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NOTE

AGRICULTURAL CREDIT IN RAMJERD (FARS PROVINCE, IRAN)-SOME
POLICY CONSIDERATIONS®

J.M. Sadeghi?

ABSTRACT

The impact of formal lending on farmers' income distribution in Ramjerd
(Fars province, Iran) in 1973 was studied. The data, collected through
interviews with 38 farmers, were analyzed using such criteria as credit
per ha and credit/operating cost-ratios. The results revealed that
formal lending had an adverse effect on farmers' income distribution.
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INTRODUCTION

The impact of formal 1ending on income distribution is one
of the important questions that policy-makers should answer
with the support of empirical data. If agricultural credit

programs help to concentrate incomes, policy-makers should
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look for ways to correct this through such devices as adjust-
ing interest rates (1, 2, 6, 7, 12, 13).

Formal lendings to farmers in Iran largely started with the
establishment of Agricultural Credit Organization of Iran in
1933. 1In 1969, the Agricultural Development Fund of Iran was
established as well for the purpose of providing large loans.
These two credit institutions, though with different names,
were consolidated at the end of 1979 under the new name of
Agricultural Bank. Table 1 shows the situation of formal
agricultural loans in Iran for the years 1961-1982. As this
table shows, the value of agricultural loans has increased
from 1230 million rials in 1961 to 184334 million rials in
1982. (In 1961 one US dollar was equal to 75 rials, in 1982
it was equal to 85 rials). Agricultural credit as the per-
cent of gross domestic products has increased from 1.3% in
1961 to 16.8% in 1977 and dfopped back to 9.6% in 1982.

Due to the largeness of the volume of formal agricultural
credit and the policy-makers' emphasis on the improving of
income distribution, studies are required to explore the im-~
bact of these loans on income distribution. This paper re-
ports on a study carried out to obtain more information on

this matter.

MATERIALS AND METHODS

This study was conducted in Ramjerd, an agricultural region
located in the northwest of the city of Shiraz in the Fars
province. The data utilized were obtained through inter-
views with 38 small farmers in the region in 1973.

The farmers in this region had used some modern inputs in
1973. Ploughing and most other land preparation activities
were done by tractors and harvesting of wheat and barley
were also largely mechanized. Chemical fertilizers and her-
bicides were used by all farmers, and most of them used im-
proved seeds, at least for their wheat production. The

farmers' main sources of income were made up by crops,



“ueil JO ued JuoudoTessg [em3TnoTiby
Aq uoTyedroTiTed sxeys A3mbe pue ueol snd UWeIT JO UOTIRZTURBIO 3Tpex) Tem3notaby Aq pred ueot

S

"UedT JO ued TBRIIUSD JO S389YS SoueTeq pue jaodey Tenuuy SU3 JO SONSST SNOTIRA UDIJ poATIoq

9°6 PEETBT 1°2t61 2861 c'9 0690T £°CLT TL6T

8°6 0%96¥%T 9°G2ST 186T 0°9 ShLle T°€9T 0L6T

AN oeseeT ¢°€80T 086T 6°€ SELS 6°LYT 6961

9°ZT 6L796 STL9L 6L6T 8°E 8TES T 6ET 8961

L°0T 01E8S CTEPS 8L6T 0y 88TS £°8¢CT L96T

8791 EETLL £°6SF LL6T (A L9TS S°TZ1 9961

0°9T L9289 £79¢¥ 9L6T 9°¥ 6L%S LT6TT G961

9T ETLYS 6"EEE SL6T L°E TETF £°01T v961

8 a1 69087 £ E0€E FL6T S°t LEVE 1°86 €961

9°6 £¥9Ce 0"See €L6T VT T8€T 9°96 2961

0°8 92191 8°10Z ZLet €T 0eeT 6 T96T

% STeTI UOTTTTW  STeTI UOTTITY Jeaf % STETI WTTITW  STeTI UOTTITq Jeex
aa3noTabe ueoT ®oTad JueIIND aam3motabe jUeOT  90Tad JUBLIND
woIy gan/wecT  Teany(noTabe Jje aanjmotibe uoIy 4@/uecT Temymotabe 3Je aanynoTabe
T=303 JO anTep T=30L WOIY Jo Te303 Jo snfeA Te30q LEsm =y (€3]

€86T-T96T

4

Sy TnoTIbe woly (dm) 3Fonpoad oTisewop ssoib Jo ebejueoiad se pue sun[oA - SUROT TRANFTNOTIOY “T oTqel

119



120

livestock, off-farm jobs, and carpet weaving. Most farmers
regularly bought some of the inputs and sold part of their
outputs. Considering the characteristics cited, these small
farmers could be viewed as semi-commercial. Their demand
for credit has already increased as a result of expansion in
economic activities. To use the term suggested by Patrick
(8) and Penny (9), the credit market of the region was in
the "demand-led" situation. The small farmers of the same
region were also efficient in allocation of their resources
(10).

The present paﬁer is an analysis of loan distribution
among the farmers and uses values of credit per ha and cred-
it/operating-cost ratios. Regression coefficients wére de-

termined where needed (5).

RESULTS AND DISCUSSION

Loan Distribution

Table 2 shows that the total loan value was skewed toward

.the larger sized loans. It also indicates that 11% of the

farmers did not receive any loan and that 34% of them re-
ceived only 16% of the total amount of credit. The average
amount of credit received, from formal as well as informal
sources, was 24056 rials per farmer.

With regard to formal loans, rural cooperatives and banks
were the only two sources available to these farmers. The
farmers, on the average, received 2384 rials of formal
credit. This figure constitutes 10% of the total credit
obtained by the farmers. Aamong the 38 farmers under study,
only 15 (less than 40%) of them received formal loans. The
15 formal borrowers included 12 who borrowed from coopera-
tives and three from banks. The pay-back period for formal
loans was less than a yr and the nominal interest rate was
six percent. Charges other than interest rate might have been
imposed on formal loans received from rural cooperatives.

As for informal loans, a sugar processing factory,



Table 2. Loan distribution, amount of credit per ha, and credit/operating-
cost ratios for Ramjerd, 1972-73.

Total amount é)fag Valuelof E‘onn_aél/ Vﬁiof Credit/
of credit per No. of % of " edta' cmdll X operat-
£ g s dmount credit/ tota credit/

farmer 3 ing-cost
; of farm credit ha e ieip
(rials) credit (rials) % (rials) ratios
Non-horrowers 4 11 - - - —'_ o
0-20000 13 34 16 (11192 14 2341 0.32
20001-40000 13 34 42 29154 7 5040 0.65
40001-60000 7 18 36 46946 14 6238 0.96
Over 60000 1 3 7 61000 - 22182 4.20
Total 38 100 101f - - = -
Average - - - 24056 10 4258 . 0.51

frotal credit divided by crop production costs. More than 95% of the costs
are cash operating costs.

*Not 100 because of rounding.

péddlers and shops supplied credit to 20 (about 53%) of the
farmers. The amount of informal credit per farm was 21627
rials. The Sugar-processing factory did not charge interest
for the relatively small loans. The interest rates for loans
from peddlers and shdps varied from 10 to 20%. For most of
the loans more interest was also charged through higher
prices on the commodities bought from the farmers.

Credit Per Ha and Credit/Operating-Cost Ratios

As illustrated in Table 2, credit per ha and credit/operating-
cost ratios increased as the amount of credit per farm in-
creased. Table 3 presents sumﬁary statistics for credit per
ha and credit/operating-cost ratios for different sizes of
cultivated land. Aas observed, the credit per ha and credit/
operating-cost ratios decreased as the size of the cultivated

land increased, Regressions were run to find out signs of
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Table 3. Land distribution, credit per ha values, and credit/operating-
cost ratios for Ramjerd in 1972-73.

$ of Formal Value of

Size of . Credit/
cultivated No. of 2 of % of ;ngr];t credlit/ Cglai / operat-
land per farmer farmers farmers land £ adi h ing-cost
(ha} i T LR - ratios
credit 2 (rials)

0 - 2.50 2 5 2 3 - 6300 1.32
2.51 - 5.00 13 34 19 37 5 6779 1.1
5.01 - 7.50 8 21 17 19 10 3583 0.53
7.51 -10.00 4 11 12 13 12 3531 0.44
Over 10.00 11 29 51 28 16 1663 0.30

Total 38 100 101 100 - - o

Average - - - - 10 4258 0.51

+Total credit divided by crop production costs. More than 95% of the
costs are cash operating costs.

*Not 100 because of rounding.

the impact of farm size on credit per ha and credit/operating-
cost ratios. As Table 4 indicates, a negative impact of farm
size on the two mentioned factors is evident. These results
are consistent with the findings of another study which used
1971-72 data for the same region (1ll).

The results imply that credit is demanded to satisfy not
only crop operating-costs, but also other credit needs for
livestock, carpet production, and household consumption.
Credit/operating-cost ratios of larger than one support this
point. Credit/operating-cost ratios of more than one illus-
trated in Table 3 belong to the farmers who cultivated less
than five ha of land. These farmers, who comprise 39% of the
sample, heavily rely on borrowings for their cash costs; vyet,
they acquire zero to a maximum of five percent of their credit
from formal sources. That is, although the farmers under the
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Table 4. The effects of farm size on credit per ha value and credit/
operating-cost ratios for Ramjerd 1972-73.

No. of Constant Regression SEE P R?
observations term coefficients
Credit per ha as the function of farm size
38 8147 - 511 144 12.6" 0.26
Credit/operating-cost ratios as the function of farm
size
*
38 1.45 - 0.90 0.03 10.4 0.23

*significant at 1% level of probability.

study on the average benefited very little from formal loans

(10% of total loans), smaller farmers (under five ha of cul-

tivated land) were still in a worse situation. These farmers
received zero to a maximum of five percent of their credit

from formal sources.

CONCLUSION AND RECOMMENDATIONS

Since formal lendings had adverse effect on farmers' income
distribution, changes in credit regulations or non-credit
policies in order to correct the adverse effects should have
been considered. It éhould be pointed out that as a result
of the 1979 Islamic Revolution in Iran, changes in goals,
laws and regulations have been made with regard to credit (3,
4). Further studies are needed to determine the impact of
agricultural credit after the revolution.
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