price controls or other economic 
measures. These measures are applied qy some governments 
in a way that discourages efficient production and investment. 

In a number of countries, large plantations or big estates 1dll 
continue to play a major role in the economy. And in others, there is 
considerable potential for ccrmnercial farming on relatively large units of 
land. Sudh large operations are usually less affected b,y the typical 
human and institutional problems--they are better able to employ modern 
equipment and practices; they are better able to raise output rapidly, and 
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they are better able to tru{e advantage of export possibilities. 1Vhen I 
say 11better able 11 , I arn comparing large agricultural undertakings 'With the 
characteristic situation of agriculture in so· many countries where one 
finds large numbers of smallholders. It must be noted, however, that there 
is strong political pressure throughout the world for the breakup of large 
units, even at a serious cost in productive efficiency. 

In most of the less developed world, for many years to come, 
a majority of the population will continue to depend for their livelihood 
on small farms or livestock herds. Crucially important to the smallholder 
is the evolution of patterns of agricultural production and trade that l~ill 
make the small unit viable in a modernizing economy. This evolution would 
give increasingly productive employment to the rural population. It 't'ould 
retard the movement to Ul~ban areas, thus having a positive effect on 
political stability, and at the same time 'tvould avoid wasteful land use. 
Given the complexity and mutually reinforcing character of the problems 
involved, an essential condition for such evolution is likely to be progress 
in "agrarian reform" in the broadest sense. This obviously includes :irnprove
ment in land utilization and, where appropriate, in tenure arrangements. 
It also includes improvements in government agricultural services, in price 
and other economic policies, in marketing, and in the supply of credit and 
farm requisites. In passing, let me say that I always prefer to use the 
expression "agraria..'l reform" in this broad sense; I use "land reform11 to 
refer to programs involving chiefly a change in 01~ership or tenure condi
tions. 

Global demand for most of the developing countries r traditional 
crops is no't·J grol-J:i.ng slouly. In the future, gro'tvth of demand may be 
ftu"ther limited by competition from substitutes. v.Jhile their agricultural 
output will be expa11.dmg, the availability of markets 'Will depend in part 
on whetheJ.." they can shift production patterns toward commodities for which 
ther e is more dynamic 1,;orld demand. This is to recognize that the less 
developed countries should be very much concerned with the latest tech
niques of marketing, processing, and sales promotion. It will also depend, 
probably in even greater measure, on the growth of domestic demand--result
ing from urbanization and rising income levels. Thus the expansion of 
output is only one aim of agricultural development. Development must also 
bring about Changes in the structure and geographic pattern of production. 

Some Probl~ns of Agricultural Credit 

The problems just outlined are common to all of our agricultural 
projects; in addition, there are problems that are more particularly related 
to agricultural credit. But first, let me give you a general conclusion. 
Our e:~.."Perience has taught us that, 1-1hen complemented by other elements of 
"agrarian reform", agricultural credit can be a very effective aid to 
higher productivity. Furthermore, it appears to be a field especially 
"t·Jell suited for Bank/IDA assistance. Our experience indicates that the 
organization of agricultural credit programs is likely to involve a number 
of diff iculties. I ~dll mention five gene1~ problem areas: 
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1) It is often hard to get accurate estimates of the effective 
demand for credit. This is because reliable information 
about the farmers' intentions is usually lacking. Since there 
is a lack of accumulated experience 't-aith credit operations in 
the less developed countries, it is evenmore important that 
applications for financing need to be based on a realistic 
lending program in which the several categories of investment-
for example for tree crop development or the farm machiner.y-
can be assessed separately. 

2) It is often difficult to insulate the making of loans, 
recovery of arrears and other operating decisions from 
political interference. The most common cause of this 
difficulty is that agricultural credit institutions are 
mostly governraent-owned and are sometimes subjected to 
substantial political pressures. 

3) The earnings of these institutions are seldom sufficient 
to cover the cost of proper staffing. Earnings usually 
need to be supplemented by governmental subventions. 

4) Horeover, these institutions are sometimes assigned various 
functions not directly related to their lending. Examples 
are the operation of marketing, research, and extension 
services. Such services are necessar.y complements to credit, 
but it is generally preferable that they be separately 
administered and financed. Similarly, experience suggests 
that the a~nistration of industrial financing should 
normally be separated from agricultural credit. 

5) Supporting services to agriculture often are not of sufficient 
strength. Far.mers can make effective use of credit only if 
they are supplied with knowledge of the functions to be 
supported by credit. 

In order to overcome these difficulties and reach our objectives, 
money by itself is not sufficient. This is 't·Jby -we are also concerned that 
credit institutions lJe become associated 'Hith be provided vJith extensive 
technical assistance for improving their organization and operations. 

}rore often than not, the strengthening of credit institutions 
involve institutional aspects such as board direction, management, organ
ization, staffing and operating policies and procedures. The Bank Group 
has helped to fill these deficiencies in a number of lJays. By arranging 
for tempo~ expatriate assistance, it has helped to overcome the acute 
shortage of personnel on the scene with experience of agricultural lending. 

Technical assistance for project implementation is, of course, 
not unique to the Bank's agricultural credit projects. I would like to 
speak briefly of hovJ we vievJ technical assistance in general in connection 
with Ba.:nk/ID.A lending operations in agriculture. Our experience has 
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convinced us that a major limitation on agricultural expansion of current 
importance is a lack of soundly planned investments projects and a shortage 
of expe1"ienced people to carry out agricultural policies and to prepare and 
execute such projects. Finding satisfactory management for proposed projects 
contrives to be a serious difficulty. In Africa, the Bank's Agricultural 
Development Service, based in Nairobi, is helping to overcome this problem 
by rnaking managers available to governments for agricultural projects on a 
reimbursable basis. Kl.sewhere, notably in the Hestern Hemisphere, the 
Bank has employed, on contract, a number of technical managers who have 
been seconded to governments to help operate projects. 

This by no means exhausts the list of complex problems that 
stand in the 't·Jay of more rapid progress in the ag1'icultural sector. For 
instance, there continues to be a lack of adequately studied, economically 
promising projects ready for financing. The Bank has taken a number of 
steps aimed at helping member governments to ease this critical bottleneck. 
A p1~ncipal action was to enlist the assistance of FAO. Under its coop
erative program 't·rl.th the Bank, the FAO works 't-Jith governments to identify 
and prepare projects 'Hith a view to their eventual submission for Bank or 
IDA financing. Under this program, the FAO sent 56 missions to the devel
oping countries during 1967/68. It also participated in 41 of the 143 
missions organized by the Bank to look into problems of agricultural devel- . 
opment. Specific actions have also been made to offer more assistance in 
Africa, 'tvhere many of the newly independent nations are in special need of 
help with project identification and preparation. The Bank has set up two 
Permanent I1i.ssions, one in Abidjan and the other in Nairobi, to assist our 
member governments in these areas. 

Largely as a result of these various arrangements, the number 
of well-prepared, high-priority projects coming forward for consideration 
particularly from African members, has increased considerably. Indeed, 
a queue of pipeline of sound projects is beginning to build up. At the 
end of June 1968, 22 agricultural projects were in an advanced stage of 
appraisal or negotiation, and 55 others were in earlier stages of processing. 

The Bank has also been coordinating its work with the United 
Nations Development Programme (UNDP). Where studies financed by the UNDP 
might, lead to Bank Group financing, the FAO usually becomes involved under 
the cooperative program. Similar cooperation has been established with 
the United Nations Educational, Scientific and Cultural Organization (UNESCO) 
for the preparation of educational projects; some of these educational 
projects are intended directly or indirectly to benefit agriculture. 

The Bank Group has thus diversified the nature of its agricultural 
~ork in terms of studies, preinvestment surveys, project preparation, and 
lending. The ~ork has also been extended to man.y more parts of the world 
than was the case a few years ago. Until recently, most of the Bank's 
agricultural lending was concentrated in a relatively small number of 
countries. India and Pakistan--including the Indus Basin Development Scheme-
headed the list. Other large borrowers included Mexico, l~laysia, Thailand, 
l~rocco, Peru, Brazil, Colombia and Iran. But our policy is to offer 
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assistance to al1 our members mere the need is evident and the circum
stances warrant Bank Group operations. The Bank Group now has some kind 
of agricultural work in progress in sixty countries. 

To conclude, I vJould like to express my confidence that we will 
reach the goal set qy our President, and in this expansion, agricUltural 
credit will play an increasing~ important role. 
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