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Abstract

Credit is one of the important factors that help raise economic well being of rural
households. The main objectives of this study were: 1) to analyze demand for
credit of rural households, and 2) to suggest appropriate policy to effectively
provide credit to rural households. In order to have the broadest coverage of data
collection, the sampling process divided farm households into five groups
according to main cropping systems. They were: 1) households that grow rice
and/or upland crops in rain-fed areas, 2) households that do multiple cropping and
fruit trees, with small land holding, 3) households in irrigated area that grow rice
several times a year, 4) households that grow mainly fruit trees, and 5) households
that grow mainly rubber and/or palm oil trees. The study also collected data of
other types of households found in the study areas. They were wage-income
households, salary-income households, service-income households, landless
households and others. Altogether, there were 485 sample households.

In the study, the unit of analysis was a household. Both descriptive and
quantitative analyses were employed. Descriptive analysis explained socio-
economic characteristics, indebtedness and credit utilization, and cash flows of
rural households using simple statistics such as average, percentage, and
frequency. The results were presented in the forms of tables and graphs.
Quantitative analysis comprised two parts. One of them deals with the estimation
of demand for credit equation, using multiple regression technique. The second
part used linear programming to estimate/simulate credit needs of rural
households.

Characteristics of demand for credit of rural households were as follows:
Progressive households which grew crops on commercial basis needed more
credit than traditional/subsistent households. Households that received small
income many times over the year needed less credit than households that got large
income once or twice a year did. That is, frequency or distribution of income was
more important in determining amount of credit needed than level of income.
Households with high land use intensity might need less credit than their low land
use intensity counterparts. Households with large amount of off-farm income and
high level of household income had high level of outstanding debt. Households
also used borrowed funds to find overseas jobs, for educational purposes and to
refinance outstanding debts. Bank for Agriculture and Agricultural Cooperatives
(BAAC) and agricultural cooperatives were two main institutional sources
extending credit to rural households. Informal credit sources still had significant
role, especially among households in rain-fed areas. Progressive households
tended to borrow more from agricultural cooperatives. Households with different
risk classes were charged the same rate of interest. Interest elasticity was inelastic.
Land title/documents were required as collateral when households borrowed
medium- or long-term loans. Debt burden of rural households was still low which
ranged between 3-7 percent of agricultural land value. Only seventy percent of
borrowed households had positive net cashflow. Very small number, less than 4



percent, were land-less households. More than 50 percent of them did not borrow.
Among them, more than half was low-income households.

BAAC and cooperatives should extend more credit, both short- and long- term, to
all categories of rural households. However, the extension should not jeopardize
financial sustainability of the institutions. Lending to non-bankable clients should
be minimized. Interest rate should be charged according to risk classes. Loans
should be explicitly extended to other non-farm purposes such as seeking jobs,
education, etc. To overcome collateral problem, reappraisal of pledged assets,
especially land, should be done, second mortgage system should be accepted, and
loan guarantee program should be initiated. Agricultural cooperatives operation
and management should be strengthened. Utilization of information technology
should be widened and accelerated. Savings should be increasingly mobilized.
Non-farm training should be offered to land-less households that do not want to
remain in agricultural sector. Sufficient-economy concept should be adopted
among those who want to have farming as their main occupation.
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