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CREDIT IN TURKISH AGRICULTURE : ITS QUANTITY,
DISTRIBUTION AND TRIPLE BIAS

Servet MUTLU#*

The institutional credit in agriculture has been inadequate in relation
to the farmers’ needs. It also had a size distribution bias, a term structure bias
and a regional bias. Its size distribution discriminated against small farmers
which led them to resort to non-institutional credit sources with high interest
rates. The term structure bias in favour of short term loans, together with
fluctuations in the quantity of real credits, constrained farmers in making
investments which required a longer time horizon. The negative interest rates,
during the 1970s and 1980s, in combination with low repayment rates,
implicitly subsidized agriculture, in particular, the large operators.The credit
squeeze under stabilization programs, disproportionately fell on agriculture.

1. INTRODUCTION

This paper is a study of the quantity and distribution of institutional
credit in Turkish agriculture. It argues that institutional credit was in chronic
shortage relative to the need and had a triple bias: a short term bias, a
size distribution bias and a regional bias. The analysis is limited to the period
since 1963 during which indicative planning was attempted with greater centralized
controls over the economy at first, then with a move towards a more liberalized
approach after the stabilization measures of 24th January, 1980. There have
been two important policy instruments regarding agriculture during the period:
price policy, both on the input and output side, and credit policy. The former
has been taken up elsewhere by the author (Mutlu, 1990a), the latter constitutes
the topic of this study.
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The plan of the paper is as follows: After a brief introduction on
the necessity of credit in agriculture, a synopsis of the agricultural scene
in the country will ensue to set the context of the discussion. Then will
come an analysis of the quantity and distribution of credit with its triple
bias to be followed by a brief examination of some of the macro effects
of these biases. A short conclusion section will cap the argument.

Credit is one of the important factors determining the technology,
productivity, output level and long term viability of farms-whether peasant
or capitalistic. Credit is necessary to finance increased use of new inputs,
especially on poorer farms which have the least capacity for self-financing.
Agriculture has a set of factors which makes the availability of credit
critical. Unlike manufacturing (Lipton, 1976 : 288-91), agricultural production
exhibits seasonal patterns in which peaks of input requirements alternate
with peaks of output and marketing. This makes it difficult, if not impossible,
for farmers to set aside fairly constant parts of their resources to meet
seasonal requirements to finance purchase of inputs, transport services, and
to store the produce until it is marketed. A second factor, which gives
rise to the need for outside finance, and which is no less, if not nore,
important than the first, especially on small farms with little capacity to
accumulate to tide over calamities, is the natural conditions. Draught, frost,
hail, floods, crop and animal diseases, which affect agricultural production
adversely, all create or increaase the need for credit (Chanibers, 1983:
114-31). In the absence of sufficient credit at reasonable rates, such events
may not only lead to dispossesion of small farmers off their land, but
may even threaten their physical survival. Under these circumstances,
consumption, as well as production credits may become necassary if the
farmers are not to become extremely risk-averse (Scott, 1976), cautious
and slow in adopting innovation.

2. TURKISH AGRICULTURE: AN OVERVIEW

Turkish agriculture in the last forty years underwent a transformation
which in many respects was rather impressive. Some of the quantitiative
aspects of this transformation are given in Table 1. The area under cultivation,
irrigation, number of tractors, fertilizer use, production of industrial crops,
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double cropping, yields and productivity, both of land and labour, increased
while the use of animal power and fallow decreased. Despite high rural
birth rates, the economically active population in agriculture stayed almost
constant due to high outmigration from rural areas.

The increases in area under cultivation and in yields, together with
the substitution of higher value industrial crops, fruits and vegetables for
less renumerative crops such as grains led to an increase in real agricultural
income. In a span of 28 years, from 1960 to 1988, real agricultural income
doubled which amounts to a growth rate of 2.48 % p.a.. The changes
in agriculture were concomitant to structural changes in the overall economy.
In 1950, agriculture’s share in gross domestic product -in current prices-
was 45.5 %. It decreased to 29.3 % in 1970 and to 17.5 % in 1988,
although about half of the economically active population was still engaged
in agriculture at the latter date.

All these changes took place in an economy in which the dominant
mode of production was basically capitalistic (Boratav, 1981)1. Agricultural
sector was dominated by household production throughout the period. There
were feudal and semi-feudal relations of production in the East and especially
in the Southeast in the 1950s and 1960s, and some large landowner capitalistic
farms which could be seen all around the country but, which in the main,
were concentrated in the fertile coastal plains in the West and in the
South. Production for the market was limited in the earlier period under
consideration and had a distinct spatial pattern. The market nexus was
much more firmly established in the western half of the country than
in the eastern half, and around the bigger cities than in rural settlements
farther away from the larger urban centers (Kiray and Hinderink, 1968).
Integration of the agricultural sector with the market became more firmly
established in the 1970s and the 1980s, as the rural road network improved,
the use of manufactured capital goods and current inputs increased, though
with some slowdown in the rates of increase in the 1980s (Baray and
Ergun, 1990: 42-3), and the production of cash crops, especially those
subject to government price supports which eliminated marketing risks, went

up.
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Table 1: Some Quantitative Developments in Turkish Agriculture
1950 1960 1970 1980 1988

1. Cultivated area 15.71 25.32 27.34 28.18 27.53
(million hectares)
a. Area sown 9.87 15.31 15.59 16.37 18.84
b. Fallow 4.67 7.96 8.71 8.19 5.79
c. Irrigated area 0.80 1.18 1.81 2.73 3.66
2. Economically active 8.90 9.74 9.61 9.52 9.30

population* in agriculture
(million persons)
3. Number of tractors 16.59 42.14 10587  436.37 654.64

(thousands)

4. Fertilizers 0.042 0.107 2.217 7.66 7.251
(million tons)

5. Wheat yield 781 988 1163 1829 2188

(kilograms per hectar)

6. Agricultural income 16.25 25.96 33.59 45.03 51.92
(billion Turkish Liras in
1968 prices)

7. (Agricultural income/  45.5 40.9 29.3 22.6 17.5
Total domestic income)
x 100%*, %,

Notes: * Economically active population comprises those 15 years and older; for 1950, it is estimated
by the author using the ratio of economically active population to total population in rural

areas in 1960. It includes those in forestry and fishing as well.
** Income in current prices.

Data Sources: Cultivated area: DIE, istatisti_k Yilligy, 1991:190; irrigated area: Varher, 1978: 139;
DPT, 1963: 174; 1973: 222; 1981: 158; DSI; agricultural income and gross domestic product for
1950 and 1960: DIE, 1973: 108, 116; for 1970, 1980 and 1988: TOBB, 1990: 12, 13; wheat yiclds
and fertilizer use for 1950 and 1960: Varher, 1978: 139; for other years: DIE, Istatistik Yilhg,
1989:191; 1985: 211; number of tractors: DIE, Istatistik Yillig, various issues; economically active
population in agriculture: TOBB, 1990: 6.

It was expected in the 1960s and the early 1970s that increasing
commodization in agriculture would lead to dispossesion of small farmers,
rural proletarianization, concentration of land in ever fewer hands, and to
the dominance of capitalistic relations of production (Avcioglu, 1968: 284-319;
Aksit, 1967). However, none of these materialized to the exicnt expected
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except in isolated regions and localities. Case studies indicate that rural
proletarianization took on a seasonal basis, with workers migrating both
intra- and interregionally. Peasants got dispossesed, except in the case of
the Southeast where former feudal lords transformed themselves into capitalistic
farmers, not because the well-to-do peasants and capitalist farmers competed
them out of the land market, or encroached on their land through legal
or extra-legal means, but because high population growth and equal division
of patrimony among the offspring resulted in farm sizes that could not
support the peasant household under the prevalent technology and farming
practices. Peasants with farms not enough to sustain them either became
seasonal workers in rural and urban areas or migrated to towns (Uner,
1986: 245-56; Sirman-Eralp, 1988: 215-6; Tugag et al. 1970: 56-7; Keyder,
1983: 48; Hahn, 1985: 15; Aksit, 1987: 21-2; Aksoy et al., 1988: 80-2).
Partial or complete separation from land took place only when the whole
peasant family migrated and had to raise cash to finance the transition
period to urban life and to finance housing and sometimes an independent
business usually in the informal sector of the urban economy. Even under
permanent migration, intravillage land concentration did not take place to
any appreciable degree because having some land in the village, besides
subsidizing his urban life, provided a form of security for the migrating
peasant who faced an uncertain life in the towns. Complete dispossesion
of such households of land only took place in the second generalion2
which were born and/or raised in cities. Other factors strengthening the
position of smallholder, petty commodity producers, and mitigating against
the dispossesion of peasant land were the introduction and more extensive
cultivation of labour-intensive cash crops such as tobacco, sugar beets,
fruits and vegetables (Sirman-Eralp, 1988: 217-8, Keyder, 1983: 39; Aksit,
1987: 17-22), ever greater provision of irrigation water by public works
agencies which made it possible for small farmers to sustain their livelihood
on relatively small amounts of land by raising labour-intensive cash crops,
and the 1945 Law to Endow Land to Farmer which firmly established
property rights on land and removed uncertainty over these rights (Keyder,
1988: 196), besides distributing land to small and landless farmers’.
Apart from all these, the fundamental factor checking tendencies towards
concentration of land and dominance of capitalist farming was the inherent
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strength of self-exploiting peasant farmers vis-a-vis capitalist farming
(Chayanov, 1966). Inasmuch as family labour is implicitly underpriced in
the absence of readily available employment opportunities, and it does not
face costs of management and supervision of labour, once it is established,
peasant family farm has a cost advantage over capitalist ones, especially
in labour- intensive crops, which ensures its survival unless the type of
crop raised is such that it readily permits adoption of capital-intensive
mechanical technology such as grain farming. Even then, capitalist mode
of production may not get established and farming may still continue to
be of petty commodity production form with farm sizes tending toward
an optimum defined by the labour supply of the farm household and the
prevalent technology (Keyder, 1983: 41).

Another factor inhibiting tendencies towards concentration.of land was
the favourable agricultural terms of trade in the late 1950s (Varlier, 1978:
120) and especially in the 1970s (Mutlu, 1990a). Favourable terms of trade
enabled the marginal farmers to sustain their lives on small plots of land,
and kept rural outmigration at a lower level than it might have been
otherwise (Mutlu, 1990b). Terms of trade turned sharply against agriculture
in the 1980s with a concomitant acceleration of the exodus from rural
areas.

All these factors contributed to the survival of peasant household, petty
commodity, production, limited the possibilities for concentration of land
and the spread of capitalist farming over the countryside. This is not to
say that land distribution was or is equitable, it was and is far from
being so. It is just that, due to these factors, the pattern of land concentration,
was almost identically the same in 1980, as in 1950. This is clearly visible
from the figures. On cultivated area by agricultural holding basis, the Gini
concentration coefficient was 0.576 in 1950, 0.578 in 1963, 0.569 in 1970
and 0.578 in 1980. On an ownership of land basis, the Gini coefficient
was 0.517 in 1963 and 0.515 in 1980°. However, there were spatial variations.
Both on cultivated area and tenure-ownership basis, land was much more
concentrated in the Southeastern and the Mediterranean regions than in
other areas (Altan, 1987: 37-8; Varlier, 1978; 18,41)5.
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Credit was instrumental in bringing about some of the changes in
agriculture during the period under investigation. Greater amounts of credit
at subsidized rates were conducive, especially in the late 1960s and 1970s,
to the increasing use of fertilizers, tractors and other modern farm implements,
improved varieties of seeds and livestock all of which resulted in appreciable
yield increases. For example, in the year-end balances of the Agricultural
Bank, excluding overdue credits, equipment and machinery credits stood
at TL 1.638 billion in 1975 out of a total of TL 6.619 billion extended
by the Bank directly to the farmer. At the then current prices, this was
enough to finance 55 thousand medium-size tractors, or about 12 thousand
more tractors than was added in that year to the tractor park in the
country which implies that most of the agricultural machinery and equipment
were financed by credits from the Bank. Again in 1975, TL 1.530 billion
of fertilizer credits were given by the Agricultural Credit cooperatives. This
was enough to purchase about 2.5 million tons of nitrogenous fertilizer.
Total amount of fertilizers used in that year was 3.69 million tons (DIE,
1981: 177-89; 1988: 26; TCZB, Genel Miidiirliik Raporu, 1975:'81,9). Increased
use of modern inputs led to yield increases. Although only 5.7 % of
growth in apricultural output could be accounted for by yield increases
during 1950-60, the ratio rose to 69.9 % and 94.5 % during 1960-70
and 1970-80, respectively (Kasnakoglu et al., 1990: 110).

The quantity of credit, its distribution among recipients and between
regions, were central variables in the developments in agriculture and in
rural areas during the last thirty years. What comes next is a more detailed
discussion of these three aspects of agricultural credit.

3. INSTITUTIONAL AGRICULTURAL CREDIT: ITS QUANTITY

Almost the only source of institutional credit to agriculture has been
the Agricultural Bank and its affiliated institutions. The Bank which is
a state-operated institution accounted for over 99 % of all bank loans,
classified as "agricultural credit" in the relevant statistics, during the period
under study6.



368 Servet MUTLU

The Bank allocates credit in proportion to the value of assets owned
by the farm households. The principal asset accepted by the Bank is land
with official titles. Other assets are gold, buildings, and valuable papers
(Berberoglu, 1981). Credit is also given to finance projects under the supervised
credit programme since 1964, but, although the volume of such credits
has increased, its share in the total agricultural credits extended by the
Bank remains small.

Some particulars about the quantity of credits extended by the Agricultural
Bank are given in Table 2. First of all, the quantity of crgdit (Table
2, column 1) in relation to the amount sufficient to finance on-farm operations,
marketing and productivity-increasing improvements and investments, excluding
purchase of additional farmland to obtain economies of scale and construction
and modernization of farm buildings, given the degree of commercialization
of farming and tenancy types, remained very limited. Although there is
no firm agreement on the amount of credit that a farming operation should
have without throwing the enterprise at high risk, it is estimated that in
countries whose agriculture is wholly commercialized, credit should come
up to three-fifths to two-thirds of the gross agricultural output, or to three-fourths
of the assets of the farm enterprise excluding farm buildings7. Taking
into consideration the lower degree of commercialization of agriculture in
Turkey, and assuming a credit to asset ratio of 20 %, Aksoz (1973: 13-4)
estimated the credit need for 1970 as TL 11.3 billion. In the same year,
the total short-and long-term credit extended was TL 6.55 billion or only
58 % of the estimated necessary amount®. An earlier estimate, proceeding
from the necessary amount of credit to finance the input and marketing
needs of a given value of agricultural production under the prevailing conditions
of production and marketing, and excluding long-term investment credit
needs, put the credit need for 1965 at TL 4.9 billion. or at 1.75 times
the amount disbursed by the credit institutions in that year (Uras and
Karakoyunlu, 1969: 20). If the prevalance of the use of credits by small
credit recipients for consumption purposes is taken into account, the official
credits remained at much less than 50 % of the estimated required amount.
It is clear, from a comparison of the estimated required credit and the
amount actually extended, that agricultural credit remained grossly inadequate.
This inadequacy becomes even more clear, when the number of farm families,
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Table 2 : Some Aspects of Institutional Agricultural Credit

Real Current Gectoral
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Table 2 (Cont’d)

Notes :

*  Credits extended by the Agricultural Bank in the current year. The bank accounts for about 99 %
of all institutional credit extended to the agricultural sector in any given ycar.

** Current agricultural credits divided by the GNP inplicit deflator.

*** Includes value added in forestry and fishing, which accounts for about 2.5 % of total
agricultural income in any given year.

**** Scctoral Credit Concentration Cocfficient (SCCC) = (Co/Cy) / (Po/Pt) where: C; = Current
institutional agricultural credits, C; = Total current institutional credits, P; = Agricultural product
in current prices, Pt = Total domestic product in current prices,

Data Sources: Agricultural credits; DIE, istatistik Yulhg), varius issues; total institutional
credits; TOBB, 1990; 108; current agricultural product and current domestic product in producer
prices; TOBB, 1990; 12.

and the number of farmers getting credit are compared.

There were about 3.0 million farm families throughout the period,
but the number of credit recipients from the Agricultural Bank during
any given year never exceeded even half of that number (Table 3). When
credit recipients from the agricultural credit cooperatives are included and
account is taken of those receiving credit from both sources, about 40%
of farm families received no credit at all (DPT, 1967: 242; Demirgil,
1981: 325,326).

Second, although agricultural credits rose in nominal terms, the real
quantity of credit (Table 2, column 2) which is a measure of the real
quantity of goods and services that can be bought, stayed rather small.
Moreover, the real quantity of credits was subject to violent fluctuations
which presented an element of great uncertainty into farmers’ expectations
and made rational planning all but impossible. This characteristic is also
visible in the ratio of agricultural credits extended during the year to
the agricultural product (Table 2, column 3). The ratio rose, peaking in
1975, just as the real quantity of credits, but exhibited cyles with great
amplitude. It would have been rational to expect that the real quantity
of credits, and the ratio of credits to agricultural product should have
risen parallel to the greater commercialization of agriculture, and the greater
use of manufactured inputs, but this nexus was broken quite often, especially
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Nusber Number Fean Modal : Number Number Nean Modal

of of cradit credit ot of credit credit

Credit debtars aitendad eitended : credit Debtors extended extended
Year Recipients as of durina during : recipients as af durino during

within the end the vear the year @ within the end the vear the year

the year of the : the year of the

year H year

{000) (000} (1L) (TL) 1 1000) (000) (7L} (TL)
1963 704 38 27 781 132 1634 732 7
1964 804 985 994 603 1199 1613 79 219
1965 829 920 1z 774 1084 1546 %] 297
1966 934 935 1346 304 1378 1729 1172 37
1367 1061 1081 1503 634 23 1868 1521 343
1966 10535 1126 1649 928 1443 2064 1625 340
1969 1048 1162 1686 941 1392 2193 1740 346
1970 971 1087 162 iib 933 2138 1892 369
1974 931 965 1Bl 37 867 1883 22386 806
1972 971 957 2168 1458 888 1798 3150 838
1873 970 938 25§ 1807 8682 1770 43441 16308
1974 923 703 3106 1314 310 2437 32678 3491
1975 962 888 4082 1592 1046 2030 49238 1645t
1976 n.a. n.a. n.a. n.a, 1025 2043 700588 129818
1977 n.a. n.a. n.a, 2.4, 1016 1363 873341 135748
1978 n.a. n.a. n.a, n.a. 1154 1648 1066148 197088

Notes: § Ecludes overdue credits
1 Excludes seed credits
n.a.: Not available.

Source: TCIB, Genel Muduriuk Raporu, various 1ssues,






