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Students who teke Agricultural Economics 660 are duly forewarned.
To understand the relationships linking "Food, Population, and Employ-
ment" considerable reading is necessary. Additionally I think it
important that students have the opportunity to develop a major
research paper. This requires even more time, both theirs and mine.
Enrollment is therefore limited: by the uumber I can handle and by
the number of students willing to put up with such unreasonableness.

But the results are a joy. I am privileged to work with a select
few, and they by term's end have the satisfaction of having accomplished
something significant. Initially to encourage the student to do his
best, I offered publication in the Staff Paper series as bait. Increas-
ingly this is no longer necessary; the papers stand on their owm merit
and warrant wider distribution. )

In the present contribution, David Bathrick focuses on smell farmer
credit, one of the more widely proclaimed solutions to the many problems
facing traditional producers in developing countries. Mr, Bathrick

~identifies a growing concensus among donors as to the reasons behind
the limited success of credit schemes to date, and suggests guidelines
for avoiding these in the future. He see credit as but one component
of a package designed to totally alter the economic and agronomic
environment of the peasant. His conclusions are less controversial
than they would be expensive; but perhaps the choice is between large
investments with some waste and minimal gestures from which little
would be expected.

The suthor would welcome comments and these should be addressed
to:
Mr. David Bathrick
9318 Glenbrook Road
Fairfax, Virginia ' 22031

Ms. Darlene Jennings and Mrs. Tillian Morse typed the manuscript
and prepared the graphics. We are in their debt.
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THE EVOLUTION OF POLICY ISSUES TO IMPROVE SMALL FARMER
AGRICULTURAL CREDIT PERFORMANCE AS PERCEIVED BY DONOR AGENCIES®

David Bathrick

PART I - AGRICULTURAL CREDIT AND SMAIL FARMER DEVELOPMENT

Whether viewed in the context of prevailing food grain short-
ages, or of the concern for the small farmer and the reduction
of poverty among the rural poor, or of the new initiatives aimed
at increasing the flow of investment for agricultural production
in the developing countries - agricultural ecredit might be con-
sidered not just timely put of urgent concern.

William C. Baum
World Bank

A. Recent Reassessing of Agricultural Credit Programs

Beginning ever-so-slowly in the 1950 and more increasingly in the 1560s,
lesser-income countries and donor agencies such as the World Bank, the United
Nations' Food and Agriculture Organization (FAQ), the Inter-Americen Develop-
ment Bank (IDB), the Agency for Tnternational Development (ID), and private
foundations, have in varying degrees directed thelr attentions and resources
to the development and improvement of agricultural credit ingtitutions as
a mesns to improve the conditions of the traditional subsistance farmer. In
the late 1960s, it gradually became apparent that only in rare cases did
large numbers of small farm subsistance producers participate in inatitut-
jonalized credit systems. Increasingly, other common characteristics were
reported such as ‘the credit institution's inability to cover operating
costs thus requiring subsidized support and recuperate large amounts of out-
standing loans, (1)}. Resulting from the growing frequency of these problems,
the increasing amounts of capital investments and the unquantified amounts
of technical assistance peing provided to these institutions, and the im-
portant role traditionally held by development thinkers that agricultural
credit was the panacea for development, donor jnstitutions began to critically
reflect on their experilences in order to determine the possible reasons for
this rather spotty performance.

Beginning in 1973, ATD initiated the most comprehensive evaluative
review of agricultural credit yet undertaken by any institutionm, Sixty-three
evaluations and studies were conducted on AID and non-ATD funded agricultural

*In slightly modified form this paper was first submitted as part of
the requirements for Agricultural Feonomics 660: Food, Population and
Employment, Fall Term 1978/79.



-2

credit program in 36 countries which provides the "largest colleection of field
studies ever assembled . ., . ." (2, p. 35). The results of these studies

and evaluations were later compiled in a 20-volume series (3)., Subsequently,
between 197h-75, similar but less-exhaustive reviews of the subject were under-
taken by the World Bank (4), the FAO (5), and the Rockefeller Foundation (6).
All reviews identified a series of policy "issues" which credit institutions
should consider in improving small farmer credit performance,

B. Changing Roles Associated With Agricultural Credit

As quoted from Gordon Donald (7, p. 17);

Financial credit is the most universal and flexible trans-
ferable form of economic resources: with cash obtained via credit
one can buy anything that is for sale. While goods and services
could also be transferred to desired parties by administrative al-
location, the transfer can be more easily effected by credit and
with much greater freedom of choice and efficiency.

Though in the 19505 limited amounts of "financial credit" in the form of
agricultural production credit began to be provided by donors, small farmer
development as a governmental priority was low in comparison with the develop-
ment of other sectors. The prevalling development strategy directed resources
for major capital investments, particularly those concentrated in urban areas,
or to support the large commercial farmers who usually produced cash crops for
exportation. Except in the case of the Republic of China, and to a lesser degree
South Korea, small farmers were for the most part excluded from institutional
credit. (Refer to Table 1.) This exclusion resulted because of the 1). prevail-
ing low-interest rate structure, there was no incentive for commercial banks to
fund these "higher risk” investments; 2). much higher administrative costs
that were sssociated with the supervision of small loans in remote areas; and
3). low-level of technology employed by the small producer.

Traditionally small farm credit programs had been justified to counteract
the "usury" rates charged by informal money lenders., This lending practice was
felt to be a principal constraint inhibiting development within the small farm
sector. Accordingly, if low interest credit could be provided through "com-
peting" credit institutions, farmers would immediately sdopt commercial pro-
duction practices. Sirzeable production inecreases would result in increased
farm family income.

L. J. Walinsky summarizes this commonly-held view (8, p. 145)s

'Farmers in the developing countries are generally hampered by
high interest costs for short-term crop loans, usually from smali-
scale private money lenders, and by the almost complete lack of
sources from which they can borrow the longer term loans they would
need to purchase draft znimasls and equipment, upgrade their stock,
reclaim acreage, execute s0il conservation measures, build barns,
and financing similar capital needs. High cost loans constitute a
major charge against their current income from money lenders and
depresses their living standard. The unavailability of longer-
term credit prevents them from improving and expanding their output.
Both limitations can be overcome by a well designed agricultural
credit program, at the core of which would be an agricultural benk.



TABIE 1
Farmers Receiving Credit from Institutional Sources,
in Selected Countries
(Percentage of &ll farm families)
Country Percentage Country Percentage
Africa
Ethiopia 1 Sri Lanka 1h
Ghana 1 Thailand 7
Kenya 12 Turkey : 23
Morocco 10 Viet-Nam, Republic of 21
Nigeria (Western) 1 . .
Latin America
Sudan 1 Bolivi
Tunisia 5 ° Yla 2
Uganda. 3 Brazil 15
Chile 15
Asia gologbla ig
Bangladesh 15 cuador
. . . Guatemala 2
China, Republic of (Taiwan) 95
. Honduras 10
India 20 .
Mexico 15
Jordan 8 Nicaragua 20
Korea, Republic of Lo &
. Panama 4
Malaysia 2
. Paraguay 6
Pakisten 5 Peru 17
Philippines 28

Source: World Bank, Agriculbursl Credit Secfor Policy Paper, May 1975, p. T1

Resulting from the above-mentioned evaluations of agricultural credit
undertaken by the donor agencies, it was determined that though there was
an important role for agricultural ¢redit, its role had, in the past, been
over~simplified. There are a series of other complementary issues which
must also be considered if an improvement is to be made in the economic and
social status of the small producer. Those other considerations include:
1). an available improved technology beyond the traditional technology
levels which the small farmer will readily utilize; 2). the presence of
feeder, farm-to-market road systems; 3)}. the availsbility of quality modern
agricultural inputs when needed; U4). out-reach extension services qualified
to assist these farmers; and 5). favorable marketing and storage services
and facilities to respond to the increased production. Though agricultural
credit is an important "accelerator" in rural development, other supportive
factors must also be considered all within a more comprehensive framework
(3, vol. XX, pp. 16-21; L, pp. 31-35).

The +raditional view that the provision of low-interest credit was the
key to economic development for the small farmer has been rebuked. Conse-
quently, the design and implementation of institutional credit programs has
been made an exceedingly more complex developmental undertaking.



C. Small Farmer Emphasis - Why?

The dramatically increased interest by lesser-income countries and donor
agencies in rural development evolves in part from recent rethinking regarding
development strategies, combined with the growing concern for increased food
production. ’

Firstly, the anticipated "trickles" that were to be distributed to the
lower economic portion of the population of the countries that pursued massive
capital investment development strategies undertaken in the 1950s and 1960s
were, in most examples, too insignificant to measure. This was rarticularly
50 in the rural sector where only a small number of export-commodity producers
received financial assistance from credit institutions. This practices tended
to perpeturate a "dualistic" agricultural structure composed of a small number
of "modern" producers, who prospered, while the much larger "traditional"
semi-commercial subsistance farmer, received little, if any governmental as-
sistance. The prevailing development strategy helped to spark a large, and
in some cases, massive migration to urban areas where gainful employment was
seldom obtained, ' :

Many viewed with optimism the introduction of the "green revolution”
technologies as this was to provide an "unparalleled opportunity to breek the
chains of rursl poverty” (9, p. 264). It was thought that the introduction of
these new technologies for use by the small producer might serve as the cataly-
tic element to stimulate a dramatically improved rural and national economy.
Resulting from the studies of agricultural development originally documented
in Japan and the Republic of China, and then verified in most other courntries,
it became generally accepted that the small producer obtained more productive
Vields per hectere planted than those of the larger. If the small holder
could increase his productive capacity through the introduction of new tech-
nologies, this increased yield could hopefully be transferred into increased
income, thus providing him with s greater purchasing power. The increased
effective demand would generste the need for increased goods and services
at the village, particularly at the market-town level. Increased employment
opportunities for all, including the non-farm rural-poor sector would be
generated. A more enduring basis for netional development would evolve

(10, pp. 10-1k4),

Beginning in 1972, this growing concern for increased equity and employ-
ment generation thru agricultural development received much more attention.
Resulting from the world fear of severe food shortages, meny felt that given
the greater productivity of the small farmer, he offered the best hope to pro-
duce the basic food needs required by the lesser income countries while at
the same time, bring about increased national development (}i, p. 37; 12, p.

143; 13; 1k, p. 9).
S. Wortmen provides a good summary of this view (15, pp. 35-36):

A1l of this [new technology] is aimed at generating the main
ingredient for rural development: increased income for large nume
bers of farm families. Until their purchasing power is increased
through on-farm or off-farm employment there can be no solution
to the world food procblem. Extending science-based, market-orient-
ed production systems to the rural masses can enable the developing
countries to substantially expand their domestic markets for urban



industry. As farm families attain larger disposable incomes
through increased agricultural profits they can become

buyers of goods and services, providing more jobs and higher
incomes not only on farms but also in rural trading centers
and in the cities. What I am suggesting, in other words,

is that the improvement of asgricultural productivity is the
best route to economic advancement for the agrarian developing
countries.

Donor agencies, particularly the World Bank, AID and IDB have committed
their resources to the support of improving the social and economic con-
ditions of the world's rural poor. Particular emphasis in their agricultural
lending portfolioc has been directed to credit.

During the much-acclaimed speech by Robert McNamara to the Board of
Governors of the World Bank in 1973, he mentioned the role of agricultural
credit as one important factor to facilitate small farmer participation
in the use of the new high-yielding variety technologies.

To quote McNemara (16):

The miracle of the Green Revolution may have arrived, but
for the most part; the poor farmer has not been able to partic-
ipate in it. He simply cannot afford to pay for the irrigation,
the pesticide, the fertilizer ...... For the small holder

 operating with virtually no capital, access to credit is crucial.
No matter how knowledgeable or well motivated he may be without
such credit he cannot buy improved seed, apply the necessary
fertilizer and pesticide, rent equipment or develop his water
regources, Smell farmers generally spend less than 20% of what
is required on such inputs because they simply do not have the
resources.

D. Brief Overview of Donor's Agricultural Credit Lending Activities

~ The World Bank has estimated the totel outstanding amount for Instiut-
iongl agricultural credit lending in the developing world at approximately
$15,000 million (L4, p. 5). This total has been supportive of only the
"formal” credit system, and therefore excludes the much larger amounts
provided from "informal" sources such as local lenders, neighbors and
family members. Included within this total is the estimated $5,000 million
that has been provided by the World Bank, AID and IDB. Chart I provides
an overview of the capitel assistance funding provided during the last
30 year period by these three donors.

Though not til the early 1970s did the World Bank place a significant
interest in agricultural credit, since then, it has become the principal
donor. Included within the Bank's $3,000 million is a portion for admini-
strative and technical assistance "non-capital” costs. As will be dis-
~ cussed later, it is only recently that the Bank has given a special prior-

4ty to the small farmer,
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CHART 1. TOTAL AGRICULTURAL CREDIT CONTRIBUTIONS FROM PRINCIPIE DONORSH*

g = n
"
30004 o
W
L o
- » ,=
*
L "
"
o
2500 b= w ]
*
- o
- *
# ]
- =
*
e » i
o
2000 = w ]
Wl
: T .
3 L *
o *
g L »
- *
. b "
“ ! x]
S 1500p— "
3 "
E B r; ]
g - 'O: ™ -_
ﬂuﬂ )
o X *
[-X- £ 3
- o %]
°uﬁ *
1000 f— o o ™
- 3 o
e - =9 " e
™ o Y e *
- E ] o LS
"y o] = | *
~ ** o: * **
"2 o * *
- e 3 * e
. o e -t
500F— * oy ] *
i N % ] ®
- #*: aq ud *|
- o, - *
i " Sl -
:* °: * :*
- ® o * -
B :s« :: :*
w s ©® o *
=N H2H R5EEE o
g 2
= 8

0 M i
Fiscal Yearsl930- '64- '69- '7Tk- 19k8- "6l 169- 'Tho 3 1961 TEL- '69- 'Th-
63 68 713 718 63 68 T3 T8 & €3 63 T3 T8
&

A, I. D. WORLD BANK I. D. B.

(Estimated)

*Sources: Agency for International Development, History of AID Program
in Agricultural Credit (Volume XVIII, June 1975), p. 3; A.L1.D., Agricul~
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The AID contribution, though much smaller, is significant for its long
duration and extent of attention directed to the small farmer which is
"unique" among &id donors (7, p. 50). The total does not include the large
quantities provided for technical assistance and grant-funded commodity ‘
assistance supportive of institution-building activities.

The IDB has made a significant contribution to Latin America and the
Caribbean region, and has had a continued interest in assisting the small
farmer.

E. Purpose of Research/Project Methodology

The purpose of this research is to trace the development of various
inter-related experiences by the major donors which have, over a lengthy
period, led to the evolution of commonly-held policy issues intended to im-
prove the performance of small farmer agricultural credit programs. Given

. the more complex role now expected of credit programs for the small producer,
it is timely to learn how the various issues were developed and the actlons
taken by donors subsequent to the issuance of these new policy statements.

Tn order to initiate this study, correspondence was conducted with all
donor institutions requesting from them their data related to past funding
levels, studies and documents related to agricultural credit policy issues,
and operational documents related to esgricultural credit., All agencies
were extremely supportive of the research, patient with the many follow-up
requests made, and except for the World Bank, generated the data requested.
Primary reference materials are usually from the donor's materials,

_ Tt will be observed that particular attention has been given to the
work done by AID. This results from their longer assoclation with the small
farmer and their poineer evaluative work which identified the major policy
igsues which most other donor agencies subsequently adopted.

By emphasizing credit, it should not be inferred that other factors and
issues have lost their importance for fostering rural development. There
are many considerations related to political will, effectiveness of the
extension service, cooperative management, land tenure patterns, etec. all
which are important and related to credit. However, since credit is one of
the more complex of developmental services and is the "big ticket" item
in the lending portfolio for donor agencies, a special review is appropriate.

PART IJ - THE AGENCY FOR INTERWATIONAL DEVELOPMENT

ATD and its many predecessor agenciesi/ have for some time worked in
assisting lesser income countries in developing and supporting agricultural

L/1n 1942 the Institute for Inter-American Affairs (II8A) was formed to
provide technical assistance to increase local food crops in Latin America.
Beginning in 1950, the ITAA and other agencies were combined to form the
Technical Cooperation Administration (TCA) which was created to implement
President Truman's Point IV Program. Later, in 1953, the TCA and Mutual
Security Agency were combined to form the Foreign Operations Administration
(FOA), which lasted two years until the Tnternational Cooperation Adminie
stration (ICA) was orgenized. AID was formed in 1961. When mentioning
ATD, references is also made to this long history of technical and finan-
cial sssistance provided by predecessor organizations.
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credit projects, most of which have had a small farmer focus, From 1950 to
1972, AID provided more than $700 million to fund a variety of agricultural
credit activities. Of this total, the actual US dollar amount lent was $270
million. The remaining balance being either US dollar grants, or from local
currencies generated from Title I PL 480 food sales, counterpart funds, or as-
signed~currencies generated from commodity import programs. Since 1973, an
‘additional $275 million has been provided, meking a total of around $975 million
extended as capital assistance for agricultural credit development. In additionm,

between 1950 and 1972 an estimated 900 person years of technical assistance
was provided. '

A. Early Institution Building Activities

During this period, emphasis centered on providing U.S. technical experts
in agricultural credit and to a lesser degree, cooperative credit to conduct
surveys, draft legislation, and initiate institution-building activities with
a variety of banking, cooperative credit union, and agricultural cooperative
federations. . In addition, these advisors assisted in the design and implement-
ation of new credit activities and in some cases, in the actual administration
of these projects,

In Latin America, where most of the early activities were concentrated,
the credit assistance provided usually came after the establishment of agricul-
tural research and extension servicio programs supported by US scientists and
extension personnel from the ITAA., In 11 of 12 Letin American countries, the
servicic units served as the initisl sgricultural extension institution (;Z).
All agricultural credit advisors assigned to the servicios, assisted in managing
the pilot credit projects, usually following the "supervised credit” system as
executed by their US employer. The first of the servicio units was created in
Parsquay in 1943. To illustrate the various periods of activity of each
servicio per country, refer to Chart 2.

By the early 1950s, most countries had their own commerical banking syse
tem or an agricultural development bank which provided the credit needs for
the larger producers. In the vast majority of countries, there was no insti-
tution working with the small holder.

Given the growing interest in small farmer credit coupled with the limited
experiences, in 1952 the Technical Cooperation Administration and the US De-
partment of Agriculture orgenized a six-week "International Conference of Agri-
culture Credit and Cooperative Credit." Sixty four representatives from 34
countries attended. The meeting is important as it illustrates the thinking of
that period. Three cobservations regarding the literature developed during
this conference are provided: 1). Though there was a growing interest in the
developing world in credit systems for the small producer, apart from the
early efforts at supervised credit introduced by the US advisors, there were
few experiences to share. 2). Within the U5, there was limited experience in
developing small farmer agricultural c¢redit models other than the supervisged
credit system developed by the Farm Security Administration (FSA). 3). Because
of the foreign participant's interest in the supervised credit model, and the
absence of any suitable alternative experiences, an emphasis was given to this
model. Of the readings selected for the conference participants, except for
one article on peasant farming in Asia, no detailed mention of credit programs
in developing countries was made (}@, Pp. 1-11), Further, it was observed
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CHART 2. U.S. AGRICULTURAL ASSISTANdE AGENCIES AND SERVICIOS
Twelve Country Study Area .
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Source: E. B. Rice, Extension in the Andes, The MIT Press, 1974, p. 57,
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that only a few of the authors had conducted any foreign development experi-
ence related to agriculture credit. 2/

The Conference succeeded in stimulating much interest in agricultursl
credit, particularly in the supervised credit approach,

The delegates recommended (20, p. 52):

That studies be made of the possibility of establishing
supervised credit institutions in countries that do not yet
have them, since supervised credit provides an effective means
of insuring the improvement of farming conditions and the
standard of living of the small farmer.

Because of the growing interest in this model, and as most advisors had
been employed by the FSA, or the Farmer's Home Administration (FmHA), they
usually introduced the supervised credit model, as the institutional model.
The supervised credit model was developed by the FSA as a means to respond to
the growing needs of a large number of merginal farmers, who during the agri-
culture depression of the 1920s and 1930s required urgent assistance.

The system was designed to provide eligible farmers with basic credit needs
and necessary supervision through the local county supervisor, usually a col-
lege graduate knowledgeable in agriculiture. The farmer, with supervisor
assistance, was required to first prepare a "farm and home plan,” The security
of the loan rested mainly on the prospects of az successful execution of the
financial plan. The borrower was required to keep accurate business records
and to cooperate with the supervisor in farm and home planning. The import-
ant element for a successful lending program depended on well quelified,
sufficiently motivated supervisors.

This point is stressed in an FmHA bulletin (21, p. 1b):

Herein lies the crux of the problem of the supervision pro-
gram - namely the problem of getting enough trained personnel
capable of discharging the duties of supervising s public in-
vestment in farm credit secured in part by the quality of the bor-
rovwer's character and promise. The FniA Act requires that a1l
supervisors must be graduates from a recognized agriculturasl col-
lege with.a B.S. degree. It has been difficult to attract such
men to the program because of more lucrative opportunities
elsevwhere.

The cooperative credit institutional model received lesser attention (ex-
cept for work in the Philippines and Iran) until the bigger push on coopersa-
tives, particularly in Latin Americs, that began in the 1960s. Strongly
supported by Senator Hubert Humphrey, the 1961 Amended Foreign Assistance Act

§7i conducted & review of the experiences of those agricultural economists
who presented papers at this Conference. According to the biographic
sketches of the professional journal for agricultural econcmists, none of
those listed in the readings index had any foreign developmental work
prior to this conference. (19).
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gave a legal mandate for AID to "encourage the development and use of co-
operatives, credit unions and savings and loan associations” (gg, p. 1).

In response to this legislation and also to the increased resources
resulting from the "Alliance for Progress,” USAID missions in Latin America
began exploring the development of new cooperative initiatives. This "working
partnership between US cooperatives and their government" (23, p. 30) was
in affect a mandate for the transfer of the US cooperative model to other
countries. ‘

B, Capital Assistance Initiated

Resulting from the preparatory activities undertaken during the 1950s,
an institutional basis had developed from which larger amounts of capital
could be administered. This work, combined with the initiation of the
Alliance for Progress, resulted in z noticeable increase in capital as-
sistance funding %o agricultural credit. During the 1950s, the capital
assistance provided to agricultural credit averaged less than $15 million
per year. During the 1960 period, the average amount provided was above
$40 million, and in the early 1970s to the present, figures have varied
between $30 and $70 million averaging above $40 million., To demonstrate
the rise and declining of emphasis in the provision of technical assis-
tance, and the large capital amounts provided in the 1960s, refer to
Chart 3.

Supportive of the Alliance for Progress, AID's early capital assist-
‘ance activities emphasized the Latin American region. New credit pro-
grams were initiated in Mexico and Venezuela, but more noticeable, was the
dramatic expansion of activities earlier initiated in the other countries.
During the 1960s, some 60 percent of AID's total capital world-wide as-
sistance was assigned to the Latin American region (2L, p. ), with Brazil,
© Chile, and Mexico being the major beneficiaries.

During this period, the budget designated for East Asia was a lesser
smount, with Korea and the Philippines receiving the larger share, Within
the Near East area, almost all capital assistance was provided to Turkey,
with Iran receiving large amounts of technical assistence. With the inde-
pendence movement in Africa, small programs vegan to be initiated. §/

It was during this period of rapid expansion and large investment
that problems began to be identified.

C. Barly Warnings of Possible Problems

'In order to get outside feedback in this new area, AID early deter-
mined that "an analysis of progress for the development and improvement
of agricultural credit institutions and services" was reguired (25, p.l1).

é/The geographic distribution for small farmer sgricultural credit funding
activities has changed considersbly from what it was during the 1960s
and early 70s. Of the totsl amounts authorized for lending activities,
over the period FY 1976-78, 4B8% has been for LA, 34% for Africa, and Asia
with 17%. AID/DS/DIV/DI, "AID Small Farmer Credit Projects” (November
14, 1978).
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CHART 3. TOTAL ANNUAL CAPITAL AND TECHNICAL ASSISTANCE
LEVELS FOR FARM CREDIT*®
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