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Intr oduction Abstract decades.Turkey expeFi

- : Agricultural credit system has a dual structure; formal and informal. ForfRRic€d agricultural-led

Agnqu'tural Credit CI‘? credit system includes banks afdricultural Credit Cooperatives (ACCs).growth at a fast rate at the
operatives (ACCS) _aSACCs has arole in financing small scale farm&urkiye. HoweverACCs ef  beginning of the Republic
served as the intermedianfort is not suficient enough to modemize agriculture sid@Cs has somein and at a slower rate for
between the small farmsstitutional problems such as social capital, moral hazard, and asymmetrifaigt a couple of decades
and the credit institutionsformation.The paper includes members' perception ofGES. due to higf[l) indfciencies
serving some 1.4 million Résumé in the agricultural and ru
farmers. An overview of Le systéme de crédit agricole présente une douhletste: formelle et in- ral nolicies.

Turkish agricultural credit formelle. Le systeme de crédit formel inclut les banques et les Coopératives thin the Turkish e
system, national econom)Crédit Agricole (CCA). Les CCant un r6le dans le financement des petites

and aaricultural structure &xPloitations en diquie. Cependant, les efferdes CCAne sont pas suff conomy as a whole, the a
9 isants pour moderniser l'agricultardu fait que ces Coopératives affichent dg@icultural sector is also

are provided to understant,opiemes institutionnels tels que le capital social, le risque moral et lesstagnant. While Turkish
the role of Agricultural Lorrlnationz asymmétri(gges. Cetiele présente aussi la peeption des CCA GDP has grown at 3.9
Credit Ccooperatives in-a de la pat de ses memes. percent per year over the

gricultural finance. In ad 1980-2004 periods, the
dition, the paper focused mainly &€C activities from an qgrowth rate of agriculture has been only 1.2 percent per
institutional point of viewusing a survey carried out W|thyear In addition, year to year changes in real agricultural
managers and member farmers. sector fluctuate widelyGrowth rate of agricultural sector
1. National Economy and Agriculture has lagely matched with that of GDWith some exception.

_ , _ . Growth in agricultural sector still depends heavily on
Turkish economy is characterized by frequent busine§s,eather conditions.

cycles. Following the severe crisis in 2001, Taekish e he share of agricultural sector in G@Rs 1L % in 2005.
conomy began a recovery process in the first quarter fe sector still accounts for a verydarshare of agricul
2002. Since then reducing inflation, improving the publig, 5| employment, though this has fallen considerably due
financial balances, and eliminating the structural problengs 4, increasing urbanisatiorthe share of agriculture in
have_ continued to b(_e the policy priorities. In_ 2004, thgyilian employment was 29 % in 200Bhe number of em
Turkish economy enjoyoed an exceoptl'onally high growlfloyment in agriculture was more than 9 million in 1980s.
performance rate of 9.9 %, after 5.8 % in 2003 and 7.9 %3t decreased to around 6.5 million in 2005, of which 3.5
2002. The expected growth roate in 2005 is 5.5MMnual  million are female, and 2.7 million females work as unpaid
average growth rate was 3.9 % over the 1980-2004 perioflgyly labor (SIS, 2004)This labor force is characterized
This indicates a rather stagnant econposynpared to oth  py high |abor participation rate, high unemployment, and
er Iower—mcgme countrle_s. hlgh iIIiteracy

After declining by 1% in 2003, total employment rose in The share of agriculture in total export and import is de
2004 and 2005 and is expe;:ted to increase in 2006. (_:U_"aming.Agricultural export accounted for onlyl2 % of
unemployment rate is 10 %4he current account deficit ¢he total export, and import accounted for 5.5 % the total
rose fro_m 1.5 billion US dollars in 2002 to 15 billion USImport in 2005 Turkey maintains a trade surplus in agri
dollars in 2005. . . cultural and food products (DTM, 2005).

Turkey is endowed with rich natural and human re 145 agricultural area of 39 million hectares consists of
sources; however this potential was not realized in last three,pje 1and (24 million hectares), the area used for perma
nents crops (2.5 million hectares) and permanent meadows
*Assoc. Prof. Ankara University Faculty of Agriculture, Dept. ofand pastures (12.7 million hectares). Fallow land makes up

**ﬁgricultgaleﬁnQTicslfAArlkaral-t 4 Rural Affairs of Turkey. TOTe than 20 % of total arable laffdirkey also has slight
SSOC. Frof., Inistry o griculture an ura alrs o urkey, i
Ankara. ly more than 20 million hectares of forested lafidhe to
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tal irrigated area is about 4.5 million hectares, about 19 &ostill characteried by hidden unemployment, which is an
of total arable land. enormous challange in the economic development.-New
Family owned farm is the basic unit of agricultural-proertheless, agriculture is still the most important source of
duction, and family members provide most of the farm l&mployment in th@urkish economy and by far a more-im
bor. The information on the number and size of holdinggortant contributor to total national empoyment.
are inferred from agricultural censusesd@n et al, 2005). There is also an increasing scope for non-agricultural em
The picture that emges from these censuses is the exiployment, at least on a seasonal basigicultural income
tence of lage number of small farmsAgricultural census accounts for about 59 % of the total income of rural house
in 2001 recorded 3 million agricultural holdingghe pat holds. The rest is earned from non-agricultural employ
tern of land ownership is highly skewed and varies regioment (SIS, 2004).
ally due to diferences in incomes and the crops grovn. . .
large number of farmers own and cultivate a small area &f Agricultural Finance
the land.About 65 percent of the farms are less than 5Small scale farms basically produce for own consump
hectares land and 83 percent are less than 10 hectaretiom They are not strongly linked to the market. Market
size. About 6 percent of the holdings have a sizgdathan forces are not reflected in the farfiteir access to infer
20 hectares. In the last 15 years, the total number of agnation is limited or they do not demaridhey can not ben
cultural holdings decreased by about 20 percé&hts is in  efit from agricultural support policies which disproportion
line with the fall in the agricultural employment. Nationahtely benefit lage farms.
average size of farm holdings is 6.1 hectares, with anr avefFarms with 0.1-3 hectares of land cannot creatiecgarit
age number of 6 plots. income for their livelihood. Farms having 3.1-20 hectares
Mixed cropping-livestock holdings constitute thegkest of land create enough income for family needs. Only farms
share of all farm types with 25 percent. Field cropping sver 20 hectares can save. Since the majority of farms in
the second most important specialization (22.9 percentyrkiye is small in scale having 6 hectares of land on-aver
followed by specialist grazing livestock with 20.9 percerdge, they are not able to saVbere is a need therefore, for
and specialist permanent crops with 13.2 percent. Creps acmechanism to support the small farms to improve agri
count for about 68 per cent of the production value and liveulture and to reduce the pressure of heavily populated a
stock products for 27 per cent, forestry 3 per cent and figricultural sector on econom@redit, therefore could be an
ery products 3 per cenflthough Turkiye ranks number important tool in this regard.
one in some crops and number five in producing some othThe main problem of small family farms constituting the
er crops and considered as an agricultural progdyedds large part ofTurkish farms is lack of sfi€ient operating
are still low compared with that of EU, implying that thereapital at proper conditions. Limited capital in agriculture
is still a good scope for improvement. also limits the input supplytechnology transferand in
Number of tractors was about one million in 2005. - Fevestments. In these conditions, problems about productivi
tilizer use was 5 million tons in 2005. Pesticide use was, input supplysaving and capital accumulation in agricul
around 25 million tons and does not appear to have iture severely increase, and the income and living standards
creased in last two to three decades. of rural areas cannot be increased rapitie results of so
Past agricultural support policies were fieéént and cio-economic studies show that operating capital in farms is
costly; therefore, the Government Tairkey has embarked limited and not evenly distributed, structural problems re
on a structural adjustment and stabilization program. Ustricted the income and saving levels, quite a number-of en
sustainable and distortionary system of input subsidies hagprises tends to obtain credits from informal credit
been phased out, and fertiliser prices are linked to woldurces (Urperl990; Demir2004;Tanrivermi_, 2005).
market prices. Most state enterprises in agriculture havé\gricultural credit system has a dual structure; formal
been privatisedA unified national program of direct-n and informal (Ulper1990;:Tanrivermi_, et al. 199¥avuz
come support was introduced. et al. 2000). Banks and cooperatives constitute formal
Strategic objectives, principles, and priorities of agricutredit suppliers while lending among individuals are infor
tural policies to be implemented after thieIP are set forth mal and often applied by small farms since their access to
in the agricultural policy paper 2006-200he objective of formal credit institutions are limitedlradesman, money
this paper is to help policy makers make decisions to derokers, commissioners, wealthy farmers, and money
velop the sector in accordance with the development pldeaders are among the informal credit sourcEsese
and strategies, taking into account the process of EU inmurces provide short term credits at a high interest rate and
gration. heavy payment conditions. Some studies indicate that de
Increasing urbanization and the share and changing cqmnding upon the region, the share of informal sources of
position of employment in agriculture have set the pace aockdits fluctuates from 10 to 60 percent (Karli, 1996).
direction of structural change ifurkish agriculture. De  Agricultural Sales Cooperatives, Sugar Beet Farmers'
spite structural change in tieirkish economyagriculture Production Cooperatives afiéa Production Cooperatives
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provide rural credit to its membewll these cooperatives average agricultural credit portfolio of about 5.4 billion US
mainly provide credit in kind but also limited amount in thelollar over the last decad€his loan howeverdropped to
form of cash (TSKB, 2003). Howevethe Bank ofAgri- an annual level of only about 2 billion US dollar in last half
culture andACCs had been the principal actors in the-agrdecadeThe ratio of formal agricultural credit lending to a
cultural credit market until 2002Z'hey were channelling gricultural GDPwas about 14 percent which is below both
treasury-supplied credit to farmepdter the Bank was re theTurkish lending average for the economy as a whole and
structured, it reduced its agricultural loaA&Cs, intended international comparator levels for agricultural credit (Lun
as the retailing arm of the Bank for small scale farmerdell et al, 2004).
serves a laye number of small scale farmers. Cheap and abundant credit, because it was subsidies
Agricultural Bank is the lgrest bank and extended moreheavily discouraged credit discipline in the agricultural
than 90 percent of agricultural credigricultural Bank has sector and contributed greatly to unprofitablity of farm
operated as a joint stock company with all shares belongilegding and the Bank ar®ICC insolvancy There has aslo
to theTurkish Treasury The Bank was also used as finanbeen a tendency towards credit delinquency since 1994-95,
cial intermediary in government support policies, extendirtgpth in the credit provided by the Bank a&@C system. In
short term loans to agricultural sales cooperatives for cofact, the increase in credit delinquency corresponds-to an
modity price support.Agricultural policy reform in 2000 other recent trend in the rural credit market, namely that of
had important implications for the sector's access to creffiéquent debt reshceduling schemes involving implicit
(Oskam et al, 2004). write-offs to farmersThis with high interest rate and lower
TheAgricultural Bank provides loans to farmers througtproductivity of agriculture prompted by the 2000 reforms
several channels. One and the most important channel iswwrsened the financial viability of Ziraat Bank and the
Agricultural Credit Cooperatives (ACCSACCs are the ACCs (Lundell et al, 2004).
most common credit institution throughout the courtsy  The formal sector agricultural portfolio contracted quick
of the end of 2005, there are 1983 Coops serving memlein the refom period from the time real interest rates were
farmers who can use credit up to a pre-defined ceiling of 8@troduced.The Bank ofAgriculture andACCs, have re
000YTL, uniform for all membersAgricultural credit was duced their exposure as flows of credit resources from the
given 80 percent in kind, mostly as fertilizer until 200Be  Treasury have been discontinued. Delinquency by agricul
Bank also provides credit to individual farmers directhjtural borrowers has increased for three reasons: a) reduction
mainly medium to long term naturAlthough the client of in agricultural income, b) high real interest rate, and €) ex
the Bank is small farms by lawhe Bank's loan require pectations by farmers for partial debtdimeness. Given
ments restrict these credits to farmers who own agricultihe increasing problems with delinquency in farming sec
al land or have other properties needed as collateral. tém, the Bank diversified its lending out of agriculture.
practice, the Bank's direct lending activities have focus@&d_Cs have reduced loanable funds due to this loan-delin
mainly on lager farms and state-owned enterprises (Oskaguency
et al, 2004).As a resultACCs role in credit market in . .
Turkiye concerning the small farmers are crutial. 3. ACCs Role in the Agricultural Input See

Credit provision to the agricultural sector has declied sig tor

nificantly since 2001 with the restructuring of agricultural Featuring a three-tier ganizational structure, and serv
policies.As part of the agricultural reform program, credifyg some 1.5 million farmer membersganized in 1983
subsidies were phased out in 2008reasury in addition nimary cooperatives countrywide, tAgricultural Credit
ceased supplying credit to the Bank andARiCs.The new  cqgperatives is one of the pivotaganizations for the-a
banking law prevents the Bank from providing funds tgicyitural sector ifurkey. The roots of agricultural credit
ACCs with outstanding debts. Since flows of credi rgp, Turkey date back to 1863. Howey&CC was estab
sources from th&reasury have discontinued, the Bank angkhed in 1935 as a separate enlitylas: since evolved into
ACCs, two main agricultural sector lenders, have reduc‘édmultipurpose credit and service entijowever until
their loan portfolio. _ 1972 ACC formally remained a Government Sponsored
According to the results of 200Agricultural Census, ppiity operating under the general auspices and funding
number of farms benefited from the formal credganmiza  rovisions of theAgriculture Bank of Turkey ACC ae
tions is 452.261 and ratio of it in the total was 14&5. g ired its independent three-tierganization structure in
mong the producer benefited from formal credgamza 1972 and has ever since developed as an increasingly au
tions, 51,7% used credits frohCCs, 42,0% oAgricultur-  +530mous non-budget agen@urrently the top two tiers
al Bank, 5,1% of the other co-operatives and 1,2% of theheaCC system operate as a nationwide NGO, while the
other public banks (SIS, 2001). Based on these results, Masteratives function as cooperative service entities in the
of the farms do not use any credit or use the credits frem {a, gitional sense.
formal sources. . The overall objective of thefCC system as defined in the
Though the formal sector ifurkiye has had an annual g|ated |aw is to protect the economic interest and satisfy
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the financial and professional requirements of its farr_n' Table2. FundAlloation by Agricultural Bank and ACCs
membersThe ACC network operates through a three-tie Own Sources(Million US$)
structure consi_sting of the Central Union (CU), 16 region. Credit Source 2000 2002 2004
Unions and primaryACCs. As of the end of September Credts Uilizecby ACC
2005, theAC_C_ system had 1,983 primary coopetarives wit Membes 65228 685.64 578.87
some 1.5 million registered members. Credt FundsRea@vedfrom

ACC is a multi-purpose integrated servicgantization. ﬁgr(':?;'g;';agﬁm 58710;44 igg;g 5117-0;0
ACC's market consists of credit, inputs, consumables, i Sharof AgiculturalBark
surance services, marketing services, production (via ne Funds(%) 87 33 11
ly legislated Producer#issociation status accorded to the Shaeof Euity Funds(%) 13 67 89
ACC), and miscellaneous farm servicAE€Cs function in Source ACC, 2004. ACC Stdigtics

both the production and selling end of the goods and serv
ices.The full range oACC's operations, each of which mayACCs declined from 87% tol¥%, the share oACC's in
in fact correspond to a distinct coop categasyshown in ternal resources expanded from 13% to 89%.

Tables 1 and 2. ACCs typically provides two types of credithe first
The aim ofACC is to provide short and medium termtype is short term operating credit$ie second is the medi
credits to its memberaVhile ACC provides credits up to Um term investment credits. Short term operating credits
YTL 10,000 based on the terms of common individual linfire destined to sustain the agricultural activities and utilized

its, the limits for private individuals has been raisedTa  to meet the needs for seed, fertilizeesticides, herbicides
20,000 andYTL 30,000 for contract producers operatingnd gasolineThe maturity of the operating credits is up to
under contractual arrangements with the Regional Unior)e yearMedium term investment credits are utilized to
Attempts are made to first cover the credit needs througrevide inventories of an agricultural farm such as agricul
ACC's own sources. Howeverhen there is a shortage oftural machinery and equipment and as well as livestock in
funds to meet the credit demanded;C secures funds vestmentsThese types of credits are furnished byARE
form banks.The structure of credit allocation has change@s in-kind creditsTheir maturity is longer than a year but

since 2000. Between 2000 and 2004, while the financifigey must be repaid within three years.
share ofAgricultural Bank in credits used through the More than 90% of the credit allocation is utilized for short

term operating credits between 2000 and 28@&4for the
variation between 2000 and 2004 in US$ terms, it is wit

Table 1. Agricd turdl Credit Cooperdives Operations nessed that while the amount of operating credits declined
Activity Areas Inter-Linkages by 12%, investment credits increased &6l
Most of theinputs adsevice Type of operating credits prowded Ay:C can be [l_sted
Crd cossarecoveed & credt inkind as all-purpose (or qonsumptlon) C(edlts, seed, fertilpser _
In-cashcredt isli mited troleum products, livestock, chemicals and other operating
Inpts ~ Seedfertilizerchenicals, and fué. credits (Rble 3).
Groceiessuchas cooking o, Main obstacles to access the credits are 1) lack of ad(_e
Consmebles  canned olives bagged dry quate collateral for rural people, 2) lack of adequate credit
foodssa@p ardcaal. facilities with reasonable conditions, and 3) distance to
Insurace  !nsirancesdd through theACC credit facilities. Due to_high rural popula_tion (29.5%) eom
unit coopeativies pared to rural population (around 5%) in Europe and low
Croppurchasprogran wich productivit_y low incom_e and therefore low or no savings,
A involvesceeals (wheat,barky, can). many Turkish farmers in rural areas do not have adequate
Marieting ?gﬁﬁgggg}gﬁﬁg‘aﬁge collateral to get credits from commercials banks. In-addi
and peisteblefam protue. tion, many commercial banks do not have branches in many
Thisis anewarea. Individual coops
may beacadited s Prodices . .
Production  Assomtions Additi onally, some Table 3. Typeof Operating Credits by Y ears (%)
oftheRUsae aleady inthebusiness Type of Operating Credits ~ 2000 2002 2004
of producing cetifiedseed
All Pupose 41 11 19
Agriculturallnsuranceprovided SeedCredts 5 6 6
Otha Savices through asubsdary andextenson. Fertilize Credts 22 44 39
Theeis alagescopéor ex@mrding Petrd esm Poduds 17 24 19
themarket in this caategay. Livesod Credts 3 5 7
Mog of theinputs andsevicecods ae ChemcalsCred 2 : !
h i 2
Cred covee asaredt i nkind. Othe Opeating Credts 6 o
In-cashcredt isli mited Total 100 100 100
Source: R. Zander, S. Satang K Kutlutiirk, O. Solmaz. 2006. Source: ACC 2004. ACC Statistics
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rural areas and do notfef credits to rural people. On the Most did not know the bodies of the cooperatives nor did
other hand, those faring credits chae high interest rates they attend the general council meeting. Members lack in
that rural people cannotfafd. Agricultural Credits Coop formation about the cooperatives, activities and roles-coop
eratives in this regard has an advantage since there are 18838ives can haveTherefore cooperatives are managed by
unit cooperatives all oveFfurkey even at small villages a small group of members.
where there is no bank. Hence, they can reach and providdalf of the members requires that cooperatives should
credits for small and mid-size farmibhis, of course, ease provide help in securing goods and services cooperatives
up the access to the credit facilities for rural people. On thetually provide. Most of the members claim that coopera
other hand Bank o&griculture mostly provides credits for tives are under the control of managers and members have
large size farms (&vuz, 2005). no role at allYet, in lage consultation meetings farmers do

. . not bring up this apparent lack of democratization as a
4. Members' Peception of ACCs and Ce-  prohlem This may be partly due to a general lack of aware

dit Use ness that they really own theCCs, and all the capital

A survey was carried out to evaluate the perception Biild-up is a result of their own contributions.
managers and member farmersAGCs' on the credit, co Slightly less than half of the member claim they are not
operatives, and their activitie total of 320 managers and Provided the amount of credit they requiféie reason is
320 members from 20 unit cooperatives, of which 10 are fhat cooperatives do not have a sustainable source of credit
nancially viable, were selected on a random sampling ba88" do their own resources are enougtis results in more
Managers indicate that the problems of co-operativEit one membership from the same fanillgerefore, a
vary with the regionsAbout 60 % of managers stated thate'™ holding can get required amount of credit, creating a
procuring the finance for the credit is the main problenfi0ral hazard problem in the relationship.
Credit limit provided to the members of unit co-operatives -€SS than a quarter of the members indicate that they can
are determined by the central union without taking into af12ke some profit, of which half is used in agriculture. Prof
count on the farmers needs which vary among farmers dpﬂﬁ_lllty is low in e_lgrlculture because the cost (_)f production
generally insuficient. Credit regirements are tight and-dif 'S igh, natural diseaster reduced the production, and farm

ficult to meet. Managers also stated th&Cs have to ob €S lack information about the agricultural technologies.
tain low-cost credit from private banks, which is made pos Members indicate that for a successful credit cooperative
sible with the new Law enacted in 200'5. there should be a cooperative bank. Members also ex

Managers perceived that unit cooperatives ladkcisit pressed that managers should be well trained. Cooperatives
sources for credit, cannot provide farmers with inputs 80d managers should be free of political influences.
low prices and process members' crops. Members' attitudg@mmon perception among the majority of cooperative
towards paying the loans when due, and expectations tiigmPers and the public is that cooperatives aréidresft

the debt to cooperaives can be restructured basically duéf old-fashioned ganizations in which operations are
political reasons, hinder the system. In addition, over ergPonsored and controlled by state bodies, and members' in

ployment and lack of well trained stah regulations, mar (erest are overwhelmed by government bureaucracy-orient
keting, human relations, and cooperatives are stated as §Hgmanagers.
problems of cooperatives. i
Credit conditions are not attractive, and credit is tried t%' COﬂClUSIOﬂSI _ _ L
be returned with strong enforcemem®&Cs should supply Although the main role GACCs is to provide credit to its
credits at a lower rate than that of private financial situ§’€mbers they aslo provide inputs, i.e., fertilipéemicals,
tions and other banks rather thagricultural Bank in ac  S€€ds and purchase agricultural products, and also provide
cordance with law number 5330 enforced in 2005. On tigEoceriesThey in addition, have proccesing plant$iey
other hand, according to 78.1 % of members Cre(ﬁpgage in insurance in agriculture, trafic, and health rot on
amounts should be increased andisight short and long- Y {0 their members but also to other non membEmsy
term credits should be provided to members on time.  &r€ operating in a wide range of aredfiey act more like
Farmers are aging, and illiteracy is high. One third of tife firm. On the other hand, considering the agricultural
cooperative members are above 50 years old. Slightly mgtgcture infurkey ACC has a role in agricultural finance
than half is at the age of 31-50 years aldout 80 % is pi  10F the modernization of agriculture.

mary and secondary school graduate. Only 1.2 % is univer2€SPite the apparent utility of thegamization, lately the
sity graduate, pointing to a human capital problem. ACC system has defed from both endemic and external

Asymmetric information is commonly evident in Cooperthreats.These consist of (a) mounting competition on the

ative-member relationship. Farmers apply for membersHi2ket and duplication offet and (b) politically motivat
to cooperatives on the advice of leader farmers. Eighty fid debt fogiveness resulting in huge financial losses for

per cent of the farmers did not read the main contract of : _ _
cooperatives before the membership. Farm holdings iMurkey are small and fragment&{CCs

seem to have a role in agricultural finance, howesen
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sidering the agricultural structure, the limitations and instplementation PlarAnkara.
tutional environment oACCs, it is unlikely thaACCs can

help modernizélurkish agricultureACC system includes

some institutional problems such as, asymmetric inferma

tion, lack of social capital, and moral hazard. In addition,

credit provided to member farmers is notfisignt enough

to employ modern agricultural techniquddis system of

financing could only sustain the current situation of -agri

culture and poverty level of households in small size farms.
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