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CHAPTER I 

BACKGROUND STUDT 

Introduction 

Purpoae of Stuc^y 

Postwar changas in the structure and practices of Thailand 

agriculture have been significant. The financial requirement of the 

farmers has expanded rapidly in recent years, much like the increases 

experimiced in other sectors of the national economy. Farmers are 

in need of added capital to clear land, improve efficiency, mechanise 

and make other improvements in order to increase production and compete 

more effectively in fulfilling their role in the econony. 

It is believed Thai farnwrs are lacking in available credit 

institutions to provide needed capital funds. Ihe cooperative credit 

association is one of the favorite sources that farmers could use for 

their financial zvquirements. But these cooperative ozvdit societies 

lack sufficient loanable funds to meet farmers* large financial 

requir^nents. 

The purpose of this study Is to find out idiether the farmers 

really need more credit and whether the cooperative ci^dit system is 

able to supply loanable funds to meet these requirements. In answer 

ing these questions, some specific conditions of the country will be 

studied) operation of the cooperative credit system *1T1 be analysed 

and described) and an appraisal and some reconaendations will be made. 
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The cooperative credit system la the United States Is also studied to 

support the reoommeidatlons of certain improvemeatai and changes devel 

oped in the study* 

Sources of I^ta 

Before preswiting the available sources of material and data 

used in this study, the writer would like to indicate that previous 

studies of rural cooperative credit in Thailand are not available in 

the U* S* library* Therefojre, personal letters and requests for in 

formations regarding this study have been sent to some of the Officials 

in the Department of Cooperatives in Thailand. Some of the desired 

information has been secured by the writer. These available data are 

deficient generally in statistical information. They are, however, 

sufficient enough to throw some light on the organisation and operation 

of the cooperative credit system to be studied. Therefore, a great 

deal of the analysis is based upon personal experience and theoretical 

formulation. 

The following are the available sources of data used in 

stu^i 

Surv^ of Rural Cooperatives in Countries In South East Asia. 
Bangkoki Ministry of Agriculture, 1950. 

Thailand and Her Agricultural Problems, Ministry of 
ture, November 19^. 

Report of the FAQ Mission for Siam. Washington, September 19U8. 

Statistic ley Book Thailand* No. 21, 1939-UO to Bangkoki 
Central Service of Statistics• 



Agrlctatxiral Cooperation In the United States. Farm Credit 
Administration U.S.D.A., Bui. 5U, April 19ii7. 

The By-law of Cooperattve Credit in Thailand, Bangkok; 
Ministry of Cooperativies♦

Snmmary of I^cipal Features of Agriciatnral Credit Facili~ 
ties in Thailand, Bangkok; Cooperative Depirtnwint.j 
Miixistiy of CoopeiratiTes, 19^3. 

Report of Principles and Methods of Provincial Bank, hy Saranark 
Jamnien, Coop. Officert ' 

Books, theses, pamjAaets, and lectures dealing with this 
subjectare included. 

Organization of the Study 

The study will consist of five chapters. !nie first chapter 

introduces the study ®^d gives the general views of the country* The 

second chapter will include an investigation and analysis of the 

present cooperative credit system. The third chapter is devoted to 

the description and analysis of the present cooperative credit system 

in the IJ. S. The fourth chapter consists of the problems identified 

In this sttsJy and reconmendations. The fifth chapter contains the 

summary and conclusions of the study. 

Backgroxmd of the Country 

For the purpose of providing a basis for xaaderstanding to 

readers who have not visited Thailand, a short account is given of the 

country. The climate, soils, crops, and natural vegetation are 

treated briefly. 



Location 

niailond, an ancient monarchy, zioted for pictiireaque architec 

ture and pagean-toy, underwent a bloodless revolution in 1932* Since 

that time, Thailand has had a constitutional monarchy form of govern 

ment. It is located between Burma on the west and north, l^ench Indo 

china on the north and east, and Malaya on the souUi. Mtich of Thailand 

is undulating to hilly and parts of it are mountainous. The low and 

flat Bangkok (capital) jJ-ain lies north of the Gxilf of Thailand and 

is roughly triangular in shape, with each side about 125 miles long. 

Canals for irrigation and transportation criss-cross this plain of clay 

soils. They connect the Chao Fliya River with other rivers to l^e 

east and west. 

Area and Population 

The area of Thailand is about 200,1U8 square miles, scanewhat 

smaller than Texas or France. The population in 1952 was 19,192,000.^ 

A large proportion of the inhabitants of Bangkok are immigrants from 

southern coastal China. These Chinese are predominant in the mercantile 

and rice milling activities, not only in Bangkok but in the towns and 

villages throughout the Kingdom. In the southernmost three provinces 

the population is predminantly Mohaisiiiedan-Malay. On the higher 

mountains in Northern Thailand there is a diversity of "hill tribes". 

^The World Almanac 19 New lork World-Teleg3*am, p. 37U* 
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Th«y male# clearinga on the higher aotmtain elopes, raising mostly 

upland rice and opium# Othw goods are obtained in exchange for 

opium. 

Climate and Vegetation 

Thailand has a earm climate. In the south the temper&tvace 

seldom falls below 15®C and rarely cliaibs above 32°C. In the northern 

valleys farther from the seas and shut in by mountains, temperatures 

sometimes exceed 38°C in sunmer and frequently fall to lO^C in winter. 

The warmest season is between Karch and Mj^r, the time of least 

cloudiness. 

For most of Thailand the rainy season is between May and Septem 

ber, vAien southwest winds from the Bay of Bengal and the Gulf of 

Thailand bring in zain bearing clouds. TIm rain often comes ais after 

noon squalls. There is often a "break in tiie rains," a hot, hvmiid, 

sunshiny, nearly rainless period of some weeks in August. In central 

and northern Thailand very little rain falls between October and April. 

On the western windward slopes and mountain exposures the rainfall may 

reach 3»000 mm. annually, but much of Thailand receives hardly more 

than 1,000 mm. and some localities hardly 750 mm. The east side of 

pminsular Thailand is sheltered from the southwest monsoon but receives 

rain between October and January when Northeast trade winds are stz*ong« 

Occasional typhoons, coming northwest frcm the South China Sea and 

bringing heavy, more protracted rainy spells, fade out over Eastern and 

Central Thailand. 
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The natural vegetation reflects strongly the differences in 

rainfall and soil noisture supply. Pine forests producing turpentine 

occur on some of the higher BK)untains of northern Thailand, In the 

northern and northwestern mountains and valleys, teak is the most 

valuable tree of the partially deciduous forests. Along the streams 

and in lowland regions of rainfall the tall yang trees (Dipterocarpus 

alatus) grow well. Where the soils are very poor, as in most of the 

northeastern region, slow-growing hardwood trees predominate. Bamboo 

thickets are dominant on many stony and rocky slopes in Central Thai 

land. Mangrove forosts occupy muddy beaches in protected parts of the 

seacoast. Brush and low forest grow on much land in regions of shift 

ing cultivation. 

Soils and Land Use 

The soils of Thailand are diverse. The Bangkok has heavy 

dark clays, suited to rice growing. In^environs of Bangkok, however, 

excellent 'tropical fruits, vegetables, and sugar cane are produced. 

Organic manures and fertilizers are used. 

northeastern Thailand, the soils are for the most part fine 

sandy loans, distressingly low in plant nutrients. Much of the region 

is undulating to rolling, with only occasional hills of quartziferous 

sandstones and a few shallow lakes. In the valleys and depressions, 

*diere more water accumulates, rice is grown. On slight elevations and 

slopes where the soils are deeper and not so poor, the forests normally 

grow taller and are quite dense. Almost all of the cropped land in 

the northeastern region is planted to lowland rice. In this region are 
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sxtensivtt plalnsi «here the soil is poor and the snoBMa* floods rise 

suddenly. Here cropping is at present impossiblej the only natural 

vi^etation is sparse grass. The area acts as a natural flood control 

agent. The vide shallow lake which forms during the summer is an 

important source of fish for the nosrtheastem region. 

On the deep red soils formed from dark igneous rocks of the 

Chantaburi region in southeastern Thailand^ black and white pepper 

were formerly produced in considerable quantities* Now, rubber, sugar 

cane, and fruits hawe replaced pepper. Rice, of course, is grown on 

all the low flat lands on which water can be held. 

Being in the rain shadow of the western border mountains, 

northern portion of peninsular Thailand is rather dry. Some soils are 

saline. Rice growing is risky, and too often the crop fails. In 

this ev^t the farmers go to the forests and make charcoal. 

Farther south, where rain Is more plentif\il, high forests are 

eomoa on the poor sandy loams and san^y clay loam soils. Hevea 

rubber does well on the well-drained soils of this region, iMle rice 

is grown on most of the plains and in the lower parts of valleys that 

have not been disastroiisly disturbed by tin mining. 

Ii IDmiland, areas of fertile soil naturally suited to crops 

other than rice are limited in extent and widely scattered. The hazards 

of cotton growing in Thailand are numez>ous. Nevertheless, fanners in 

the northern and northeastern parts of the Kingdom have long grown 

considerable quantities of rough, short staple Asiatic types of cotton. 
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Much of this cotton is ginned, spun, and woven in the home with 

primitive devices. 

Tobacco is an important crop. The darker, strong types of leaf 

are grown on the more fertile river banks. The production of Virginia-

^rpe bright fluecured tobacco for occidental-type cigarettes has 

assused considerable proportions. For a satisfactory quality of leaf, 

the soils on which teak grows well are excellent. This, unfortunately, 

has led to faz*ther damage of Idie dwindling teak forests. 

In many parts of Thailand brown stigar is made by boiling sugar 

cane juice in open pans. Sugar is also obtained by cutting off palm 

flower buds, collecting and boiling to sugar the sweet juice that 

exudes from the stump. Coconut palms are the source of the finest 

sugar of this type. Sugar mills for the production of pdantation-

vhite sug^ are in operation in several districts. Since large areas 

of land better suited to sugar cane than to rice are not found in 

Tiiailand, the main difficulty in sugar-mill operation has been an 

adequate and continuous supply of freshly cut cane* 

Before "World "War II, Thailand exported annually about h0,0002 

tons of Hevea xnibber. This cooes almost exclusively from small pro 

ducers fho have been content with the mediocre yields of seedling 

tzwTO. Much labor is occupied in tin mining and rubber production, so 

that less is available in peninsular Thailand for growing rice. 

^Report of the FAQ Mission for Siam. FAO, Washington, 19U8, 
p. 6. 



Livestock and Fish 

With Thailand dependent upon rice as the naln food and wqport 

crop, draft cattle and water buffaloes are of the utmost importance to 

the farm family. Although moat of the cattle and buffaloes are raised 

In the Kingdom, many aire imported from western French Indo-China. Im 

portant movements of cattle are from the north and northeast to the 

Central Plain. In due course many move on to Bangkok, where they are 

used for meat or for export. In normal times live animals are exported 

to Hong Kong, Singapore, and Penang. Cattle raising for export has 

been important on the western side of the ponlnsula. There appears 

to be very little movi^mnt of cattle northward from the peninsula. 

Hogs are raised, particularly In the north and northeast. In 

c«itral Thailand, especially In the environs of zd.ce mills, Chinese 

and in some ;daces Aimamese are the porlnclpal raisers of hogs. In 

northeastern Thailand, hogs are herded for many miles to the main roads 

and moved by truck to the railheads for sale In Bangkok. 

Poultry are comonly raised, nearly every household having a 

few chickens. These fowls are hardy but small, and the egg yield la 

low. Imported breeds of fowls have been nearly wiped out by epi-

dmnics. Ducks are z^ised in quantity, both for meat and eggs. Duck 

manure Is highly prized by the market gardeners of Bangkok. 

Fish from the 2d.vers, canals, ponds, and the sea are an impor 

tant feature of the diet. Fish from highway and rallw^ borrow pits 

and even from the rice fields make up a significant piroportion of 



10 

inland fish oonsumption.3 Drying with salt and fermentation of the 

smaller fish in Aresh water axe ths most generally used methods of 

preservation. 

Ebcports and Communications 

The chief exports are rice, teak and other tiaiber, tin, rubber, 

livestock, and hides. The rice exports are of great economic impor 

tance to Thailand. They do much to fill an urgent need in other 

countries of Southeast Asia. Foz^unately, there is good prospect 

that Thailand's contribution to the world food supplies can be consid 

erably increased. 

The principal city and port is Bangkok, a city of nearly a 

million inhabitants. It stands on the Chao Flay& River, about lU miles 

from its mouth in the Gulf of Thailand. Vessels drawing more than h 

yards cannot cross the bar at the mouth of the river. They work cargo 

from lighters in the lee of Si Chang Island, about US southeast 

of Bangkok. 

Bangkok is the center of an extensive network of meter—gauge 

state-owned railways vhich extend to the north, the northeast, south 

east into French Ihdo-China, south and southwest to the Gulf. Rail 

way connections with peninsular Thailand, Psnang, and Singapore were 

interrupted by boabing during the war. Highways, formerly built only 

^Borrow pit is the hole left when dirt is taken from beside a 
highway or railway to build up the roadbed. 
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as fttcdars for the railway, have been greatly extendtd in th® past 

15 years. Truck roads are gradually being extended* 

Malaria and Nutrition 

Agricultural production in Thailand is severely hindered by 

malaria. The Director of Public Health reported that, in 19Ji3, 

57,171 deaths out of 297*0^3 werw due to malaria.^ Field work has 

to wait if husband, wife, or child are victims of this scourge. 

There are new ways of fighting the disease. New and effective drugs 

have been found, but hitlierto they have not been available in Thailand 

in sufficient amount. However, malnutrition is probably a contributory 

cause to the high death rate from malaria. These problems can hardly 

be solved in a short period of time but the task to overcome them is 

underway. 

Farmers Need More Capital 

The previous discussion indicates that Thailand is an agricul 

tural country. As such 90 percent of the cxiltivated land is used in 

rice cultivation, and about 80 percent of her population engage in 

agricultural productions. The average size of all of Thailand's farms 

is U0,000 square meters (about 10 acres)] the average cash income pw 

farm, tron farm paroducts sold, is baht 2,llt9 (apFrtndmately $171 at 

the official exchange rate)] and the net worth per farm for all the 

^Report of the FAG Mission for Siam. FAO, New York, 19i48, 
p. 8. 
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farms is an average of baht 23,OU6 per farm (approximately $1,8113)• 

Farm indebtedness is extremely low due to the probable lack of the 

kind of credit which woiild enable the farmer to make use of improved 

means of agricultural production. During the past year fami indebted 

ness amounted to 2*69 percent of the total farm assets and the average 

debt for all farms was baht U21 per farm (approximately $33 

It is believed that Thailand now has almost reached the limit 

of natural piroduction from her rice land.^ That is, under the present 

method of cultivation, the amount of rice produced will be more or 

less constant troa. year to year depmding upon climate for its vari 

ation. From a study it was found that the area of cultivation had 

increased approximately 20 parcent; however, the crop output had in 

creased very little compaz*ed to the increase in area undnr cultivation.? 

Therefore, rice for domestic consumption and for export will gradually 

decline in proportion to the yearly increase in population, unless the 

system of cultivation is improved. 

At the present time and probably for many years to come, any 

scheme for increasing farm production will dwnand a number of favorable 

^This survey was completed by the Thai Government's Division of 
Agriculture, Economic and Land Use which was established in November 
1953* It has been imported in the weekly paper, entitled Asian 
Student, March 19$k* 

^Thailand and Her Agricultural Problems, Bangkokt Ministry of 
Agriculture, 1950, Revised Edition, p. 5* 

7lbid, p. 127. 
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conditions. TheoreticaUy, the rate at ehich the supply of farm pro 

ducts expands depends upon advances in technology, improvement in the 

skill of farm people, and investment (or disinvestment) in agriculture, 

the latter including the ̂ velopment of land resources and changes 

in ptroducer preferences.^ 

In order to avoid stagnation of the level of rice production in 

Thailand the government of Thailand is attempting to encourage more 

extensive plantings and foster a higher per rai yield (1 rai m .U acre). 

Better control of irrigation water to permit rice cultivation on a 

eiitor scale with increased yields is the first attempt. These irri 

gation projects, commanding about two million hectares, are under 

construction in Thailand. The individual farmers she benefit by an 

irrigation scheme are usually z^uired to provide for minor irrigation 

of their own farm and pay for the services they receive. As a result 

of this irrigation project, it is believed tixat much abandoned and 

uncultivated land may be put to productive use. Siis, of course, will 

require additioniiL capital investments. 

On the main staple crop of the coimtry, rice, fertilisers have 

not been employed. In the pre-war period, the high cost of fertilizer 

in comparison with the prices obtained for rice has made their use 

unprofitable. However, under today's cost-price conditions, fertHixer 

can prove to be very profitable in rice production. Rice yield from 

fi^Theodore W, Schultz, Agriculture In An Unstable Economy (New
lorkt McOraw^HlU Book Compan^ Inc., 19U5), p. 7U. 
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land alreadty under cultivation can be increased by improving water 

control, application of manures and fertilizers. Improvement of 

varieties, better cultivation, and ly control of pests and diseases* 

All of these result in additional costs to the farmers* 

In some areas upland rice is produced ty cutting down trees 

and underbrush at the beginning of the dry seasons, and then burning 

the whole lot to ashes Just before the beginning of ttie rainy season. 

The cultivation of upland rice depends much on the fertility of the 

soil. It is rather primitive in nature and is shifted frc«a place to 

place as soon as the initial fertility of the cleared land is lost. 

This method of cultivation is practiced in most parts of Thailand. 

This type of cultivation is damaging the forests, which are part of 

the nation's wealth. Howevw, this is a probl«n still to be solved 

in Thailand. In the opinion of the author, new methods of cultivation, 

soil conservation, rotation practices, and use of fertilizers, shotild 

be Introduced to avoid shifting cultivation. These methods, of course, 

call for additional capital. 

So far as Thailand is concerned mechanical cultivation in rice 

lands has been under trial with some success for quite a nuoiber of 

years. The imported tractors have been sold to individuals either 

for custom plowing and/or for working their own large holding. But 

it is evident that when a farmer pays out cash to get his field plowed, 

he has made that much expenditures already! idiereas, if he does his 

own plowing with biiffaloes, this cash outgo would be saved and his 
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laljour incoBw increased hy the amount.^ However, opportunities for 

aechanization are not so many and apply only to large holding of 

idiich there is not a great number. 

It must be pointed out here that the afore-mentioned increase 

in production is impossible without additional financial assistance 

to the farmers. Itespite the greater cost, this "increase-in-production" 

method is believed to be profitable to the farmers because of the 

high level of present farm prices. However, whether it proves to be 

profitable or not, the method is dependent upon the relation that 

exists betwewi cost and price factors. In other words, the amo\mt of 

the farmer's additional imreststent is dependent upon the cost of pro-' 

dueing an additional unit in eases in which it is profitable. The 

profit of the farmer will consequently grow. !Ruis, under theoretically 

ideal (competitive) conditions, production is caivied to the point 

where marginal cost equals price. 

In addition, the author would like to point out some specific 

recommendation of the FAO Mission for Thailarui in iregard to the addi 

tional capital required by coopeiwitive organizations. 

For cooperatives land-improveaMnt...the cooperative can 
raise small amounts of capital from its own EMBobers and borrow 
other small amounts from the Bank for Cooperatives to carry out 
its plan of action, (erecting bunds (dikes), installing pumps, 
diffing small ditches.)10 

^Thail^d and Her A^lcultural Rroblwas, Bangkok! Ministry of 
Agriculture, 1950, Revised Edition, p. 13. 

Report of the FAQ Mission for Siam. FAO, Washington, 19U8, 
pp. 89-957 
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...the cooperative credit program should be expanded to 
inclTide the meJcing of loans to tenants eho are now largely 
excluded from the credit program by reason of their lack of 
secTirity. Loans should be available for consumption and/or 
production purposes.H 

For the cooperative padd/ sales societiest • •.that larger 
amounts of working capital be made available to the cooperative 
paddy sales societies. HVhen loans from the Department of 
Cooperatives are granted to augment the working capital of the 
paddy sales societies, the grants should be made at the time 
they az>e needed.l2 

This program of credit expansion, • • • is contingent upon 
providing the cooperative societies with more capital. It 
would seem wise for the Baiik for Cooperatives, an agency of 
the Siamese Oovemment to make plans for borrowing more capital 
which will cover loans made through the credit societies. It 
is useless for the Department of Cooperatives to think of 
lending mon^ to tenants unless ttie Government and the Bank 
for Cooperatives are larepared to provide more loan capital.^3 

As has be«a discussed it is evident that the farmers are in need 

of a larger amount of additional capital and the cooperative program 

must be responsible for this requirement. 

Land Tenure 

It has been reported Idiat Thai fazmers are their own Masters• 

About 87 percent of all the farm land is actually tilled by farm 

owners making Thailand's perccoitage of owner-operated farms the highest 

in all of Asia and the Far East.^ 

U-Ibid, p. 97. 

12Ibid, p. 98. 

13ibid, p. 98. 

l^The survey was completed by the Thai Government's Idvlsion of 
Agriculture, Economic and Land Use which was established in November 
195>3. This Information has been repoirted in the weekly paper, 
entitled, Asian Student, March 195U. 

https://needed.l2
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Zt appears then that Thailand has a small pere«itage oT tsmuiey* 

But according to the Report of the FAO Mission for Thailand, the 

tenancy problm is most acute on the Central Plain ehich is the big 

bo*L of rice production. However, the infonaation to this matter is 

TU>t available to the author and a quotation will be presented. 

The tenancy problem is most acute on the Central Plain. The 
undesirable conditions usually associated with tenancy are 
present. Landlords in most cases have provided practically no 
housing. Tenants #io have had a poor crop are likely to steal 
away in the night, carrying their aaager possessions, rather 
than nwet their share-rent obligations. As elsewhere, a high 
degree of tenancy is associated with unstable social conditions. 
Notable features aret little respect for the law, lack of 
education, and poor farming pracULces. Neither the landlord nor 
the tenant gives much thought to the productive factor—the land. 
The tenant is unwilling to improve the land, for none of the 
value created by his efforts will accznie to him. Tho landlord 
is unwilling to inqprove the land, for he cannot trust the tenant. 
Thus, land tmprovement, with a corresponding increase in pro 
ductive efficiency, cbes not and cannot take palace in this 
unhealthy situation.3-5 

It is clear even to ihe casual observer that the tenant situation 

is unhealthy, unstable, and badly in need of correction so that they 

will have opportunity to obtain benefits from the cooperative program 

the same as their fellow farmers. 

^^Report of the FAO Mission for Siam, FAO, Washington, 19U8, 
p. 98. ~ 
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RURAL COORERATIVE CREDIT IN THAILAND 

Thailand is an agrlcultiiral cowtey shsrs farmers lack adequate 

low-cost credit to increase farm production. The government of 

Thailand is attempting to solve this problem through the use of a 

coop<»rative credit STstem. HoeeTeTf this system is faced with an 

inadeqiiate supply of loanable funds for its members. Therefore^ the 

purpose of this chapter is to describe what is meant by cooperative 

czedit and to survey the present operation of the cooperative credit 

system in Thailand. It is believed such an examination w<n contribute 

to an identification of means to better channel funds from various 

sources to the hands of needy farmers in the rural areas. 

Meaning of the Cooperative 

The word cooperation implies many activities. It is difficult 

to fonmilate a specific definition that could be applied to all types 

of activities. Qenerally speaking cooperation means working together 

for a common purpose. Such collaboration may be simple and informal 

as when two or wotb farmers help each other thresh grain or ez^t 

buildings. On the other hand^ cooperation may be exemplified by huge 

business enterprises carried on through formal business organizations. 

Many definitions of cooperation have been formulated. Some 

have been all inclusive} others have stressed particular aspects of 
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cooperation such as the ecMsnoioio, social, or legal phases* According 

to Dr* Orion Ulrey, a cooperative is a non-profit business association 

of teo or more persons for their mutual benefit as individuals. It is 

basically an organization of people which is democratically controlled, 

limits the retxim on capital, and distributes any savings or bmtefits 

to pa1uK>na on the basis of the use by each.^ 

There are three main ways in idiich a cooperative business differa 

from a commercial business: 

1. A cooperative biujiness is set up by a gro\q> of individuals 

to obtain profit by performing services for themselves rather than by 

rendering services to o-Uimrs* 

2* A cooperative distributes any surplus income over the cost 

of doing business m<mg thoee are served by it in proportion to 

their use of its searvices—not in proportion to their investment* 

3* A cooperative is controlled by its patron meoAaers, each of 

whoa ordinarily is allowed a single vote—not by the ownera of its 

capital stock in proportion to the number of shares they hold* 

A cooperative is a type or form of business but it is different, 

as indicated in the previous discussion, l^m coamercial business* 

It is a form of business designed to fulfill certain specific needs 

of farmers* The cooperatives can be grouped according to what they 

are set up to (to* Attempting to classify all the types of activities 

^Dr. Orion Ulrey, Associate Professor in Agricultural Econamice, 
Michigan State College, Mia»ographed Lecture, 1951. 
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porformed "by coopefratlve organisatlona ia not the purpose of this 

paper* The cooperative credit associations to be discussed In Just 

one type among man^. Th^ liave been organized by famers in the rural 

areas to obtain loanable funds and to render service at cost for 

their irambers at a reasonable rate of interest* It is a bank of a 

particular kind assisting that class of people who vould otherwise be 

driven to a usurious mone3r->lencier* The distinctive feat\ires of the 

cooperative bank are twot (1) the taenks are controlled and profit* 

able to the members idio make uae of them} (2) individxial personalities 

as well as material security of land or fixed property are used as a 

basis for extending credit* 

Meaning of Credit 

Credit has been defined in many different ways depending largely 

upon the point of view of particular writers and their desire to 

emjdiasize certain aspects of credit* To understand how the term credit 

will fit in with the teorai cooperative, it is necessary to determine 

credit from different points of view* According to Dr* Samuel 

Troel8ton,2 there are four ways of looking at credit by different per 

sonst (1} that of the economist, (2) that of a credit institution, 

(3) that of a creditor, and (It) that of a debtor* 

S. Troelston, The Prtociples of Farm Finance (Saint Louist 
Education Publishers, Inc., 19^), p* 36. 
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The economist views ciredit as an instrument which makes 

possible a flow of goods in the modem vorld. In another word, credit 

is the powwp to secure present money or goods or services on the 

promise of returning a future equivalent.3 By this view, credit fa 

cilitates the transference of goods from the seller to the purchaser, 

with agreement of paymmt at some future date. For examplet A 

farmer may not be able to pay for his farm land and buildings when he 

jreceives title to them, but he promises to pay for theci on a specified 

date in the future. 

Credit institutions look upon credit as a commodity to be bought 

and sold.^ Often, however, it is inconvenient or expensive for both 

sellers and buyers to wait for a period of time before being paid. 

In such oases funds to meet these transactions may be obtained from 

institutions such as commercial banks and investment companies. 

A creditor may define credit in terms of confideice. He views 

credit in this way, because the individuals he usually trusts with 

his capital are only those in idicmi he has confidence. The creditor 

must ordinarily think that those who become indebted to him have both 

ability and willingness to repay. 

To the debtor, credit is scmiething that, to a greater or 

lesser degree, he possesses idiether it be tai^ble taaid/or intangible 

3john Ise, Economics, Harper and Brothers Publishers. 19ft. 
p. 33U. 

%.S. Troelston, og. cit*, p. 36, 
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assets* Credit to him is that something which he has that enables 

him to obtain, upon his promise to repay in a certain way at a 

definite future date, the use of capital owned by others to Increase 

his income* 

Credit, from different points of view seems to be a privilege 

secured by an individual to obtain and use needed properties or 

wealth from other persons and repay it at a specified future date* 

Rierefore, credit may be defined as something intangible that belongs 

to the individual. People can obtain varying asK^unts of credit de 

pending upon personal qualities such as Integrity, foresight, initi 

ative, and business judgment, and upon the amount and type of tangible 

assets owned and controlled* 

However, farmers can not alwagrs use their privilege effectively 

in comparison with other producers in the city* This is due to un 

certainty of production, price, and distance, both geographio and 

cultural, from the creditor* Such is the reason they oft^ organ 

ize themselves to solve their own problems* 

Agricu3-tural Credit Agencies 

The agencies which supply agricultural credit in Thailand are 

as followst 

1* private money-lenders, landlords, village shopkeepers 

and merchants, 

2. coameroial banks. 
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3* th« OovwrmMRty 

U* ooop«rativ» soclatiM lik* credit cooperatimaaf coloni 

sation cooparativeSf land hira-porchasa cooparativaa, 

credit and land imFroTomant cooperatives^ and soma paddjr 

aarketing cooperativaa. 

Xha organisation of these various agendas and their rola in 

the sphere of agricultural finance are hriafly aqdainad balom 

(1) Private laoiuqHUndairst Private aon^y>-lenders represent 

not only the most iaportait but also the siBpOLest agency supplying 

agricultural finance In this country* The transactions are between 

the lender and the borrower cm an Individual and Informal basis* 

In Thailand^ as in moat oriental countries, it is difficult to 

define precisely a private mon^lender* In addition to the pro 

fessional wmey-lenders for wlnw wnuy lending is the main source 

of earning, tiunre are a large ttaabw of non-professional BonsQr-

lende^rs dio lend generally only to such famers as cone into contact 

with thee in the pursdt of thdr aain occupaticm, e*g*, the land 

lord lending to his tenant or the village shopkeeper to such farmers 

as promise to buy their requirements and sell their produce through 

him. Another type of private mc»i^-lender is the merchant deal 

ing in agricultural produce who makes advances on standing crops 

at high rates of discount* ^e advances are often oonditlcnal on 

thf whole crop being sold immediately after harvest to the person 
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making th« advance* Tine total advanced the private money-lwders 

is about 90 percent of the credit obtained by favmra*^ 

The funds employed in the Iwiding activities of private money 

lenders are mostly their oim» The money-lender can supply both short-

term and long-term credit* Small short-term loans may be supplied on 

personal security or on the security of produce but long-tema loans 

are usually secured hy tangible property like land or valuable jewelry* 

Although the maximum legal rate of interest is 1$ percent per 

annum, it is commonly known that the interest rates actually charged 

by the private money-lenders are greatly in excess of this rate* Cer 

tainly, the farmers withi bett«r security acquire loans for lees than 

those wittiout securityi but the usual rates of interest are seldom less 

than 36 percent p«p arausB.^ It is difficult for farmers, regardless 

of the enterprise, to bear financing charges of such magnitude with 

out detriment. It is this problaa vdiich the Thai Government, through 

its cooperative credit progpara, has endeavored to solve. 

(2) Commercial banks: In Thailand, coaraiercial banks only 

occasionally supply credit direct to prosperous farmers living in urban 

rather than rural areas* Such credit is extended solely on the basis 

of tangible security, usually In the fom of moz^ages on real estate 

violin easy reach of the banking offices. In a majority of cases, 

loans granted by the banks do not exceed 50 percent of the estimated 

^umnary of Principle Features of Agriculture Credit Facilities 
in Thailand, Bangkok: Ministry of CooTaerativea. 19*1^. p* 3. 

^Ibld, p. 2, 



25 

market values of the lands sunrtgaged to the banks* As a zniley the 

term of the loans is one year with renewal privile£es. The rates of 

interest charged by commercial banks vary between 7-1/2 and 12 percent 

per annum.7 

In practice^ the activities of commercial banks in the agricul 

tural credit field are limited* Since a small farmer's circumstances 

cannot be discovered by a ooomarcial bank in a city» except by a 

long and detailed inquiry which expense neither a bank nor a small 

farmer can boar, the commercial banks only lend to big farmers whose 

wealth and status are known. This fact, coupled with the short-tezm 

nature of their liabilities iMoh usually limits lending operations of 

conanercial banks to short-term credit, prevents the banks from furnish 

ing effective help to Thai farmers. 

(3) The Qovemmentt The Ministty of Cooperatives has been 

extending credit from Government appropriated funds for financing 

agricultiural production and marketing throu^ cooperatives other than 

credit societies. As of May 31, 1953, the following amounts were 

outstanding to them.^ 

(Baht 1 - 7.96?^ U.S.) 
Marketing cooperatives BahtU3,068,308.52 
Processing cooperatives 6,179,h65.10 
Colonization cooperatives 1,532,1*83.86 
Ziand hire-purchase cooperatives 1,372,11*0.91 
Credit and land improvement cooperatives 1,817,081.69 

Total 53,1*68,1*80.28 

7lbid, p. 2. 

8Ibid, p. 1*. 

https://53,1*68,1*80.28
https://1,817,081.69
https://1,372,11*0.91
https://1,532,1*83.86
https://6,179,h65.10
https://BahtU3,068,308.52
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Loans «ra granted to these cooperatives I97 the appropriate 

departnents of the Uinistry* The colonization, land hire-purchase, 

and credit and land improveioent cooperatives extend productive loans 

to the lanabers. Some padd/ marketing cooperatives advance funds to 

their members to pay harvesting expenses* 

(U) Cooperative credits The most Important institutional 

sources of agrlcultiaral credit on which increasing reliance is being 

placed ax^ the cooperative societies* The cooperative agencies which 

have been supplying substantial amounts of short and long-tena credit 

for agricultural finance are credit, colonization, land hire-purchase, 

credit and land improvement, and paddy marketing cooperatives. Kie 

rest of this chapter will bo devoted to a discussion of the cooperative 

credit agency. 

Agricultural Credit Cooperatives 

Origin and Development 

The agricultural credit cooperative movement was inaugurated in 

1916 irtwn the Department of Commerce and Statistics organized the first 

credit cooperative society at Wat Chan, a village in the Province of 

Phitsanulok* The type of agricultural credit cooperative considered 

best adapted to the local conditions snd needs was based on what is 

known as the Halffeiswi model serving a closely restricted area with 

a meatoerehip usually not in excess of 20. These societies rest on the 

mutual acquaintance of all nerabers and their Joint and unlimited 
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llabllit7« As the scheme was Intended^ at the beginning^ merely to be 

in the form of an experiment, no special (Cooperative Lae eas enacted* 

The legal requirements of the schwae nere met for the time by an 

aisendment to the Law on Associations, passed in 1916* By 1920, the 

number of credit cooperatives reached 60, and a Department (now Ministry) 

of Cooperatives was constituted to organise, supervise, and develop 

cooperative societies. By 1928, a separate cooperative Law was promul 

gated as "The Cooperative Societies Act, B.£* 21^71 (1928)", giving wide 

scope to the activities of cooperatives* It under-went slight 

modifications in 193U and is still in force. 

Reasons for the Growth 

Although agriculture has been the main occupation of Thai people 

and -the great source of the economic s-trength of Thailand frcan time 

ianwaorial, eeoncmdc conditions of the farmers ware found acute compared 

with other business enterprises. Following World War I, a bocmi in 

rice production and a rise in prices caused -the farmers to become pros-

porous* High rice prices -tempted farmers to increase their holdings 

tjy acquiring land on borrowed capital from private lenders. The de 

pression idiioh followed caused a great distress to the farmers because 

tMy were unable to meet their obligations* Farmers suffered with 

the burden of heavy deb-ts and high ra-tes of interest on borz>owed funds* 

This resulted sooner or later in -their mortgaged lands being fore 

closed end their title-deeds passed on to the creditors* About the 

same time, 1917, one of the floods that occur about every 29 yeazw 
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e&us«d great diatress to rice farmers in the Central KLaln ehich is 

the main rice-producing area* 

To assist these farmers the program of cooperative credit, ahich 

mas introduced for experimentation, had be«i conceived. After the 

preparatory work of organizing a new Department was completed and 

workers trained for the field, the cooperative credit in the form of 

Raiffeisen, serving a closely restricted area, was expanded in 1919* 

Cooperative Credit in the Period of Bbcperimentation (1916-32) 

After the cooperative credit program was conceived, the first 

task was to convey an understanding of the principles and methods of 

cooperative credit to the farmers. As a principle of cooperation, the 

BMad>er8 of a cooperative credit system must be the farmers idio take an 

active part in organizing it. However, Thai farmers in general are il 

literate. They had great difficulty in taking the Initiative and 

operating the system successfully. Therefore, the govensMmt officials, 

especially in the area of experimentation, assumed ttie responsibility 

of spreading this knowledge among rtiral farmexw. Even aoxsig govern 

ment officials, the cooperative idea was new. 3h order to gain cooper 

ation from the rulers of the districts and communities, the knowledge 

of the cooporative principle had to be spread to th«a. 

Foz*tunately, among the leaders was a man who had developed 

the ability of public speaking. As a result of his speaking ability, 

he was very instrumental in spreading, convincing, and helping the 
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Illiterate and conservative farmers comprehend the advantages of 

employing the principle of cooperation in their agricxHtural program* 

The first cooperative society consisting of 16 members was 

formed in 1916. It utilized a meager sun of baht 3*000 (baht 1 

7.967^ U.S.), from the Thai Coraroercial Bank, with the Thai government 

as guarantor. The cooperative credit society loaned this sun to its 

members for the retirement of old debts and required them to repay the 

principal amount of baht 1,300 at the end of 1917. 5y the end of 

1917* all members were able to meet this requirement, and their debts 

had been $0 percent retired within one year. Partly because of World 

War I, progress during the first fifteen years of its existence was 

rather slow. At the time there were few government officials engaged 

in the cooperative program. Scnm of them, especially the Director-

general, was directed to work in another field. Up to the date of the 

Coup d'Etat of June 2h$ 1932 which made a change fJrom the Absolute 

Monarchical form of government to a Constitutional Monarchy in this 

country, there were only 191 cooperative credit societies with 2,935 

nsabers, utilizing a sum of baht 1,307,705.07. 

Illiteracy and conservativism of the fanner, as indicated earlier, 

created difficulty not only in oommunioation but also resulted in wi<^ 

spread misunderstanding and a sense of suspicion toward those who were 

trying to sell this new idea. This feeling was due to the fact that 

the govemmant had never befo3W taken the initiative in introducing 

such a progiwai. Heretofore, procedures of this nature originated with 

Xocai groups rather than with higher levels of government. However, 

https://1,307,705.07
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iho understood the poTogram could help much in assisting in its 

organization and operation* 

Sources of Credits 

As indicated earlier, Tballand launched the first cooperative 

credit society in 1916. Ihe Department of Commerce and Statistics 

had been appointed to carry on the cooperative program and supervised 

the credit societies in their organization. The Director-general of 

this Department eas authorized to obtain loanable funds. An amount of 

baht 300,OCX) mas obtained through the Thai Commercial Bank (incorporated 

bank), with the Thai government as guarantor.^ This sum mas later 

increased, as number of societies increased from 1 to 91 societies, to 

an amount of baht 2,000,000 in 1928.^ Betmeen 1933 and 1936, after 

Thailand changed Yueac form of govenuaent, toe cooperative societies 

mere granted a loan of baht 3,100,000 directly from the government 

treasury* This shoms toe trend of sympathetic feeling of the public. 

During the foUomlng tmo years, toe Saving Bank loaned to cooperative 

credit societies a sum of baht 5,500,000. 

Credit from the above soiarces mere obtained at 6-1/2 percent 

interest per annum compounded quarterly. The societies in tvxn loaned 

^Udit Narksawat, The Development of Cooperative Credit in 
toailand. Master Thesis, 1953, Bangkok, Moral wd Political Science 
tiniversity, p. 3U. 

^^Ibid, p. 33. 
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TABIE I 

NOMBEa OF CREDIT SOCIETIES, MEMBERSHIPS AND AMOUNT OF 
LOANS DURING EXPERIMENTATION 

(1916 to 1932)* 

Number Number Total Loans 
Years of Credit of (Bahts) 

Societies Members (baht 1 - 7.9674: U.S.) 

1916 1 16 3,000.00 

1917 13 IBU 53,780.00 

1918 lU 203 55,365.00 

1919 26 500 b 

1920 60 1,190 303,668.77 

1921 60 1,200 b 

1922 60 1,2$0 b 

1923 6U 1,260 b 

192U 69 1,300 b 

1925 77 1,14^0 b 

1926 77 1,390 325,705.00 

1927 81 1,510 b 

1928 91 l,ii$0 b 

1930 128 2,120 b 

1932 191 2,935 1,307,785.07 

^Udit Narksawat, l^e Development of Cooperative Credit in 
Tlialland, Master Thesis, 1953, Bangkok, Moral Political Science 
University, pp. U8-Ii9. 

figures are not available. 

https://1,307,785.07
https://325,705.00
https://303,668.77
https://55,365.00
https://53,780.00
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to their members at 9 percent and 12 percent for long and short-term 

loans respectively* The loans are collectively guaranteed Iqr farm 

mortgages of individual members* In 1933, the government asked the 

Thai CoMoercial Bank to reduce their interests charge doim to U-l/2 

percent, irtiich caused the interest charged to members of cooperative 

society to be reduced to 7-1/2 for long-term loans and 9 pwcwnt for 

short-term loans* 

The cooperative credit societies had, therefore, three sources 

of fundst (1) that from Thai Commercial Bank,(2) that from the 

govemn^t treasury, and (3) that from the government saving bank* 

Due to the rapid Increase both in the number of societies and 

their memberships, the credit from the afo]7e--mentioned sources eas no 

longer sufficient to satisfy the large requirement of the farmer 

membeie* From 1938 to 19Ul, the government issued a series of bonds, 

the Central Bank of Thailand acting as an agent, to finance the cooper 

ative societies to an amount of baht 15,700,000. 

In January 19U7, the Bank for Cooperatives was sponsored by 

the government and commmiced its operations with a capital of baht 

10,000,000, granting loans to cooperative societies at6 to 7 percent 

and they in turn loaning at 8 and 10 percent for long and short—term 

loans. The detailed discussion of this bank will be found in subsequent 

sections of this study. 

However, it has been reported that the credit from these credit 

agencies, other than the bank for cooperatives, is limited and has 
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high interest rates. The establishment of the bank for cooperatives 

led to the reduction in interest rates on loans obtained by societies 

which in turn resulted in a decrease in interest rates on loans ob 

tained by members from their societies* 

Working Capital of Cooperative Societies 

In Thailand, the cooperative credit societies have never issued 

capital stock of any kind to their members or other share-holdeirs. The 

working capital of a credit society is made up of (1) entrance fees and 

a reserve; (2) the deposits of members and non-members; and (3) speci 

fic loans from individuals or banks, especially from the central 

cooperative baiUc* 

The cooperative credit system is designed to sezve the dual 

purpose of providing sources for borrowing at reasonable rates and 

facilities for accumulating savings so that the rural fanner will have 

accessible credit. It has to do, therefore, with thrift and credit, 

both of which are equally important. 

from the author's experience in the Cooperative Department and 

a personal interview with a key official of the Ministiy of Cooper 

atives, it ams found that the creation of working capital through the 

fees, reserve, and deposits is relatively small. This is pointed out 

in the following figures. In 19U0, for example, there were 2,263 

societies with 32,6lU members. The deposits from different soujrces are 

as follows] 
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(1) of BMmbers 
(2) of non-mambera 

baht 20,683 
U2,U78 

(3) of other cooperative 
societies 37,678 

Total 100,837 

The average deposit per society is baht kk*S$, and the average 

per »mber is baht .63, Comparing with total assets (baht 13,092,338) 

it is only 0.77 percent# (These figures have been estimated from 

table IlO 

The general tendency of the cooperative system in Thailand is 

to create adequate capital rather than acquiring profits from its 

operation* Therefore, any amount left after expenses is set aside as 

reserves. It has been stipulated in the articlea of association as 

follows: 90 percent of the earnings go to the "Cooperative Reserve 

Fund" for future services to the societies themselves (cooperative 

credit societies), e*g« to meet losses appearing in the balance sheets 

or to make loans to members, if large enough. Five percent is allotted 

to the "Cooperative Public Welfare Fund" to be used for the promotion 

of public welfare in tiie concmnHgr, and the other 5 percent is 

carried to «ie "Central Cooperative Fund Account" of the Departmmt of 

Cooperatives. This last-~mentioned item la provided for in case anj^ 

society should become insolvent vdjen liquidated, so that its failure 

cannot effect the government* 

The small number of members in a society and the low rates of 

interest are factors causing the reserve to be small. It has been 

shown in the composite balance sheets for cooperative credit societies 
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TABIS II 

COMPOSITB BALANCE SHEETS FOR COOPERATIVE 
CREDIT SOCIETIES, l^UO® 

Assets Liabilities 

Cash on Hand 678,886 Loans (Coop, Bonds) 11,782,7U9 
DepositsI Cooperative Shares & 
Dept. of Coop, 207 advancement from other 

Other Coop, Offices 27,63U sources 299,170 
Changeat Coop, Offices 33,512 Deposits: 
In Banks 1,9U3 Meaftmrs 20,683 
Savings Bank 60,0^ Ncm-members U2,i:78 

Loans to members n.765,819 Other Coop. Societies 37,676 
Loans to other coop. 85,038 Coop. Utility Fund 27,979 
i%ysical Properties: Reserve Fund 52U,58U 
Land 86,218 Rrofits avaiting Distri 
Other 3ia,263 bution 202,071 

Profit and Loss 11,768 Outstanding Bills Payable 15U,9U8 

Total 13,092,338 Total 13,092,338 

^Statistical Year Book Thail^d, Central Service of Statistics 
No. 21, 1939-hO to 19UU, Bangkok, Thailand Covemment, pp. 50O-501. 

1 ,•. ^ v., 1 ^ 
I 

, < t-.f 1 
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in 19U0, that the total aoount of reserves of all societies was baht 

552,563.^ The average acciunilation of reserves of an individual 

society was only baht 2ltl4.17« 

It is seenf therefore^ that the creation of working capital 

through the fees, reserves and deposits by the credit society is 

relatively small and insufficient to loan it to monbers. 

Organizing Cooperative Credit Societies 

Since the cooperative credit society in Thailand is designed 

after the Raiffeisen principle, the number of members and the area of 

operations are usually small, (hie society usually consists of 10 to 

20 msnbers. The credit societies are associations of landowners 

supervised and c(mtrolled by the government. Biey must be neighbors 

carefully selected on the basis of their good characters, industzdous 

habits, and firiendly dispositions. All have some visible and tangible 

asset8~-their farm, livestock, or equipnent. Thus, if one of them 

receives a loan, he will likely be able to repay it because the fellow 

iMBbers or officers who are intimately acquainted with him know be* 

forehand whether he is good for the amount and whether he uses the 

loan for the apecified productive purpose for which it was granted. 

In the oUier words, the cooperstors are liable Jointly and severally 

for obtaining capital from third persons. 

^^Statistical Year Book Thailand, Central Service of Statistics 
No. 21, 1939-UO to 19itli, iBangkok, Thailand Government, pp. ̂ 0-^1. 

https://2ltl4.17
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It must not be overlooked that unlimited liability is one of 

the major causes ehich made most of the farmers z*efuse to Join the 

cooperative credit society* HoaeveTf if one makes a careful study 

of the articles of the credit society, this statement will hardly 

affect the members. If their Judgment should be wrong or if the crop 

or venture fail, there ajre maiy answers to which the society may re 

sort before calling on the mraibers' unlimited liability. For instance, 

if one of the borrowers fails to fulfill his obligation, the borrow 

er's property is the first def«ase line. If the property of the 

borrower brings nothing on an execution, the creditor may sue his 

indorsers or guarantors (membws in the same society). Nevertheless, 

this situation would hardly affect the indorsers because the society 

will not allow any member to borrow more than 60 percent of the pro 

perty pledged as security. Therefore, the adoption of unlimited lia 

bility la not a matter of principle but of expediency. By offering 

as security the full amovuit of property of its members, a society 

attracts savings deposits more readily and improves its ciwdit position 

in the eyes of bankers and othws from whom it may wish to bozrow. 

Members of the credit societies are not allowed to become 

members of another society having unlimited liability but may belong 

to or be a member of other types of cooperative societies which do 

not have this characteristic, such as Cooperative Mazketing, Cooperative 

Purchasing, or Consumers' Cooperatives. 

Taken as a whole, the cooperative credit society in Thailand 

is found to be developing on a sound economic basis and dominates the 



38 

cooperative scene. Out of a total of 7>633 societies of all types at 

the «Ki of 19U9> 7>300 were credit societies.12 in 19^1 there wei^e 

7>631 credit societies with a rasHibership of 166>225 and in 1952 there 

were 8,856 societies (number of sMmbers are not available), (see table 

III). 

Organs of Administration 

The organs of administration of the cooperative credit society-

are threet (1) the committee of management, (2) the board of super-

-vision, and (3) the general meeting of members. 

The essential functions of each of these is stipulated in its 

by-laws which leaves o-bher matters of procedure and practice for regu 

lation by- the society in its articles of association and business 

rules. The appoin-tmen-bs to the ccnomittees may only be made by the 

goieral meeting of members by a majority vote. In most credit socie 

ties the number of individuals composing -the committee of management 

is usually fixed at three (chairman, secretary, cashier) owing to the 

legal provision requiring all documents, in order -to be binding on the 

society, to be signed by -two members of the conBit-tee. Election -to 

the eoBBBittee is generally for a period of one year. Their appointment 

may be cancelled at any time by -Uie boaz^ of s\)q)ezvlsicm, subject to 

confirmation by a meeting of members. 

l^Thailand and Ker Agricultural Problems, Bangkok: Ministry of 
Agriculture, 1^50, p. 

https://societies.12
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TABUS III 

SUICBER OP CREDIT SOCIETIES, OP UEMBERS, AND AMOUNT OF 
LOANS SECOND PERIOD, (1932 - 19U9)^ 

Nxsnber NiDd>«r Total Loans 
Tears of Credit of (Bahts) 

Societies Members (baht 1 » 7.967^ U.S.) 

1932 191 2,935 1,807,785.07 

1931: 1^:0 6,321: 2,531,028.83 

1936 766 11,057 1:,339,185.1:6 

1938 1,211: 17,636 5,783,003.03 

191:0 2,263 32,611: 10,993,385.08 

19U2 3,358 52,31:0 15,U19,668.15 

19U3 1:,021 65,099 22,170,086.78 

19W: 1:,550 7U,785 25,1:88,762.1:6 

k,780 75,126 23,599,232.78 

191:6 1:,780 81,379 27,208,811.08 

191:7 5,379 93,552 1:8,192,597.58 

191:8 6,196 112,521 77,368,71:8.82 

191:9 7,300 133,028 110,033,21:8.36 

^Thailand and Her Agrlciilttiral Problems. Bangkok: Ministiy 
of Agriciilture, 1950, p. 93. — 

f ; ■< r - , ■ • — 
I ' •' '1-.w'l i 

... 
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The gMMiral pomrs and duties of the committee of management 

are defined in the cooperative societies by-laws* Thus^ it is a 

oomnxwi practice for credit societies to fix a limit at which loans 

may be granted by the committee to individual members* The committee 

is also responsible for the execution of the obligatory legal audit 

within the statutory period, and for the fulfillment of all necessary 

legal formalities as to registration of the articles, notification 

of new Bwmbers, etc. 

The board of supervision consists of the committee of manage-

Mnt and other appointed members* The board of supervision is respon 

sible for the supervision and general control of the activities of the 

committee. The board of supervision must examine the yearly accovints, 

balance sheets, and proposals for the assigna«it of profit and losses 

and must present the same to the general meeting of members for appro 

val. 

In the general meeting of members individuals exercise their 

rights in determining the managerial policies of the society. In the 

general meeting ̂ ere rests the supreme authority of the association* 

Such duties, it must be remunbered, are apt to appear abnormally 

difficult to the farmer, who is consequently unwilling to undertake 

them. In Thailand, idiere peasant proprietors constitute the bvOLk of 

the faming class, the persons qualified for such responsibility am 

difficult to find. The govemmwit officials have to assume the m-

sponsibilitles in helping these societies at all times* 
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The roauneration of the comnlttee for their services consists 

of a snail amount for transportation and meals* Such remuneration 

aay hardly be regarded in the li^t of regular payment. Current ad-

xrinistrative expenditure consists mainly in the cost of transportation, 

oeals, and stationary* Kie Ministry of Cooperatives provides free 

service of audits to credit societies throughout the country* 

In practice, the success of a society depends mainly upon the 

capacity and integrity of the secretary and of the chairman of the 

committee of management* The actual number of meetings held in the 

ootirse of a year by the board of supervision in a credit society is 

not great* The committee has to hold frequent meetings for the exe* 

cution of ordinary business, but only when cases arise needing 

decisions reserved for the board or vdxen the annual business statch-

nmit has to be examined is it necessary for that body' to meet* Most 

of the cooperatives* articles require at least two regular meetings 

in a year* 

Methods of Lending 

The cooperative credit societies were formed rapidly in the 

last 10 years to grant loajis, both long and 8hort->tem. Interest 

rates are 8 and 10 percent, for long and short-'tem loans z^spective'* 

ly, on mortgagee of individual farmer members* rural property. The 

borrower has the choice to boirow from the cooperative credit society 

idwnever he wishes and as many times as he wishes, provided the total 

loans never exceed 60 percent of the appraised value of his property* 
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EUgibl* oaabars yiho wish to obtain a loan mist apjOy to tha 

committee of their credit society. After the eligibility of the pro 

perty is determined by a committee composed of the board of manage 

ment, board of supervisicm, and others from the credit society, the 

property is appraised on normal value by both the committee and a 

government officer (supervisor). Finally, the credit society decides 

upon the amount which would be safe to loan in the particular case. 

Ijft addition to the property pledged as security, two members of the 

same society must countersign the loan contract. 

The application is then sent for inspection to the local govera-

Bumt office which acts as supervisor and connecting link between the 

credit socie'ty and the Bank for Cooperatives. After the application 

is examined by an officer, a writtwi report concerning the qualification 

of the borrower, the value of the property offered as security for the 

loan, and the amount that would be safe to loan is forwarded to the 

Registrar's office in Bangkok. Here again the application is checked 

and approved. Then, it is sent with the registrar's letter to the 

cooperative bank. After a loan application is approved by the bank, 

a check for the amount the farmer is to receive in cash is sent by the 

bank to the local govermient officer, tftio then notifies the credit 

society to come to the office and pick up the check. The secretaiy-

treasurer, in turn, gives this check to the borrower. Tliw result of 

these processes, designed to avoid mistakes, causes too much delay to 

the fanner who needs funds duxrlng the productive season. 
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Unless the Registrar of Cooperatives sanctions loans to other 

societies, individual societies can make loans only to their oim mest-

ber. The maximum periods for ishich loans may bo granted hy credit 

coopwratives are fixed in relatiMi to the purposes of loans as indicated 

belovi 

Purposes of Loans Periods 

Short*term loans 
(1) Currwit agriculture and One year or up to the 

domestic expenses* tine the produce forming 
the basis of the loan is 
normally marketed* 

Intermediate-term loans 
(2) Purchase of agricultural T*o years, 

inpl^^ts and ceremonial 
esipenses* 

(3) Pujrchase of cattle, carts, and Three years, 
pumping engines) erection and 
repair of buildings; construc 
tion and major repair to irri 
gation supplies, and other iiorks 
of land iraprovenent. 

Long-term loans 
ik) Liquidation of old debts Fiftewi years. 

Incurred prior to admission 
into the society; bringing 
under ciiltivation iraste, forest 
or fallow lands; installation 
or purchase of costly agricul 
tural plant and machinery. 

All loans arc made on an amortized repayment plan. Tiiat wMmna 

■ttiey are repayable in regular installtnents, usually over a period 
depending on the term of the loan. By making small regular payments 
annually or aemi-annually, the faimer completely repays loan with 
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intersst by the end of tiie loan period. Be does not have to Tptsj a 

large lump sub at any one tine. 

A farmer may repay his loan ahead of time if lie is able and 

nishes to do so. The credit society also will accept payments to be 

set aside and applied to future installments at the direction of the 

farmer. The borrower receives interest on these future payments at 

the sane rate as that charged on long-term indebtedness(8 perc«tit). 

Size of Uie Loans 

Tliei>e is a limitation on the amount of maney that farmers can 

obtain. The most that any farmer can borrow at any one time is baht 

3»000 (balit 1 » 7.967j5 U.S.), and the farmer's outstanding debt on 

both long-term and short-term loans cannot exceed baht 5#C)00.13 

The limitation completely disregards the value of land and 

farmers suffer because they canmt obtain the necessary capital to 

finance their operations. The farmejps suff(»red heavily after World 

War II because operation costs and the entire cost of living rose to 

levels previously unknown. 

The problem of this limitation was well expressed by Ur. Harksa'-

wat iriao studied the development of cooperative oredlt in Thailand.^ 

He stated that the present siae of loans is too small. After World 

13udit Narksawat, 0£. cit.. p. 

^Ibid. p. $8. .. 

T\ • 

https://5#C)00.13
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War II, prlcas and the cost of living rose to high levels. The anomt 

of baht 5*000 is not sufficient to meet the cost of farm operation. 

Bank for Cooperatives 

It has be«i indicated in the early part of this study that coop 

erative societies obtain their financial aid from the Thai Ctmnercial 

Bank, Goveznment Saving Bank, and Government Treasury. Over the years 

the number of credit societies and members steadily increased, and 

they required more credit funds. The credit funds offered by the above 

institutions eere no longer sufficient. 

Thus, in Jaiiuaiy 19h7t tiie government had sanctioned the form 

ation of a Cooperative bank with a capital of baht 10,000,000 divided 

Into 100,000 shaz^ eith a value of baht 100 per shaxvi. 

Bach Cooperative society eas required to oen at least one shan 

of the Cooperative bank before the bank eould lend baht 5*000 to the 

cooperative society. If the society desired a larger loan, they were 

required to owi additional sliares of the bank according to the frac 

tional value of the desired loan. Of course, if it eere desirable to 

obtain a loan less than baht 5*000, only one share eas necessary. 

The cooperative societies have the option on the purchases of 

the cooperative bank's stock. However, as has been pointed out previ 

ously, the fanners wlio compose the cooperative societies usually have 

insufficioit finances to purchase all the stock. Therefore, those 

shares that are not purchased the cooperatives are bought by the 
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Hinistry of Agriculture in the name of the government. In reality the 

act of Governmental biiying is more in the form of a subsidy than an 

outri^t purchase. The govexmment takes no active part in the manage 

ment of the bank and Is not desirous of having the label of "infil 

trator". The government acts only in the capacily of a sponsor rather 

than a participating member. 

Aside from the capital stock of baht 10^000)000 the bank for 

cooperatives obtains funds from the following sourcest (1) debenture 

bonds for cooperatives issued by government) (2) saving bank) and 

(3) govemmmit loans. Table 17 shows the financial statement of the 

Bank for Cooperatives during 1951-®. 

It can be seen frcmi table 17 that the Cooperative Bank was able 

to increase its working capital firom baht 131)381)028.66 to baht 

193#iA82)688.23 from 19^ to 19^2. The credit obtained from the Oovem-

msnt Savings Bank is the largest amount) the next is the "Cooperative 

Bonds" Issued by government and Government loanS) but this was not the 

case in 1952. Although the bank has advanced appreciably in acquiring 

funds and reducing the interest rate) upon comparing the working 

capital with the loans outstanding as shown in tables 17 and 7, it 

becomes evident that the cooperative bank is still unable to provide 

satisfaetery loanable funds to the cooperative associations, ftrm 

table 17) the total amount of loans made by the bank is about equal 

to the arount of working capital. 

Since the cooperative bank acquires its loanable funds mostly 

through borrowing) it must be remsodbered that credit provided by the 

https://193#iA82)688.23
https://131)381)028.66
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I&BI£ IV 

FlKiHCm SldTEMENT OF THE BANK OF COOFEBATIVES 
DORINO 1951 - 1952® 

3551 ^ 
Baht Baht 

(baht 1 • 7.967^ (baht 1 • 7.967^ 

Sovurces of Working Capitalt 
Share Capital 10,000,000.00 10,000,000.00 
Total Deposits 10,939,028.66 23,206,088.23
Coop, bond issued by 

Oov»t, {hrl/2%) 19,792,000.00 18,926,600.00
Qov't. Savings Bank loan ($%) 7U,650,000.00 93,550,000.00 
Gov't. Loans ik%) 114,000,000.00 145,000,000.00 
Reserve 2,000,000.00 2,800,000.00 

Total 131,381,028.66 193,W2,688,23 

Loans outstanding with credit 
societies 126,299,111.82 179,056,811.36 

Net profit 2,010,259.1a 2,062,8114.17 

*STanaapr of Principal Feattyes of Agricultural Credit Facilities 
in Thallandi Bangkok> Ministry of Cooperatives, 1953* p. 8. 

s f , . .t. 

■ !t i* t»tt« 

https://2,062,8114.17
https://2,010,259.1a
https://179,056,811.36
https://126,299,111.82
https://131,381,028.66
https://2,800,000.00
https://2,000,000.00
https://145,000,000.00
https://114,000,000.00
https://93,550,000.00
https://7U,650,000.00
https://18,926,600.00
https://19,792,000.00
https://23,206,088.23
https://10,939,028.66
https://10,000,000.00
https://10,000,000.00
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tABUB? 

WORKING CAPim OF BANK OF COOimTIVES, 
19U7 - 19524 

Loans 
Share (bonds,sav Total 

tear Capital Reserve Deposits ings bank. Working 
Capital 

19U7 9,981,925 100,U$U,7l4 760,185.62 27,890,000 38,732,565.56 

19U8 10,000,000 U40,81a.38 l,855,2la.OO 51,667,U00 63,663,1432.38 

2Sh9 10,000,000 $2h,h$2»B3 7,028,19U.27 75,658,800 93,211,1467.10 

1950 10,000,000 1,167,165.83 15,606,398.57 81i,367,liOO lll,ll40,96U.l40 

1951 10,000,000 2,000,000.00 10,939,028.66 108,14^,000 131,381,028.66 

1952 10,000,000 2,800,000.00 23,206,088.23 157,U76,600 193,U82,688.23 

•Udit Marksawat, The Development of Cooperative Credit in 
ttiailand. Master Kiesis, 1953, Bangkok, Moral and Political Science 
ttoivarsity, p. 56. 

https://193,U82,688.23
https://23,206,088.23
https://2,800,000.00
https://131,381,028.66
https://10,939,028.66
https://2,000,000.00
https://15,606,398.57
https://1,167,165.83
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afor®-fflention«d sources tends to be limited. The particular source 

of the issuance of debenture bonds to be sold to the investing public 

is especially limited. This limitation is due to the fact that Thai 

land does not have a capital market or stock exchange idiich some other 

countries have. The Interest offered to investors is relatively low 

(U-l/2 percent) compered with other types of capital investments in the 

market. The investors are mostly Chinese who engage in mercantile and 

other activities in Bangkok. These merchants are not attracted by the 

i)-l/2 percent interest. The period of retiremoit for bonds is too 

long, causing hesitancy by investors who have little capital. 

In Europe, such as Germany and in Asia (India), the major source 

of capital is coming from deposits. As in Punjab (India) in 193U> 

all the Central banks for the cooperatives had a deposit f\md as high 

as 80 percentl^ and in Germany over 90 percent^ of total working 

capital. In Thailand, as any one can see fnm table V, the deposits 

of the cooperative bank make up only 12 percent of total working cap 

ital. The uses to ihich the loanable funds of the Bank for Cooper 

atives were put are indicated for selected years in table VI. 

The cooperative bank is not authorized by law to receive deposits 

from non-meiabers or any outsiders. This is one of the reasons for low 

deposits. Ihls situation is partly attributable to the comparative 

I'l^The Cooperative Movement in Punjab, 1937. Dacca, Pakistan 
Government, p. lo2. 

•*®J. R. Cahill, Acrieultural Credit and Cooperation In Germany, 
Report to British Board of Agriculture and Fisheries, 1913, p» iO. 
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lack of capital in the respective larovlnces and especially to the 

renotenees of the centrally located bank to the credit societies* 
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CHAPTER III 

AQRICULTORAL COOIERATIVE CREDIT IH U.SJL. 

Introduction 

The recent syBtem of cooperative financing lay fanoere in the 

United States has evolved out of considerable study and a great 

of experinwntation. Agricultural leaders were beginning to give 

attention to the pirobleBis of farm credit in the early 1890«s. Maiy 

articles, reports and books were devoted to this subject during the 

next two decades*^ 

1912 the Southern CoBn»rcial Congress, meeting at Nashville, 

Tennessee, decided to send a coondssion to Europe. This group, knoen 

as the American Commission, was to examine the methods employed by 

progressive agricultural comaunities in production and marketing and 

in the financing of both these operations* 

The purpose of these groups was to study the European ̂ rstem 

of rural cooperative credit and consider how it mi^t be adapted to 

the needs of the American farmers* After the Commission presented a 

detailed report of its findings and arecraaamdations, the Federal Farm 

Loan Act was signed ty President Wilson in 1916.2 

^ard W, Fetrow and R* H* Elaworth, Agidcultural Cooperation
in the United States. Farm Credit Administration, United States De 
partment of Agriculture, Bui, 5U, p. 156, 

2lbid, p, 156. 
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Farm Credit Idministration 

The farm credit eystera, operating under the supervision of the 

Farm Credit Administration mae set up in 1933 to make several types 

of loans available to farm^s from cooperative so\irces. The most 

important of these are: long-tezn mortgage loans to assist farmers 

in acquiring farm property and for general agrictiltiBPal purposes, 

and loans to farmers* cooperatives to assist them in acq\iiring neces 

sary buildings and equipment, supplement their operating capital, 

and finance cosaaodities and supplies in storage. 

The United States is divided into 12 Farm Cjredit Districts. 

In each district the foUoirlng four credit units are located in one 

central office: (1) A Federal land bank, idiich makes loans princi 

pally through national farm loan associations. (2) A production 

credit corporation, idiich assisted in organising and capitalizing local 

productive credit associations and now supervises tlieir operations. 

(3) A district bank for coopesratives, vdiich makes loans to farmer 

cooperatives, (i;) A Federal intermediate credit bank, which acts as 

a bank of discount to supply short-term funds requiired by productive 

credit associations, famar cooperatives, banks for cooperatives, 

commercial hanks, and other private financial institutions. 

The organization of the Farm Credit Administration, then, con 

sists of two main parts, the Washington head-quarters and the twelve 

district offices. In addition, there sre local loan cooperatives 

which are indirectly a part of the Administration. The Washington 

head-quartew will be discussed first. 



51* 

Central Office 

It aust be rema&bered that the Farm Credit Administration in 

Washington is a supervising^ zu>t a lendingi organisation* It coordi 

nates the activities of numerous credit units which make farm loans, 

but it does not make loans itself* 

The administrator in charge of the Farm Credit Administration 

is called the Govomor* He maintains his office at the Washington 

head-quarters and is directly responsible to the Secretary of AgrdL-

culture* He is appointed by the President of the United States by 

and with the advice and consent of the Senant and the Secretary of 

Agriculture for a term of six years at a salary of $10,000 a year.3 

The Governor has one or more assistants who are designated as deputy 

governors. 

There are fo\uc credit divisions, namely, (1) the Land Bank 

Division, (2) the Intermediate Credit Divisicm, (3) the Production 

Credit Division, and (U) the Cooperative Bank Division* Each of these 

four divisions is headed by a Commissioner with an annual salary of 

$10,000 idu> is appointed for an Indefinite term by the president, by 

and with the advice and consent of the Senate* 

Ihe duties of the Governor and the four c<»imission(a>s are 

mainly policy making and supervisory. The Washington head-quarters 

staff concerns itself chiefly with interjuretation of legislative 

3william Q. llTarray, Agrlcultur^ Finance, Ames» The Iowa State 
College F^ess, 19U9, Second Edition, Revised, p. 208* 
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vnactmants under idiich the farm credit unit functions, formation of 

unifoxn regulations, examinations, research, and consultation id.th 

the officers of the district credit units at idiich they discuss and 

arrive at policy decisions. 

District Offices 

The tivelve district offices have organisations similar, in 

many respects, to ̂ lat in the Washington head-quarters. The major 

diff<a*ence is that each district office is govmiied by a faro credit 

board and advisory coaodttee. Upon nomination of the Governor, the 

board appoints a general agent idio acts as coordinator and reporesent* 

ative of the Covemor. 

The district fam credit board is made up of seven members. 

Two are elected hy the madbers of the local credit associations and 

one is elected by farmers* cooperative associations borrowing from 

the district banks for cooperatives. Four are appointed by the Gover 

nor, except that one of these must be from a list of three nominated 

by local farm loan associations. 

The administrative head of the district office is the "g^eral 

agent". The advisory comittee of the district office is made up of 

the general agent and the presidents of the four principal credit units 

which comptuie the Administration. Ihe general agent in each district 

has a staif which corresponds roughly to the seirwlce division in the 

Washington head-quarters. The staff may include the following divi-

8i<m8t legal, information, peirsonnel, research, accounts, and 



56 

statistics, fbe staff is paid bgr ths district credit unit* It must 

be understood at the beginning that this level is readsr to make loans 

to the individual borromsirs throu^ the cooperative association* 

Local Organization 

Two of the credit units^ namely* the Federal Land Bank and the 

productive credit ̂ tems* have local associations* These local 

associations* called national farm loan associations and production 

credit associations, are made up of fana03>*borro»fe3rs mho obtain credit 

thro\]^ the Federal land banks aiul the intem»dlate credit banks. 

The national farm loan association is composed of farmers vho borrow 

from Federal land banks* The production credit associations obtain 

most of their loanable funds firom the intermediate credit banks. 

These associations are cooperative; every borrower has stock and meniber-

ehip in the association* Each association elects a local board of 

directors ndiich* in turn, employ's a secretary-treasurer. He conducts 

the business of the association* taking application, assisting in the 

making of loans* collecting interest and principal payments* and act 

ing aa the chief intermediazy between the diatrict banks and the 

borrowers* Discussion of tiie individual organization and operation 

of these local associations will be treated in the latt^ part of 

this chapter. 

Organization and Operation of the Federal Land Banks 

The Federal land banks were chartered and began operation early 

in 1917* To get the system started* the government provided |750»000 
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for each bank In th« dietricts.^ The Federal Fara Loan Act prorided 

a formula ̂ lerel::^ borrower capital replaced Qovemment capital} thus 

providing a meana for the banks to become entirely farmer-oened. 

After almost all the original capital aas repaid} additional subscrlp* 

tions sere aa^ by the government in the amount of|125}000,000 in 

1932, nhich ma again repaid in full ly June 19U7.^ ®te 12 Federal 

land banks are nov owned entirely ly the national farm loan associ 

ations. The Federal land banla are authorized to make direct loans 

in areas where the facilities of national farm loan associations are 

not available. 

It should not be overlooked} however} that the government did 

not actually receive any return, either in interest or dividends, on 

the capital which it put into the system in 1932. Moreover, even 

thoufh the $125,000,000 capital fund is all returned to the Treasury, 

it still remains available for the repurchase of capital stock in the 

Federal land banks whenever the need for it arises.^ The government 

contributed considerably more than the capital stock. As a result of 

its furnishing capital, the government was legally entitled to an 

interest return on its loan of funds. However, the interest was not 

actually collected, because the charge went through the government's 

Sfard H,Petrow and R. H. Klsworth, og. c^., p. 159. 
^Ibid. p. 159. 

William 0, Murray, og. cH., p. 227. 
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accounts only bjr an antry to dispose of that charge. Effectively, 

the government eas leaving the interest charge it eas to receive in 

the hands of the banks to provide additional funds. This action is 

further eaoBmplified by the govemmaat's action in regard to defer 

ments, insurance, advances on taxes, etc.—to the paid-in-surplvis 

account of the Federal land banks. 

Indirectly, the govemjiMnt funds have enabled the banks to 

build up their reserves so they can operate eithout the need of addi 

tional suppojrt. Anyone can see that the government's su'toczription 

of capital and paid-in surplus mas a substantial aid to the system. 

A bank mas not permitted to loan aiy of its capital funds. 

Host of tlw proceeds ftom the sale of stock ma to be invested in a 

specified type of security, predominantly govenunent bonds. Those 

securities could be used to secure federal land bank bonds mhich the 

particular bank might issue. The banks mere required by lam to set 

aside 25 percmt of earnings in the surplus until the surpliis amounted 
to one-fifth of the outstanding capital stock after mhich cmly $ 

percent of earnings had to be so set aside. This provision allomed 

the banks to pay 75 percent of their earnings in dividends to the 

farm loan associations vfiiich might either keep the funds in the 

association or pay then out as dividends to the borromers. 

Funds used in the lending operations of the Federal land banks 

are obtained from the sales of consolidated Federal farn loan bonds 

to the investing public. These bonds are not quaranteed by the Federal 

Government but are the Joint and several liability of the 12 FcNieral 
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l&nd banks and ars eo3Jji'terald.zod pKdjaazdJ..y by toe farni Boz"1igages 

held by the banks* HosBver, no bank is permitted to iss\ie bonds in 

an auwnnt greater than twenty timw! its capital and surplus, T«i« 

twenty, or ten-thirty years bonds wore most commonly issued. Bonds 

wore usually sold directly to trust funds, saving banks, toe United 

States Treasury, or on the open market.7 Kve national farm loan 

associations and the Federal land banks serve to bzd.dge the gap betweeo 

farmeac* needing long-term credit and investors in the cities. 

Objectives of Loans 

Land bank loans may be made for toe following purposes! (1) 

to provide for the purchase of land for agricultural purposesj (2) to 

provide for the purchase of equipment, fertilizers, and liveatockj 

(3) to provide buildings and Improvements of farm landj (l|.) to pay any 
indebtedness secured by a mortgage on a farm indebtedness of the appli 

cant, incurred for agricultural purposes or other debts incurred at 

least 2 years prior to the date of the applicationj (5) to provide the 

owner of the land with funds for general agricultural uses which in 

clude living expmises of the applicant toile wigaged in farming, 

medical and funeral expenses, education of the applicant's children, 

etc. 

It should be boxn in mind that land bank loans are made on a 

sound loan Insis that will serve toe constructive credit needs of 

7ajii s. Troelston, The Principles of Farm Finance.fSaint 
Louis! Educational Publishers, Inc., 1951), pp. 71-72. 
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farmr»f assure a dependable supply of low cost loan funds and main 

tain a permanent, efficient organization for making the loans. How 

ever, the loans cannot be made on a poor or hazardous type of pro 

perty ewen though the owner and applicant may be well regarded as a 

credit risk, nor can a safe loan be ma<te to one who is an undesirable 

credit risk. To this end the Federal land banks have developol 

adapted the following definition of sound loans} 

A loan is sound if (1) it serves a useful purpose; (2) the 
amoTmt and t<srm of jrepayment are within the debt retiafemsnt 
capacity of the farm and the borrower; (3) the borrower is an 
acceptable risk and his equity in tlie normal value of the farm 
and his equity in his other assets are such that ha will be 
encouraged to protect his investment at all times; and (U) the 
quality of the farm is such that the bank and association 
be afforded reasonable protection against loss should acquisi
tion of security become necessary.8 

There are seven basic steps involved in TnaiHng a loani (1) The 

applicant applies for a loan throxigh his local national farm loan 

association, giving the location of his farm, his financial statement, 
and certain other information Including other information including 
the purposes for which the loan proceeds will be used. (2) The as 

sociation investigator, usually the secretary-treasurer or assis 

tant, investigates the applicant's standing in the community and his 

■snagerial ability. This investigation ordinarily Includes a visit 

to the farm so the investigator can make an accurate analysis of the 

entire situation. He reports on his findings and make his 

%ie Federal Land Bank System. Farm Credit Administration,
^ted States Department of Agriculture, 1?51, Circular 35, p. 11. 
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ation concerning the loan to the aasociation's loan consoittee* (3) 

The fam is appraised by a Isnd bank appraiser who submits a report 

to ■Uie association* (U) The association loan comittee considers 

the reports and either approves or rejects the loan. The loan atast 

be approved by all members of the committee* not less than three* to 

whom the application is presented for consideration. Approval of 

loan incl\ides election of the applicant to membership. ($) The bank 

loan committee considers the reports and either approves or rejects 

a loan. It cannot approve a loan for more than the amount approved 

by the association loan ccmsnittee* (6) If a loan is approved by both 

loan eoasBittees* it is offez*ed to the applicant for his acceptance. 

(7) If the loan is accepted* the title to the farm is «nd* 
if it is found acceptable* the loan is closed. 

The manner in which these steps are perfozmed varies to some 

extent among land bank districts and associations within a district. 

All loans are made on an amortised repayment plan. 

The t«na of Federal land bank loans may not be less 5 

years nor iiwre than 1|0 years on first mortgages on farm land. Under 

the Federal Farm Inan Act the contract interest rate on inanp 

through national farm loan associations cazuiot be raojfe than 1 percent 

above the interest rate on the last series of bonds issued by the 

bank making the loans* except with the approval of the Governor of the 

Farm Credit Administration* and in no case may exceed 6 percent per 
year.9 

9ll. T. Hutchinscm* Annual Report of the Farm Credit Adminis 
tration* 19^~^« Department of Agricultiare, 1952* p. 77. 
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HomiWf in most districts the contract rate is U percent* 

It must be reangbered that it has been necessary to raise the rate 

on nev loans in several districts in order to cover increased costs 

in making and servicing loans*10 The contract rate cannot be raised 

during the life of a loan. 

The interest rate charged borrowers should be high enough to 

cover the cost of the money obtained from the sale of bonds, the 

operating expenses of the banks and associations, and appropriate 

accumulations of reserves in the banks and associations. Ai^ earn 

ings above these requlrfflaents aare in fact a saving and may be returned 

to the bOTrowers and stockholders as dividends. 

Dividencte 

The Federal land banks distribute savings to the nation*a 

farm loan associations, and the associations likewise distribute 

their savings to the borrowers. These distributions are in the 

form of dividends on the stock owned by the associations and the 

borrowers. Since the stock is owned in proportion to the amount of 

the original loan, these dividends serve essentially as patronage 

refunds to association members. 

The law states that after providing for legal reserves, a 

Federal land bank may declare dividends to stockholders of the whole 

^Qlhe Federal Land Bank System. Farm Credit Administration,
United States Department of Agriculture, 1951, Circular 35, p. 13. 
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OT Bjoy part of the ba3.anoe of ita net earnings with the approval of 

the Farm Credit Admlnistration.H The Land Bank Commissioner, on 

behalf of the Farm Credit Administration, requires that a bank must 

be able to maintain a satisfactory earning position, including ade* 

quate provision for losses, and be able to satisfy all of its finan 

cial requirements in an orderly manner before a dividoid is approved.l2 

Similar requirements are made with respect to dividends by the associ 

ations, which also require the approval of the Land Bank Commissioner. 

Appraisal Policies 

An appraisal of the security by a land bank appraiser is re 

quired in connection with each Federal land bank loan and no loan may 
be made unless the report of the appraiser is favorable. The land 

bank appraisers are public officials appointed and supervised by the 
Farm Credit Administration, and assigned for duty within the Federal 

land bank districts. The Federal Farm Loan Act, as amended, wakes 
it mandatory that all land bank loans be based upcai the normal value 

of the farm offered as security and that a loan may not exceed 65 

percent of such value. Normal value is defined as "the amount a typi 

cal purchaser would, under usual conditions, be willing to pay and 

be Justified in paring for the property for customary agricultural 

uses, including farm iuxae advantages, with the expectation of receiv-

^Ibid. p. 13. 

^^Ibid, p. 6, 

https://approved.l2
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ing normal net earnings Trom the farm»''13 Generally speaking^ noznal 

values a« long-tezmi values established for the purpose of making 

long-term loans on a basis that irill avoid over-lending in peak peri 

ods and under-lending in depression periods* 

The responsibility for establishing prices for agricultural 

products and costs used in computing normal net farm earnings is 

exercised by the Farm Credit Administration. These prices and costs 

are based on historical data and a careful analysis of present posi 

tion, outlook, and trends. 

Loan Servicing 

Because it is the fundamental aim of this cooperative 

system to treat its borrowers with absolute fairness, tlie Federal 

land banks has adapted consistent polici^ and worked out systematic 

procedures for sendcing their loans. The national farm loan associ 

ations have been empowered to perform this work. It is the responsi 

bility of the board of directors of an association to make sure that 

all loans are serviced with fairness to both mwabers and the associ 

ation in ccmformity with the general policies of the land bank. Bor 

rowers able to pay are expected to do so. However, when defaults 

occur due to circumstances beyond the control of the borrower, pay 

ments generally are not required which would impair his ability to 

earn and meet future payments. 

^Ibid. p. 11. 
I v 
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An iaportant feature of tha loan sarviolng policies is to 

give ttvaxy consideration to murthj delinquent borrowers so they can 

place their loon in good standing and ultimately pay off their in 

debtedness. A borrower is considered worthy and his loan is not 

foreclosed if het 

(1) Is doing his honest best, (2) is applying the proceeds 
of producing, over and above necessary living and operating 
expenses, to the payment of primary obligations, (3) is taking 
proper care of the property, and (U) has the capacity to work 
his way out of a z'easonable burden of debt under normal 
conditions.^ 

If a borrower desires to sell a part of the mortgaged property, 

a partial release may be granted to enable him to do so provided the 

condition of the loan is laaintained or improved. Thus, the funds 

received from sale shoiad ordinarily be applied to the principal of 

the loan, but irth«pe the interests of the borrower, the association, 

and the bank would be better served, the funds may be used for other 

purposes. These purposes iriclude paying delinquent taxes, interest, 

repairing or constructing budldings located cm the mortgaged fara. 

Improving the soil, and caring for the personal needs of the borrower. 

National Farm Loan Association 

The Federal Farm Loan Act required the formation of national 

farm loan associations as the local cooperative units for the Federal 

^Ibid, pp. 15-16, 
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land bank system. Ten or more farmers in any community idio irished 

to recelTe the benefits of the Federal land bank might unite to form 

an association. Th^ had to own aiui offer satisfactory security for 

land bank loans aggregating $20,000 or more.^^ A charter could then 

be granted by the Federal Farm Loan Board in Washington to the associ 

ation and the territory designated in iihich it sould operate. Each 

association is a separately chartered organisation of meiober-borroTrers 

operating under its oen by-laws. Each has its own board of directors 

consisting of not less than five nw more than seven loeabers idio are 

elected by and £rom the members. The board of directors in turn, 

elects the officers of the association. A president and vice-president 

most be chosen who are directors, but the secretary-treasurer need 

not oven be a mmaber of the association and frequently is not.l6 xhe 

directors also may appoint a loan coBmittee consisting of three members 

and three altexnativss. The secretary-treasurer does most of the 

work of the association. 

In each national farm loan association, membership is acquired 

voluntarily. Each member is required to purchase stock in the associ 

ation equal to 5 percent of the amount borrowed. The association in 

turn purchases a like amount of stock in liie Federal land bank. Sub 

scription to stock in the national farm loan association has enabled 

their farmer-ambers to become owners of the Federal land bank in 

^%id. p. 3. 

^^Emil S, Troelston, og. cit.« p. 1^, 
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«ach farm credit district. The amount of stock purchases ore, also, 

lused as insurance against losses and to insure the payment of his own 

and his neighbor's mortgage debts.17 This procedure has had a relax 

ing effect, in connection with limited liability, upon those farmers 

sbo were hssitsuit to participate in the credit movement parlor to 

1933. 

The stock the member omns in the association is his personal 

property. Ihen a farmer repays his loan, he may receive Arom the 

association the aBK}unt ehich he paid for stock. If he sells his farm, 

he may and ordinarily should sell hie stock to the purchaser of the 

farm, but the transfer of the osnership of the stock cannot be made 

on the books of the association unless the purchaser is qualified 

elected to mambershlp in the association. It is only through the 

cooperation, assistance, and recommendation of hie neighbors, who are 

members of an association, that a farmer can obtain a land bank loan. 

Each member of a national farm loan association assumes 

certain liability along with his fellow membew, for any losses of 

the association. If the loss results from a loan granted after June 

16, 1933, his maximum liability is the face value of his stock. 

Host associations now have considerable amounts in accumulated reser» 

ves and surplus funds iriaich protect the members' investment. These 

funds azxd sound methods of operation make the possibility of any 

^7lbid, p. 77. 

^®The Fe<teral Land Bank System, op. cit.« p. 

https://debts.17
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iapairment of the aeiA>er*s in-vestment in the stock of his association 

a remote contingency. 

Sources of incomes of the associations are derived from 

four sourcest (1)from rarioiis fees charged borrowers} (2)from 

earnings of assets the associations may have} (3) from seiTices ren 

dered the federal land banks} and (U) from dividends on stock owned 

in the federal land bank when such are paid. 

The principal expenses of the associations have been the cost 

of making farm appraisals, the salary of the secretary-treasxirer, 

rent, travel, and many other incidental expenses. 

It must be remembered that tiie national farm loan associations 

do not charge any interest on loans like othco* coox>erative credit 

groups in other countries. Therefore, an association can exercise 

little initiative in building up its own surplus fund, but is given 

a share in the surplus of the bank. Consequently,^incentive to 

build a strong local association is lacking because cmtrol rests 

l^gely with the bank. 

Each association functions under a set of by-laws adapted 

its incorporators• These by-laws regulate both the manner in which 

directors and officers are electwl and how the general business of 

the association is conducted. They also provide for annmtl stock 

holders' meeting and set up o1her guides for the operation of the 

association. 

Under the general supervision of the Farm Credit Administra 

tion, the board has control and direction of association affairs. It 
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supervises and directs the association business with the limitation 

of the act under which it is chartered, the regulations of the Fara 

Credit Administration, applicable policies of its Federal land bank^ 

and the rule of its own by-laws. The major fmotions of the board 

of directors ares (1) determine and establish policies of the associ 

ation,(2) elect officers and authorise the employment of qualified 

personnel to carry on the business of the association, and (3) deter 

mine that the operations are carried on in an efficient msiuser and in 

accordance with the board's policies and the laws under which the 

associations opwate. 

One of the board's major responsibilities is to choose a loan 

committee capable of properly considering the qualifications of appli 

cants for loans, determining the value of faraffl offered as security 

for loans and electing applicants to asBberahip in the association, 

Some of the other responsibilities of the board are to appoint 

or discharge any office or employee of the associatitm, fix the 

compensation of the secretary—treasurer and other employees, control 

all expenditures of the association, maintain adequate minutes of 

the directors' meetings, and see that all loans to mmbers are impar 

tially and properly serviced. 

The secretary-treasurer is the employee of the association, 

selected by the directors, who does most of the work of the association. 

He is paid a salary and usually devotes full time to his work. He 

makes out loan applications for farmez>8, personally investigates 

applicants, and inspects farms offered as loan security idien requested 
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the loan committee to do so* He acts as connecting link between 

the Federal land bank and National farm loan association. He serves 

the Federal land bank in the matter of closing loans, making collec 

tions fi^m farmer borrovfers, and making or selling farms the bank may 

have acquired throu^ foreclosure. 

Each national farm loan association has a loan committee of 

three or more members appointed by the board of directors. This coae 

mittee is required to make or to have made an investigation of the 

applicant and the property. A written report must be made by the 

conrndttee or its investigator as to the character and solvency of 

the applicant. The committee in approving a loan also must have a 

report on the value of the security by a land bank appraiser, idio is 

a public official appointed by the Farm Credit Administration. How 

ever, no action of the loan committee is binding unless appx*oved by 

all members. If an application is approved, the committee must 

decide upon the amount and terms of the loan that may be offered to 

the applicant. The amount cannot be more than 65 percent of the 

normal agricultural value of the farm as determined by the land bank 

appraiser. After these steps have been taken, the secretary-treasurer 

may give the applicant a loan commitment subject to final approval 

or rejection bF the bank. 

Production Credit Systsm 

The Production Credit Systnn is one of the credit units organi 

sed within the Farm Credit Administration. It was formed to provide 
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credit racillties Mpecially adapted to the short-term requirsaents 

of agricxilture» The administrative organs are quite similar to that 

of the Federal land bank. 

The system consists of the Production Credit Division of the 

Farm Credit Administration^ 12 production credit corporations^ and 

in 1951, 5t>0 production credit associations.^9 it must be understood 

that both the Production Credit Division in Washington and the Produc 

tion Credit Corporations in the districts aire a supervising, not a 

lending organization. The difference between the Production Credit 

Corporation and the Federal land bank on the district level is that 

the production credit corporations do not make direct loans to the 

production credit associations like the Federal land banks do. 

Production Credit Corporations 

A production credit corporation is located in the head-quarters 

each of the 12 Fazm Credit districts. Each production credit 

corporation has a board of directors. The m(Hd9ers are the per 

sons as those of the Farm Credit Board of the district. Its principal 

functions are to organize, to provide supplemental ca|d.tal, and to 

supervise the production credit associations. 

To assure adequate capitalization for the Prodxujtion Credit 

SystMi, Congress provided, through the Farm Credit Act of 1933, a fund 

of $90,000,000 in 19U9.20 Xhe production credit corporations were 

T. Hutchinson, op. cit., p. 65. 

20lbid, p. 68. 
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capltalls«d for Ttrying amounts, depending upon estimated require 

ments of the district. The purpose of this capital is to provide 

supplemental capital to the association until they have accumulated 

adequate capital stock of their oen, may of subscription, to pay 

for class A stock (non-voting) issued by the associations. The class 

A stock may be retired idien the association has accumulated suffi 

cient capital strength to make this possible. The major part of the 

government's investment in the capital stock of associations has 

been repaid from the accumulation of mMBber-oimsd capital and reserves. 

A large mmber of associations now are ehoUy menber-oened. There 

fore, the corporations had oniy one reason for existence, i.e., to 

assist in and supervise the work of the associations. 

A major function of the corporations is to guide and assist 

the associations in their credit, operating, and membership activities. 

The corporations sponsor plans for the complete farmer-ownership of 

associations. They have be«i primarily responsible for training 

association directors, officers and certain employees having special 

ised duties. 

The supervisory duties of the corporations are carried on 

largely with the officers and directcxrs of the local association. The 

corporation holds occasional group meetings or short training courses 

of directors and officers of neighboring associations, makes periodic 

surveys of operating procedures, audits and checks cash and other 

transactions, makes analyses of regular financial and statistical re-
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ports ronderad the assoclatloxu, and assists In reviewing annual 

operating budgets* 

Induction Credit Association 

Each corporation divided the territory In Its farm credit dis 

trict into prospective production credit association districts and then 

proceeded to contact farm leaders In order to acquaint them with the 

new production credit set up and assist In the formation of associ 

ations• 

At least 10 farmer meebers eligible to borrow were required be-

fore an association could be chartered* Each association has adminis 

trative organs set up the same as the national farm loan associations* 

Each psroduction credit association has two classes of capital stocks 

Class A (non-voting)and Glass B (voting stock}* 

Each farmer #10 borrows must be a member and own voting stock 

of the association equal to approximately $5 for each $100 of his loan. 

The production credit corporation will make a supplemental subscrip 

tion to capital stock in the association to an amount equal to 20 

percwit of the volume of expected loans*21 This stock wns designated 

as class A stock. Class A stock may be owned by the famwrs and 

other Investors and by the government throtigh the production ciredit 

corporation* Class A stock is preferred as to assets in case of 

^^Bnil S* Troelston, 0£. cit*« p* I7I. 
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liquidation^ but both class A and class B share proportionately in 

dividends* Each holder of class B stock has only one vote regardless 

of the nunber of shares osned* Any elass B stockholder who has not 

be«i a borrowing member for 2 years must exchange his stock for non-

voting class A stock. By this means the voting right is limited to 

the borrowing members whose stock is subject to the primary risk of 

lossf since any loss in excess of accumulated reserves is chargeable 

first to the class B stockholders before there is an impairment of 

class A stock* All class A and class B stock is transferred on the 

books of the association at par value* The amount paid to the 

association for the purchase of class B stock may be invested in 

securities from which, of course, the association will receive in 

come* 

Methods of Lending 

The prospective borrower must go to the offices of the associ 

ation and fill out loan application forms stating the amount he 

desires to borrow and the use to be made of the funds, list the secur 

ity he has to offer and all hisother assets and his liabilities, and 

assist in drawing up a plan which he expects to follow in the repay 

ment of his loan* 

Ibe application is then referred to the loan coranittee irtiich 

examines it carefully from all credit angles* If the application 

appears to be satisfactory, an inspector Miployed by the association 

is sent to the farm of the prospective borrower to appraise the fazn-
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ing equipraant, livestock, feed and/or other property to be pledged 

as security of the loant 

If the report of the loan inspector is favorable, the farmer 

is notified to come to the offices of the association to make final 

arrangement for his loan. The farmer is required to execute a note 

and chattel mortgage. This note bears interest at a rate 3 percent 

higher than the rate the association is required to pi^ for funds. 

The rate farmers are paying on production cjredit loans is U-l/2 

percent at present.22 xjje farmer, then, receives the association's 

chock for the amount of "Uie loan less 5 percent ehich must be in 

vested in stock of the association. 

It must be understood that the associations do not loan Govern 

ment money. Host of the funds for lending purposes are obtained from 

the Federal intermediate credit banks for discount on the security of 

the monbers' notes and the association's own capital and reserves, 

in the same way that a caimnnrcial credit institution might do. The 

Federal intermediate credit banks obtain their loanable funds princi 

pally thz^ugh the sale of debwitures or short-term securities to the 

investing public. The time required to get a loan usually varies 

from one day to a wsek. Most associations have established procedures 

v^ich permit virtually ovei*-tiie-counter service for awntoers who have 

established good credit standing. 

22ibid, p. 172. 

-? % ; 

https://present.22
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Farmers and ranchers use production credit aBSOciati(ms for 

general agricultural purposes to finance all sound short-term credit 

needs. Loans are usually secured l^y a first lien on crops« livestock^ 

and equipment. The associations rary their security r«^uirem«its in 

line eith sound business practices. Loans are generally made for any 

amount Arom and up. They are generally made to become due in one 

year or less, although the unpaid balances can be renewed if satisfac 

tory progress has been made. Interest is charged only for the time 

any amount is actuaDJLy outstanding to the member. 

Association Finance 

The associations derive their income from the following sourcesi 

(1)from interest on loans,(2) from loan service fees, and (3) income 

from the investment of member-owned capital and accumulated earnings. 

The principal expenses of the association have been the cost 

of making loan services such as drawing up loan papers, searching 

lien records, recording secTirity instruments, the salary of the 

secretary-treasurer, rent, and travel. 

In order to cover operating expenses, the association's spread 

in interest rate is used to cover operating cost, absorb loan losses, 

and to build reserves. 

Field Seirvrice 

A typical production credit association serves six counties 

comprising one or more established trade areas. The objective has 

been for each association to serve a territory large enough to afford 
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an adequate volusae of busineaa for its financial support and efficient 

functioning and provide convenient service, with the intention that 

it will become entirely owned by the menber-stockholders. In order 

to make their credit services more readily available to the mendiers 

and other farmers in their areas, the associations, in addition to 

their 500 head-quartersI offices, maintain over 1,000 branch offices. 

There are many other points where applications for loans may be made. 

This broad field service organization makes the credit facilities of 

the associations readily available to farmers and stockmen throughout 

the entire country. 

Production Credit Associations vs. Federal Land Banks 

The local production credit associations are different from the 

national farm loan associations in several important respects. In 

the first place the PCA's are assigned exclusive territory. Each 

state is divided into small production credit districts, each district 

including one or more counties depending upon the area idiich is con 

sidered necessary for the support of an individual production credit 

association. Second, the initiative in organizing the associations 

is provided by the production credit corporations and not left to the 

farmers as with tiie national farm loan associations. Third, the FCA*8 

do not own stock in either the credit corporation or the inteinnediate 

bank, idiereas the NFIA's buy stock in the Federal land bank. This 

arrangisMnt makss the PCA's independent as far as their own earnings 
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are concerned. Fourth^ the PCA*8 aake their loans on an interest 

aargin to cover their costs, ivhereas the NFL/L*s make no loans 

directly but assist the Federal land banks in negotiating loans. 

This is a natural difference because short-tenn loans involve much 

more local work and supervision than long-term loans. 

Despite the dissimilarities, the PC&'s have several similar 

ities to the NFIA's. Each PGA borrower has to buy or have stock in 

the association equal to 5 percent of his loan. The security back 

of the loans is subject to inspection. The PCA's are subject to 

examinations by Government examiners. The interest rate charged hy 

the credit associations is unifoni over the country and regulated 

tgr law and the Farm Credit Administration. 

Bank for Cooperatives 

The 12 district banks for cooperatives and one Central Bank 

for Cooperatives in Washington, operating since 1933, provide a 

permanent syston of credit for fanners' cooperatives on a sound 

business basis. They wsz^ chartered ty the Governor of "Ute Farm 

Credit Administration under the provision of the Farm Credit Act of 

1933. 

The Central bank was to make loans to national cooperatives 

and to regional cooperatives requiring large loans. The district 

banks aake loans to local and regional cooperatives within their re 

spective districts except in those cases where loans are too large 
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for those honks to handle* AH of the bonks for oooporatlves are 

ooned bgr the govenoMnt* 

loeh diotriet bonk at tine of its organlEation eas capitalised 

at t^SfOOOfOOQ and $50«OOOyOCX} bjr the Central bank*^ Changen, there^ 

fore, ha-re been nade from time to time in the oapitalisaticHi of the 

earions banks. The bonks ore alloeed to make loans from capital funds* 

In addition, the Central Bank ms giiren authority to issue debenture 

bonds if it becomes necessary in order to obtain sufficient i t 

funds. The diotriet banks may not issue debenture bonds, but may ob 

tain loans from, or discount iu>tes with, the Central Bank. In addi 

tion to the capital sx^pplied by the goTemment each borrower from a 

bank for cooperatives is reqidred to own capital stock in the bank. 

If a cooperative is not au'tiioriBed to purchase stock, it must pay 

into a guaranty fund an equivalent amount.^ The detail descriptions 

in this matter will be discussed under the hsfding of tlM eligibility 

of borrowers. 

Types of loane 

Three distinct types of loans may be made to farmers* eooiwr— 

ative eseociaUona which meet the eligibility and credit standards 

of the banks. 

Commodity loans are generally of the shortest tMm^ seldom 

over 9 months, and are made on the security of a first lien on staple 

23ward W. Fetrow and R. H. Elsworth, og. eit., p. l6l. 
2Uk, T. Hutchljason, og. p. 73. 
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fam products or suppUos* The eaowt of the loan urns' ^ 

•3DB««d 70 paroeot of the aerket Talue. 

Operating capital loana faneraUy ax« short or ioediuBi--teni 

loans* Th^ aare usually used to supplement the cooperative assocl" 

atlon's own capital funds (haring tiaws of peak seasonal activity* 

There are no li^al requireoHmts as to the collateral which must be 

taken to secure such loans, but in many eases the banks require liens 

tm real estate, equipnent, or oth«> property. 

Facility loans sore used to finance or refinance the acquisition 

of land, buildings and equipment used by the associatioa* The secur* 

ity generally consists of a first lian on the prop«c^y itself* By 

law, no loan on phyeical facilities may be asde in exoees of 60 percent 

of the appraised value of the security offered and the purchase or 

lease price is etmaidered reasmiable*^^ The statute limits the term 

of facility loans to 20 years, but generally they are made to mature 

vri^iin 10 years* 

To be (d^igible to borrow- from a bank for cooperatives sn 

association must be a cooperative operated for the mutual benefit of 

its BsedMne in which farmers act togettwr in doing one or more of the 

followingt (1) Processing, preparing for market, handling, or 

marketing farm productsi (2) Purchasing, testing, grading, processing. 

^^Loans to FarMrs* Cooperatives, Farm (hredit Administration, 
Washington, D* c*, 193tJ# Circular NoITS* 
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distributing, or pwrdiasing fam stq^pliMi or (3)Fumi^ing fara 

bosinMi sarvicas* 

A oooparativa is reqxiirad to {niz^haaa stock in tha bank to 

tba amount of $ percent of an operating capital or facility loan and 

1 parcant of a omnaodity loan.^^ Undeor tiia law, upiwa final pajnunt 

of a loan, tha borrowing cooparatiTa's stock or Intaraat in Vm 

guaranty fund my ba, and upon tha request of tha associatLon shall 

be, retired at par lass pro rata iapaimmt if aiy* But the banks 

ttneouraga eooperatives to x>atain capital stock they may purchase in 

the banks as a basis for future loans. 

nia rates of interest charged by the banks for cooperatiTss 

axw datarsdnad by the Qovamor of the Farm Credit Administration in 

accordance with statutory proTlsions. lha rata may not exceed 6 per 

cent par year. Xha Interest rates, hoawwar, differ depending upon 

the type of loan, (ksonodi^ loans carry the lowest interest rate and 

conform as nearly as possible to current intaraat rates. Tha yearly 

interest rate is 1-1/2 percent. Operating capital loans carry the 

next higher rate at 2-1/2 pereenti and facility loans, with the 

highest rate, call for U pareent.^7 

Repayment plans are adapted to the types and repayments of the 

enterprises financed. Ooomodi'^ loans are gsnerally repaid out of the 

sales proceeds of the collateral. Operating capital loans, as a rule. 

®®Kmil S. Troelston, og. e^., p. 181*. 
27ibid, p. 182. 
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«3Ni rtpaid At th» <md of th# ammsi. In many instanc«e yepegwmt ia 

soemapllahed by Mttlng aaldks a oartain aaount on each veilt of pro-

doot handled by the borrowing aasoeiatlon* Facility loans are gener<-

ally repaid in Installmants cw the life of the loans. 

ftwYlsion of Eamliags 

The banks are required by law at the end of each fiscal year 

to ̂ pply their net earnings to making up losses inctirred, to the 

restoration of the amount of ImpainBent, if any, of the capilaa and 

guarantsr fund, and not less than 25 perccBit of the remainder must be 

applied to the creation and maintainence of a surplus «iual to at 

least 25 percent of the capital ami guaranty fund. Any sums rraaining 

may be used to pay dividends on capital stock and guaranty^fund pay* 

ment, but at a rate not exceeding 7 percent per year. Divldwids paid 

on stock held hy the Governor of the Farm Credit A(teinistration must 

be credited to the Agricultural Marketing Act revolving fund. TC 

date none of the banks for cooperatives has declared dividsnds.^^ 

Federal iht«medlate Credit Banks 

^®®ther agricultural credit unit organized under the structure 

of the Faxw Credit Administration is the system of the 12 Federal 

intermediate credit banks. These banks are owned by the U. S. govem-

2%. T. Hutchinson, og. cit.. p. 7U, 
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Mttt. Ttuj«n not in any senso eooporatl-re orodit In8titutlcax8.29 

Thmra banks aro not aathorissd to aooapt dspoalts nor to oalDS direct 

loans to indlTLdnalSf but ware g±rm tba fuaicticm of dlsoounting, 

pfarchasing) or aocopting as security loans of fanners and stock'-«en 

from local lending instituticms, witii their endorsanasnt and mking 

loans to farmers* cooperative associations* 

fhe lav fisoed the capital stock of the frnkxral intennediate 

credit banks at 000,000 eaeh.30 sqq]j stock vas stdMKsribed aikl 

paid for by the Seoretaxy of the Treasury^ and there vas no pirovision 

for the evHitual retirement of any part of it* In all, the govem> 

ment has provided the 12 banks with upeard of $100,000,000 since 

193U.3^ 

Tor the most part, the banks have obtained loanable funds by 

issuing debenture bonds triiich hava been sold to the investing public* 

These bonds have been secured prinoipally by noUnt and BKurt^ges vhich 

the banks held* The banks vere not alloved to issue debenture bonds 

having a longer term than five years* 

!Da addition to obtaining funds through the sale of debeatures, 

the intermediate credit banks could also rediscount paper vlth the 

federal reserve banks, providsd ths maturity date vas not more 

9 smiths distant at the time of rediscount* 

29B«il S. Troelston, 0£* cit*, p* 106* 

3Qlbid, p. 107* 

^31K* T. Rutchinson, og. cH., p* 71. 

https://In8titutlcax8.29
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Th« btnla av« Authorised to Advanee fonda especially for 

Agricultural purpMss as foUoinit the produotioHf aarketingy and 

harvesting of erops; the production and marketing of livestoeki 

eooperative marketing through farmera* assoelations; and eoopnratlve 

purchaalng of farm s'uqpplies throufh farmers' assoeiaticms* 

to be eligible for discount by^ an IntenBediate eredlt bank» 

the associations or coaqpsny could send some of its prendssory notes 

to gosrantee for the payment to the bank la that district and ask to 

recelTs cash, the Intaons^ate eredlt baak might advance to the 

borroser any amount up to the face value of the pledged notes and 

could charge the borrower interest one percent per hi^er than 

the federal intermediate credit bank bad to pay on its bonds* When 

ti» individual farmers paid ths particular notes, co* im^rtgages in 

ease the loans were secuzvtd by chattels, the association or company 

wauld smd to the federal intmnaediate credit bank the principal of 

the aotM, plus all interest due the fednnO. intermediate credit 

bank and keep the remainder of the amount farmere paid for itself* 

The Biaturities of such loans are usually for one production or 

marketing season, usually one year or less, and under the lav may 

not exceed 3 years*^^ 

>T 

32fardt.fetrov, a33d E* H. Elsworth, og* c^*, p* 1j62* 



 , . CHAPTER IT 

PBOBXRHS AND XBGQUIENIUITIORS 

F^bltnB 14«ntifled in This Study 

Th« forsgoizig analysis and discussion of tha present agri 

cultural capital situaticHi in Thailand indicates that aost of Thai 

fazvors need more cztKlit to finance their farm production. The farm 

ers hare acquired some of their needed credit throii^ the cooperative 

credit societiesi howmr, theee credit societies have only a 

amount of loaiuible funds to fulfill the expanding demands of the 

farnmrMBeiBbers. This rraults from the fact that the bank for cooper 

atives ehich acts as their principal source of loanable funds could 

not supply enough funds to meet all Ihe needs. 

The stud^ has indicated that because of the limited market of 

bonds issued by the govnmaent and relatively small amount of hank 

depoaita* the coopsrative bank finds it difficult to 8tq>ply the credit 

funds nseded by both the previously established and the ns«ly mrgani-

aed credit aaeociations. The maximnm sise loan available) baht $,000, 

including both abort and long-term aredit, is also lUTfected by this 

limitatian. 

It is apparent) alsO) that eitii ths remoteness of the local 

credit associations from ths central bank for cooperatiTea the fanMur— 

meabers could not receive prompt service ftnm this bank. The effects 

of this remotmess of the cooperative bank may be vieeed ast 
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(1)Iav Atpoiits in the buik because it cannot abscorb the 

saTinc ot faraers in distant looalitlaa. 

(2) A long eaitdng period before the farmers can actually re-

ceiire their loans, resulting in the fareere beeoming discouraged and 

mna possibly suffering a daaage to their fax* enterprise or inTesb* 

sent. 

(3) Additi<xaal trareling expenditures incurred by fazners ae 

they seek information about the approval of their loans from the 

distant govemment offices, uho invariably are to fix definite 

dates for the consi'hBenta* 

Zt thus appears that there is a need for improving the present 

Agricultural credit system in Thailand. This xmw system ssist be able 

to bridge this vide gap, betveen lender and borroeer, and to provide 

readily available credit ftaais to the remote agriculture at reason 

able interest rates, and at the same time to accumulate capital in 

the miral areas. It is believed that the existing cooperative credit 

eystem can be altered to perform these functione effectively. A pro 

posed program to solve these problems, therefore, vill be presented. 

A Proposed Cooperative Credit Program For Thailand 

To solve these probleme, the vriter has made an intansiva study 
of the cooperative credit system in the Onited States as indicated in 

the previous chapter. The purpoae of this study see to find out the 

alternative credit programs vhich can possibly be applied in Thailand. 
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th« wlUr Dould lik« to recoamtBd that « progran of dflocntral-

Isatlon of the Bank of CooparatlTM ahould b« put into offaot ty 

organisixig distriot or provincial banks in tba rural araas* fhia 

would cmabla tha oredit aasooiationa and tha individual faraai aawbara 

to have the availabia capital as wall as a quicker and more direct 

eentaot with their oredit institution. 

Ihy the Need For District Banks 

During the 36 yeara of their existeaoe the rural credit socie-

ties have aocpanded gradually in the regions idiere they are nost needed, 

fhey are the aMt nunnrous types of cooperative organisations> num 

bering 9,2^9 societies at the end of May 1953 out of a total of 9*699 

Bocietiee of all types. These credit societies wnrve 239 counties 

(Amidiur) out of U36 coizities* and are spread throu^ 63 of 71 prov 

inces (Changeat). Ttm aeaAMrship of thsee societies has gona up hy 

17U»26l and the BM«d>ership per society stands at 19*^ 

It should be noted that all credit societiiw have to rely 

principally upcm borrowed capital tnm one central credit institutiMX* 

the central bank for cooperatives in Bangkok. It is believed to be 

quite difficult for the o«itral bsnk to provide adequate loanable 

funds and projiqrt seirvice to the remote local credit societies. 

of Principle Featyes of Agriculturo Credit F^ilities 
in Padlandj fengk^ Mi^try of Coopwratives# 1953* pp- 3-^» 
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Zn th« ooopttatirt aximmt in other ooimtries, nanely Europo 

•ad India, the sources of loanable funds is largely deriTod from the 

deposits.2 As has been experienced, it is difficult for the cooper 

ative bank in Thailand to absorb surplus noney from distant local 

farmers* The other thing equally clear is that the loan provision is 

too tedioTxs and lengthy* Such a aethod would also tend to be oore 

costly to the fareers* Therefozw, it is necessary to have channels 

of the central credit institutimi out into the rural area to assist 

in raising local capital and providing efficient loan service to the 

farmers* Ths country should be divided into districts, «id an in 

dependent central credit bsnk operating over separate districts or 

provinces should be established* Under such a system of distiriot or 

provincial autoa<»y, with coordination in a eentral fcderaticm for 

general purpoace, administration is likely to bo more efficient and 

lees costly* Cooperative work of a more intensive character could 

bo facilitated by reliance upon local knowledge and local patrioUsm. 

Development would have to bo along lines best suited to loeel 

circumstances. 

Aiming et no profit bsgrond the moderate charge for engweee, 

the new institution is to act as the central aredit association in 

the following maaneri (1) it should acquire funds for its 

BMbers} (2) balance supply and demand among the credit societies and 

2Ata Ullak, The Cooperative Movement in the Pim.iab. 1937. 
Dacca, Pakistan Govemmant, p* 182~ 
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bviag Hkm into touch idth 12141 msamy aarkit throu^ tha C«itral Bank 

for Coop«ratives in Bangkoki O)utlXlft* local dapoaits to maat local 

credit requix-oaeiita and insure that the former la kept in use. In 

shortf the wall-tcMSo societies are enabled to inrest their deposits, 

and the needr ooopsratiriMi (nduither awrely taaporarily or continuously) 

are able to obtain loois on suitable twras} (li) to perform banking 

facilities—saving accounts, cdiecking accounts, drafts, notes, etc*— 

to both asBbers and nonHDMadMiars (for the purpose of educating the 

farmer regarding the banking ̂ t«Bi)| {$) to assist in and aiqiervise 

the work of the association such as contacting farm leaders in order 

to acquaint than with^eat up of the nee credit systen and assist 

in the formation of associations, etc*]; (6) to act as a conzHKSting 

link betseen the local associatloitti and the Bank for Cooparativaa or 

batmaen local associations snd ths Dopertmsnt of Cooperatives in 

Bangkok. 

Zocaticm 

nudland is divided into five regions, nani^ Northern, Baetem, 

Central, Southeastern, and Southern* The Kingdom is composed of 7U 

provincee (see figure 1)* The sriter mould like to recoemend that 

each of the five regions should have a district bsidc* By this ssy it 

is beHeved that sach district bank should aarve a tsnrltory large 

enough to afford an adequate volume of boainees for its financial 

support, affioient fumrbioning, aiui convenient servica* Hoeavsr, the 
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faetoM dsterednlag the locatlozi shoold be based on densitgr of the 

cooperatiTe credit socieigr, locaUon of the business activity and 

eoeeRiQlcati<m facilities* If aiqr single jprovincs in the regiim 

a coiabination of these ehsracteristics, the district bank should be 

located there, far any porovince nearly shioh would not be able to 

ireeeive adequate service from the district bank^ the bank*s branch 

or reiswHuitative could serve that particular province* 

S^n>os of Cooperative Central Banks 

The Committee on Cooperation in fodia has classified iba 

central coopwative banks to be of three distinct types, namely, 

(1) the eapltalist, (2) the pure cooperative, and (3) the mixed.^ 

The capitalist type is organised by private shareholders, 

fikmrever, a cooperative association mey be accepted as a shandiolder 

but considered on an equal basia with other shareholdexs. Provisione 

regarding the limitation of inoosM to stockholders were not 8tipa:<-

lated. This was the first type of central banks in India, They were 

(nrganised to provide credit to the cooperative associations only, but 

this was not the ease at later periods, lb short, this type of 

central bank is not the cooperative orc^isation* 

The pure cooperative type is a cooperative type both in princi 

ple and practice. It ms formed and adelnlstered by the msmber* 

of the Committee on CooperaUves in India. 191^, 
Bangkok raailand Qovemment, Reprintea 1930, p. 59, 
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borromn. Am stteoess of this t^yps anst dspsnd upon ths toIvom of 

bttslnoss and tha knoadodg* of its aodMrs. For tlui purposo of oXossr 

svqpiinlsioa tlw ar«a of oporation is strictly limited* The credit 

tostitttticsu of this type hare operated effeotlrely in Punjab (Itek* 

istan) and In Bengal (India)* This tgrpe« hoeever^ is difficult to 

apply in Thailand at present because the farmers are generally 

deficiMit in knowledge of principles of cooperation and banking aac-

perieoce required to operative banks efficiently* 

the nixed type of central eooperativa bank is formed by cooper* 

atiTe credit associations as seiobers* PriTate individuals in local 

areas nay also be invited to becoae shareholdezw so that they nay aid 

in the managing of the bank's business* In this regazd the bank's 

articles nay provide a stipulaUon to limit authority, restrict ibm 

return to private shareholders, and reserve the voting right for Its 

borroner-eunber8* 

The advantage of accepting private individuale as shareholders 

of the bank nay ba aummariaed aa folloset (1) to increase share 

capital, (2) to gain the advantage of having capable IndiYidoala In 

the adninistrative poaitions,(3) to gain volime of operation result 

ing in reduced cost, and (U) to gain prestige and confidence of the 

neabera as well aa the public* Of the three nentioned benka, the 

nixed ̂ jrpe la bast suited to meet the present requireinmt of Thailand. 
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VotMnf Capita 

Tha working oa|d.tal of the district banka would be eonposed 

of paid*ttp share eapital and reservesj the deposits of the aeabers 

and noO'WWBbers* and borroeed funde at their HawtHng center (Beak for 

CocperatiTes) or othnr credit institutions. 

Each district bank shoTild have sufHoient capital stocki based 

upon the estinated volume of basiness* to enabSLe that bank to meet 

the «qpansi(ni needs of the nee cooperative organisations in the dis 

trict. Of this amount the bank should also set aside a certain 

amount of stock to be made available to any private individuals mho 

may have an interest in holding stocks of ths banks. 

There are too methods by which district banks may require 

their members to subscribe to their capital stock. First, the etock 

may be divided into eqtial shares with each share having a par value, 

for instanee of baht^(official rate, baht 1•7.957# U.S.). Bach 

meaiber of a credit eociety nay be required to purchase at least(me 

share in the credit society to vrihich he belongs. The society in turn 

purchasee a like amount of etoek in the district bank. Seemdly, 

e»di msmbsr may be required to purchaae etock in the credit society 

eqxial to $ percoit <*f the amount borrowed, with the society In turn 

purchasing a like amount of stocdc in the district bank. For eocaaple, 

if ths borrower is granted a loan of baht 1,000, he must invest baht 

50. In such a ease, he most likely would be givwn a check for beht 

9$i and beht 56 In stock certlflegates. These stock purchassw are 
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usad to iiutiiro tho pajnani of his om and his noi^ihor's mortgago 

dobta. laauing atoek hjthis B«thod« tha niOifflited liability idiich 

Thai faxmra havB baan hasitant in aaauaing may ba someahat ratardad. 

Ihmi a fanwr repays his debt« ha may z^caiva from the oaradit 

00010*^ the aaovmt idiich ha paid for stock. tOiis method has baan 

iracticad succaasfvilly 1;^ cooparatlTe credit societies in tha United 

States. For Thailand^ it is recoontanded that the district bank re 

serve a certain aaotint of stock, for instance baht $0, that each 

borrowar could retain in tha bank for tha purpose of osnership and 

loan applications in tha futora. 

Hosevar, tha present cooperative eradit associations in Thai 

land have never issued stock of any kind to its mndsers. Therefore, 

the present articles of organisation must ba adapted to this 

feature. Tha bast method to ba applied in Thailand dspsnds upon a 

faverabla adaptation to tha situations. Obviously, tha procedure to 

ba adapted mill result Tkoa maiiy discussions and hearings asiong the 

fanaer-borrosars. 

t 

liMaagsmant of Capital 

If after tha raqTiiremmtit of capital stock of each district bank 

has been wtablishad some unsold stock ramnins, this should ba sub-

sczdbad either by the Bank for Cooperatives or by the govemssnt with 

a provision for retirement to anabla tha district banks to become 

c<ai|dmtely farsmor-osnad. 
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A bank should not be alloeed to loan any o£ its capital stock 

funds* Bowererj these funds should be used as guaranteed funds for 

investors and creditors or to secure bonds ehich the particular 

Bight issue* The banks oay invest their funds in the Bost secuz^ 

types of inveatBcnt~gov«BRaB«tt bonds# etc* 

A bank stay be alloved to issue bonds in an aaount not greater 

than ten or toeenty tines its capital and surplus vith the approval of 

the general nesting of the representatives of credit societies and 

the Departnent of Cooperatives. The bonds nay be sold in the Invest-

nent narket throu^ the Bank for Cooperatives or in the local conaunity. 

The Inoones fJron oapdtal stock funds should not be distributed 

as dividends to stockholders but should be used to retire the stock 

held by the govenusnt or the bank for cooperatives. When the district 

bank Imooam a conQjletely farmer-oaned institution, the earnjngff ©f 

the capital funds nay be aocunulated as surplus ahich nay be used as 

loanable funds to the neriaera at low interest rates. In this way the 

capital of each bank would be increased over tine* 

The cooperative credit societiss in jlkirope and sone countries 

In Asia perform both the functions of accepting deposits and wiatHfig 

loans* The deposits ccanprise ̂ e greatest portion of the working 

funds*^ It has bean pointed out earlier that the farming classes »— 
up the balk of the flud population, but they have been in 

^yron T. Benlck and R, Ingalls, Rural Credits (Land and Cooiier* 
ative. New York and Londont D, Aj^eton and Coiypanyj 191^^ p, 319, 
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Udeqwift institutloos to provide financial faciliti4»s. With this 

recognition the mm district banks should perfora tlw function of 

eooepting <teposits fxvm both awtoere and non<«aab«r8. 

The objective of this function is to absozb surplus ineoiM and 

nonej saved in the rural ccsBiunities* The savings assembled b7 Uiese 

financial tnt«naediaxd.es (district banks) are# thez^efore# transaitted 

to borxwiers vho desire to use such funds for the expansion of pro 

ductive eapacity. 

The attractivcness of this savings function consists not only 

in the secuxdty afforded but In the relatively high interest paid. 

Each district bank should not be obliged to accept a rate fixed by 

the central authorities, but should fix or vary a rate according to 

the local circuaatanoes. Sbaevar, rate of interest cm deposits 

should be as high as possible in order to at'^ivust depositors froa the 

Saving Banks and other mmeymd institutions in the neighborhoods. It 

aay be possible to pay hi^iM' interest rates because of dividend 

liaitations on stock and small overhead costs as compared to other 

financial institutions. 

There are idiree types of deposits district banks aay acespti 

(1)flxsd dspoaits, (2) saving deposits, and (3)cun^it dqxMiits. 

However, It is not easily asoertalned as to Whether these banks should 

Halt deposits to certain classes of the population, thereby refusing 

to accept considerable sums and restricting their business to the 

less well-to-do. Large deposits, of course, aay possibly cause sudden 

or extensive withdrawals by large depositors. According, the 

https://tnt�naediaxd.es
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vrltsr should like to point out that 1h« large deposits, costing less 

for ■anagsBumt and intestmsnt, should not he rejected hgr the hankers 

because this problem may be guarded against by regulations requiring 

fixed periods of notice idiich rury according to the amount to be eith* 

dram* To perform this function each bank lAiould be required to set 

up a cnrtain ratio of reserves to iMMit deposit accomts ehether in 

the fom of oash or liquid assets, nie reserve ratio of i^il is 

eldely reccHmaended in the Ihiited States*^ 

ITocessing of Loans 

Sources and Division of Loans 

Each district bank may obtain loanable fuadte from the foUovp* 

ing souroesi (1) sale of consolidated bonds to the investing public. 

TheM bonds ere secured primarily hy the faxm mortgages, held as 

eoUateral ty the benk^ and the bank's notes at the Bank for Ck>oper-

ativesj (2) discounting the member's notes at the Bank for Cooper 

atives} (3) credit obtained from other lending agencies} (U) deposit 

eecounts. 

There ia no other credit instltutirai to provide special credit 

faoiUtiee to the farmers, ifo order to maintain ef^cienoy and eeamoagr 

in operaticn, aaeh district bank should provide tmo classes of loans 

^Paul A. SamotiJKtn, Beoncadcs. Bev lorks hk:(hrair-Hill Book 
Company, 1991> p* 870. 
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to faraors-—fan aorbgage loaaa and iwodustlon loans. ISaeh typa of 

loan Bay han distinctiva purposos, tens, Interost ratos> and 

eollaterals or aacruritias. 

Eligible Borrowers 

Only apecifiwi or^aiisaticMi ahotild be eonaidered as eligible 

borroeen. It should be noted that in a district or pt^'^'^ince more 

than one type of cooperative organisation may be found->«credlt^ 

peddy marieetingii credit and land ioprovenwit]) land hire-purchase^ 

processing ooopentive, etc. All of ttwse cooperative organisations 

have obtained their needed funds from a distant source either from 

the Bank for Cooperatives or direct from the government. Therefore, 

the eriter eould like to reeooaMRd that to be eligible to borrov 

from a district bank an association amst be a cooperative as speci 

fied by the law of cooperatives. In other words, cooperatives of 

all types, organised within the district, may be eligible for anober-

ship and borrow funds from the bank. Tha result of this may ccsn as 

c two-fold advantage, namely, the local cooperative societlee may 

receive adequate and paraapt finances from, district benks, and the bank 

in turn, may gain adequate business volums. 

When the fexmer wants to borrow funds from the district benk, 

he first cfsktacts the secretary-dreasurer of the cooperative society 

to iMch he belcngi. The farmer's application is filled out by the 

seeretary-treasuarer fixm infoxmation suppOied by the farmer* 'Kie 

loen committee, the board of dijrectors axid^cn^ the secretazy—treasurer 
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attt^sr tha ai>iai.Gation« look ovw tha tarn or othar laropertiai offaz>ad 

aa aacurltgr» and intvaatigata tha charaotar of the borrower if thagr 

ware not already aall'-acqnalatad with hia and hla aecmdtlaa* finally^ 

tha aaaoeiation dacidas upon tha amount that muXd be aafe to loan 

in tha particular inatanc»« 

Tha application shoiild than ba aant to the local government 

office idiich acts aa auparvisor* Tha local govanmwnt office^ as 

soon as possible after it receives a lo«x apiddcation, sends a govern-

mant appraiser to tha farm to reviev the property offered as security 

for the loan. The appraiser is required to make a aritten report on 

a blank form. Dm form should be designed tgr the DepartmMxt of Cioopar-

ative. Ha snst, of coursey state the SRount that he thinks is safe 

to loan in tha particular case. 

After being checked and approved a loan application along with 

a vrlttan raport of tha appraiaar* and tha latter report of tha 

offioart is sent to tha district bank. Ths authority vith respect 

to sisa of loans should rest eith ths bank. 

After a loan application is approved by tha bank, a check for 

-Uia amount tha farmer is to raoaiva in oaah« togathar with tha mort 

gage contract and a prcmdssory notsi ia sent by tha bank to the 

aaeratary~traaaurar of the cooperative soeiaty^ who than notifies 

tha farmer-borrower to coma to tha office of tha association. Ths 

sacratary-traasurer coUeota from ths farmer any fees he may owe 

incidental to closing tha loan. Ths farmer aocscutas tha mortgai^ 

eotttreat and si^oa the promiaaory note. Tha aaaoeiati(m endorsee the 
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not« and avoda it to tha teik* Zhna, tha aaaooiation becooaa liabla 

for tha pagmant of the loan* All loana nada tgr district banks Boat 

ba based upoa the normal valua of tha farm offered as aecuritijr and 

BUQr not ba In axness of 65 to 70 percent of aueh value* 

Supervision and Inapaetlon 

In order to guard agaixiat loan failures, -Uie district bank 

should have certain authorii^ such as inspecting the books of cooper* 

atlva associations, recalling loans partlallj or oitlrelj when tha 

value of tha property detariorataa as a result of inferior faxvdng, 

a reduotlcn la faxa area, farming operatloxis, stock, decay of build* 

inga, ate* Xxcept for sudh circuastancea, loans should not be re* 

called* 

Is it wise that the bank should perform other functions for 

ths affiliated societies? lbs answvr is In ths sffirmatlye. In sddl* 

tl(Hi to credit functions ths bank should provide supervl8<ny functions. 

To maintain ths system's hi|^ standards of lesn qtiallty, ths bank 

must encourage the affiliated assoclaticms to plan and cany on effeo* 

tlve mttibershlp and educatlraaal aetlvltlee* ThMe should be designed 

to keep msmbars Informed and active in assisting the assodatlcm to 

find a Bolutlcm to probless related to sotmd lending policies* The 

district bank shoTild sponsor programs and policies Intended to aid the 

associations In beeomlng strcmg, locally owisd, and capably wawagfi^ 

Institutions with wsll*lnfomed and active mendbers* The bantc may 

proceed to contact farm leaders la order to acquaint them with the new 
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ooopsratiT* cervdit set up and assist in the fozetatitm of nee assoei* 

ations* 2b shnrtf the bank should assist and supervise the wozk of 

the ooop«ratlve associations* 

OrgKOB of Administration 

According to the Thailand CEooperative Act of 1928^ the 

may be CHrganised as a eentz^ ovgiaUatlon to frovide the facilities^ 

with limited liability, to its affiliated mmabers* The jvofits of 

the district bank which mould be distributed in the form of dividends 

must not esteed 6 percent. 

the business of the bank mould be conducted under a board of 

directors and under the ccntrol of its general assembly of the repore-

sentatives of the cooperative association (each society may elect 

one representative), together mlth private shareholders. The voting 

iri^t mould be on the basis of "one<euuv<aia-vote* regasniless of tha 

asnutit of stock omned or the eocbent of his patzxmage: 

the board of directore nay ba eo3iQ»sed of individuals within 

the eoop«ratiTe group and private shareholdmrs. In order to gain 

repnwwitatives and a balance of power betWMHi the private idiareholdere 

and cooperative mMdMre, at least one-half of the medws of the 

uusmittee or board mist be the etoekholder of the eoopnrative associ-

atioaa. In order to have more effective, efficient, and functional 

board aeetinge, it seems that a moderate number of directors related 

to the sise of the organisation can more easily reach this objective 

than a large group. In Oenaany, the oomnittee of a central 



102 

usually had a Bwdbtorshlp of 5 to 6.7 7h«r«fore, the writer uould 

like to recofnend that the coandttee of the district banks in Thai-

land should consist of sev^ to nine persons. However^ aundxars of 

boards of directors of any cooperative organisaticm should not be 

ehosMi to serve in an honorazy eapacity, altiiougfa seaw board aaaibeirs 

appear to take this point of view. Doing the work of a director 

adequately and satisfaetorily requires conscientious thought and eff 

ort, and the Job carries with it iiaportant legal sresponaibility be 

cause the corporate powers of the banks are vested in its directors. 

Therefore, the BMCits and qualifications of any ncadnee should be 

weigluKl carefully before he la elected to serve on the board. If it 

is possible to select otherwise well-qualified individuals having 

apecial training in financing, banking, law, or general econoinics, 

this will prove desirable. In sising up the possibilities of a man-

ber as a possible director, the Cooperative Research and Service 

Divisim of the Fara Credit Adninistraticsi states as followat 

There are acme question which eeoh aueber shoxild ask regax*d-
Ing his fitiu»s for the position: 

1. Hhat is his business record? Does he manage Mn own 
affairs well? Dose he possess sound business Judgasnt? 

2. Is ha willing to work at the Joh of being a director or 
is he acre apt to be Inactive? Has he shown a capaci^ for 
working with others or is ha an "individualist"? 

1. Do his nei^iibors regard his as a leader? Does he enjoy
their confidence for honesty and integrity? What capacity haa 
ha shown as a leader? 

R. Cahill, Agricultural Credit and Cooperatives in Oer«n^*"iyj 
Report to the British B^ard of Agriculture and fisterios, Waskingi^ 
Oovemment Printing Office, 1913, pp. 163-185. 
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2i* Dom im po3a«s8 a high <tegra« of loyalty to tha asaoei* 
atlon and to eooparatlvo prinolplao? At th« same tlna» doaa 
he posaeas a proper imderstanding of the limitations as sell 
as the possibilities of idiat can be aeeomidiehed through eooper-
ative effort? 

5* Is it clear that he idll help his fellow members to 
obtain a more oomi^ete understanding of the association and its 
tarious activities and problems? Will he do his pert conscien-
tiotisly in making information about the association available 
to mentbers?3 

Of course, no one Individaal may possess all of thwe traits 

in hi^ dsgree, but it can be used as a guide in selecting a director 

of sound calliber* 

The greatest single force determining the stwoese or failure 

of ei^ businws venture is its menegement. IHreetors act in formulating 

policies governing the course of action uhioh the bank should take, 

eoforoing their execution, end appraising the results. All of these 

actions ere broadi they serve as guidwi or guiding ob;}ective8 in the 

ecnduot of the bueinese. The details of the business operation is 

left to the discretion of tlm manager and his aesietants. 

Tn actual practice, however, it is found that the boards of 

directors do not elMiys foranlate the policies, but rather that they 

become la many inatanees thm ndbiber etemp of approval for policies 

laid <knRi by the manager. Baldwa and Schaars cite the Important tasks 

of the manager as followsi 

The manager is the spearhead of aanageeMmt. Re is the 
technical ejQ)ert, the '^brains" of the going concern, the 
dynamo and driving force of -Uie bueineee. Together with his 

^ianaging Farmers* Cooperatives. Farm Credit A^bninisiration. 
Washingtonton,^8., flWar it - il, p. 2. 
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mcacutlVB staff he Is responsible for oarrying out the policies 
fonmilated by the board of directors as sell as the hundred^ 
fold details of the business sith shich Ihe board does not 
concern itself* Alertness and business sagacity, ability to 
deal sith people, a remtation for business integrity—these 
are a aanager*s forte*^ 

The sriter considers that the BMuiager*s position is the nost 

important for the nes district banlcs. The qualified manager must 

possess not only a knosledgs of tttBhaieal operations, but he met be 

honest and base the eooperatiTe spirit* Selseting a manager, of 

course, ie the duly of the boeord of direetors* The Bepertmnt of 

CooperstiTee should sMiet in selecting the manager* 

In order to get the district banking system into opsrati(m 

sith loss effort and expense, especially at the beginning of oper 

ation, tha OspartanMit of CooperatiYss may tssgxirarily provide the 

banks sith msnsgers and other personnel from its o«i staff* In addi 

tion, the JSepartiMnt may possibly go one step fartimw by taeporarlly 

furnishing office space or other physical faciliti^ to the district 

banJcs until the banks prove to be sueoessful.lO 

^aldtoan sad Schaars, Eeono^oa of Cooperative Marketing, Hes 
York and Londmi MoGb'ar-Hlli ̂ ook Company, Ine*, 1^37, p* 3U5* 

January 19U7, the Bank for (Jooperatives sae sponsored by 
the government and eosneneed ita operations idth a capital of baht 
10,000,000* At tbm tima of inauguration, moat of the bank's person* 
nsl see tsmpcamrUy provided by the Bepertmsnt of Cooperatives. The 
office of this benk sas also teoqporarily situated In the Department 
of Cooperatives* At present the bank haa ita osn office and per8<«i" 
nel* 

https://sueoessful.lO


Samlng of the Banks 

Slnos tho banks aro ncst-poroflt orgaala«tions« ^dns bagrond 

tha aaount dMaaad nscsasarj should be allooated to eorer loeewi in-

ourred and to aid in the restoration of aagr iaqpaired eaplt8l« Hot 

less than t$ p«nroent of the mudnder should be apixLied to the cro" 

ation and eaintenance of a surplua equal to at least 25 percmt of 

the capital and guarantjjr fund*^ Any sues y— aay be used to 

pay difldends on capital stock and guaranty-fund paQrasnts at a rate 

not easeeding 6 percent per year (specified by Thailand Cooperative 

Law of 1528}• However« the dividend rate should not be lower the 

rates of Interest paid on fixed deposits and should be stable. 

Auditing and Report 

According to the Thailand Cooperative Act of 1928, Article 

17» the dietriot banks must sufaoit their books and doouoents at least 

ones e year for examination by an expert auditor ajjpointed by the 

R^strar of Cooperatives. Cpon ooaqpletion of this Inquiry, the audi 

tor reporta the main points to a joint meeting of the eenBittee of 

manageeent and the board of supervision for their zeBsrk. This report 

■net be presented by the latter body and voted tqpon at the next 

genegml meeting of aemibere. A copy of thie report goes to the bank. 

^ueh allocations are required by law for the Cooperative Banks 
in the United States and India. 
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tofttlMr *lth a conflxiaatial report. Anothar oojy ia sent by tha 

aadltor to the Departmeat of Cooperati-rwi. 

Aside fron auditlngy the hiuineas of the banks mqt be 8td>«> 

ejected to inapeetion> at any tlaa during a yaar;^ by tlM inapeetor of 

the Departfflent of Cooperatirea. rurthenaorey the banks nay be re 

quired to report their buaineas ccmdltloiia and quarterly financial 

atatsnntts to the Departaiant of CooperatiTes. 

It is undentood fToai the diacuasion that the methods of 

proeediire are essential in developing sound operation of the 

ayataai. Aa a res\ilt« publio confidence aey be gained. 

The Selatlfmahip of dstrict and the 
Bank for Cooperatives 

After district banks have been organised, they should take over 

all credit tranaactiona which the affiliated cooperative societiea 

have had with the Bank for Cooperatives. In this way, the diatrlct 

banks will be the debtcura of the Bank for Cooperatives and the district 

bank in turn will be a creditor of cooperative societies. The cooper 
ative societies that are not yet affected by this new syatem re 

main twaporarily in contact with the Bank for Cooperatives. 

The Bank for CooperativMi should make loans to district 

either by discounting farmers' notes, or open accomts. Althotq^b 
these loans may or may not be secured by mortgages, the final respon 
sibility rests with the fanasr manbers of the local societies. The 

bank may also act as a clearing house and selling agency for the bonds. 
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if aagr* of the district banka. Since the Bank for CiooparatiTee aekM 

direct loans to district bankst theoretically the expwises in loaking 

loans nay be reduced resulting in a lower rate of interest charged 

to district banla* However^ the district banks stay chargs the eoopar*' 

ative societies the swie rate as that foroerly charged them by the 

Bank for CooperatiTes* 

By this sytem the Bank for CooperatiTes should be oonsidered 

as an Apex bank* It saor, thegreforey provide other sexvicms 8\2ch as 

advisory, market information, etc. to district banks* 

OfBsral Consideration 

It has bewa the endeavor in this chapter to ̂ ve a definite 

picture of the district banking system and its operation* This picture 

should emstitute effective agrioulturel eredit inetitutions suited 

to the local anvironnant by msans of acquiring capital tnm both out-

aide and within the locality* The deairabilities of these banks are 

to maintain financial independence by aeoiBaiilating capital in the 

rural areas and to provide adequate and prompt financial service to 

the affiliated cooperative associations located within the districts* 

It is useless for the govsrmnnrit to think of improving agricultural 

production and faraiers' conditions unless the govurament or the 

cooperatives are isfepared to provide available loans to farmers to 

make the changwi* Bc/sever, when large demand and high prices of agri 

cultural products are prevalent, there ia a good opportunity to place 

this plan into immediate action* 



CB&FIER T 

SIDiUAfiT AND CONCLUSIONS 

Thailand la an agricultural country idiara 80 percent of the 

population is engaged in agriculture. Rice production has be«i the 

■ain enterprise oeeupgrlng nearly 90 percent of the total arable land. 

This has been the prinary source of the people's income and of the 

economic strength from the early period of self-sufficiency to the 

era of coanerce. 

HoeeTer» since World War II there has been an increase in the 

demand for agricultural products due to the large increase in pope-

lation and the need for more esqports to supply foreign exchange. But 

it is believed that Thailand noe has almost reached the limit of pro 

duction froB her rice lands with existing technology. Under the 

present method of cultivation* the amount of rice produced will be 

more or less constant flrom yeaur to year depending upon climatic vari 

ations. Nrom a study it was found that since the war the area of 

cultivation had increased ajqvoxlaately 20 percent; however* tiie crop 
output had incx'eased very little eoflq;>ared to the increase in area 

under cultivation. 

At 'Uie present time and probably for many yea2>s to come* any 

approach to increasing farm production will demand a nuinber of favor 

able conditions—advances in technology* improveawat in tiie akin of 

farm people* Improvement in varieties* better use of irrigation water* 
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control of dlMues and pcatSf application of fertiliaiaw, ate. Most 

of thasa altamatlTos call for incraasing costs and raqulra 

capital InvestBsnts* 

As tha prarlotts discnssion has pointad out, rica is of tha 

greatest iaportanca and has baocM eoMarcialised in Thailand. But 

tha ooaaarcialization process inatritably created a h«iiuiw>< for agri 

cultural credit) followed by faxv indebtedness and tha usurious rates 

of interest eosann to such conditions in tha past. 

In order to cope with this problem the cooperative movement 

(cooperative credit societies) was conceived in I916. During the 

thirty-six yeaz>8 of its existence the rural credit societies have 

expanded gradually in the regions where they are nwst needed. They 

are the most nmurous type of cooperative) masbering 9,2h9 societies 

at the end of May 1953 out of a total of 9)699 societies of all types. 

These credit sodLetiea serve 239 counties (Amphur) out of li36 counties, 

and are spread through 63 of 71 provinces (Changwat). The moBA)er-

ship of these societies has grown from 2,935 in 1932 to 17U)26l in 

1953. This increasing membership requires more capital and more 

services. 

It is revealed in this stux^r that Thai faurmers need more credit 

to finance their production in order to meet a large dmaand for agri-

oiiltural products. While the farmers have acquired some of their 

needed credit throu^ the cooperaUve credit societies, these societies 

have only a limited amount of loanable fCnds to fulfill the large 

demands of the farmer-members. This results from the fact that the 
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bank for oooporatiTw^ lAdoh acts as thair prineipal ao\irce of loan 

able fonda, oonld net aupply enoxigh funda to ataet an the naeda. 

lha atndj has also indicated, becauae of the limited market 

of bonda iaaoed bgr the government, and relatively aman amounta of 

bank depoaita, that the bank for cooperativea finds it diffictilt to 

supply the credit funds needed by both the previously established and 

the nealy organized credit associations. 

Because of the renuteness of the local credit association trcm, 

the central bank for cooperatives, the farmer-mexibers could not re 

ceive prompt service from this bank. The effects of this remoteness 

of the cooperative bank may be viewed asi 

(1) Low deposits in the bank because it cannot abaox^ the 

aavlnga of farmers in distant localities. 

(2)A long waiting period before the famera can actually re 

ceive their loans, resulting in the farmers becoming discouraged and 

even possibly suffering a damage to their farm enterprise or invest 

ment. 

(3) Additional traveling expendituras incurred by farmers as 

they aofdc information about the approval of their loans from the dis 

tant governoMHit offices, who invariably are unable to fix definite 

dates for the ccnumitBents. 

It thus appears that there is a need for improving the present 

agricultural credit system in Thailand. This new system must be able 

to bridge this wide gap between Isndmr and borrower in providing readily 

available credit fimds to the remote agriculture at reasonable interest 
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rates. At the same time* It nuat provide for accumiilation of oapital 

in the rural areas* It is believed that the existing cooperative 

credit sy8t«a can be altered to perform these functions effectively. 

To solve these problems, therefore, the cooperative credit system in 

the United States is intensively studied to support the reoonnendations 

of certain improvements and ohanges developed in this study* 

A proposed program of decentralisation of^bank for cooper 

atives by organizing district or provincial banks in the xniral areas 

Is recommended to solve these problems. 

Under this nee system, the country should be divided into dis 

tricts, and an independent central credit bank, operating over separate 

districts or provinces, should be established. A system of district 

or provincial autonomy, with coordination in a cmtral federation for 

gmaral purposes, is likely to provide more efficient and less costly 

administration. Cooperative sork of a more intensive character could 

be facilitated by reliance upon local knowledge and local effort. 

Development would have to be along lines best suited to local circum 

stances. 

The new institution is to act as the central credit associ 

ation in the following mannert (1) acquire loanable funds for its 

meabersi (2) balance supply and demand among the credit societies 

and bring them into touch with the mon^ market through the Central 

Bank for Cooperatives in Bangkok} (3) utilize local deposits to meet 

local credit requirmnents and insure that the former is kept in use} 

(in short, the well-to-do societies are enabled to invest their 
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deposits, and the needy cooperatiTes, idtether merely temporarily or 

ocmtlnuoualy, a» i^le to obtain loans on suitable terms)} (U) to 

proTide banking faoilities-~saTing accounts, checking accounts, 

drafts, notes, eto*-~»to both aambers and non'-menbex's (for the purpose 

of educating the fanner regarding the banking system)|(5) to assist 

in and supervise tlw work of an affiliated as«>oiation} axid (6) to 

act as a ecimecting link betmeen the local associations and the Os" 

partment of Cooperatives in Bangkok. 

Each district bank may obtain loanable funds fz^ the foUov-

ing sourcest (1) sale of consolidated bonds to the investing publicj 

(2) discounting the member*b notes at the bank for cooperatives} 

(3) borrowing from other lending agencies; (U) deposit accounts. 

To be eligible to borrow from a district bank an association 

must be a cooperative as specified by the law of cooperatives, and 

tile borrowers must oim the shares in the local societies. The associ 

ation in turn must purchase a like amount of stock in the district 

bank. 

The business of the bank would be conducted under the control 

of its fonexwJ. assoidily of the representatives of the cooperative 

association, t^ether with private shareholders. 

this system the bank for cooperatives idiich formerly made 

direct loans to credit societies should be considered as an Apex bank. 

It may, therefore, make direct loans to district banks, and provide 

other services such as advisory, market information, etc. to district 

banks. 

. 
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It la tualMs for tiui govwniMnt to think of iapiroTlne agri 

cultural production and faraara' conditiona unlaaa the goTaraaaat or 

the cooperati-vaa are poraparad to proiride availabla loana to farsMrs 

to aake the changea* Ihm dawmd and pricea of agricultural producta 

are high, aa they are at preaent, there ia a good opportunity to 

l^ce thia plan into inmediate action. 
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