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PREFACE
 

This study on Small Farm Credit in 3&ngladesh has been done 
on the basis of written materials available in printed and mimeo
graphed reports and typed manuscriots. It has followed the design
set by US AID who sponsored the study. There have been somie
repetition of the same or similar inforrmation in different parts
of the study. 

In the earlier part of the study there is a general discussion 
on the state of small farm credit in the country. In the latter 
part information has been furnished on the systeri of supervised
credit through cooperatives (TCCA/KSS). 

The observations and recontiendations made are those of the
authors as individuals. These do not in any way represent the 
views of the Tnstitution they serve or of the Government.
 

The authors acknowledge with thanks the supoort, advise and

assistance they received from the US AID, the Academy's Faculty

and the Secretarial Staff.
 

3ARD, Comilla, M. Solaiman 
September 30, 1972. Azizul Huq 

Authors 
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ACF - Agricultural Co-o'erative Societies Federations Comilla.
 
AD08 - Agricultural Development Bank of Bangladesh.
 

BADC - 3angladesh Agri cul tural Development Corporation.
 
Aman(3roadcqst)- Rice crop grown between April-December.
 
Aman(Transplant) - Rice crop grown between July-December.
 

Aus - Rice crop grown between April-July. 

3ARD - Bangladesh Academy for Rural Development, Comilla. 

- Bangladesh Bank (State Bank of Bangladesh). 
3oro - Rice crop grown between January-May. 

CCO - Central Co-operative Bank. 
U[31C - Bangladesh Industrial Development Corporation 

IRDP - Integrated Rural Development Prograinxe. 
IRRI - International Rice Research Institute.
 

JS3 - Jatiya Samabaya Bank (National Co-operative Oank).
 
Kotwall - District Headquarter Thana.
 
KSS - Krishy Samabaya Samity (Village-level Agricultural
 

Co-operative Society). 
KTCCA - Kotwali Thana Central Co-operative Association Comilla, 

RCS - Registrar of Co-operative Societies. 

R1!P - Rural Works Programme. 

RS, - Rupees. 

Tk. - Tako (Rupee renamed) 

Takavi - Taccavi - Government relief loan. 

TCCA - Thana Central Co-operative Association. 
Thana - An Adinistrative Unit. 

TIP - Thana Irrigation Prograrmie. 

TTDC - Thana Training and Development Centre. 

Union Council - Local Council covering about a dozen villages. 
UCMP - Union Co-operative Multipurpose Societies. 

V-AID - Village Agricultural and Industrial Development. 
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II. PROGRAMME CHARACTERISTICS 

A. Background
 

1. Historical Sufrlary 

The small farmer in Bangladesh suffers fran many handicaps,

such as, poverty, scarcity of capitals indebtedness, absence of
 
farm~ers' institutions, lack of education and training facilities,

vagaries of Nature, inadequacy of physical infrastructure, and 
so on. 
Poverty drives them on to the grips of money-lenders of
 
one kind o. another at timevs of distress or at ctitical times of
 
the year when they have to invest in cultivating their fields.
 

There is a variety of sources of supply of credit to the
 
smal. farmer, such as, farmers' friends and relatives, private

money-lenders, Governiient Relief Operations, Agricultural Develop
ment Bank, Traditional Co-operatives, new Co-operatives, Special

Project area funds. 
These sources are very briefly described
 
below:
 

Farmers' Friends and Relatives - Loans from these sources are
 
available only among very close and intimate circles. 
 Usually
 
such loans are interest-free.
 

Private mcney-lenders (Mahajans) 
- In the past a professional
class of money-lenders thrived on the iseries of the small farmers 
until the trend was arrested by the Debt Settlement Act of 1937,

Professional money-lending is illegal now. But in the absence of
 
adequate alternative sources, private money-lending still continues
 
as a big source 
of supply of credit to the small farmer. Compara
tively rich people in the village find it profitable to lend hsoney 
to need* farmers. Farmers turn to them in utter helplessness. In 
times of distress such lenders make cash or grains available to 
known and needy farmers. These are reoayable following the next 
harvest with very heavy profits. For big amounts or for canpara
tively long periods the loanee executes a deed of transfer of an 
agreed plot of land in favour of the creditor. Depending on the 
loanee's standing with the creditor the creditor allows the loanee 
to cultivate the plot until such time as the loan is paid off.
 
If the loanee fails to pay off the loan with interests the creditor
 
uses the transfer document and takes over the land. 
 This process

is partly responsible for gradual transfer of land from small 
to
 
comparatively more prosperous people in villages. 
Despite the
 
legal bans and plans to supply institutional credit the village

money-lenders, traders, contractors, rich farmer continue to be a
 
very important source of credit to the small 
farmers. The rates of
 
interest and other terms for such loans are usually very disadvan
tageous to the small farmers. Interest rates etc. vary from time
 
to time and from situation to situation. The creditors' presence and
 
influence in the coimunity are more important securities then paper

transactions in the case of small 
loans. For big loans necessary

legal steps as described above are resorted to.
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Government Relief Operations Takavi and Test Relief loans are -
usually advanced in times of severe distress. A part of such loans
 
are, at times, given for agricultural rehabilitation. These are
 
administered by the general administrative machinery.
 

Agricultural Development Bank M The lBank established in 1952
offers credit to such farmers as can offer acceptable securities*

Co paratively rich farmers and organised plantations, such as,

Tea gardens, Sugar Mills make use of the Bank's facilities. In

addition to loans in local currency the Bank can help in inort 
of foreign machinery.
 

Special Project Loans - Such facilities are available only in 
areas where special projects have been adopted by sane development
 
agency, such as, the Thakurgaon Irrigation Project area and the
 
Gange3 Kobadak Project areas of the W.ater Development Authority.

In these cases, all inputs, including credit, are available through

the project duthorities. The terms and conditions of such credit
 
vary from project to project and are usually easier than those of
 
other credit program,,.es. 

Traditional Co-oporatives - Search for solutions to the problems 
o -ruralindebtedness and farm credit led to the establishrent of 
: cooperative credit system in 1904 at the instance of the then

iritish Government. It consisted of loaning of money at the time
of need and realisation of loans after the main harvest. 
 fy about
 
the end of the thirties the then province of Bengal was studded

with numerous village credit cooperative societies. Their funds
 
canme from the Government. Government employees conducted the.oaning drid loan-realisation operations. This was some relief to
 
the fari,ers. 

With the establishrent of the Debt Settlement Soardsin late

thirties these credit societies ran into difficulties. Che Boards

did not distinguish between the usurious money-lenders and the
 
Government supported cooperatives. As a result# similar kind of
 
dispensation (repayment over 
long periods) was made in case of

cooperative loans as in the case of loans from private money-lenders.
This inflicted a serious blow to the cooperatives.
 

During the war years of 1939-1944 almost everything was

disrupted and so were cooperatives. Both investments and repayments 
were very poor, Following the war, the country steeped into 
political turmoil resulting in the partition of 1947. 

At the time of partition parts of Bengal that then became
East Pakistan had about 26.661t village-based rural credit 
cooperatives. For sometime the new province did not have any 
apex cooperative bank of its own. This was a big gap in the
 

Credit Inquiry Comnission Report, Pakistan$ 1959, P-20. 
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matter of servicing the field units. 
In 1948 the East Pakistan
Provincial Coi-operative Bank was registered. 
Its however, suffered
 
from scarcity of resources. Administrative and financial difficul
ties led the provincial government to decide in favour of liquidition of credit societies at the village level and establishment of
multipurpose societies at the level of iions (each union comprises

roughly a dozen villages). It was tho.ughtthat (i) the Union could
 
provide a reasonable operational area that could sustain a viable

cooperative society, (ii)multipurpose programnes (inclusive of

supplies, marketing, etc.) should give these institutions more
 
scope for economic activities. 
By 1957 almost all the village-based
old societies were liquidated and in their place about 4000 unionbased societies were established.
 

The Union Co-operative Multipurpose Societies mostly stuck
 
to credit business alone. 
They did not develop any programme of
production. marketing or other services. 
Their management by the
traditional village leaders did not exhibit the dynamism needed
 
for an effective programme.
 

Except that parts of ADS loans are available for import of
agricultural equipmentsp all the systems described above offered
 
loans without supoorting services and supervisions
 

New Co-operatives - The new co-operative credit system, developed
through experimentation in Comillap in the early sixties, combine
 
credit with training, production plans, extension, supplies,
supervision and savings., 
A two-tier cooperative institutional
 
systen has been developed, Primary producers at the village level

join together in receiving and using the above named services for

jointly prepared production plans. The Village Agricultural

Co-operative Society (KSS) is supported with guidance, training,

supplies, and credit by a federation (TCCA - Thana Central

Co-operative Association) at the thana (approximately 150 villages).

The thana association serves as a channel for distribution of
 
essential inputs and services available from various agencies of
the Governments 
It operates as a financing institution for
 
purposes of credit supply and accumur.tion of savings* TCCAs use

the services of the other thana level institutions, such as, the
Thana Training and Development Centre (TTDC a Govt. outfit 
- with
officers from various agencies of the Govt.) for training and

departmental services. 
 TCCAs also receive support from the Thana
 
Council ( a Local Government organisation until recently) for
progranmles of physical infrastructure. TCCAs receive their funds

from the National Co-operative Bank (JSB) or the Central Co-operii
tive Bank (CCB) of which they are members. TCCAs loan out funds
 
to the KSS. The KSS loans out to individual members on the basis

of agreed production plans and criteria fixed by the TCCA and

discussed at KSS meetings. Establishment of KSS/rCCA form part of the
 
Integrated Rural.Development Programme (IRDP) described below.
 
"* qahmans Mahmoodur. Union Co-operativeMultipurposeSociety under

tOe Old System and Village Co-operative Societ based on Comilla 8 
Approach - a comparative-pcture; IAR_, Comilla, Aug. 1972, P-4. 



----- -- -- -- -- -- ----- ------- ------- -- -- -

Various studies indicate that institutional arrangements cover
 
only about 15% of the credit needs of the farm sector. The rest are
 
provided by others.
 

Sources of Credit
 

Sources 	 Percentages 

a) Well-to-do rural people 	 52.06
 
b) Friends and relatives 25.59 
c) Cooperatives 7.73 AInstitu
d) Agricultural Development Bank 5.36 Ational 
e) Taccavi 0.77
 
f) Other source 8.49
 

100.00
 

Report of the Committee of Agricultural Credit 
Government of East Pakistan, Dacca, 1969. P-49.
 

Local Government Institutions - It is relevant to take note of the
 
local governmient instituitions that grew during these periods. 
Elected local bodies have played an important role in rural Bengal
 
since the beginning of this century. Under the Local Government Acts
 
Union "Joardsat the level of apnroxiiately a dozen villages, Local
 
3oards at the level of sub-divisions and Uistrict .1oardsat the level
 
of districts were established. These institutions sponsored very limited
 
developrent activities. They did not concern themselves with any
 
commercial or credit functions. In a few years' timde the Local Boards
 
wore found redundant and were abolished. The Union Boards and the
 
District 3oards continued as fee:)le devf.lopinent agencies with limited
 
resources at their disposal. They were mostly dependent upon government
 
allocation of funds. By the middle of thirties selected Union 3oards
 
were vested with powers to sit as Union 3ench Courts to dispose of small ilk
 
litigations. During the war-years, like cooperative credit societies
 
the local government organisations also suffered. After the partition
 
of 1947 District Boards continued as before. Similarly the Union Boards
 
mainly continued to take care oF' local law and order matters.
 

3asic Democracies - In 1959, the local government system in the
 
country under','.nt a big change. Under the Dastc Democracy system,
 
in addition to the Union Councils (in place of Union Board) and
 
the District Council (in place of the District Board) and the District
 
Council at the Thana level and a Divisional Council at the Divisional
 
level were set up. The Union Councils worked as electoral colleges


S 	 for provincial and national legislatures. These, however, did not 
directly affect the cooperative institutions. 

http:under','.nt


V-AID Programie - In 15953 Government of Pakistan sponsored the
 
V-AID (Village Agricultural and Industrial Development) Progranve.
 
It tried to help the villagers to improve their lot by providing
 
rotivational guidance and technical assistance to the villagers
 
to help themselves. The procram.ie created a tot of enthusiasm
 
among the peonle, But it failed to Fulfil its objectives because
 
of its inherent weaknesses in administration and in the basic
 
approach to rural problers It was abandoned in early sixties.
 

Rural Works Progranvie - In 1962-63 the Rural Works Programme was 
adopted for irplementation through the local councils. This progranfile 
provided resources for construction of rural physical infrastructure 
(roads, drainst culverts, etc.). It also provided additional enployment
 
op.ortunities to the farmers in the dry season. Gradually the Rural
 
Works Programme created conditions for expansion of an irrigation
 
procranxne for winter season.
 

The Thana Irrigation Progranuie (1967-.68) opened up possibilities of better
 
winter cultivation for new crops. Fertilizerp better seeds, pest-control,
 
training and extension services with irrigation increased the possibility
 
of production. These, together, increased the demand for credit. To
 
betLn with, the process was slow but with the availability of high
 
yielding varieties (rice seeds supplied by International Rice Research
 
Institute) there was an explosion. Since then the demand for inputs
 
including credit has consistently ri.;en. Physical improvements in 
crop yield has helped stabilization of farmers' institutions, 

The Thana Training and Development Centre - The Thana (also called
 
Police-Station), until recently, the perianent Govt. office nearest to
 

,
the villages wa. a centre for the police and revenue collection. The 
Rural Works Programme was used to construct physical facilities for 
establishment of a elaborate development outfit at the Thana. The new 
centre was named a Training and Developnent Centre, It is staffed by 
a team of technical officers from various development agencies of the 
Government headed 	by a generalist leader.
 

* 	 Mohsens A.KoM, The Comilla Rural Administration Experiment -

History and Annual Report 1962-63, PARD, Comilla, 
October 1963, P-3, 

i0 
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Since liberation in December 1971 the new Government has
adopted a number of measures to give reli/efof the small fanner. 
Land revenue on farm holdings of upto 8.30'acres has been 
abolished. 
Arrears of revenue dues have been remitted. There

is a general expectation and a demand from sane quarters that
 
a rears pf loans should also be remitted. The Government have
 
said that more time would be given for repayment of loans but

there would be no exemption from repayment. They have also 
assured the availability of required credit for accelerating
agricultural rehabilitation with stress on food self-sufficiency 
programmes. 

Recently# the Government has nationalised the country's

commercial banking system. A question has ar;a,, 
as to whether 
the general banking system should not be equipped to handle the 
credit needs of small farmers. The nationalised commercial banks 
have a total of 1,092 branches in the country. They have an 
obvious advantage of better coverage. On the other hand there are
62 Central Co-operative Banks (CCB) and 52 Thana Central Co-opera
tive Associations (TCCA) affiliated to the Jatiya Samabaya Bank (JSB).
They receive funds from the JSB but keep their receipts with the
 
comnercial banks. They thus use JSB only as a source of funds$ 
not for purposes of deposits or normal banking. JSB, CCB and TCCA 
on the other hand have acquired experience of handling risk-bearing
small agricultural credit operations. 

Integrated Rural Development Programme (IRDP) - Since 1970 the 
Government have a 
programme of Integrated Rural Development under
 
implementation. Under this programme rural institutions of locali
 
government and of development are being assisted to implement

their programmes in an integrated fashion. This is done under
 
the policy guidance and supervision of a high-powered Rural
 
Development Board. The IRDP is now in operation in 33 thanas
 
of the country. 50 other thanas are scheduled to be covered by

January 1973. Government wishes to cover the entire country

(413 thanas) by this progranT.ie in about 5 years' time from 1972.

If this programme goes well, the Thana Central Co-operative

Association would assume a very important role. 

To sum up, there are several institutional credit channels
 
to meet the small farmer's needs. But their coverage is very
limited. Supervised credit through cooperatives (JSB/rCCA/KsS)
 
are gaining increasing importances They use farmers' institutions
 
(KSS-TCCA)p offer services (Training# Extension), supplies and
 
include savings.
 

Prime Minister's message to the National Co-operative Seminar on
 
30-6-1972. 

1/ 1 Hectare - 2.471 acres 

http:progranT.ie
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2. Relations to National Credit System 

As stated earlier, public institutional credit to the small 
farmers is funnelled through different channels - The Agricultural 
Development Dank, Cooperatives and Relief Loans, etc. 

The AOB receives its funds from the Government and the
 
Bangladesh Bank. It has arrangements for receiving of deposits

and paying interests on such deposits at a slightly higher rate
 
than other commercial banks (present rate of ADB interest on 
savings deposits is 4; -%and the same for other conmercial banks 
is 47). The volume of deposits with the ADD, however, is small. 
The AD3 does not have facilities of advances for commercial
 
purposes. The ADB has 77 branches in the country. Its coverage
 
is thus very limited.
 

The Jatiya Samabaya Bank (JSB) receives its resources from
 
th,-.Bangladesh Bank (O) at a preferential rate of interests 21%,
 
against guarantees by the national government. JSB lends to the
 
CCBs according to the latters' demand (subject, of course, JSB
 
getting funds from 83) at 4-z,%° CC3 loans out funds to UCMPs at
 
6,' and UCMPs to farmers at 9l. 

TCCAs affiliated directly to JS3 (33 as in June, 1972) receive
 
funds from the latter at 4._;%/o Such TCCAs are under the
interest. 
IIOP. They distribute supervised credit at 10, interest plus a 
service fee of .%. The service fee is spent on supervision, 
training and extension services rendered by TCCAs. 

TCCAs not directly affiliated to JSB are linked with CC~s. 
They receive funds at 41% interest and realise 7% from the primary
societies who distribute loans to individual loanees at 9%. 

Takavi loans are usually interest-free and distributed through
the general administrative machinery# union councils, local relief 
conmi ttees. 

12
 



The institutional steps of the three credit agencies, as 
described above, can be diagrammed as follows: 

Govt. Loans 
Agency : ADS Cooperatives Takavi /rest PIelief 

Source of Fund as 
I 

3B/Govt. Guarantee 
S 

Government 
I 

- -......... - -... Relief Oeptt. 
I 

AIDBB 
I S 

6 
62 CCa 

I 

I 

|# 

AgriJ Deptt. 
Dist. Admn. 

I I 29 TCCAI I I 

Branches 
II 

4135 UCMP 
' 

Villdge
Soci et ies 

33 TCCA 
IRDP 

Sub-Divn. 
I 

Adnn. 

* I 
I 

II 
,
I 

I,
I 
I 

TIP Groups KSS Union Councils 

Individual Individual Individual Individual 
,tJnIoA Aari. Ccnrittoes 
Individual 

Loanees Loanees Loanees Loanees Loanees 

Credit needs have been estimated by different groups, at
 
different times, in different fashions. 
It has also been stated 
by some of these groups that in general roughly 15% of the total 
credit need is met by established institutional sources. Of these 
the ADS meets about 5.36% and co-operatives 7.73/. 

3. Other Programme Activities
 

Of the three credit agencies mentioned earlier the ADD and
 
the Takavi loan agencies do not concern themselves with other rural
 
development programmes. Cooperative credit through CCB and UCMP is
 
linked with the irrigation programme in TIP areas. Cooperative
 
credit through the TCCAs/KSS is linked with irrigation, inputs

supply, training, extension services, 1-int planning, assessment of

individual needs, weekly meetings, savings. Special project area

loans are accompanied by necessary supplies and extension services.
 

4. Relation to pre-existing local institutes
 

The credit programme through the TCCAs competes with programmes
of the AD3p CCB/UCMP. It does not compete with the Takavi which is
 
a distress loan. 
 The new programme aligns itself to irrigation. 
It approaches other agencies to facilitate supply of seeds, ferti
lizer, pesticides and so on. It demands grouping of farmers as an 
essential precondition to consideration of loan demands. It
 

13 prescribes a procedure of organisation, a period of probation
before registration* It insists on weekly meetings at the village
 
levels (for report by office-bearers, review of financial positions
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joint plans, etc.) and weekly training of elected KSS leaders at the

Thana. Supervisions weekly review, savings, etc. are not popular

exercisesp to beiin with. 
The demands or disciplines of the new
 
approach make it 
more hard than the previous approaches. There is
competition between the soft progranmes (credit without insistence
 
on plans, training, savings) and the hard programie (with disciplines).

The hard progran. 
-alsorealises a fec fur services rendered. 3ut

with a visible impact on production, the payient of fees for services
 
received is not resented. There are voices of opposition here and

there. 
This is inevitable when soft and hard prograrmie prevail

simultaneously and neither meets the entire need. 
 It is reasonable
 
to expect that with its ability to bring new benefits (through

storage, processing, marketing, transportation, etc.) to the farmers
 
it will acquire greater acceptance.
 

The new institutional pattern (KSS at the village level and

TCCA at the thana level) has filled up visible gaps in the old
 
pattern.
 

The new programme was evolved through a process of experimen
tation in one thana in the country at the instance of the Academy

for 'ural Development at Comilla. The Academy is manned by local

people. 
It has access to foreign advisory services.
 

5. Agricultural Pattern and Potential 

Jangladesh is a small country (55,126 sq. miles) with a big
population (75 million). It iia land of sm.all farms with 
fragmented
holdings. 7M2% of its people are engaged in agriculture. It has 
22.6 million acres of cultivable land with an overall crop.ping

intensity of 148*. 
The country has a high birth rate and no prospect

of expansion of its land resources. It has, therefore, hardly any

alternative but to increase its productivity per unit of land.
 

Land in aangladesh is fertile. 
3ut it has been subjected

to continuous use without adequate nourishrmient. Annual flooding

replenishes it partly but not aeequately and not in all areas.
 

Rice, the main food crop, is grown on roughly 24 million
 
acres. 
The bulk of the rice fields are used for two rice crops

annually w;iile 
some are uased for three and sorme For one. The
 
country suffers from a chronic rice shortage.
 

Pakistan Census of Agriculture, 1060. 
1\3ummory of East Pakistan
 
Data, Agricultural Census Organization. Ministry of Food and
 
Agriculture, Govt. of Pakistan, P-4. 

14 



1 	 10 1
 

The average production of clean paddy per acre is 16.4 maunds 
(131.2 lbs.). This is very poor compared to other rice growing 
countri esi% 

/ 
/

Yield Trend of Paddy in some countries of the :/orld 

Unit: Lbs./acre.(1967)
 

1. Japan 	 5120.4
 

2. Italy 	 4612.e 

3. u'A.R. 	 4443.6 

4. Yugoslavia 	 4051.8
 

5. China Taiwan 	 3579.8 
6. Indonesia 	 2101.6 

7. Malaysi a 	 1950.2 
8. Ceylon 	 1905.7 

9. Nepal 	 1763.2 

10. Burma 	 1 4307 
11. India 	 1380.3
 

12. gangladesh 	 1342.0
 

Recent innovations of high yielding seeds accompanied with
 
proper inputs and cultural practices has raised production and
 
can raise it further. Effective adoption of some of these
 
innovations and inputs., in the context of fragmented farm holdings
 
can only be secured through extensive land reform or effective 
&roup action. Possibilities of new land settlements are linited. 
Similarly prospects of wide-spread land reforms resulting in 
consolidation of holdings are remote. This highlights the 
importance of careful nourishment of appropriate farmers' insti
tution at different levels for supplies and services. Their
 
linkage with institutions of research, training and evaluation
 
is equally important.
 

* 	 Extract from FAO Rice Report, 19690 Food and Agriculture 
Organisation of the United Nations, Rome, 1969. 

15 
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Different parts of Bangladesh grows three rice crops at
 
different tirites of the year. These are: Aus (April to July), 
iAman (3roadcast - April to Decemers Transplanted - August to
 
December), 3oro (January to ilay)". Aus and Aman are rain-fed crops.
 
Their sowing, transplantation, growth are heavily influenced by

rainfall, draughts and floods. There is no dependable key to
 
water-control during the monsoons in Bangladesh. As a result
 
Aus ane inan crops suffer frequent damages. Boro, axxcimuxoxr 
VW~p;1 depends on irrigation. Until recently it wcs grown only
 
in low-lyin b areas with natural water storages. Unlike Aus and
 
Aman, the 3oro crop is inilune from flood damage. With increasing

controlled irrication facilities and availability of fertilizer,
 
the 3oro acreage has increased in recent years. 3ut man-made
 
irrigation has its costs. The pace of use of irrigation and
 
fertilizer was modest in the past, With the introduction of
 
high-yielding varieties there was spectacular rise in production.
 
Against the previous average of about 20 maunds of conventional
 
varieties of paddy per acre, IR-8 production rose to anything

between 40 to 60 maunds per acre. Despite added costs and labour
 
the farmer is understandably eager to go for Irri Boro in a big
 
way. But he is unable to install irrigation facilities on his
 
own. He also needs support to buy seeds, fertilizer in time.
 
Given these he is keen on adopting the new variety and the new
 
cultural practices. Rising demands for irrigation facilities,
 
rise in consumption of fertilizer, expansion of Irri acreage

bear ample evidence of the farners' response to new technologies
 
and practices.
 

The success with IRRI varieties of rice resulted in the
 
establishment of a Rice Research Institute engaged in the task
 
of experimenting with and developing high-yielding varieties.
 
Several good varieties for Boro and Aus have been identified.
 
Their popularity is on the increase. Search for high-yielding
 
Aman varieties still continues, IR-20 has already established
 
its claim to attention for transplanted Aman,
 

With a planned programme of expansion of irrigation
 
facilities and adoption of high-yielding varieties it is
 
legitimate to expect that the present low per acre yield
 
should increase and meet the country's food deficit.
 

The country is ready for such a progranrie. The farm 
population is eager to adopt innovations that yield profit.
 
The pace of development would depend upon the Government's
 
ability to promote irrigation facilities, supply essential
 
inputs (seeds, fertilizer, pesticide, credits etc.) and provide

incentives to the farmers to produce more. 
Increased faciliti-.s
 
for transport, storage, drying, processing are in derand. A
 
price policy to induce production is urgently called for.
 

Ahmed, Kalimuddin. qriculture in East Pakistan 

Ahmed Brothers Publication, Daccas 1965. P-110.
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The impact of increased availability of irrigation facilities
 
and fertilizer on oLher winter crops is also visible. Supply of
 
seeds and fertilizer and establishmaent of cold storages have
 
resulted in remarkable increase in production of potatoes.
 
Improvements in grain output should have its effects on animal
husbandry. \gricultural surpluses should promote conversion into
 
rilk, mcat, eggs, etc. 

3angladesh produces a.out 1.02 million tons of 
raw jute on about 
n of its cultivated area (approximately 2.17 million acres). Some 
of this is of the best quality in the world. The world demand for 
jute is somewhat inflexible. The per acre yield of jute has 
remained more or less static over years. Recent researches
 
indicate the possibility of using better cultural practices and
 
fprtilizer For increase in per acre yield thereby relcasing
 
fertile land for other crops.
 

Jute and jute yoods are the country's largest export

corjodities. A sn.all percentage of th e jute crops is used for 
domestic purposes hy the fartrers thriselves. Raw jute export 
te foreign countries earned P. 730.70 i'llIiorn in 196b-69 and 
the value of tianufactired Jute guods cxnort ar~iounted to 
? . 765.60 million in thc sarie yeir. 4hile the prospects of 
increased international dc':and f(r these oroducts are l irni ed 
the possibility of the present level of conuritption are not 
questicnel by canpetent analysts. The need for 3anladesh is 
now to increase per acre yield, find new uses of jute. Studies 
and exoerirmients in these fields are in pro.ress. 

langladesh produces about 6' million pounds of tea per year.

Tea worth about Rs. 291.20*million used to Uo annually to terri
tories now in Pakistan. Tea now needs new markets.
 

Cotton, Tobacco, Sugarcane, Cil seeds, are in short supply. 
These crops are raised on flood-free land. Sugarcane is now
 
facing a serious competition with irri,ated rice crop. The 
solution to the problems of these crops lies in increasing per 
acre yield.
 

Rainfed agriculture in lancladesh is very vulnerable to
 
floods and cyclones. She l'as to develop skills to make effective
 
use of such natural endo%%inents as can counter nature's own
 
vagaries. Salvation seemns to lie in maximum use of its water 
resources. 
The hope of the ruture lies in being able to expand 
irrigation and provide matching supolies and services to increase 
production and raise productivity per unit of land.
 

Experience has shown that, given the basic facilities, the 

farmer can and does use them for increasing production. The
 

1J7 small farmer who constitute 60-70,.'of the farm population can 

* $1 - Rs.4.80 during 1968-69 
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use the nodern inputs only if they are organized into yroups,

Cr~anized croups ac'opt inncvation and accept change with cormmend
able speed. This is evidenced by the rate of use of irrigation

facilities, tractor cultivation, use of fertilizer and pesticide.
 

Use of Modern Inputs hy the Farriers of Corilla
 
Kotwali Thdna
 

Inputs 1965-66 2 1966-67 1 1967-68 I 1966-69 1 1969-70 
,rea cultivated 
by Tractor (Acre) 1583 262, 4 b1 6154 5712 
Area Irrirlted 1305 3077 5184 8527 11261 
(Acre) 

Qty. of rertilizer 2295861 3513015 3665102 4291224 8518806 
used (lbs.) 

Qty. of Insccti- 20126 25941 57611 50688 159000 
cides used (Lbs.)
 

iA Iew Rural Co-operative System for Ccmilla Thana, 
Tenth Annual Report, 1969-70. IXIDO, Conilla, Jan. 1972.
 

The country's land capabilities are not yet fully exploited.

Its potential for auricultural growth are ,ood. Its need for
 
increased agricuitural production is urgent.
 

is
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Be (bjectives
 

1. General objectives
 

As Announced - The proclaimed sociompolitical o')Jectivus cef the
 
new nati6on are Democracy, Socialism, Nationalism and Secularism.
 
Mlajor utilities, such as, electricity, water resources development,

railways and substantial part of water and road transport are in
 
the public sector. Rec.ntly banks, insurance corvanies and big

industrial concerns have been nationalised.
 

Govern'ent attaches great importance to development of
 
agriculture. Governmient's investments in promoting of rural
 
infrastructures, irrbi.dtion, mechanisation, inputs supply for
 
agricultural growth are rapidly increasing* They are also
 
comitted to adopt measures to pronote training facilities and
 
rural institutions conducive to overall socio-economic uplift.

Steps have already been taken to relieve the small farming

population (owners of upto P.3 acres) from the burden of land
 
revenue. A ceiling (33 acres) has been fixed for family holdings

of apricultural land. Studies on land reforms, cooperative
 
farming have been initiated. Programnres of food self-sufficiency,
 
mass literacy, rural development cadres are under discussion.
 

'hile the long tern objectives of the nation is evolution
 
of an exploitation-free society, its immediate objectives are
 
increased production in different fields, particularly agriculture.
 

b. Apparent - The political party in power was elected in 1970
 
on a six-point programnme of autonomy and jreater allocation of
 
resources to the then province of East Pakistan. They promised

extensive measures to remove disparity of income between the then 
two wings of the then Pakistan. Subsequent events led to a bloody
 
war of liberation and 3angladesh emerged as an independent nation.
 
Independence was achieved at great sacrifice in men and material

by the people. The leaders' previous commitments have since been
 
reaffirmed. Following independence there has been further rise in
 
people's expectations. The party in power has to redeem its
 
pledges to reduce concentration of wealth in the hands of a small
 
number of people. They are trying to fulfil their comnitments.
 
There is hardly any alternative to such a path.
 

Cooperative institutions, credit, training, etc. are expected

to play a vital role in this process. According to a survey of
 
Agricultural Credit in 1966 - rural far.ilies have a oreference for
 
co-operatives as an agency for agricultural credit.
 

A Survey Report on Agricultural Credit - Registrar )fCo-operative
 
Societies, 1967. P-03.
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Co-operatives have been called a first step towards 
establishment of socialistic system. The Prime Minister
of *andladesh recently said '11y dream is that each and every

people of my country would get his food, shelter, education
 
and a better standard of life. For thisp cooperative should
 
play a vital role. Because cooperative is a means to socialism
 
and dpmocracyl*
 

2. Terms of Loan
 

a-b. Purpose - The bulk of the cooperative credit now available 
is for short-term (6-12 months) production purposes, These cover
 
amounts needcd for purchase of irrigation water, fertilizer, seeds,

labour and some consumption needs. Some of this, such as, for
 
fertilizer, seeds, is disbursed in kind. Cash is given out for
labour costs 4 nd consumption needs. 
The Survey Peport on Agricul
tural Credit. assessed that 43Z of crcdit went to direct agricul
tural purposes, 9 to non-farm expenditure and /3,." to family
expenditure helpful to ayricultural purposes. 

Roughly 20,c- of the cooperative credit is of medium term

(0 years) For purchase of agricultural equipments, bullocks,

release of inortrjaged land, etc. N~o long term loan is given

by the cooperatives.
 

The A0.J Fas arrangements to offer long term loans (of over

5 years) for land developments purchase of agricultural equipments.
 

Terms of Loan
 

Terms Co-cperatives A3 

Short Term 6 to 12 months Upto 18 months 
Medium Term Upto 3 years 
 Upto 5 years 
Long Term W Upto 15 years 

A message to the National Co-operative Seminar organised by

National Co-operative Union on 30-6-1972. 

A Survey Report on Agricultural Credit - Registrar of 
Co-operative Societies, 1967, P-82.
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c. Crganisation - The ADD has its headquarters at rjacca tI.e 
capital 	city. It has 77 branches. The branch offices are hear'ed 

loan applications are exa.,iinedby experienced nanacers. Individual 
by professional investigation staff. After investigation by the 

field oFFices the cases are further examined by the head office 
to 

ensure correctness of details, adequacy and validity of supportinr
 

then put to the Jank's rnanacing corc.itteedocuments° Cases are up 
orfor sanction. After such satiction fun:d; are released iii cash 

kind through the regional offices. The process is Ionb. It is 
as need assistance quickly or as do notfrustrating to such farriers 

have tio.e and enerL,y to pursue such an application through different 
stages. 

UCIAP and 52 TCCAs.The cooperatives operate through 62 CCt/4135 
All of these do some advance planning. TCC#'/K3S do so for each crop. 

KSS prepares loan application in the light of assessments made in 
level experts. TCCIAsconsultation among its members and with thana 

secure funds from relevant CC3 or J39. Usually they receive
 

allocations in tine and disburse loans according to previous plans.
 

Local groups and local officials play an effective role both in
 

planning and distributing of loans. TCCAs make loans to KSS who 
individual members. Assessments, decisionsthen distribute those to 


and disbursem.ents are quicker through KSS/TCCA.
 

Conceptually each CC3 is an autonomous legal entity and is
 

free to invest its own resources within the li ,iits of cooperative 

laws. CCS's operotions are supervised by officers of the
 

Co-operative tGirectorate. CCB's freedom of operation is, in practice,
 

marginal. 

2. Local Structure
 

The structure of the:
 

Local office of the Agricultural Development F3ank at Comilla,
 

The Central Co-operative 3ank at Comilla,
 

The Agricultural Co-operative Federation at Comilla Kotwali Thana,
 

The Thana Central Co-operative Association at 3arura Thana,
 

are furnished below.
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STAFF114G PATTEN OF THE AGRICULTURAL DEVELOPME14T ;3A:K BRA14CH AT COItILLA. 

Cashier 

Manager (1) 

Asstt. 
Manager (1) 

Senior (13 Legal 
Accountant Advisor (1) 

Accountant (1)

1 
Sub-Accountant (1) 

(1) Assistants (3) Stenographer (4) 

Junior Assistant '(13) 

Seni or Investigation 
Officer 

Investigation (3)Officers() 

Investigators (2) 

Driver (1) Peon (2) Guard (3) 

Sources A083, Comilla* 
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STAFFII'G PATTERIN OF THE COtMILLA CEI4TRAL COOPERATIVE DANK 

Chairman------. Managing Comimttee Elected 

Executive Officer (1) - Departmental Officer. 

Chief Accountant (1) 

Cashier (1) Typist (1) Loan 
 1 AsststanttCertificate (1)Junor Super
' 
 "
Clerk( Clerk (1) 1 Accountant Accountant vsor; (11) 

Peon (4) 

Source: CCBs Comilfla.
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STAFFIN4G PATTERN OF AGRICULTURAL COOPERATIVE SOCIETIES FEDERATION 
COMILLA KOTWALI TAN, 

Ianaging Committee ---- Elected 

Director (1) 

Addl. Director (1) 

Dy. Director (1) Dy. Director (1 By. Director (1) Dy. Uirector (1) 
Agri. Extn. Loan Field Supervision

IV77 
Accounts 

Chief (1) Chief (1) Chief (1) 3lock Chief (1) Purchase (1) 
Inspector Inspector Inspector Chief (5) Inspector Officer 
Youth Work A.E;xtn. Irrigation Inspectors Accounts 

Asstt.Chief Asstt. Asstt.Purchase
 
Inspectors (10) Accountants (6) Officer (1)
 

Inspectors (35) Godon Guard
 

Managers VI lage Guards
 
& Accountants


Model Farmers
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STAFFING PATTERN OF BARURA TCCA
 

Managing Coirnittee _ Elected 

Project Officer
 

Appointed by IRP
 Deputy Pro ect Officer 


4, 1
A. Establishment Be Accounts C. Field 
 D. Village Account E. Movement
 
Section Section Section Section Section
 

1. Typist (1) l.Accountant(l) 1I.nspector(l) Village Tractor
 
2. Peon (1) 2.Accounts 2,Asstt, Accountants (10) Driver (1)
3. Night Guard (1) Assistant(I) Inspector(I)
 

Sources Barura TCCA.
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0. 3eneficiaries
 

1. Selection Criteria 

The A08 deals with credit-worthy farmers who can offer
 
acceptable collateral securities for required loans.
 

Cooperative credit is available to small owner farmers who 
are members of primary cooperative societies. They offer their 
land under cultivation as security. Small farmers who do not have
 
much land of their own but who cultivate other peoples' land on
 

lease terrms are discriminated against if their own land is not
 
considered adequate for purposes of security.
 

Loanees who are in default in repayment of previous loans
 
are not entitled to get subsequent loans until their payment 
records improve. In practice such defaulters as have influence
 
on local managing conimittees manage to get repeated loans.*
 

Alternatively village societies or individual members borrow
 
from private sources, at very high rates of interest for short 
periods, to effect repaynent and to secure a subsequent loan. 
This is done in collusion with the field staff and even managing
 
co.inittee members.
 

The cooperative laws provide for a certificate 
procedure
 

for realisation of loans by disposal of mortgaged properties.
 

Assistant Registrars of Cooperative Societies at the district 
level are authorised to issue certificates. But the implementation
 
of such certificate procedure is time-taking, cumbersome and 
expensive.
 

2. Graduation Policy
 

There is hardly any graduation policy, 8orrowers can go on
 
borrowing year in year out. Those who do not default repayment
 
get fresh loans easily. Under the TCCA/KSS programme those who 
repay regularly and save regularly have full assurance of fresh 
loans when they need it. In fact most borrowers are in the babit
 
of borrowing more and more as time goes. With added resources
 
at hand they acquire new assets. They buy land, build houses and
 
so on* They spend some money in acquiring such goods as have
 

utility and prestige value such a.S Bicycless watches, transistors,
 
etc. Borrowers who repdy regularly also save regularly. They 
continue as members of cooperatives. 

AhmedBadaruddin. Causes of Loan Default By Agricultural 
Co-operative Societies, PARD, Comilla# 1969 (Unpublished) P-7, 

A process of realising the defaulting loan from the mortgaged
 

land through legal action.
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Such cooperators as use short term loans effectively and
 
profitably for sometime demand and qualify for medium term and
 
long term for acquisition of tangible assets.* Inadequacy of 
resources for such loans limit such accommodation. Graduation is
 
thus substituted by "rep~tition of short term loans. 

3. Number of Types
 

Different institutions offer credit on different terms and
 
conditions for different crops. The ADB's facilities are best
 
used by organised tea planters, sugar mills and big farmers.
 
Short term co-operative credits are available for production
 
purposes particularly for rice crops.
 

4. Other Sources of Credit 

Farmers in this part of the world have been chronically 
indebted for generations. Institutional credit have been very 
meagre compared to farmers' needs. Oefore the passing of the 
Debt Settlement Act of 1937 a class of usurious money-lenders

thrived on the ever increasing needs of the farmers. Such 
money-lenders have been notorious for their unending greed to
 
get as much as was possible out of each investment. Institutional
 
credit even in the sixties net only about 1/ of the total
 
estimated need. Money-lending is legally banned. Money-lenders as
 
a class do not exist. In the absence of alternative institutional
 
credit facilities the rich farmers, traders, contractors, have
 
partly turned into money-lenders. Their rates of interests afe
 
high and vary according to the needs of the client and availability
 
or otherwise of alternative sources of credit. For small amounts
 
they use their influence to secure repayments either in cash or
 
kind. For comparatively big amounts the loans are secured by
 
clean deeds of transfer of properties by the client in favour
 
of the lender.
 

In areas where the integrated rural development programme 
(IROP) has progressed the needs of the small farmers are being 
met through the TCCAs. The money-lenderss who operate in disguise, 
still have business. They come up with ready cash, at high rate 
of interest, when the farmner has to pay off accumulated dues to 
the co-operative at a time.
 

Khan# Akhter Hameed. Tour of Twenty Thanas, PARD Comilla$ 
Feb. 1971, P-89. 
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5,Profile of Farm Community 

A farm community in an average village has about 204 landless
 
or near-landless people who sell their skill. There are about 6Z 
small farmers who with great efforts produce enough, in a good years
 

' 
to meet theit bare consumption needs. About 10 are surplus
 
farmers who sell some products after meeting their family consump
tion. The remaining 10% are engaged in various professions, trade, 
industries.
 

The landless or near-landless peasants depend on farm occupation
 
on other farmers' land. During sowings weeding, harvesting seasons
 
there is heavy demand for their services. At other times they have
 
to seek work. In the dry season they engage themselves in various
 
progran.es that involve earthwork, In recent years Rural Works
 
Programme has offered considerable employment opportunities for
 
such people. Irrigation in the dry season has also created farm
 
jobs for them. The landless peasant does not receive anything
 
from 	 the cooperatives. 

The rich farmer does not very much need the support of
 
cooperatives. lie is creditworthy and can attract Commercial
 
Banks' or Agricultural Development Banks' support.
 

The small farmers (between 1 to 5 acres) benefit most from 
the cooperatives. Individually they are unable to get access to 
many of the rrodern agricultural inputs. They heve t. cet together 
to use them. They need credit at ti;,ies of ploughing, sowing,
 
weeding, harvesting, etc. They foro'. the largest nuiiber in 
cooperatives. There is thus considerable homogenity in the
 
cooperative groups. Roughly 40% of the fari.1ers in Comilla 
Kotwali Thana have joined the cooperatives* Others are likely 
to join with expansion of facilities, The main component of such 
expansion would be inthe forn of irrigation facilities. Village 
factions, local groupings hinder expansion of cooperative member
ship. People already in the cooperatives, at tinies, resist the 
entry of people who do not belong to their own groups.*
 

Very few farms in this country are all in one or contiguous
 
plots. Many farmers have their farms split in a number of plots
 
and spread over wide areas.**
 

There are one or two comparatively big farmers (above 5 acres)
 
in each society. Their comparative aff.' ce enable them to
 
influence others to their own advantage.
 

Haque, Anwarul. "Cooperation under :xtreme Traditionalism and
 
Unfavourable Physical Conditions". A Study of a Cooperative in an
 
East Pakistan Village inCooperatives and Planned Change inAsian
 
Rural Communities, LLRISDsGeneva, 1970. Pp-67-68,
 
The 1960 Pakistan Census of Agriculture shows that 90% of the 

farms of the then East Pakistan are fragmented.
 

*we 	 Khan, Ali Akhtar. Rural Credit Programme of Agricultural 
Co-operative Federations DARDO Comilla, NOV, 1971. P-28, 

2 
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E. Lending Policies and Proceedings
 

1. Portfolio
 

Supervised credit throuqF cooperatives coupled with supplies,
services and group action is e.erging as the most effective system
of institutional credit for srall farmers in :Jdngladesh. The 
procedure adopted in Comilla emphasises group planning at village
levels, technical scrutiny and sanction at the thana level, disburse
*ent from tI'e thana cooperative association to the village coopera
tive society and by the village society to individual farmers. This 
proceure generates peoples' participation in plannin,, .rcup-pressurt
in securinc. necessary suproorts and group responsibility in ensuiring 
prograra- disciplines. The purposcs For which loans have been issued 
and used in Coilla Kotwali Thaa (the laboratory arca of tle 
Jangladesh Academy for Rural Weveloprient) are r.any as will he evident 
from the statement below: 

Purposewise Uistributions of Loan by t .C.F. 

S 
No0 

Purpose 
Purpose 

Total amount 
=7T 1967-60 

(,edrs 
19),-69 ; 

.... 
1T,69-70 1970-71 

1. Aus 
2. iuian 
3. 3oro 
Ii. -ood 
5. Special busi..ess 

5,52,620 
82,$20 
90,093 
2,215 

65,61C 

7,.9,101 
2,7,,321 
r2., 2C,r 

1,?20 
1,14,50 

8,C6,150 
3,67,5'70 
.7,56, 390 
33,034 

-

C7,750 
7z-S75 

8.,19,E50 
-
. 

69,399 
7,45,120 
6,12,865 

-

6. Special I'ickshaw) 0,135 2:150 - - . 
7.Oullock purchase 
8. Pisciculture 
9. Dying & printing 

29,435 
2,600 

20,450 

73,150 
1,100 

29,750 

17,050 
6,800 

50,000 

-

-
10,000 

4,000 
-
-

10. tMilch cow 
11. Potato 
12. Sugarcane 

50,900 
69,095 

1,56,225 

1.7,100 
1,56,397 
1,41,575 

5,500 
123,330 

-

-
22,950 
-

-
31,150 
W 

13. Irrigation 
14. Fuel & Lubricant 
15. Vegetableg 
16, Machinery 
17. Land release 
18. Construction of 

5L,&00 
24,300 
2,450 
8,000 

1,57,515 
900 

1,25,050 
52,450 
4,390 

95,065 
7,16,705 

1,200 

32,350 
37,960 

400 
370 

2,40,950 
2,400 

25,540 
19,000 
-

20,189 
1,20,540 

-

300 
5,900 

43,650 
-
6,800 

Irrigation Dam 
19. Lease of land 
20. House Repairing 

93,155 
5,815 

7,25,550 
4,200 

5o42,710 
33,400 

2,97,400 
6,300 -

Contd. - 25 

* $1 " Tkka 4.7 
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N4oi Purpose 	 Total amount Taka) in yearsIups196X-:67 'I 1967-6 -196U-69 16'9.70 1970-7'1'-= 	 IQ 

21. 	 Electricity - 44LI4O9 5,445 - 
22. 	Poultry Raising - - 500 - 
23. 	3rick flanufac24 	 uig- 10,030 72,000 turing	 

24. 	Land purchase - 3;,200 48,450 - 
25, 	Land Imprcve- - 500 

ment 
26. 	Special - 64,205 -	 10,700 
27. 	House 3uildling - - 31,000 - 
2C,. 	 Accelerated 7!ice 

Production  - 1,84,344 -

Pr ogrant.e
 

Others 1 313 -Q 	 - -

Total: 16,70,651 42,44,477 33,56,392 17,12,573 15,53,68J4 

A New fural Cooperative System for Coilla Thana.
 
Annual Reports, PAD, Comilla, June 1968, April 1969,
June 1970, January 1972. 

It will be observed that to begin with, the rajority of loans
 
was for the irrigated rice crops. With the availability of seeds
 
and cold storage facilities there was rise in loans for potato crop.

Gradually loans for other agjricultural purooses, such as, purchase

of bullocks, release of mortgaged land, etc. came in. Later on
 
loans for non-ayricultural purposes, such as, snall business,
 
brick burnin 9 crept in. It is seeo that 1967-63 witnessed a big

expansion of loaning activities. Loans were given for a wide
 
variety of agricultural and non-agricultural purposes.
 

In the wake of this expansion many farmers secured more
 
than one loan at the same time. They did not use all the loans
 
for purposes for which they were given. Not all the loanees were
 
able to use the money profitably enough. Some of them may have
 
used loans for unproductive investments. As a result there was
 
no ifllediate return from such investment and there was default
 
in repayment.
 

According to the rules, agricultural loans should have been
 
made on the basis of carefully worked-out production plans. But
 
with the expansion of loan resources, production plans were possibly
 
not 	insisted upon. There are rules to restrict the number and
 
quantum of loans to each loanee. But these rules were neglected

and 	disciplines were sacrificed.
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Many of the loanees are repeaters from year to year, In many
 
cases the loan amounts have gone up from year to year. In some
 
cases repeat loans have just been clange of docui.ents every.,year

showing bigger amounts without real repayment of old debts. n Loonees 
in some cases have borrowed, on short term basis, at very high rates 
of interest, fro private money-lenders, to effect payment of old
 
loans to cooperatives, just to enable themselves to go through the
 
motions of repayments and thus qualifying for a bigger loan.
 
Loan-taking in such cases, became a regular periodical affair
 
without specific impact on agricultural growth. 

Insistence on purchase of cooperative shares and weekly
 
savings provided somie protection to the cooperatives. Against
 
a total investment 	 of Fs. 15.6 million in loans in Comilla 
Kotwali Thana as on June 30, 1972 the cooperatives (KSS) have
 
Ps. 1.03 miillion in shares and Ps. 1.34 million in savings. Roughly

4IiO of the total loaned amount is thus held in cash in addition 
to mortgage 02 the loanees' properties to the primary cooperative 
soci et ie s. 

Loans, services and new technology, together, have helped
the farmers to produce more, consu.e more, sell more and build 
some capital of their own. But has it rade them more self-relient ? 
If the loan is now withdrawn will they continue to prosper ? 

Farmers who have nrofitably used short-term loans often
 
plead for longer terrm loans for acquisitions of such assets as
 
threshers, sprayers, bullocks, etc. whose benefits cannot be
 
secured i1 very short periods. Some farmers ask for loans to
 
build houses, buy land and so on. Availability of such loans
 
is very limited just now.
 

There is a Sood case for progressive availability of medium
 
term (upto 3-5 years) and long term (over five years) loans for
 
specific purposes. Progjressive pcrtfolios are needed to lead
 
thc fariaers step by step along paths of planned change.
 

It is worth noticing that most of the small farmers, to 'Jegin

with, are rood performers in respect of utilization and repayment

of loans made intheir favour. They are amenable to disciplines.

The comparatively rich farmers who initially do not relish the 
disciplines of production plans, weekly savings, later on enter
 
into the cooperatives and use it more.
 

Ahmed. 3adaruddin? 	 Causes of Loan Oefault in Agricultural
 
Cooperative Societies, PAID,, Comilla,
 

31L 	 1969 (unpublished) P-7.
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Credit and services are not enough to enforce disciplines or
to ensure progressive chanres. There is a case for increasedinstiLJtional control theon disposal of the surl':c pl.-.eco 'sa result of use of the credit. Arrangements of drying, storagep

processing, marketing of agricultural produce and avcilability of
goods for farn.rsl consumption through the same orjanisation as
provides supplies and services, is an apiropriate next step.
 

2a Interest Rates
 

Jatiya Samabaya Oank (J,3) receives its credit resources from
3anladesh ;lank (3d) at an interest of 2.%o 

JS,3 lends to the CCJ at 4.,0 CCO to UCMP at 6.71 and UCMP loans 
out to farners at Sr/' interest. 

JSD loans out to TCCAs 41, interest. TCCAs loans out tovillage societies at 10% plus , service charge5O7 and uses thecushion between what it receives from pri;.ary societies and what 
pays to J3 in the 'anner described below:
 

TCCA realises : Interest 
 10?: 

Service charge 5.'
 

TCCA distributes its receipts as 
follows:
 

TCCA returns to JS'3 4%
 
Village society 
 2, 

Com.ission to village
society manager for 
 1,%;1 
supervision and real isation
 

TCCti supervision and
 
services
 

TCCA 
 2.5 

The rates of interest charged by private money-lenders ismuch higher than charged by cooperatives. Such rates vary from
day to day from situation to situation. It is anything more than
 
5O-,, 


_ 

A New Rural Cooperative System for Comilla Thana.
 
Ninth Aniual Report, 1968-69, PARD, Comilla, 1970. P-21. 


** Fairchild, H.W. & 4aqShamsul. A New Rural Cooperative

System for Cornilla Thana 
 First Annual Report, PARD, Comilla,
July 1961. 'P-6. 
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Cooperative credit is often tied with supply of inputs such
 
as, fertilizer, seeds# irrigation water, etc. The prices and
 
supply of these inputs are controlled and subsidized by established
 
Government agencies. A part of the loan advanced for labour costs
 
and consumption may have inflationary influences. The real cost
 
to the borrowers in cases of loans from private sources isvery high.
 

3. Collateral 
The cooperatives ask for a mortgage deed in favour of the 

primary society with full evidence of ownership of the property 
mortgaged. esides, the shares and savings at the farmers credit
 
also seeve as additional securities. The forms used by the
 
cooperatives are simple.
 

4. Other Subsidy
 

Farters inBangladesh now receive fertilizer at a subsidy of
 
about 30%. The capital cost of irrigation equipments, main
 
irrigation 	canals are borne by the Government (under TIP/P). 
Farmers only pay a rental for equipments and bear the oil-fuel
 
costs. Pump drivers and mechanics are paid for by the Government.
 
Pest control services, though inadequate, ar,. free, Costs of
 
train-;ng, extension and supervision are borne by the Government.
 

5o Appraisal Technique
 

A village primary society (KSiS) has access to full details
 
of the properties of each of its members. The managing committee,
 
elected by the members, isknowledgeable about the assets and
 
liabilities of its members, It is easy for them to assess the
 
needs of individual farmers inthe light of prices of inputs,
 
such as, fertilizer, water, etc. and a formula evolved for each
 
crop.
 

TCCAs do not extend loans directly to individual members.
 
Primary society members make a joint production plan on the basis 
of which they prepare a joint loan plan. This loan plan is 
verified by the area Inspector. 'Savings,regular attendance at 
the weekly meetings, repayment records, production performance, 
land security, etc. are important factors in such assessment. 
After such verification at the field level the loan plan goes 
to the Loan Officer who sub-mits the same to the Loan Coriiittee. 
The Loan Comm.ittee, after due consideration, sanctions the loan. 
The sanctioned amount goes to the KS% account. The riembers of 
the primary society thus get the loan from the village society
 
according to their assessed requirement. The village society
 
remains responsible to realIse the loan and repay to the thana
 
association. Reporting about disbursement of loans to individual
 
members, utilization and repayment. of loans are discussed in
 
weekly village meetings, weekly thana meetings. There are
 
periodical appraisals by the thana association and the JS8.
 

The process is simple and fairly fool-proof, It is susceptible
 
to misuse by collusion among members of the managing committee, the
33 	 farmers and the field staff of TCCAs. Slackness in supervision of 
thana associations and delay inaudit of their accounts may accumulate 
defaults. 
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F. Collection 

1 .Reoayment PIecorcI 

Repayment record of cooperative loans has, in general, been
better than that c.f other loans. RIepayment in Comilla KotwallThana was very 9cod in the initial years of the progran ,e (1960-66).

It started deteriorating with sudden pumping in of increased
quantity of loa's for purposes other than farming and relaxation of
disciplines of production plans,
 

It has been observed that the smaller farmers are better repayers of loans. Comparatively bigger farii'ers have propensityto take more loans# default more and alsc grumble for concessions
in respect of interest rates, repayrment schedules and finally for 
exemption on one plea or another.* 

2, Methods 

Collection is carried out inweekly meetings of villagesocieties (KSS) by the manager of the society lie issues areceipt to the debtor and enters the amount in his book at themeeting inpresence of others. Realisation drives are undertaken
at harvest times. 
 The manaGer deposits weekly realisations to t'e
TCCA on the next meetin. day. The time lag between these daysgives him and the TCCA's field staff an opportunity to make other use of the funds if they so choose to do. 

Payment in general is made in cash. 
 At times, payment in
kind is encouraged. This is possible only when there is storage
facilities or an immediately available market for the goods.KTCCA has some godowns of its own* 
 It has a small rice mill.
It is now setting up a big rice mill, 
 The mill with its processingcapacity and storage facilities should be able to serve its membersbetter. 
 3ut this will depend upon a system being evolved for
grading, storing, pricing of the products offered by the loanees.
A careful survey of markets and establishment of links with bigpurchasers will be necessary* 
This process needs the support of
 a governmental price and procurement prograrmre. 
 Facilities of
storage, processing, marketing are not available at all TCC/s. 

3,4pecial Enforcement Procedure
 

There are collection drives at suitable times of the 
year.
Group meetings, rallies, conferences, campaigns help collection.
 

34 
Ahmeds Badaruddin. 
Causes of Loan Default by ALricultural
 

Cooperative Societies .JARUP Comilla, 1969 
(unpublished) P.-10.
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In case of extreme delinquents legal steps are taken* The
 
law provides for a certificate procedure for realisation of
 
cooperative loans. The process# however, is not easy to enforce.
 
Final!y, group loyalty and gjroup iressure prove more effective
 
th3n any other measure. These are facilitated by regular weekly
 
meetings, discussions throughout the year, watch over production
 
and disposal,
 

4. 'lescheduling
 

Pescheduling is not normally encouraed. aut during the last
 
three years the country has passed through one crisis or another
 
ending up with the year-long struggle for liberation in 1971.
 
During this period rescheduling has becar.e a common feature. 
The comm.onest form of rescheduling for short term loan is change 
of docoments at the end of each period. In consideration of 
recent difficulties the Government are considering about
 
conversion of short term loans issued in the last few years
 
into longer term lo3ns. 

35
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Go Costs and Financing
 

1. Portfolio - Profits and Losses
 

The resources of the TCCAs comprise Government grants

through the IROP, loans from the JSB9 interests and service 
charges, profits from fertilizer dealership and occasional
marketing operations. At Comilla, experiments with rice milling,
potato cold storage, milk processings poultry raising, have been 
undertaken with mixed results. 

Costs on account of 3 key officers (a Project Officer,his deputy and accountant) and training of KSS leaders is borne
by the IROP grant. Fertilizer dealership, at present, leaves a
good margin on costs. Costs on account of field personnel
borne out of service charges 

is 
realised from the borrowers. Some

bank interest and a part of the interests from borrowers provide 
sore cushion to TCCAs. 

TCCAss as of now, will not be able to bear their costswithout Government supoort. With increased credit operations,
incor.e from marketing. processing, storage and machinery hire,
TCCAs should acquire more viability. This will call for careful
control of administrative costs and increased efficiency in 
operations, 

36
 



1 32 i 

2.Administrative Costs
 

The Agricultural Cooperative Federation (ACF) affiliated to
the KTCCA isthe agency that handles the farm credit programn.

KTCCA makes funds available to ACF. The main components of ACF's
 
costs are accounted for by management personnel at the head office,

training staff, field accounts staff, supervisors and loan realisa
tion staff. As of June 30, 1972 ACF had 137 persons on its pay rolls
 
at a monthly cost of about Tk. 35,000.
 

The managing committees of KSS and the ACF render some services

in respect of assessment of loan needs and realisation of loans.

Managers of KSS receive a commission out of the service fees
 
realised from the loanees. 
This reduces the establishment cost

of the ACF and ensures participation of local leaders in lending

and realising.
 

Extension works for introduction of technological innovations
is done jointly by a number of agencies, such as, the Government 
staff for agricultural extension, irrigations cooperatives, TCCA/ACF

employees. KSS leaders act as effective fielders in this respect.
 

3. B]eneficiary Savings 

Share purchase and weekly savings have important components of
the TCCA credit pronrarmes. Savings and shares are deposited in
banks. These resources are not directly used for loaning to farmers. 
They serve as additional security and as a cushicn for the central 
association* If, however, credit resources are riot available in
time from JSB these deposits are deployed for finarncing credit
 
progranres of limited size, Accumulated savings and shares under
 
the OTCCAs are shown belowa
 

Capital formation by ACF (inLakh Ps.)* 

Years Savinos Shares Total 
1961-62 
1262-63 
1963-64 

0.28 
0,82 
1.51 

0.11 
0.41 
0.69 

0.39 
1.23 
2.20 

1964-65 
1965-66 
1966-67 
1967-68 
1968-69 
1969-70 
1970-71 

1.7o 
2.02 
2.87 
5.54 
8.31 
9.75 

11.49 

1.35 
2.14 
2.64 
5041 
6.80 
8.70 

10.17 

3.o5 
4.16 
5.51 

10.95 
15019 
18.45 
21.66 

A flew Iural Cooperative System for Comnilla Thana.
 
flinth and Tenth Annual Reports, 1968-69 and 1969-70.
37 HARD, Comilla, 1970 and 1972. 
1 lakh - 1OO000 units 
$1.0 - R.,.B0 



s 33 :
 

Capital formation by Hajigonj TCCA (in lakh Rs.)
 

Years I Savings Shares I Total 
I - -- I , 

1965-66 0.16 0.16 0.32 
1966-67 0.19 0.04 0.23 
1967-68 0.26 0.24 0.50 
1968-69 2.85 1.63 4.48 
1969-70 5.06 2.76 7.82 
1970-71 6,09 1,68 7.77 
1971-72 8.09 5.70 13.79 

Sources 1. 	First Annual Report, Oural Development Project, ajigonj,
(from July 1965 - Jan. 1968) RoP, fajigonj, January 1960. 

2. 	 Monthly Repor~s on Integrated Rural Development Programme, 
Comilla. 

Capital formation by Larura TCCA (in lakh Rs.) 

Years Savings 	 Shares Total 

1968-69 0.16 o.14 0.30 
1969-70 o.63 o.49 1,12 
1970-71 o.93 	 0.75 1.68 
1971-72 1.54 1.32 2.86 

Sources Monthly Reports of Integrated Rural Development Programme, Comilla.
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4# Fxternal Finance
 

The cooperative credit - . s financed with loans from
the Jangladesh 3Oank to the Jatiyj ... a.nk Linst &,ovorniret

pJcarantees. This irdctica ciuinot cnd shoult' at go o., inc:,:rfnitely.
J3 has sug-ested tlat the 'lovern~en t the 3anrladcsh J.ink and t.e
J43 should ,t to-jether to esta')lish a fund to serve as the capital
for J33. 'lith wich a fund JS3 should be able to operate as a reular 
bonk in the field of aricuttural credit. 

ir.ilarl,, .3'
Js funds are obtained from te irtrlesh J:ink.
Th- co,-; ercial 'Jankshave not tdken ruch of a part inagricultural 
credit o.-erations. 

Since lijeration of Joat;ladesh all co'nmiercial bWnks have been

naticnalised. Such banks have a 
nod network of branches thrcushout
 
the country. It isapprcpriate in this context that their services
 
are tseJ .oth for credit operations and for accumulation of savings. 

5. Institutional Sulvency
 
Cver the ypars the TCCAs have handled sizea.le voluires of credit.
 

They have set a pattern and have acquired enuuh experience. lut

they have not acquired ade uatc strennth to stand on their own 
withoit support. Fiures *elow sI'ow the amounts issued as loanso 
a.-,*uts re.lisd ond cu iulative 1jclances. 

Issue ad nealisation oO Loan by KTCCA/,%C. 
~in Lakh P;.) 

Years . Issue i0lisation' alance 
1961-62 2.36 O.60 1.76 
1962-63 3.66 2.17 3.45 
1963-64 
1964-65 

5.20 
7.25 

2,07 
5.52 

5.78 
7.51 

1965-66 7,96 6.59 83 
1966-67 16.71 9.72 15.87 
1967-63 
1068 -69 

112.44 
29.30 

1C.01 
23.55 

40.30 
46.05 

1969-70 17.13 17.74 45A4 
1970-71 15.54 11.14 49.84 

A New Rural Cooperative System for Comilla Thana. 
Ninth and Tenth Annual 2r-ports, 1968-69 and 1969-70. 
3.',RDo Canilla, 1970 and 1972.
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Issue and Realisation of Loan by Hajigonl 
(in Lakh NO,) 

Years Issue 


1965.-66 0.88 


1966-67 1.10 


1967-68 2o29 


1968-69 16.72 


1969-70 40.94 


1970-71 59.62 


1971-72 89.59 


TCCA 

Realisation Baance 

0.12 0.76 

0.49 0.61 

0.68 1,61 

4.34 14.38 

14.80 26.06 

27.30 32.32 

31.91 57.68. 

Source: 1. .irst Annual ,eport, Rural Developr.ent Project, Hajigonj
(from July 1965 - Jan. 1968), :ural Developrent Project,
:.ajigonj, Comiilla, January 1961. 

2. Monthly Reports on Integrated Rural Oevelopment Prograrwleso
 
Coi I Ia. 

Issue and R.ealisation of Loan by lBarura TCCA
 
(in Lakh Ps.) . 

Years Issue 

1!)68-69 0.65 

1969-70 6.10 

1970-71 11.46 

1971-72 19.86 

Realisation 3alance 

-

2.11 

6.22 

7,66 

o.65 

3.99 

5.24 

12.20 

Sources Monthly Reports of Integrated Rural Development Prograrnme
 
Comnilla.
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-The ard }inistritiv, an" traininj costs oF the TrA are larjely
1k()rne out oF Lovt. ,rants throua1, the Ir:LP.. Apart of their fILid 
services c,Mt are berne 'ji s'-rvic chr(es rcalised frcr, tlhe icanees. 
Uc.)osits ,ith TCfis in tie shape -f :;-arcs and savinjs are not
always investcd. ,% yet no ftiure ,lan to us,; such resources to earn 
more Profits than accrt:ms throujh 'sank interests or to replace J.3 
loms by uvn resourcez Fas iee; ..c,'e. '.uch projections are essentiol 
steps towards incrca,.d self-reliance@ 

6. ,oreign Zxchane 

The nroqran, .us no irapact on the fornicn exc'anUe rpserves
of the country. The loans dre all in local currency. 
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H. Corplrnentary Factcrs 

a. istributin- Tyin,'v nr:( cking - A ,art ef the crelit is usedJ'or pirt'ase an,. =tri..ti:,9 Oi.F inputs, such as, fertilizer.
TCCs arc t'.lesaIlcrs ,vh) r,,ceivc Fertilizr from tie -,C and
Jistri.nite t' through r.J.,t,!;c 

. r "-xteni1 dndZ-jprvisiu.1 - Crelit is accu,,apaniod ., Lr';es .'.su,,, tr,,i, ir , .t..-:iu n suoervisibn
services. ionazers and mo's. =ur. clecta., ulI KSo
4re to ut-, r.d wcf-ly training un2 r. vicw: ,crtirj5 arrantjedjointly by the TC-A,m' thc TL C. ThesL K.S' lcdur: are required.to hol. '. ckly :.Letings in the villabces. ,uch ;!ieotin's serve
'otF as re.-view 5esins n.1 tr,-ini 9 classcs. Tlhu , there isa co'ntinuous c-in o rel of farnersi rr'lemsthe t!0,ana ,)n,l rcplics 1'ro. to ex-crts atoe%.,crts to f:irs,,rs. n i.'s practical 
traininj _Iuss as are arrcprc,' for rc.,.cl fl.r,'ers at the vil lageTraining Centres tWiceC a c.onth. TCC, ins,)cctjr6 ore to visitfarmers in te villages. *isits tu weckly ,'(ctinis at regular 
intervals provide an excellent oportunity to ieet .cirmers in 
groups. 

c. 'tber arran,,.,ents For technical transfer - ,ood ex;ertsat tVe thara cont Furnish aut~entic answers tc the farn:ers'orobl .;s. This, coupled witF cvzailci,ilitv of itsputs at thethana, r 'ke sich advice -nore effective. At the village levelthe 'odel Fur v.rs are e')ectv.! to .:e the now technology on hisown Form thus providing a practical demonstration within viewof the other airiors. r.xtension -. ents find it Ielpful to usethe .iodel farm-ers' plots to dev.onstrate the efficiency of theiradvice to the far.ers. Technioal trunsfer, is rore assistedby actual uzc of arlvise hy a fellow fari~tr than by lessons fron 
an uninvolvtd cxt-',iion akent. 

Extension activities descri:;ed above are in arHition
s::rvices rnnder(.d 

toextcnsion biy the Government extension personnel.ad' services are offered bi,2dtional the TCCA out of servicecharges realised fro. the lcannes. ;,s the samie personnel cover' ith cr.lit and tchnical services, there is a tendency to put,more ri,phasiz on loan ri.lisation than on a.)sorption )f technology. 

do i;ature of Technology - The new technology centre mainly aroundhiSh-yielding rice and vegetable seeds which cannot be made use of
without irriration, fertilizer, oest-control. The results of useof thcse inputs are very impressive in siriple terms of production
and profit. 
The new technology is thus irresistible. Its
expcinsion is conditioned by the availability of water sources,availability of pumps and tube-wells. Wiith introduction ofirrijation facilities the demand for simple machines, such as, 42 
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weeders, threshers, sprayers$ tillers and tractors increase. 
Fragmented farm holdings of small siz.s are unsuitafle for 
extensive use of tractors. Uut even then, tractors have an 
appeal because of their capacity to break the hard ground in the 
dry season, their speed and deep plcugfing which effect crop
growth iiefore the nonscon sets in. Mlachine-use is seasonal but 
is of importinc.. The demand for r.odern technology is uibed on 
cold calculation of advantdges, 

The credit orograa.,e aliyns itself to particular crops 
which need more inputs and ilore intensive labour., oespite many
handicaps the far,..ers adopt such technolobics as it increabes 
production. Informed extension anents can facilitate the 
process. All the extension agents are not traioet enough to 
answer the far..-ers' tuestions or to atLcnd to th,. mrichines at 
tines cf diFficulty. 

2. 	 Supplies and Sales 

a. 	 Pra.c supplies - Nitro enous fertilizer (Urca from natural 
gas) ismanufactured by Govern..,ent-owned Factories (Industrial 
Development Corporation - IUC) in tl'e country. Ir.port oF oLher 
fertilizer is iiBca by the tigricultural Devcloprment Corporation 
(,UC). Locally r-anuiactured and irported fertilizer are handled 
by the i%)C from the oroduction or import point to the thcna 
headquarters. Thereafter TCCA's (%,:here they exist) or )rivate 
dealers (where cooperatives are not strcng enough) distribute
 
them throucIh rural cooperatives or private dealers. The 
extension agents do not handle these supplies except pesticide
which ib distributcd free. Fertilizer prices are subsidized 
to 	the extent of about 30'0. 

b.Prosranne Infrastructure - Feeder roads, bridges, culverts,
 
canals, major irriyatiol channels are )uilt under the 2ural
 
Works Programiae. The need for construction of storage and
 
drying facilities in suitable areas is being increasin(jly felt.
 

c. 	 General Acces. and Availability - Supply of fertilizer, 
pesticide and water are limited. Their distribution is managed 
through different organizations frem the national to the vil1age 
levels. Pumps, Tractors, Tillers, Sprayers are made available 
through the ADC. Some of these machines and other abricultural 
equiprments, oil-fuel etc. are also available through orivate
 
trade channels. There is an overall shortace of maintenance
 
facilities for agricultural machinery. The ADC is setting up
 
workshops at each thana to meet this need. The level of technical 
skill to operate and maintain these equipments is acxx low.letIs 
The ADC isrunning training courses to boost up facilities in
 
these fields.
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d. 	 Guaranteed Sales and "rice Supports - There is hardly any 
postiproducti.n sup'ort to the farriers. lie is assistec: to 
buy inputs with credit, to use new techniques with more labour 
ancl thus to iroduce more, :ut at the end of this iorocess he is 
left to look dfter hirself. 'Jith the oresont -rice level For 
ajricultural products, in the open 'market, tl,e farmer does not 
suffer. Jut this is not sur., to continue. There is a good 
case for inccntive rrices declared in advance and procurement 
facilities to encourage the fdriaer to continue to produce Mor2. 

e. Ins-irance - Unlike other fields of business there is no 
insurance cover of any kind availd:le to the frirr ers. !k has 
to gamble in the r.idst of nany uncertainties. 

f. Ctl-er 'roressive Marketing Arran!]einent - There is no service 
to holp the Far.,r to store, transn:rt, process, market his 
producta "e is really on his own anc4, as such, an object of the 
traders' attention for lood or )ad. 

U. 	 General tKark-tin ; Conditions - The .orevailinU nrice For 
aricultural prolucts dogs n.,t cause any diFcictilty to the 
f,,riar in 'isp.)si' of his nroduce except w.en he is unlucky 
tc harvest at tires of terrential rains cr scri: us flooQt etc. 
Jut the -rcseniti-ractices cannot lca! to a s'ster., of target 
productions, timely ,isposal anrt cx-ected profits. The process 
is thus Frad'-t with serious uncertai.tic-s (!i:adv taoous to 
thc farrcr. ':ith rz-,id increase. in production ,.jthout co-res
poneinj price ane procure:,.ert policies, the fir 'crs ,.ay run 
into se,-ious diriculties. 

h. Profits and ,isks - Irrijaticn which conditions the nroduction 
of high yielding varieties of rice 'cs giined uncqJdlifi~d 
accc-tance a,..on- far:iers. Thcre is a dc.r'and for 1.iachines such 
as 	tillers, tractors, spr.),urs etc. These services are costly 
and are heavily subsidized. It is dificult, therefore, to deduce 
the econc'.lic iiipact of thcsu service exce,)t in t,,rns of increase 
i, total .ro-'uctions Credit prcrai-es sup-ortinj these srvices 
are successful in this scnse, %FrpDespite, rist on the-be inpLtS 
O', ir-sent price level leaves attractive profit ,argirgis -,or the 
farers. Thesc, however, *o oit testi' t.i fur thc farr.-Ai6 
coh.unity has acquired sfulr-reliance or crowth putcntilol withcut 
continuuus support. Indications are that ti aLsence of credit 
pro~raou,. would adver-,ely afeLct the pace of 1:rcduction and as 
such the orospcrity of tIc fr,.ers. An inte¢rctcd pra.,rar-.c of 
production facilitiesp selective technologies and products
 
disposal is awaited. 
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1. karet us ofCredit 

A~riculturdl cre'-iit 11-s pret-n:-iinertly oern ised fur
dcrIt:i t.rai purpobv. , &,ucha .., purchc:,e ., sce-s, k'oter,,f.rtilizfr, cte. F suchL$ l1u.-l for atritzilture is justnow: ,-ret ty :-r)f it,jo (a I~sc :)r H'i;I, rice )" CJ-ricul turd I pr r'ict s This r'c,u-s not :'-ema tht iv4rz to othcr uses 
CJrC5 nvt olace. rr'icav.e t l,,lt su.sie tilount cVt.ake Htiir 

.I~1~'~: IiberAly, z yc'l ir.,',u 'ts sre rut ciacc sitiultzi
nleO1JSl> 'ith ] calls, su-,ervi sican is rclxc*d, there is 6 vi:ibletcnd'k-ncy t-. -div.rt liLins other tKanto uses e.riLil tural
p'roductbirn. In con: uni ti rs which have used luar.ni reasunahlyctirt~fully it iipo rt~..ntis to rrovi dn .. r Iic .jri-t.rm~ -in-' 1longter~l lot.is to lia -df ir .ers or- to ti at', o~f r1c.c cKnbes in 

.3o'ic .-drL Qf cuoicr~tive lqjns is ii't#-n'~u t ricr4 lm:)ourc.sts u.r..' c-:-is'lri,tioi, ne!s. It is worth studyi%~ 1-., r.uLC! ofthis is Una.Vz .,JblO. 

2.Effects 

c-iltivatjun i-. th-. iwinter scasoo. T -crt is visijle increoisein I!-.1 rimq c~ltiv.,Lin in 'l~r 3crj sezson (inuary - P'ay).IT'I 1cro yield is Hi)-or an(;' safe'r. This FKs mreant a shiftfr..?n tr3(i ti.!x.i I'L.. .rc;) ,%ri - July) which is vtulncr-dbleto flIooe!s, Crreit 1I's hclped t~e cultivaticn of wintervu;ct:ile zm crt ts.winter 3licccsr. with !Y1 )oro,. winter
ve.;ctac-!os, 
-tc. has0.>&rrrnns arn' sQcrch For highyicldirij an ' c-t"ick-grow.ir~j aund Aran veirieties. 

The following fi!,ures will show the contri.jution of i-iprovedricc varieties tc the total production of rice in Ccnilla KotwaliTh-u a. 

*laAli thter; 7rl Creit rorare of ~i ti IturdCooperative !edcratioin,, ;,%RO.. Comilla, :%cV. 1971,tP-2. 
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Production of -if,-rrn • varietic-s rf :'dcyjn
 
C-*,l-lu Kotwali Tha,ia 
 i',1 thJusan,I nds.) 

sc3sons 'varieties 1 6u- 9 1 J-701 70-71 
' ' ,I 8 u.1 332 Il 41o 

loro jaa - 2 21.7 75.9 64.1Tdipei - 177 .0 3h.o 119.60,l varieties 337.7 501.3 61M.5 

Aus - 8 40.6 63.5 114.0
01 varieties 207.2 560.1 337.1 

2 
 0 

.'-an IR - 20 "9.5
 

- 5I -. 120.2 
. 7.-cmja2 r 1!.8 85.6All varieties 621.2 712.5 81/4.4 

Crop Survcy %opcrts in Comilla Kotwali Thana, 3A1L', Camilla. 

Cost :)enefit analysis of these new varieties of winter crop
show substantial ienefit the firilers. 'tudies show that ato 
far..,er can et a net profit of Tk. r.2.00 from one acre of lnd
by cultivating IR-r3 whereas 
 the incore from local variety isa&out Tk. 30C.00. Crop surveys shiow that 1965-66in this thana
produced about 7.61 lakh .naunds of cleaned rice in Aus, Aman andloro. The requirement for 1.71 
lakhs of rural population of this
thana was 7.70 I-,h rautudS at the rate of 16 oz. per day her
capita rice consumption.l/In 
 11,6V-70 the totdl proCduction increased 
to 11.22 lakh naunds of "clean rice in Aus, Ar.an rind 3oro, whereasthe total requirement For the increased population of 1.E5 lakh was
E.33 maun's of clcan rice. Thus the thana is now a food surolus 
area.
 

Haque, Anwarul; Costs and 
",eturns- A study of Irrigated

!4inter Crop, PtRD, Comilla, July 1968, Pp-36, 56. 

** Obaidullah, A.K.ol.; Economic Impact of the Green Revolution 
in Comilla Kotwali Thana (unpublished manuscript).
 

1/ S1.00 = Taka 7.8 
1 lakh 1100,000

1 mand 82.3. Ubs 46 
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b. 	 Iarm Trz.oe - Prices of d(jricultural proclucts art: very

favo.rtaule nmw. Far- income is on the rise. Many far 
 rs who usc 
to suffcr ,,reviously art ncw prosperous. The averaje fart, incoe 
pcr fz,;iily in this thana incrcase fromw Tk. ",Ii in 1.?-64 to
Tk. 2,736 in 16 -70 which means an ircrease or 210. " over a .5ri,.
cf six years. Their prosperity is evidenced by acquisition ,;F4 .'. 
assets, dd ission of their children into sckocls, purchase ,
such thinns as, watches, hicyclcs, transistor ra':ios zi, so :oi. 

c. 	 Technology - TIhe denand for irrijition, inputs supply, extension 
services, and .achincs is i.'ountir.,. Jithot.t t!k cre'it ,rzererie
farriers would not have afrorded to !1uy the new inputs or av c 
access to the new techinology. Tl'.ey could not lzcve 3one fur liibh
yieldinj varicties which call for use cf costly new inputs. The 
pro-.rar.d e of sinplies, s:!rvice: and institutions to:ether, have 
fdcilitat&' the use cf tvcI'nrlr,.y an(' incrcase in nroductien. 

d. 	 Savirjs ane othcr sources c.F rinarce - S:iall far-rers hardly s.vee'
anythin5 -reviously. TFere was an unen.dinL process of transfer 
assets frorn snall Fdricrs to L'.io ones. Far.mers nc*q L:dcr the 

)r 

i ntecrated rural ei.velonnent prooraiiie, are obliteJ to save 
through weekly deposits. 3ut sdviros cannot yet be called a 
matter of dccision. It has to be enForced. Farmers' own 
savings, on a countrywide basis a very st.all prolportion of their
 
credit needs.
 

",ccess to new technoloy, availa.ility of essential inputs
without a supporting credit will surtly oblige rur..crs to burrow 
FrT: other sources. Thurt-term production loans si:.iildrl% 
increase the dcr-nd Ocr medium ae lonn-t-rm loans tar purchase
of 	tanoible assets. Tlhere has been a general expansion of credit
facilities by coirnercial banks for other purpose then acriculture. 
Ccrm.,ercial banks have reached alios, all thdnas an,.I bi jazars.
lut they still do not do much in the way of acricultural credit.
rich faniers., traders, contractors lend ,ooney to needy faniers. 

The rate of interests charged 'jy private lenders is very

high and varies fron day to day, fron situation to situation. 
The rate of interest charcd by ti-e conventional cooperatives is 

,' without service. The TCCA/KsS charges 15' (inclusive of 
F, service charne) and -,rovide eszsentially needed services.
 
The rate of interest has not :jeen 
a subject of serious resentment

by 	 the far,;ers. Timely availability of credit and supnlies are 
more important than interest fates.
 

e. 	Employnent - The new hii-h yielding varieties dei.,and more care 
and efForts. Studies indicate that in the short run, there is on 
increase in iferiand for labour, Cultivation of high yielding
variety of rice dei.iand 50-100 percent more human labour than that 

*ahim, S.,.; ,ural Cooperatives and Economic Oevelopment of
47? Subsistence Agriculture. Final Draft. .;ARO Cornilla, 172.-4 7 O i l o 
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required for cotintr ' va-ietirs. '!,c of mur-.s, tuoewl Is,
tractors, etc. have crnatc ? !)i, der~and for drivers and
mech,*-ics. ::ew avni-s of ernloyment a,'.d new skills have thus
been created. These have increased la'botjr wages. Very small 
faricnrs have rosrorted t', taking lease of me.-rc lanel from 'ig
far,'ers oni thub rrr.iain enloN'dr.! for lon~jnr periods. 

fe ',hliticl an. Social Ztrct,.,re - 11ith more -roduction from their
small f=irnis cner.-tic snall fairers Are assuminj new leadlrship
roles. .tanatcrs and ondel farmers of villa-eo sociotics are claim
in, ani receivir, rvore and morc attt.rution in their own coeiiunities. 
These positions are crner~ino as new status symbols. Scx.e of the 
small far ,ors are ;juyirig lundc fro., the near-landless fariers or 
are taking lease of lan! from bir 
fir:.,ers wh. i.o not fonm themselves. 
The :ewv Icaders are asaumin.- roles of increasir, iportance in local 
socic-political catters. 

3. ProLress towards otltr objectives
 

Th~e leaders of tt'v new nrocra-,e have an oportunity to attract more sj-.urt throut-h their positions of itiiportarc. 6ut such propen
sities are I-eld in cl-eck t ,1-e other mnem)ers of the oroup ;jcyond
certain limits. 'lith more prcection throu-h increased application
cf lajour sup:.ort(-J y istit.,tional su-,lies and services a cowpara
tively riore 'jalance(4 vill,.(.e society is likcely to enere. The ,oanwi t the muscle for jsriculturv is likely to cain more inmlportance thanthe a~sentees dependent on h'irec labour For cultivation of villae
 
lan 0. "rosperous fc.rr crs are sendinc tcir cl-ilJren to schools or
towns.
 

Zome observers notice the ei.cr.ence of a new class of villae

elites throuyh such prot.ra,.Les. 
 This, however, soees unavoidable

in a nrowth orocess. For as long as the new leadcrs are a product 
of the process anc' are dependent on the process they should not be

able to inflict a dagae to) the group they serve and represent. 

4. Image 
a. Farmer Attitude - Farmers are well disposed towards the
 

pro-ra ,e. 
They want more irrigation fdcilities, timely supply

of fertilizer, pesticide, etc. 
They den'and rore innovations
 
to )eintroduced for them and welfare prornTes for their families.
 

b. General rimage of the Prcjraim.e - The collective inpression about
the prorarii,.e is one of co,,i.endable service and success. Thefanriers testify to this liberally. They discuss their (dcficiency
publicly and exhibft their desire to further imirove their

performance. They demand assurance that the .roram.e would expand
and acquire new dimensicns to rnmet other feIt ncrds°1rron,
production they want to (o to processinn, marketing and so on. 
(Govern-nenthave decided to introduce the prcwra.
ae throughout the
 
country. (;bservcrs from home and a'road nraise the pro;rane. 48 
* Paque, Anwarul; Costs and Peturns  k stjr'y of Irrigated 14inter
 

Crops, JARD, Comilci, July 16?, r-73.
 



: 	 44 :
 

3. 	 Cvalu'.tirn rrco-4',.1 rc and c'red lack 

1. rrrc ,. vnloa-tinn "roce '.'r: s 

A 	running evaluiti-n of the four,,:'. is done in the weekly 
meetings at village and at the thana levels. 
The TCCA makes a

monthly review. Sample surveys and specific studies are done, 
at 	intervals, by interested agencies.
 

The programme did not have a base-line survey when it was 
started. But it has been subjected to detailed studies atdifferent times by different persons and institutions. 

The following studies have been done on the credit 
aspects: 

a. 	 A New Rural Co-op erative Systems for Conilla Thana 
Annual Reports, 161 to 1969-70, 3ARO, Comilla.(Printed) 

b. 	Khan# Ali Akhter; Rural Credit in Gazipur Village 
PARD, Comillap Anril 1968 (Printed) 

c. 	 Khan, Ali Akhter; lural Credit Programme of Agricultural 
Cooperative Federation, OARD, Comilla, Nov. 1971 (imeo). 

d. Smith, lake; The Comilla System of Supervised Credit'
 
PARD, Comilla (Mimeo) n.d.
 

e. Ahsan, Nazmul; Loan Utilizations ay the Cooperative

Members of Comilla, PARD, Comilla, 1964 (liimeo). 

f. 	 Ahrned, 9adaruddin; Causes of Loan Default inAgricultural 
Coperative Societies, PARD, Comilla, 1969 (unpublished). 

2. Feed Back and Changes in Proramme
 

The programme has oeen subjected to periodical evaluation

by experts. As a result, credit policies have osciliated 
between strict caution to li;,eral issue of loans. It is pretty
cautious now because of difficulties created by recent events 
all over the country, But even now the farrier it assured of 
his minimum credit support provided be fulfils the requirements
of repayment of previous loans and saves regularly. There is 
need now to think of and provide for a process o increasing
 
self-reliance.
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C. Problems
 

1o Governnent Level 

Agricultural development, which is 
a prerequisite to any

planned development in Bangladesh, is conditioned by simulta
neous and intensive efforts in a number of fields.
 

The farm credit prograaae is linked with a number of otherdevelonment proaraniies, such as, Pura] Works Programme (forrural infrastructures), Thana Irrigation Progranme (for arranging
irrigation facilities), inputs supply, extension services,

training, machinery supply, marketing, price-support, and so on.Assured and cohesive continuance of all such programies is essentialfor success of the credit progjrai ie. Such cohesion is possible
only on the oasib of understanding and active participation among
Govt. agencies responsible for piloting different program.,es,
Cohesion at the field level is conditioned by cohesion in thoughtsand action at the highest levels. Until recently there was no
mechanism for such cohesion at the top level. Government have
decided to establish a National Ruralhigh level Development
3oard. This should ensure coordination at the top which should

have its salutary effects on coordinated action by agencies

below. 

Constructive development progra1m;es are not easy. Absenceof a cohesive approach to development leoves room for half
hearted sectoral efforts. A tendency to promote sectoral
 
progranr,es with built-in concessions is often noticed. Such 
programmes cannot produce lasting effects; but they can prejudice
the acceptance of hard procjranm.aes designed to ensure growth.
Conflicts between cooperatives as institutions for growth and
individual efforts, between soft credit programmes without
services and supervised credits with built-in systems of

training, extension, savingss etc. can 
only be resolved by the
 
Government.
 

Allocation of resources 
for various development programmes

is conditioned by priorities settled by the Government0 
 Accepted
programaes also may fail 
for want of necessary measures to supply

inputs. Governr,ent's acceptance of and cornitment in favour of
particular progranvus is important in setting priorities. 

2. Agency Level 

Lack of coordination among officials of different agencies,reluctance in using and enabling peoples' representatives to

do their respective parts in planning and implementation of
 
programaes create barriers. Inadequacy of technical experts,
 
physical facilities, equipments, inputs impede progress. 

a0 
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3. Farm Level 

At the field level difficulties are created by the absence

of organisation, motivation of people and training of their
 
leaders. Inability of field workers to find effective remedies
 
to farmers' problems, to arrange supply of inputs creates
 
inhospitable climate towards otherwise good programmes. 
Failure
 
to produce demonstrably visible results out of new ventures often
 
create doubts inthe minds of new receipients.
 

Discipline in the matter of use of inputs, repayment of

debts and savings are not easy to ensure without frequentsupervision. All these difficulties demand careful motivational
work by competent workers and by gradual steps. 

Authoratarian steps to remiedy these difficulties are seldomof any lasting benefits. Democratic methodsp left to themselves,
tend to create stereotypes and vested interests of its own. 
It

is important, therefore, to make studied efforts to evolve testedmethods of checks and balances. hile some problems may admit
of general solutions, each situation may demand steps unique to 
itself. 

D. Conclusions about Small Farmer Credit 

1.Major problems of Small Farmers
 

The small farmer in 3angladesh is plagued by a variety of
 
problems, such as, discussed below:
 

a. He is extremely poor and as such unable to take any risk 
with his land or cultivation practices. His poverty and 
the presence of greedy persons around keep him constantly
depressed, defensive and suspicious of anybody who suggests

change without assurance of trustworthy safeguards.
 

b. He is uninformed about things beyond his immediate
 
neighbourhood.
 

c. He is illiterate and as such unable to acquire or test

information by reference to written materials. He is
dependent largely on information orally transmitted for 
good or bad.
 

d. He is unorganised and disillusioned by promises and 
assurance given in the past but not implemented. 

e. His horizon, his vision and his expectations are limited. 
He is resigned to the flow of things on which he has 

51 little control. He is fotalistic and even superstitious. 
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f. His small and uneconomic holdings, dispersed in different
 
areas, are serious impediments to good management.
 

g. His small earnings do not leave him any surplus for which
 
he cannot invest more in his farm.
 

h. He has no surplus income. He remains indebted either to the
 
cooperative or to the money-lenders.
 

i. His method of cultivation is traditional* His capacity to
 
adopt innovations is limited by his access to required
 
facilities.
 

j, 	 He is used to rainfed agriculture Inadequacy of irrigation 
facilities subjects him to the vagaries of nature. 

k. 	Absence of organised marketing facilities leaves him to the 
mercy of traders who deprive him of the benefits of favourable
 
prices.
 

I* 	His daily food intake is poor in nutritive value which limits
 
his capacity for sustained hard work.
 

m. 	Facilities of services, supplies available to him are
 
extremely limited. 

n, 	 In the absence of sympathetic guidance he is prove not to 
make productive use of outside assistance. 

o. He suffers for want of institutions of his own.
 

2. 	 Role of credit in meeting their problems 

Planned credit progranmes in support of well designed

production progranaesp supervised with care can tackle many
of the farmers i problems. Credit alone cannot do much as is 
evidenced by emergency relief loans. Credit services have
 
to be fortified through program.,es of training, supervision

and supplies. These can only be attempted through carefully

developed institutions that provide assistance, promote

confidence and develop ability to manage.
 

Supporting progranmes of literacy, health, education$ 
adoption of new techniques of production, processing, marketing
should have to be linked with credit services. An integrated 
approach is needed.
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3. Credit and new Technology. 

a. Tri gering small famier development - It is extremely 
important to provide adequate institutional credit in 
Bangladesh to get the small farmer going. Hany of the
 
essential inputs for agricultural modernisation, such as,
 
irrigation water, fertilizer etc. are unavailable to the
 
small farmer excent with credit support.
 

b. Sustaining small farmer development - Lack of continuous
 
credit for fairly long periods is sure to limit the farmers'
 
ability and propensity to purchase new inputs. Lack of
 
institutions to take care of training, extension, supervision,
 
saving affect the prospects of continuous efforts by the
 
farmers.
 

4. Conditions for success or failure
 

Cooperative credit programme through TCCA/KSS has achieved
 
more succesi than other credit programmes because of the avail
ability of training, extension and supply services rendered
 
through an institutional set-up at the receivers' end. Its
 
impact on production it readily noticeable. Its failure to
 
maintain required level of supervision, its sudden expansion,
 
involvement of its supervisory personnel in the benefits of the
 
programme caused some failures and disappointrments, By and 
large its success and failures have shown the path that promises 
prosperity in future. 

5.How could the programme be improved
 

The small farmer in Bangladesh moves from one crisis to
 
another. Indebtedness is his life-long companion. He has to
 
incur debts to survive in his struggle, against forces beyond
 
his control, and to replace lost assets rather than to acquire
 
new strength.
 

He needs support for consumption at ties of distress and
 
at recurring critical oeriods of the year. It is necessary to
 
realistically assess his consumption needs and establish
 
mechanism to assure support at his hours of need. The present 
system of Test Relief and Taccavi loans deserve to be replaced
 
by planned social securities to provide relief in distress. 

To enable him to farm better it is necessary to train and 
equip the small farmer to help himself. This is possible only 
through tested production-oriented credit systems. A tested 
short-term production-oriented system of supervised credit 
through cooperatives is now available. The Government has 

53 accepted the system. It is necessary to support it with suitable 
public policies and resources. This is possible only through 
Government's firm committment to the system and access to 
resources. 
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This system is dependent upon intensive and cohesive action
on the part of a variety of organisations, both public and private,
to simultaneous implementation of a number of progran.es.
 
Coordination among these progranms has to be ensured by active
roles of the UIational Rural Development Soards relevant Ministries
and Agencies, Thana Development Organisations and Farmers'Cooperatives. These institutions and their field units need to
be continuously strengthened and supervised.
 

The system cannot be sustained withcut a sure supply ofrequired inputs. 
Advance planning, orocurcmentp storage,

distribution be have to be ensured. 

The system has to be nourished by cunstant feeding with new
progrenme-constituents. 
Initial or partial success develop
complacency and vested interests. 
Success in increased agricultural prockiction creates a better climate for prograries designedto promote employment, education, health, family welfare. A processof continuous growth is possible only if researches and experimentswith new ideas and possibilities are carried out by competent
institutions. 

The effectiveness of the system and the supporting institu
tions depend on the commitment and quality of its personnel.
Effective training, reward and evaluation have to be simulta
neousl y developed. 

Conflicting programmes with built-in concessions and
relaxation of disciplines have to be eliminated.
 

Successful 
use of credit results in increased production.
Such increase has to be made worthwhile by assurance of profitable price, storage and marketing. Another step forward is toensure easy availability of artirles needed for further growth

and better living. 

Short-term credit has created the need for medium-term and
long-term credit for sustained efforts towards progress. It is necessary to make provision for such facilities along with

development of graduated scales of credit supply.
 

There is need for rationalisation in the multiplicity of
agencies dealinq with credit for the same or similar purposes.
Steps towards greater utilization of widely spread net-work of

conmercial banks and thana cooperative associations promises 
better services.
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All the credit institutions need i.;ore resources. It is 
time to establish a Rural Credit Fund under the auspices of the 
Government, the 3angladesh Bankp the conrnercial banks and the 
cooperatives. The Jatiya Swiabaya 3ank, properly staffed, may
 
function as the secretariat for the fund.
 

The accounts and audit systems of the credit institutions
 
deserve careful evaluation and modification.
 

It is important that the real costs of the existing credit 
progranties be carefully assessed and steps be taken to promote 
self-reliance through increasing savings and better use of the
 
benefits of development.
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Comilla Cooperative Production Loans -

A Note on the Cost of Capital
 

Introduction
 

Numberous articles have been written on the Comilla
 

Academy and its thana-village cooperative associations. This
 

two-tier county-village cooperative organization has been a
 

means of organizing small farmers to facilitate their pursuit
 

of increased agricultural output. The thirty-three original
 

pre-Independence Thana Central Cooperative Associations (TCCAs),
 

organized by the Comilla Academy under the leadership of
 

Dr. Akhtar Hameed Khan, are now to be replicated in the remain
1/
 

ing thanas.- According to the Bangladesh Government's first
 

Annual Development Plan (for fiscal year 1973) the TCCAs and
 

their member Village Societies are to expand by fifty thanas
 

by January 1973 and by two hundred, or to over half of all
 

thanas, by fiscal year 1974. 
2/
 

As the TCCA is to be a means of mobilizing the small
 

farmer throughout Bangladesh, a closer look is warranted at
 

the previous decade's accumulated experience. The central
 

purpose of the TCCA, aside from being a vehicle for the
 

supply of agricultural inputs, remains rural savings mobili

zation and the provision of agricultural loans. An analysis
 

of this central purpose can be achieved by examining the
 

attached hypothetical consolidated balance sheet for a Thana
 

Association and its member Village Societies. Questions that
 

have been overlooked in the past now need to be raised; an
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admittedly over simplified balance sheet will serve our purpose
 

here.
 

The accompanying tables highlight the main financial
 

features of a balance sheet for one TCCA and its member Village
 

Societies. This model thana has a population of 180,000
 

persons of whom 3,600 are members in 145 Village Societies.
 

The absolute rupee amounts*, proportions and charges used in
 

the table are realistic as they are based upon the experience
 

of twenty Comilla district cooperative thanas during the latter
 

-
half of the 1960s. 3 It should be said at the outset that
 

because the available literature does not describe the financial
 

operations of the TCCAs in detail and admittedly, because this
 

note is written without benefit of personal first-hand
 

experience, assumptions have had to have been made about these
 

operations. This necessity highlights what would appear to be
 

the lack of financial specifics and economic rationals in the
 

available Comilla literature. This note addresses itself to
 

these shortcomings. A close review of new Comilla reports
 

may resolve the questions raised here.
 

The Financial Operation of the TCCA
 

How this two-tier cooperative organization mobilizes
 

farmer savings and channels them in conjunction with outside
 

capital into crop production loans can best be illustrated by
 

*The pre-Independence "rupee" unit is used throughout this
 
paper, instead of the new "taka" unit, in keeping with
 
available sources.
 

60 



a step-by-step description of Table A, a hypothetical balance
 

sheet for a TCCA. Upon Joining Village members must deposit
 

their savings in and buy shares from their TCCA./ The
 

Village Societies act as brokers for these transactions. In
 

this example the members have contributed Rs. 100,000 of their
 

own capital, Rs. 50,000 by saving deposits and an equal
 

amount by share purchases.* These combined savings and shares
 

from individual members, summed for the TCCA as a whole,
 

represent the basic own capital against which additional
 

funds can be borrowed by the TCCA from a district banking
 

institution. 
 In this example the Rs. 100,000 has generated
 

an additional Rs. 300,000 from outside sources 
for a total
 

crop loan capacity of Rs. 400,000. New TCCAs can borrow an
 

amount equal to their own collateral; older TCCAs with higher
 

credit ratings can borrow up to five times their own contri

bution. Individual Village members are now entitled to borrow
 

up to ten times the amount of their share purchases for crop
 

loans provided that both their crop production plans and
 

attendance records at mandatory weekly Village meetings
 

fulfill Village Society requirements. Old members applying
 

for new loans have to meet these same Village requirements.**
 

*The referenced material does not explain why a typical TCCA
 
accumulates savings and shares in generally equal proportions.
 

**At present the very high cost of capital from traditional
 
sources probably provides sufficient incentive to farmers to
 
Join the Village Societies, even if no interest was earned on
 
savings and shares, as doing so ensures access at reduced
 
cost to loans ten times the size of each member's collateral.
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The Distribution of Production Loan Earnings
 

The TCCA charges members 15% interest per year for crop
 

production loans. The workings of the cooperative can be
 

further described by the manner in which these earnings,
 

Rs. 60,000 in this case, are distributed within its structure
 

(the reader is referred to Tables A and B). The cooperative
 

bank earns 4.5% on its Rs. 300,000 loan to the TCCA and
 

individual members receive four and five percent respectively
 

on their savings and share deposits of Rs. 50,000 each. The
 

weighted capital cost of the Rs. 400,000 available for crop
 

loans is therefore, 4.5% or Rs. 18,000.* The TCCA and Village
 

Societies retain 2.5% and 5.0% respectively for various salary
 

and operating expenses; the Village collection agents receive
 

an additional 1.0%. The Village Societies receive another
 

2.0% for crop prices and for relending to bring the total of
 

these accumulated charges to 15% as illustrated in Table B.
5/
 

In this manner the entire earnings of the two-tier cooperative
 

are distributed for expenses, salaries, interest payments,
 

prizes and for relending.
 

Topics for Research
 

The distribution and purpose of these interest and service
 

charges will determine the economic viability of the TCCA
 

model as a vehicle for rural resource mobilization. The
 

previous description of the two-tier financial arrangements
 

*Because of the earnings on members' collateral the effective
 
crop loan charge is reduced to approximately 14%.
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readily serves as the basis for mentioning several broad areas
 

of concern that require further thought. These basic areas
 

are:
 

(a) 	What should capital cost for production loans?
 

(b) 	How is capital to be accumulated so that the two
tier cooperative model can become self-sustaining?
 

(c) 
Who should bear the risk for loan defaults?
 

Operationally relevant answers to these questions should
 

wait for rural credit, savings and farm management studies; a
 

discussion of these concerns is useful nevertheless. The
 

following three sections are devoted to an elaboration of these
 

quesbions.
 

What Should Capital Cost?
 

The TCCA model is faced with a dilemma in its efforts to
 

promote agricultural production loans. 
 On the one hand more
 

capital needs to be made available to finance the modernization
 

of agriculture, and on the other the present low rates of 4
 

and 5 percent on own capital are not sufficient motivation in
 

and of themselves to induce farmers to save, and so contribute
 

to the supply of rural capital. A second dilemma, not unrelated
 

to the first one above, is that while the demand for capital
 

of all types (credit, fertilizers, pesticides, etc.) is
 

Inversely related to its price, capital needs to be rationed
 

by a rural economy. The demand for capital therefore cannot
 

be stimulated by lowering its price. The first dilemma speaks
 

to the supply of rural capital, the second to its cost.
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It is realistic to expect the basic Comilla cooperative
 

model to resolve both difficult dilemmas. Success to date,
 

however, has been limited. With respect to the first dilemma
 

mentioned above the TCCA model does make capital available
 

for the modernization of agriculture but does so by depending
 

heavily upon outside funds. If the present TCCA structure
 

precludes the possibility of increasing returns on member
 

savings and share deposits to augment the supply of rural
 

saving then possibly the TCCA should expand its functions to
 

include commercial savings accounts. These new accounts should
 

be paying, say twice, the present return on savings. If the
 

TCCA structure is to be a means for mobilizing rural savings,
 

and in turn is to be a source of capital for millions of
 

farmers, then clearly the return on rural savings has to be
 

higher. It is not a foregone conclusion however that the
 

mobilization of' rural savings should not be tied to the supply
 

of agricultural inputs and approved production plans.
 

The second dilemma is also being partially resolved by
 

the present TCCA structure. By requiring crop production
 

plans and by being the source of supply for several types of
 

agricultural inputs other than credit, such as fertilizers,
 

pesticides, pumps and tractors, the TCCA is in a position
 

to determine the types and prices of all these inputs. For
 

example, the TCCA can determine whether the form of mechanical
 

implements available to the farmer is relatively labor or
 

capital intensive and so should levy sales and rental charges
 

to reflect resource availabilities in Bangladesh. At present
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many Comilla farmers are making the unacceptable decision, in
 

a social cost-resource availabilities sense in favor of the
 

subsidized four-wheeled tractor and against traditional
 

bullock power. Modern implements for bullocks would require
 

less foreign exchange and would not run the risk of being
 

labor displacing. Subsidized tractor sales and rentals will
 

not accomplish these two objectives. (Admittedly this issue
 

is far more complex than has been presented here).
 

These are signs however that the Bangladesh Government
 

is moving towards the scarcity pricing of other agricultural
 

inputs; the long-standing subsidies on fertilizers were
 

recently reduced.--/ The TCCA model can support these changes
 

by seeing to it that all its sales and rental charges reflect
 

their full cost to the economy.*
 

In sum then the TCCA is a partial success if judged by
 

these criteria. As the author believes the TCCAs' basic
 

structure is sound, it can be used to resolve the difficulties
 

that lay ahead.
 

How can the TCCA Become Self-Sustaining?
 

At present the TCCA model is heavily dependent upon
 

outside capital and is becoming increasingly so with time.
 

This trend has to be reversed so that the TCCA can repay its
 

cooperative bank loans, end its dependence on outside capital
 

*Efficiency considerations, it is suggested, can be given
 
greater weight over distributive ones, in a development

strategy where so much in the way of resource, institutional,
 
and general economic incentive is being directed at the small
 
farmer.
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entirely and build a substantial relending capacity from
 

retained earnings. Furthermore the replication of the Comilla
 

cooperative model to other thanas will be an expensive program
 

unless the seed capital can be recovered.
 

A shortcoming of the present cooperative structure is
 

that no mechanism is operating to either build substantial
 

amounts of retained earnings for relending at the TCCA or
 

Society level or for eventually terminating the TCCA's
 

dependence upon outside loans. There is no provision for the
 

repayment of cooperative bank principal in the balance sheet
 

(Table A) for the reason that only the annual interest payment
 

of 4.5% has a specific claim on the TCCA's earnings as
 

evJdenced by the available literature. Only the Village
 

Societies, as residual claimants, can accumulate earnings
 

for relending but this capacity is limited. Even under the
 

ideal circumstances of no loan defaults depicted in the balance
 

sheet, the earnings made available for relending (Rs. 8,000)
 

allow a growth rate on total loan capital (Rs. 400,000) of
 

only two percent and on own capital (Rs. 100,000) of only
 

eight percent. Loan defaults of ten percent, as has been
 

typical in Comilla District, reduce the amount for relending
 

by 75%, or from Rs. 8,000 to Rs. 2,000 as illustrated by the
 

figures in parentheses in Table A. It is therefore clear
 

from this point alone that if this two-tier structure is to
 

expand upon its retained earnings and is to be eventually
 

independent of outside capital, its present financial structure
 

does not promote this objective.
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How can the TCCA become self-sustaining? There are at
 

least three mechanisms that can be considered. (1) The
 

proportion of the interest "spread" that goes for exprenses
 

could be reduced, so enlarging the proportion available for
 

amortization payments, by increasing the service areas of the
 

cooperative's staff. Similarly, increasing the "spread" by
 

effecting a larger interest rate increase for loans than for
 

collateral would also provide additional funds for amortization
 

payments. (2) 
A financial mechanism could be implemented to
 

force a progressively less generous own to loan ratio each
 

year so that by the tenth year for example, no outside capital
 

can or need be borrowed. This achievement would be severely
 

restrictive of the TCCA's loan capacity unless of course
 

other mechanisms were implemented at the same time to augment
 

the TCCA's internal relending capacity. (3) The third
 

mechanism is discussed more fully in the next section. 
In
 

brief the earnings made available for relending have to be
 

protected from erosion by loan defaults and expenses.
 

Who Bears the Risks?
 

It is unlikely that the most important cost the TCCA
 

has to bear, loan defaults, is going to be reduced much below
 

five percent of total loans. 
How can this cost be borne?
 

At present the cooperative bank, savings and shares, TCCA
 

and Village expenses and the collection agents all have
 

first claim on available earnings (see Table A). In addition
 

to its expenses, the Village Societies do receive residual
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earnings for crop prizes and relending. If however defaults
 

equal ten percent, earnings drop from Rs. 60,000 to Rs. 54,000
 

and the Villages' relending capacity is immediately reduced
 

from Rs. 8,000 to Rs. 2,000 (see figures in parentheses in
 

Table A). To compound matters the Village Societies are liable
 

to their TCCA for members' payments in arrears.L/ These arrears
 

are presumably paid out of residual earnings, and not out of
 

salaries and expenses.
 

While it has been argued that the TCCA should be self

sustaining, a government function which could stay this effort
 

is that of crop insurance. In a country where widespread crop
 

failures are so frequent, it would be an error to insist that
 

the Village Society, its members, or even the TCCA carry the
 

full burden of loan defaults. Defaults stemming from bad
 

harvests should be constructively borne by all participants,
 

but most heavily by the central and possibly district govern

ments. At the same time methods must be devised to prevent
 

wilful defaults from Jeopardizing the cooperative's financial
 

discipline, an admittedly difficult administrative task.
 

As is suggested by "other operations" on the balance
 

sheet the TCCA does obtain earnings from the sale and
 

rental of other agricultural inputs. This is mentioned only
 

to point out that earnings from these generally profitable
 

activities should not be used to subsidize the TCCAs' loan
 

operation. The basic structure of the TOCA must stand on its
 

own.
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Conclusion
 

The success of the Comilla cooperative movement to date
 

has depended heavily upon the leadership and organizational
 

discipline of the TCCAs and their Societies.- The thrust of
 

the argument here is to couple this record of achievement
 

with greater reliance upon economic and financial discipline.
 

In this sense a financial, or rather economic, view of the pre-


Independence Comilla cooperative belies its original nature;
 

it should not in the future. Because the successful Comilla
 

cooperative model is to be replicated to the remaining thanas
 

of Bangladesh, the author believes that the concerns expressed
 

here warrant careful review. 
As the force of economic
 

intensive can shape and strengthen existing institutions,
 

particularly in circumstances of new high-yielding seeds,
 

modern inputs and high output prices, then these forces should
 

be used to further advantage by the Comilla cooperative model
 

to provide, ultimately, the small farmer and wage laborer,
 

access to viable livelihoods.
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TABLE A
 

HYPOTHETICAL BALANCE SHEET FOR A 
THANA CENTRAL COOPERATIVE ASSOCIATION (TCCA)I' 

(InThousand of Rupees) 

ASSETS 	 LIABILITIES 

I. Credit Operations I. Village Capital 	 100
 

1. 	Production Loans 400 Savings 50
 
(less defaults i0%W (40) Shares 50
 

2. 	Accumulated Charges 60 II. Loan from Bank 300
15% on 	production loans(54)
 
III. 
Ist Claimants on Charges3/
 

II. Other Operations Cooperative Bank 4.5% 13.5
 
TCCA expenses 2.5% 10.0
 

1. Return on Sales/Rentals - Village expenses 5.0% 20.0
 
(net) 	 Collections 1.0% 4.0
 

Savings 4.0% 2.0
 
Shares 5.0% 2.5
 

52.0 52.0
 

Total Assets: 460 Total Liabilities: 	 452.0
 

NET WORTH
 

Residual Claimants
 

1. 	Village Societies 2.0% 8.0
 
(prizes and relending) (2.0)
 

2. 	TCCA + Village Societies
 
Profits on Sales/Rentals
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Notes for Table A
 

1. 	This is an unliquidated and undisbursed position at the end of the
 
first year of hypothetical operation. This balance sheet has been
 
constructed from figures available in P.A.R.D., A New Rural Cooperative
 
System for Comilla Thana, June 1970, pp. 22-23 and Akhtar Hameed Khan,
 
Tour of Twenty Thanas, February 1971, pp. 10-22.
 

2. 	Parentheses indicate changes in amounts if loan defaults equal a
 
realistic ten percent.
 

3. 	There are slight variations in the distribution of the 15% loan charge
 
depending on source. The following source was used here: P.A.R.D.,
 
A New Rural Cooperative System for Comilla Thana, June, 1970, pp. 21-22.
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TABLE B
 

Distribution of Interest Charges
 

For crop loans totalling Rs. 400,000 the 15% total interest charge (Rs. 60,000) is
 
distributed to the following claimants:
 

Percentage Rupee

charges on payments


A. Loans-interest charges and payments 
 Rs. 400,000 in thousands
 

1. Cooperative bank loan of Rs. 300,000 at 4.5% 
 13.5
 

2. Savings Rs. 50,000 at 4.0% 2.0 

3. Shares Rs. 50,000 at 5.0% 2.5 

Weighted capital cost 
for all loans Rs. 400,000 at 4.5% 18.0 18.0 

B. Expenses TCCA 2.5% 10.0 

Village Societies 5.0% 20.0 

C. Collection Agent Charges 1.0% 4.0 

D. Retained by Village Societies 
for relending and prizes 2.0% 8.0 

Totals 
 15.0% 60.0
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Comilla, Reassessment and Replication
 
The Cooperative Under Stress
 

Introduction
 

The period of Pakistan Army occupation (March-

December 1971) and the ensuing civil war did not destroy

the cooperative system in Comilla; 
 it imposed a period

of inactivity, inhibiting the sophisticated Kotwali

Thana Central Association operation and reducing rural
 
cooperative activities to a subsistence minimum. 
The
 
period of inactivity extended beyond liberation, covering

perhaps as much as 18 months in all from the beginning

of political activity in December 1970 through May of
 
1972 and allowing a watershed for reassessment and
 
planning for future cooperative development.
 

By removing the most visible cooperative leader,
Akhter Hameed Khan, and by interrupting the operation

of the highly developed Kotwali Thana Central Cooperative
Association, the 18 months allowed the more basic problems

of cooperative organization--management, loan distribution
 
and repayment, discipline--to come to the fore. 
 In June

1972, problems mentioned in numerous earlier reports but
 never quite addressed in implementation programs not only

surfaced but were being raised by the farmers themselves.

Much had been learned in the 18 months. Farmers and
 
laborers had been confronted with power and had learned,

to some degree, their own power. 
They would have new

aspirations and new will to express them.
 

The Bangladesh Academy for Rural Development staff

had been forced, like many others, to take refuge in the

village. There they had the responsibility of being

looked to as the community's leaders, established by a
 
decade's work in rural development. Post liberation,

they were to inherit the responsibility of being the
chief planners and trainers for the new nation's program

in cooperative organization. 
It would become necessary to
 
set their own house in order.
 

The trauma of occupation, war and liberation was deep,

shocking, shortlived: it is difficult, at this time, from

this distance, to measure the full extent of its effect.

By February 1972, three months after liberation, most of
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the refugee population had returned, farmers were
 
harvesting the boro crop or preparing for aus season.
 
Some banks had reopened, villagers moved frealy, trade
 
had begun to resume normal routes. By June, officials
 
of the Bangladesh Academy for Rural Development were
 
involved in trying to recapture the ground lost in 18
 
months. While on the surface much looked as it had two
 
years earlier, beneath the lists of cooperatives, members,
 
savings and loans, much had changed. There was great
 
searching and debate at the Academy. With the exception
 
of some material losses, generators and vehicles, the
 
Academy survived the occupation and was physically in
 
tact: buildings, dairy, rice mill, most of the staff.
 
Two major changes at the institutional level had taken
 
place, however; the Academy had lost the Vice Chairman
 
of the Board of Governors and Director of Kotwali Thana
 
Central Cooperative Association, Akhter Hameed Khan,
 
while being thrust to the fore as the most important
 
training institute for a national program of rural
 
development. The Academy tested program, the Integrated

Rural Development Program, had lost one of its major
 
proponents, but, for the first time, had strong support
 
from the national cabinet as a national program.
 

The Integrated Rural Development Program, the
 
Credit program for replication of Comilla credit co
operatives, has been described elsewhere in a number of
 
papers. ( ) The Comilla system calls for a tierred
 
structuring of supervised credit organizations, self
disciplined village societies under a Thana Central
 
Cooperative Association umbrella. The TCCA borrows
 
from either the Jatiya Shamabaya Bank or from govern
ment sources, the village society borrows from the
 
association, the individual from the society. Requests
 
for loans are based on production plans and size of loans
 
are made according to the size of the individual's shares
 
and savings deposits. An individual can borrow up to
 
five times his combined share and savings deposits.

Administration lines are clearly drawn in theory as
 
are institutional responsibilities, and in June 1972,
 
cooperative officials at Kotwali Thana Comilla were
 
working hard to reestablish the strength of the theory.
 

Bangladesh was six months into its first year of
 
post-war independence. The first months had been spent
 
largely in meeting the immediate needs of relief and
 
rehabilitation. For those interested in the Integrated
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Rural Development Program, it was a period of reassessment
 
and planning, with simultaneous effort to encourage con
tinuous farmer activity, a picking up the threads of old
 
programs and weaving them into the plans of the new nation.
 
The Integrated Rural Development Program was to be expanded
 
into 50 new Thanas. But times had changed, and many of
 
the problems which had been festering before che Army
 
crackdown in March 1971, had been broken open by the
 
18-month interlude.
 

Comilla - June 1972
 

At Comilla, although training had begun for 13 new
 
project officers to be posted under the first step of the
 
Integrated Rural Development Replication, the staff at the
 
Academy was beset with a number of large and immediate
 
problems involving the program's first Thana-Kotwali-
where the experimental cooperative system had begun a decade
 
earlier and on whose experience the replication was to
 
proceed.
 

To the outside observer, problems were readily
 
apparent: the tractor station had been seized, tractor
 
drivers were no longer taking orders from the Kotwali
 
Thana Central Cooperative Association, but were operating

independently, taking orders from private individuals and
 
using cooperative maintenance facilities without regard
 
to ownership or replacement of parts; pump drivers were
 
also acting independently, had unionized, and no longer
 
viewed themselves as beholden to their pump groups. The
 
greatest tangible evidence of change, signaling both
 
success and new problems, was the outspoken attitude of
 
the farmers themselves. Independence had taught many
 
farmers the importance of individual action, and now they
 
were speaking out, offering advice freely to the Academy's
 
theoreticians and forcing the surfacing of problems which
 
had long lain dormant. Problems which had been touched
 
on in Academy reports--land ownership, domination of the
 
cooperatives by the larger landowners, failure to repay
 
loans--were now being ra.ised by the farmers themselves.
 

The willingness of the Academy staff to listen had
 
been sharpened in part from their own experience over the
 
preceding ten months. During the days of the occupation,
 
they were forced to move frequently, to take refuge in
 
the village, leaving material wealth and what had seemed
 
the secure confines of the Academy behind. Independence
 
was to make them the leaders of the Academy. The Father
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of the Academy and the Comilla system, Dr. Akher Hameed Khan,
 
left the Academy soon after the Army reached Comilla. His
 
personality had dominated the development of the rural
 
programs; people spoke of the staff as his disciples.
 
With his departure, the disciples demonstrated that they
 
were leaders in their own right. They chose to stay on
 
in the Comilla area, trying as they could to reassure the
 
people. Now, they had full responsibility for the future
 
of the program. Where the Academy had researched many of
 
these problems in the past, now they were the last resort
 
for their solution.
 

Kotwali Thana Cen'ral Association (KTCCA) (3)
 

The Kotwali Thana Central Cooperative Association
 
(KTCCA) began as an association of farmers' cooperatives,
 
emphasizing teaching through model farmers and cooperative
 
managers rather than through government extension officers,
 
discipline through savings, participation through shares,
 
and most importantly credit through peer organization
 
supervision. As the KTCCA developed, Akhter Hameed dis
covered the needs of the rickshaw pullers and recognized
 
the potential of non-farmer cooperative organization. He
 
encouraged the development of the SCSF (Special Cooperative
 
Societies Federation). As population growth took place
 
and farmers were pushed from their land, the first dis
enfranchised moved to the cities to become rickshaw pullers.
 
Akhter Hameed saw a rickshaw pullers cooperative as just
 
an extension of the farmers' cooperatives, and later the
 
KTCCA expanded to absorb other cooperatives and cooperative
 
associations. The SCSF included a bus drivers' cooperative,
 
and six new cooperatives joined the KTCCA: the CICS (Creamery
 
and Cold Storage), the KTCCA employees, the Academy employees,
 
a housing cooperative, the Karkana Garage and Machine Shop,
 
and the Academy's employees cooperative.
 

Problems
 

The growth of Kotwali had not been without its accompanying
 
problems, some of which centered on the sophisticated level
 
of operation, in the machine shop and tractor station, in
 
the financial relations between the KTCCA and its participating
 
organizations, and others more basic, set deep within the
 
rural credit operations. While both relate to the rapid
 
growth and success at Comilla, they are somewhat different
 
and can be approached separately.
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Decentralization
 

For the KTCCA management, immediate difficulties arose
 
over the question of centralization or decentralization of
 
administration and the related question of labor and its
 
re,.ationship to the KTCCA. 
The intent of the KTCCA umbrella
 
was to provide philosophical, policy, as well as financial
 
guidan'e to its daughter organizations. Akhter Hameed Khan
 
envisioneQ direction from a KTCCA constellation allowing each
 
federation to develop its individual leadership. He encouraged

the SCSF to separate and move out on its own; the ACF followed
 
two years later. The separation was carried further as the
 
CICS began to sell shares outside the KTCCA.
 

Separation did not allow the interaction Khan envisioned,
 
however, and the KTCCA management committee suffered. De
centralization had resulted in conflict rather than independent

cooperations. In June 1972, the problem of relative status
 
within the KTCCA had become apparent, and the new chairman
 
was working hard to reconstitute an active management committee.
 

Labor
 

At a slightiy lower level centralization of services
 
resulted in a labor issue, Tractor and punp drivers came to
 
view themselves no longer as beholden to tae individual co
operatives within the ACE, but as employees of a higher

union, either the federation itself, or the Karkana, or the
 
KTCCA, or, as shown by thei.r seizure of the tractor station,
 
themselves. The increase use of high yielding varieties
 
had increased both the importance of new technologies

(tractors for deeper furrowing and timely plowing, pumps

for irrigation in the boro season) apd the labor which
 
handled them, Pump drivers originally selected from co
operatives to serve those coopreratives became men of
 
influence in their area. From a peer status, with their
 
fellow cooperative members, they rose to the higher position

of "the controller of water." In Thakurgaon, for example,

where careful irrigation through organized cooperatives

had raised the value of land nearly ten times, the pump
 
drivers' influence rose to the point of drivers being
 
considered prime marriage material. (4)
 

They had moved, in their own minds, beyond the control
 
of their fellow farmer. The farmer needed to react also to
 
the changed structure. As the chairman of the KTCCA reported
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at the time of the tractor station seizure, the farmers
 
were beginning to feel their own strength, and it would
 
soon be time for them to reassert themselves over those
 
who were paid to do them service.
 

Comilla - Rangunia, Philosophy of Administration
 

The questions of separate authority, centralization or
 
decentralization, and degree of government involvement, are
important and controversial questions among cooperative

planners. The two major approaches to cooperative organiza
tion in Bangladesh, that of Rangunia and that of Akhter
 
Hameed Khan, often differed on the questions of location

of power, source of leadership and labor for adaptation

of the new technologies, and the role which should be played

by commercialization. (5)
 

On government involvement, Comilla seemed to wage a

battle of approach/avoidance. Akhter Hameed Khan feared
 
both the government bureaucracy and the local administration
 
system. From government he wanted a neutral donation to
 
support the Thana Center and to enable its growth without

dependence on business. 
 He was worried that business from

the Thana Center left the manager open to attacks on scruples

and preoccupation with business would encourage the over
looking of training and organizational functions. He wanted
 
government also to supply the project officers, rather than
choosing the Central Association managers from the ranks of
 
the primary society managers. Local leaders, Khan felt,
were corruptible or already tied to vested interests, and

he chose to hire project officers for the Thana Cooperative

Central Association from the outside. 
The Central Cooperative

was to be established after primary societies had been
 
organized. The movement was to begin from the ground up.
At the lowest level, the primary society, Khan felt that
 
power was closest to the people and the people could control
 
their leaders, managers, chairmen, and pump and tractor
 
operators; at this level, the cooperative leaders could
 
be local people. The local people (model farmers and

managers) would receive training in weekly meetings at

the Thana Center, transfer their new knowledge to the

other members of the Cooperative, organize share and

savings collection, build the basis for the primary

society. With the establishment of enough primary

societies, a Central Association could be formed. Forma
tion of quick and easy cooperative associations was to be
 
eschewed; 
 the process was lengthy, and the government

policy of "every pump group a cooperative" was to be
 
avoided.
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The registration of pump groups as cooperatives was
 seen as a threat by both the Rangunia and the Comilla
organizers. 
Pump groups were unstable, dominated by large
farmers who formed the cooperative to receive a pump, then
rented water to others. The seasonal aspect of pump groups,

their limited objectives, as well as their lack of internal
discipline, weakened the cooperative movement. 
As seen in
Comilla's TIP (Thana Irrigation Program) report, the managers
of the pump groups were those with the largest acreage; as
Mantosh Das has described in Chittagong, 50% of the pump
groups were dominated by traditionally wealthy farmers.
This type of organization did not offer the base for the
 
strong Central Association which Akhter Hameed hoped would
 pose a counter force to the traditional interests already
represented in local administration through the Union and
Thana councils. 
Akhter Hameed opposed registration of pump
 
groups.
 

The Rangunia system opted to move quickly in an effort
 to stay out in front of pump group formation, by rapidly
organizing Central Associations to incorporate the pump
groups and to encourage discipline. Mahbub Alam and Mantosh
Das did not want to wait until strong cooperatives were
established, but instead counted on organization of Central
Cooperative Associations to teach the benefits of discipline
and to oppose large farmer domination. Rangunia recruited

locally, not waiting for government support or neutral
government project officers, in order to move more quickly.
To support the Central Association activity, the Rangunia

cooperative turned to business, procurement and sale of
rice and tumeric, and the distribution of fertilizer. The
 
RTCCA was a commercial cooperative.
 

The basic split between Rangunia and Comilla came from
Rangunia's willingness to recruit locally, enter business,
work with the pump groups and the registrar of cooperatives.

Comilla continued to move more slowly, documenting their
development, depending on government grant support, but
trying to stay clear of the traditional government cooperative organization. It is difficult to make a judgment
of the comparative efficiency of the two approaches. 
The
Comilla experience, because of the research and training
function of the Academy, is much better documented. In
fact, both succeeded. In Rangunia the success 
is seen in

the rapid spread of active cooperatives in Chittagong
District, and the important role cooperative formation
 was to play in cyclone rehabilitation. (Because of the
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occupation and war, it is impossible as yet to judge whether
the flurry of relief and rehabilitation cooperative organization can be made permanent.) In Comilla, the success is
measured both in the acreage irrigated and planted to HYV's,
but also in the sophistication of the problems, labor,
mechanization, water and land distribution, that have ensued,
problems recognizable as the second generation effects of

first generation success.
 

Control, Default, Production
 

There are three problems basic to the success or failure
of the cooperative replication: control of cooperatives and
credit by a small number (the wealthy, traditional, and often
non-farming members of the community); the recovery of loans;.
che tying of loans to production. In approaching the problems,
the Comilla system used three tools--discipline, investment,

and the "neutral umbrella" concept.
 

The principal aim of the Comilla system is to bind farmers
together into a functional unit, providing not only credit
but also services to make that credit functional; the services
 were provided through training model farmers to act as cooperative extension officers; discipline was encouraged by
the regular meetings and enforced participation through
savings. 
To assure success of the cooperative required

discipline (regular meetings and loans based on strict investment criteria), investment (regular payments of savings
and shares from the farmers), and a neutral umbrella (the
Thana central association which could supply services, pumps,
fertilizers, seeds, training, credit, and the neutral political
interest which would prevent the cooperatives from being coopted by traditional local interests. 
The three stood together like the legs of a stool, supporting a functioning

credit system. (5)
 

The occupation of the Pak Army and the period of political
disruption effectively undercut each of these three legs.
By June 1972, cooperatives had lost discipline, as witnessed
by the labor disruptions and by the lack of meetings; regular
payments of savings had ceased, as had repayment of loans
(where in June of 1970, 3-5 lakhs rupees of repayment had
been made, only 88,000 rupees were received in June 1972.

Of 70 lakhs made in loans over a decade by the Agriculture
Cooperative Federation, 19 lakhs were overdue in June 1972,
an increase of 9% over the September 1969 estimate). (6)
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The impact of the political disturbances on normal

loan activity is readily apparent in the statistics for the
ACF. Loan issue dropped 10% in 1970-71 and loan realization
 
rate dropped 44% below the average of the three previous

years. (7) 
The default rate in some cooperatives rose to
 
as high as 83% as compared with the 5% default rate of the

early years of the movement. Some village cooperatives of
only 50 members had liabilities of rs. 60,000-70,000. Many
had come to view the cooperative as no more than a post office,
 
a place to receive their loans, not a place requiring mutual
 
support and assumption of responsibility. (8)
 

Besides a disintegration of discipline and a failure to
meet payments, the neutral umbrella had failed to provide

effective service during the disruption. With the inter
ruption of normal traffic flows and the sometimes conscious

Army disruption of village activities, the supply of services
 was severely restricted. 
The lack of fuel for pumps at the

end of the 1971 boro season reduced the yields in what had

become a very important production season for Comilla farmers.

The attacks on some towns and the continued disruption along

the borders, hampered boro harvest and delayed the planting

of the aus crop. (9)
 

Thus, the occupation and ensuing battle for liberation
did take its toll in cooperative organization and agriculture

production. Rehabilitation of transport services and the

establishment of an independent government were enough to
 
restore the neutral umbrella, normalizing the third leg,

services, but it is questionable whether or not the problems

of discipline and investment have been resolved.
 

Although the period of disruption greatly aggravated

existing problems within the system, the increased loosening

of cooperative discipline was not totally of its making.

Numerous reports done in the late sixties pointed to growing

difficulties in cooperative organization. Ali Akhtar Khan's

study of the defaulting societies of the ACF is particularly

revealing as is Akhter Hameed's Tour of Twenty Thanas. 

1969, overdue loans as a percentage of outstanding loans 

In
had


risen to almost 30%, and the concern at the Academy was
 
great enough that the staff asked that Ali Akhtar perform
a study of 30 defaulting societies. Where Akhter Hameed
 
Rhan could write of the period up to 1966-67, that over
"a period of 
seven years the overdue loans accounted for

only 1.2% of the outstanding loans in the agriculture

societies 
(ACF) and 2.1% in'the non-agriculture (SCSF) (10),

Ali Akhtar Khan would write in 1970 of "serious problems

observed," an increase in overdue outstanding loans of from
Rs. 51,000 in 1966-67 to 1,287,385 in December 1967 or
 
28.4% of the outstanding loan. (11)
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Ali Akhtar Khan's findings are particularly interesting

in the relationships he is able to draw.
 

1. Loan distribution was concentrated into the hands
of the few. 24% of the cooperative members received 62% of
 
the loans. (12)
 

2. 
Loan default was also concentrated; the larger the
landholder, the greater the indebtedness; the larger the
loan, the greater the percentage of the default.
 

3. The proportion of loans taken by the management
committee members was disproportionate; managers formed 36%
of the loanees, received 65% of the loans. 
 (13)
 

4. 
The lower the amount in loans granted a society, the
lower the percent of default; higher loan recipients had
higher default percentages. (14)
 

5. The rate of recovery was better for short-term
 
loans. (15)
 

6. Of the cooperatives surveyed, 40% of the members
were inactive either in regular meeting attendance, participa
tion in shares, or as recipients of loans. The larger loanee
 
societies were the least active. 
 (16)
 

Ali Akhtar's survey confirms 
case studies collected by
earlier Akhter Hameed on his Tour of Twenty Thanas and by
Rahim. (17) 
 Akhter Hameed also warned about the capturing
of the cooperatives by unscrupulous managers:
 

"Although, in my opinion, 80% of the village

societies are now controlled and managed by the
members, the remaining 20% are )ocket societies

dominated by a few; 
 many managers do not deposit

their members' savings regularly; they are inclined
to keep some money for private business; in u.,zndina
25 of 45 societies had been captured by defaulters
who then campaign against loan repayment; there are
several, rich and influential managers who not only

have defaulted, but are agilating for the is.rte of
 pumps without loan repayment. They are also asking
for the postponement of the cooperatives associations

annual elections from which they are excluded as
 
defaulters." (17)
 

85 



-11-


These problems are serious, but they are not unusual.
They can be controlled in part by active management supervision and government leadership, "the neutral umbrella;"
they can also be aggravated by poor policy; 
by neglect,
by a failure to lay down or follow strict procedures. The
desire to move too quickly without proper controls is a
frequent trap, and in 1967 it seems to have caught Comilla
policy makers briefly. 
The system suffered for the next
three years, and the great blow dealt by 1971 allowed free

analysis of the errors of 1967.
 

A decision was made in 1967 to push for increased loan
disbursement. 
In a way it resembled the political error of
family planners about the same time, thinking that figures,
mass recorded IUD insertions would, in fact, reduce population growth. The issuance of loans for the ACF's 311
societies grew to 42,44 lakhs of rupees in 1967-68, up from
16.71 in 1966-67. Correspondingly, however, loan realization
as a percentage of loan issue fell to 42%, down from 58% the
previous year, and 83% 
in 1965-66. The tremendous increase
in loan issuance was aided by government seed capital and
facilitated by an easing of traditional loan criteria.
Instead of judging loan applications on a careful review
of production plans os well as applying the upper ceiling
limits (allowing a loan recipient up to 10 times his
accumulated capital, savings and shares deposit), 
the loan
committees pushed aside production plans to judge only
according to upper ceiling limit. 
 (18) Wealthier farmers
were able to pump funds for shares, borrow, buy more shares,
and borrow again; 
 and so a manager would confess that
the so-called production plan was often a mere pretext. (19)
Without the requirement of a production plan, loans were
 no longer tied, but farmers or non-farmers used them for
land 
(33% of all credit in 1968) (18), 
or for marriage
ceremonies, or for other non-productive functions, thus
making repayment more difficult.
 

Conclusions and Replication
 

Comilla Academy has 
 .ucqbeen refreshing as an institution
for its willingness to e ar~me itself, to experiment, and to
make adjustments. When th. 
'eriod of trauma had passed, the
Academy resumed its role 
. chief architect for rural programs,with a renewed desire to recapture its original principles.Aware of the problems resulting from over-commercialization
 
and overly rapid expansion, the KTCCA staff was working in
June 1972 to recover control. 
In three months of operation,
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only two lakhs of loans had been given, one for B Amon paddy,
 
one for cattle. Moving cautiously with production and repay
ment in mind, the cooperative was withholding funds from
 
defaulting societies, making a new effort to reassert an
 
original principle--group pressure within the cooperative.
 
Cooperatives would have to return to being as strict as
 
they were in 1965 when the KTCCA shut down 9 of 34 working tube
wells because of failure of the beneficiaries to pay agreed
upon water charges. (20)
 

The return to the production plan .is just as necessary

for cooperative discipline .as a return to the Five Year Thana
 
Book is necessary for the success of the Rural Works Program.

The upper ceiling limit favors the rich, or at least the
 
more wealthy. There are some who would argue that this is
 
not only unjust, but uneconomic. Ali Akhtar Khan pointed
 
out that the smallest cooperatives in terms of landholding,

capital accumulation, and number of members were also those
 
with the lowest rate of default. Roger Lawrence, in a paper
 
on farm mechanization, pointed out the efficiency of the
 
small farmers: "The striking feature of the data (from

Gumai Bil) is the fact that the input of man hours increases
 
noticeably as farm size decreases." (21) The small farmer
 
is the more dilligent worker because he must be.
 

In considering replication, planners must pay close
 
attention to vigorous structuring not only of cooperative
 
guidelines; i.e., production vs upper ceiling limitations,
 
the relationship between cooperative and its labor, pump

drivers, tractor drivers, managers, but also to the national
 
government and its representatives at the Thana level, its
 
extension personnel. An unpublished study at Comilla in
 
1970 pointed up the growing lack of confidence in the Thana
 
Development Committee and the increasing conflict between
 
the cooperative project officer, the Thana Circle Officer,

and the Thana Cooperative Officer. (22) Agreement at the
 
Thana level is crucial not only to the functioning of the
 
Central Association through provision of services and
 
training, but to the other rural programs, the Rural Works
 
Project and the Thana Irrigation Program.
 

Rural programs can overlap, complement, or conflict;
 
given the scarce availability of resources, they cannot
 
afford to conflict. Earlier studies have reviewed potential
 
conflict in the Accelerated Rice Production and the Inte
grated Rural Development Programs. (23) Akhter Haineed Khan
 
and the organizers of Rangunia Mahbub Alam and Mantosh Das
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have been much concerned with the problems created by forced
registration of pump groups. Akhter Hameed found that of 78
 pump groups enrolled as cooperatives in Daudkandi, 42 had

defaulted. The pump groups conflicted with the bagic

principles of the disciplined cooperative; Akhter Hameed
 
warned that "the distribution of pumps is in danger of

becoming a distribution of favors, a boon from a benign

government, requiring little reciprocal effort on the part

of beneficiaries." (24) The potential to attract members
 
to a functional group around a pump is great (the use of
 
pumps in Bangladesh climbed from 3,000 to 24,000 in six
 
years) and should not be wasted. Farmers are not always

enticed by free goods alone, but are willing to move to

modern methods despite costs if profits can be proven;

free goods can induce skepticism: One farmer in Thakagaon

explained that the free water from the new tubewells was
like the tea that had been distributed free by the British.

Once you get hooked, then they place a charge on the goods.

(25) Particularly with water, however, the benefits are
readily apparent. Sa Rakim has reported that land valued

in Comilla had resulted in an increase of 98% 
in land values
 
between 1963 and 1969. (26) 
 Reports from Thakagaon have

cited land value up as much as 10 times that before irriga
tion. (27) With replication, it will be important to try

to assess 
the relative true costs of required inputs,

to recognize subsidies where necessary but to understand

their costs. 
Dr. Joseph Stepanek has taken an interesting

first step with his paper on the value of capital in the
 
Comilla credit program. (28)
 

The Comilla program has repeatedly shown its creativity

and flexibility in the development of the Rural Works Program,

the Thana Irrigation Program, the Integrated Rural Development Program. The break and new beginning brought by the

occupation, war, and liberation, has offered the occasion
 
for a major reassessment of the principal aspects of a
successful rural credit program, organizational discipline,

linkages with other programs and wit]- government itself,

the proper economic valuation of inpats. The success of
replication will be dependent on the new government's

ability to accept and implement the results of this re
assessment, and to encourage directly the development of
 
the discipline, investment, and neutrality required to
 overcome the entropy induced by inequitable control of co
operative resources.
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The 	Role of Co-operative Cr4cdit in Jmall Farmer t option
 
of Ncw Cereal Varieties in Inula 

Michael G.. Schluter 

I. 	 Introduction 

A large number of micro studie3 have shown that small farmers
 

have lagged in ado.,tion of the new seed varii-Ues, and that there is
 

close relationship bet:een adoption by small farmers and use of
 

co-operative crcdit in many areas 1, Co-oporatives are also bocomin
the 	most important source of aricultural credit 2 , Hoiever, the
 

importance of co-o')erative credit in Ldoption Is 
 not universal and
 

many aspects of this relationship are ill-defined. 
This paper will
 

examine V main quesuions to bring the issues more sharply into
 

focus.
 

1. How important is co-oncrativc credit relative to
 
other factors in the adqption process? 

2. 	Uncetr what conditions, or at what sta e df the 
adoption process, does credit become a critical 
factor in adoption? 

1For a summary of findin-s of studies by the agro-Economic

Resc.rch Centres and the ProZraiue Evaluation Orgenization, see

Il.Schluter and J.;. Mllor, "1kw Seed Varieties and the Small Farm",Economic and Political Ueekly, Vol. VII, No.13, Review of Agrdculturej 
p. 41-35.
 

21eteen 1961-6 and 1970-71, the share of instftutional credit
 
in total arricultural credit increased from 18.7% 
to 40%. See HC..
Jain, "Growth and Recent £rends in Institutional Credit in India", 
papers, Inc:ian Journal ofA-,ricultural conomics. Vol. 26, No.4,

Oct.-uec., 1971, p.555o
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.3. 	 :.hy are small farmers dcpondont on co-opurative 
credit for adot.on rather than on crcdit from 
moneylenders or other traditional sources? 

4. 	 Are demand i supply constraints critical to .,n 
exnansion of co-operative credit to small
 
farmers for adoption of new varieties? 

First, we examine the role of co-operative credit in the
 

overall demand and supply of capital, to understand conceptually
 

why and when co-o",rativo credit is likely to be important in the 

adoption process. 'Then, to antwr quejtion 1, we examine at a micro 

lvel foctors governin-, the adotion of hybrid bajra and high

yicldin- wheat varieties in North Gujarat, and those influencing 

adoption of hi.-h-yielding paddy and iiheat v, rieties in South Gujarat. 

Jurve': data for c-o.nin-t pattei.', usa of inputs anid of couse 

on,rative cr.,ditg collected fr -m225 farmers in Mohsana iistricts 

North Gujarat In 1969-70 , and from 120 farmers in Surat uistrict,
 

Jouth Gujarat in 1971-7 2 form t~ie basis oC this part of the
 

analysis. For questions 2 and 3, the results o-7 a lar-e number of 

micro studies will bo o-aained in an attempt Lo establishsomc 

tentative macro propositions. Some comments on question 4 are made 

in t,;e conclusions. 

1 Data used in this analysis are ta'ie 'roan unpubli'.hed paper 
'.ic el G.G. Schlut2r and Gokul 0. Parikh.' of Co-operative
Credit ip Small Farmers for New Cereal Varieties in Gujarat : A 
Demnnd or 3upply Constraint? 

2 
Data collected as part of doctoral research from Cornell
 

thversity on the subject "Raisin-; Incomes of Small Farmers in
 
Innia".
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Attention is confined to the role of short-term co-op ;rative credit for 

farmers -ith the necessary infrastructure to. adopt nev w.rietirs. The provision 

of medium or long-term credit to small farmers, so that they may obtain the 

necessary infrastructure and thus adopt, is a separate i-sue not handled in this 

pirpero 

II. The Conceptual Framework 

The situE.tion faced by the individual farmer is illustrated in figure I. 

Figure 1: 	 The Place of Co-operative Grodit in the Individual Farrnors 
Demand and Supply of Capital 

Capital 
Demand,


Supply 

A Cost of Cultivation
 

where, D is demand for capital 

BS1 is the supply of funds available from savings, and borrowable for 
production from friends, relatives, moneylenders and traders 

OBS 2 is the total supply of capital, including what is available 
from the cao-peratives. 

The shaded nrea represents the demand for co-op3rative credit 

We assume here that farmers use what is available from other sources 

before using co-operative credit. Also we assume that the supply from 

sources other than co-operatives is perfectly inelastic with increasing 

costs of cultivation. The realism of these a~sumptions w discussed 

in Sections IV and V. 9 



BS2 which represents tha supily of co-oparative credit slopes 

upwards because under the crop loan system, the amount a farmer can 

borrow is related to cost of cultivation. Hcwover, the slope of 

BS2 is not as steep as OP, as co-operative crop loans are inadequate 

to met full cash costs of cultivation.
 

Prior to adootion, we suggest small farmers lie to the left 

of A , so that there is no demnd for co-operative credit. A farmer 

can meet costs of cultivation from own funds and traditional sources 

of credit, as he has in There isthe past. evidence from both Jurat 

and blehsana to support this. In MehsanaO only 50% of small farmers1 

had joined andthe co-operative, only 29% had taken loan?. The main
 

reasons given by small farmers both for non-membership and non-borrow-

Ing was adequate income and past-saving, and non-farm source of income 

(See Appendix Table 10). In Lurato two adjacent areas were surveyed, 

both well covered by efficient co-operativeqs but with the difference 

that in one and not the other: there were irrigation facilities 

and the new technology had been introduced. In the irrigated area, 771 

of small farmers had joined the co-operativeS whereas only 28% had 

joined in the other area. This suggests that with adoption of the new 

technologyr, which results in a high percentage increase in costs 

of cultivation (See Tables 7 and 8 following)s the demand for capital
 

moves to the right of Ali so that small farmers as well as large
 

farmers then demand co-operative credit. 

IDefined here anbitarily as those with less than five acres. 

96 2 See Appendix Table 9'. 
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We suggest that the decision to adopt the new varieties is based
 

mainly on a farmer's assessment of the degree of profitability and riskp 
but ability to adopt may be influenced by the supply of co-operative 

credit. 
 Inareas of inefficient co-operative societies, and where
 

societies discriminate a,-,ainst small infarmers distribution of leans, 

a farmer'issupply of capital in relatively inelastic. 
 In these situations
 
and where there is still a high degree of risk so that the profitability
 

is not firmly established, we suggest small farmers with access to
 

adequate institutional credit will adopt more rapidly than those
 

without.
 

III Factors Governing Adoption 

South and North Gujarat form a contrast in terms of agro. 
climatic conditions, cropping pattern and development of infrastructure. 

In Mehsana District in North Gujarat& farmers depend for water on well.
 

irrigoation and uncertain rainfall, and principal crops are bajra, wheat 

and spices; in Surat District in South Gujarat, with canal Irrigation 
and heavy and relatively asured rainfall, paddy and sugarcane predomi

nate. 
 In both regions, some of the villages were well served by co. 

operatives, and others not.
 

The h',h-yielding rice variety, masuri, was first grwn by 

farmers in Surat District in 1968-69 and by the year of survey,
 

1917 
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1971-72p It had spread over a major part of the irrigated rice area. Vigh

yielding wheat varieties had been introduced as early as 1966-67 but by
 

1971.72, only 30% of 
 farmers were growing these varieties, although most 

farmers had changed from local to local improved varieties. Differenc es 

in costs of cultivation and rates of returns between desi and improved 

varieties of wheat were neglioible, so we examine here adoption of S- 22 7 

and Sonakalyan for which costs of cultivation and returns were substantially 

greater than those for the other varieties1 0 In the case of both hybrid 

bajra and high-yielding wheat varieties in Mehsana district, the new 

varieties had been introduced in 1966-67. By 1969.70, 50% of bajra growers 

were growing hybrid bajra whereas only 217. of wheat -rowers had adopted the 

new wheat varieties. 

The Regression Model 

The model used for the analysis was as follows:
 

Y = A + blX1 + b2 X2 + b3 X3.**., b+oX1o 

where, 
Y = Area under the new variety (inacres)
X. = Area under the crop~n acres)
 
X2 = Gross Cropped Area (in acres)
 
X3 = Credit Available from the Co-operative (in '000 R.)
 
X4 = Non-Agricultural Income (in 1000 b.)
 

X5 = Dairying Income (in 00 Rs.)
 
X6 = Non-Farm Assets (in '000 R.)
 
X7 - Availability of Family Labour for Farm Work 
 (No.of Adult equiva. 
X8 = Education of Family Decision-Maker (in years) lents) 

= Home Consumption Requirements (inunits of 20 kg.) 
X10 = Value of Xharif Crop Sales (Only for HYV wheat, Surat). 

and A and the bIs are unknown parameters to be estimated. 

98 1A Study of Saharanpur District in U.P. with respect to local Improved
varietiee had similar findings. See D.P. Gupta, A Study of Maxican Wheat inSaharanpur District. (U.P.). Rabi 1967.689 Agro=Economic Research Centre, 
University of Delhi, 1968,
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ihe obvious dependent variable for an analysis of differences in 

adaption behaviour between farmers is the percentage of a crop 's acrea;e 

put under the new varieties. But since most farmers have either 0% under 

the new varieties or 100%. this variable does not follow a normal distri

bution and hence cannot be used as the dependent variable in a regression 

framework. To overcome this problem, acreage under the variety hasnew 

been made the dependent variables with X, as acreage under the crop which 

has the necessary infrastructure for the new variety. 

Implicit is the assumption that acreage under a ne: variety is 

independent of acreage put under other crops. To test this, we examined 

the relationship of acrevnge under new varieties in Surat with acreage under 

sugarcane, the chief alternative to a paddy and wheat combination.. 

Since to relationship was found, we excluded this from the fin.al model. 

Gross cropped acreage and net cultivated acreage gave similar results 

in the regression analysis. '21 . former is used as it is more closely 

correlated with the farm's income-generating capacity. 

OP
Since data for the valueAfarmers' savings available for production
 

purposes could not be estimated, we used credit availability from co

operatives rather than capital availability in the model. The close 

relationship observed in many areas between borrowings from co-operatives
 

and adoption does not reveal whether those with access to this credlt 
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ado'Led, or whether those willin- to adoot obLain this cruuit1 In 

this analysis, we examine specifically the former; with acreage under 

the new variety as the dependent v.riable, and availability of con
 

operative crdit as an independent variable, we examine the
 

influence of co-operative credit : the degree of adoption.
 

NonA~.,ricultural Income 2 and dairyin,%are both tho.;ght to 

influence ad6ption. 'ihe Supplementary income they provide is a source oF 

both caoital and ris.-bearin:- capacity. Non-Farm "1scets3, however, 

addg, only to risk-bearin- capacity while the value of kh.rif crop
 

4
sales adds only to cairital availability4 Neow varieties also result 

in an increased demand for labourS, so that the availability of family 

labour may influence aooption. here is a prima faU case for 

includin all Lhcse varia les in the model.
 

ISe l.ichael Schlutr and John . Mellor, op.cit. 

2 See Nichael G.J. Schluter and Aichard I. Lon-harst, Some lispccts
of the Suitability of llinh-Yieldin: .Ice and Baira Varieties for the
 
Small Farm, 'ihaniavur and Mehsana Districts,. India, Occasional
 
Paper No.57, Department of Agricultural Economics, Cornell University
 
USAID-Employment and Income Distribution Project, 1972.
 

3 The Correlation of non farm assets with total assets is 0,95. 

495% of crop sales of sample farmers in Surat in 1971o2 took
 
place at the end of the kharif season.
 

5 See for example, R.N. Tripathy and B. Samuel, "Economics of
 
high-yielding varieties in IADP; a study in Orissa, "Economic and
 
Political Weekly, Oct. 25, 1969 p.1719-1724. 

:1.30
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Farm,.z4 with a relatively large hone consumption requirement 

who are willin,, to consume inferior varieties of cereals benefit 

substantially from the new technology, especially when the prices of 

the new varieties arc considerably lover than for traditional varieties. 

This may be illustr, ted for Kol1am (local improved) and masuri (high

yieldin.:) varieties for 'urat istrict as follows: 

Yiold/acre 
in k-s. 

Price per 
100 kjzs. 

Hasuri 1000 70 

Follan 1500 90 

Gross .nc)me from Croy, JalIs Yollam Msuri 

If no home consumption 9,000 %C,500 

If 500 k. for home consumi)tion 4,400 7,000 

If 1000 k,. for homc consumption 0 39500
 

The ,rcatcr the mar':ot orientation of the local economy, the
 

less this holds as 'arm rs may sell the hi,hor quality cereal and buy
 

the inforSor variety.
 

Educ.-tional level is included as it determines a farmers ability
 

to understand the comple:,. changes in agronomic practicos required for 

adoption to be profitable. Farmers' age was found to bear no 

relation to adoption in any of 
areas stddied and was excluded from the
 

final model.
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A. ,dlotion of -h-ieldinl'ice Vari. tics in .. urat Jistrict. 1971-72 

he, resulLs of the estimated equation f6r adoption of high

yleldin:! rice varieties (msurl and two cases of Th-L.) are shown in 

Teblo 1. 

'r.1 1 !stimatcd Linear ae-ression for *:'actors Influencin i option 
of ii,.,h Yioldint, i ice Vari, ties in Surat District 1971-72 

'ic to rs ;,e, ression Std.Error of t-vnlue 
Coocfficientic ooffi ci ent 

tc:e,.,-c undcr irri-i.ted rice1 0.7401 0.0958 7.73 " 

qross Cropped Acrea2e -. 500 -0.0261 -1.91 ' 

Crcdit Available from Co-operative2 O.1602 0.0854 1.87 " 

Non-A-ricultural Income -0.0409 0.0227 -1.80 

Wiryin- Income 0.O541 0.0634 0.85 

Non Farm Assets 0.0170 0.0079 2e15 

,o.of Famil.. Members Available 
for Farm work 0.0218 O.0418 0.52 

Education of Family Decision-Maker 0.0093 0.0429 0.22 

Home consumption requirement 0.0038 0.0096 0.39 

R2 
 = 0.76 No.of observations (farmers) = 59
 

%kSignificantat 5; level Significant at 14 level. 

lOnly farmers usinz canal irrigation were included. Hasurl as a
 
long duration variety has a very high water requirement so that no far
mer using well irrigation or pumpin, water directly from the main canal
 
found it profitable .to adopt masuri.
 

2Defined here and in Table 3 as the maximum amount the co
operative society said it would be willing to lend the fammor for
 
variable inputs, based on acreage, croppin; pattern, assets,
 
character of the farmer etc.
 

U02
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There is an inverse relttionship between t-liotion of ix-suri and
 

gross cropped acroago (..r net cuitiwtcd acr. ,ge). This rolationsip
 

did not exist in the early stagjz of rdo:,tion, as is clear £ro'a 'Yablo 2. 

Table 2 % of FariLrs Adopting ligh-Yieldin& Alice Varieies on Iny Pirt of 
their Irrizatod Rice Acra o by Farm Siz 193U-39 to 1972-73 

Net cultivated 1968-G9 1930-70 1970-71 1971-72 1972-73
 
acreage
 

0-2 00 	 50% 65;0 55%
 

2-5 4% 4Z, 74.1 ,)5.) 74,
 

5-10 21. 43" l0 G: 71,
 

Over 10 20% 	 8"?, 02; 

At a relctively l,-te stL-e in the ndoption proces:o, snall farmers 

may be more villing to adopt han lrarge farmers ac they h' vo ft greater 

propensity to consume inferior cereal varioties. Adoption will also 

represent a greater pro-)ortional increaoe in their income, since a greater 

part of their acr 2age is devoted to foodgrains 

Availability of co-operative credit wai a significant factor 

in the decision to adopt, even when all other relevant factors are 

considered simultnneously. From table 11 in Appendix A, which gives 

drta for the percentage of farmers adopting over time in villages where 

I 	J.H. Adhvarya and Gokul O. Parikh, Studies into the Economics of 
Farm KgMnment in the I.AD.P. Reion of Suat and Bulsar. 10
Renort for the Year 1967-38, Farm Management Centre, Soxdar 
Patel Uiversity VJ2libh Vidyana-ar, 1969. 
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almost every farmer had access to co-operative credit, it is clear 

that there was a marked positive relationship between adoption and 

farm size in the first year the neqw. varieties were introduced. It 

is only aft(.r small farmers have assessed the risks involved in 

adoption, that they become willing to adopt and availability of co

operative credit becomes a significant factor in adoption
 

behaviour.
 

The farmer 's rish-bearin, capacity reflected by the value of 

his non-farm assets, was also important in ad6ption. 1asuri involves 

uncertainty because, being- a late variety, farmers are uncertain whether 

they will be able to scw in time the rabi crops (especially wheat and 

val1 ). Hatever, non-agricultural income had a significant negative
 

relationship with adoption. Those with a high non-farm income adopted
 

less. Ie suegest that the importance of non-a,;ricultural income in 

influencing adoption lies not in increasing a farmer's risk-bearing 

capacity for investment on the farm, but in widenin a farmer's horizons 

to investment opportunitlese in the non-agricultural sector. For 

exmple, the chief source of non-agriculturnl income io the Jurat area 

studied is diamond cutting, and for 6.3000-4000 a farmer may purchase 

a machine for use in his own home. Thus, a non-farm job may also result
 

in a net outflow of funds from the agricultural sector even~in the 

context of the new technology. Secondly, those with this additional 

income can afford to consume high quality food-rains, and UWA may 

choose to grow the higher quality traditional varieties. 

I. A pulso crop grown mainly in South Gujara and laharashtra. 

104 
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B. Adortion of Iiigh-Yielcin- 'boat Varicties in Surat District 1971=72 

The estimated linear regression for adoption of high-yielding 

wheat varieties (S-227 and S6zirklia) are shown in iable 3. 

Table 3 stimated Linear ,e-rossion for Factors Influencin;-idoption
of High Yielding 11hat Varieties in turat district 1971-72 

Factor 
 Regression St.rror of 
Coefficient Coefficient
 

AEeage under wheat 0.5408 0.1410 3 e8 4hd 

Gross Cropped Acreage 0.0056 0.0191 0.29 
Credit Available from Co-operative -0.1142 0.0727 -1.57 

Non-,dricultural Income -0.0161 0.0126 -1.28 

uairying Income 0.0731 0.0748 1.53 

Won-Farm Assets -0.C049 0.0055 -0.89 

,io.of Family Members Available for
Farm ;ork -0.0094 O.C127 -0.74 

=uc.tion of Family Decision-Plaker 0.0763 0.0236 3.23 
Home Consumption Iequirement 0.0090 0.0162 0.55 
Value of Kharif Crop Sales -0.0301 0.0403 -0.75 

r = 0.54 No.of observations (farmers) = 50 

*k Significant at 1Z level. 

105 
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acreage under high-yielding wheat varieties is not significantly 

related w:ith non-farm assets as in the case if paddy, nor with non

agrlcultural income. New wheat varieties grown under rabi conditions 

involve a much lower element of uncertainty than new paddy or bajra 

varieties under kharif conditions. Yhe va-aries of the monsoon add 

an element of uncertainty to kharif paddy which is not present in the
 

cultivation of rabi wheat. The relative absence of risk is probably 

the main reason for the lack of relationship between acreage under new 

wheat varieties and farm size, here again measured as gross cropped 

1 
acreage 

Availability of co-operative credit, significant in adoption of
 

masuri, is not significant in adoption of the new wheat varieties. The 

amount of additional credit needed to change from traditional to new 

varieties in the case of iAieat is -reater bo than in the case of paddy. 

(See data for costs of cultivation in 'fable8 following). But credit
 

availability is of mach less importance for a rabi crop, as farmers
 

can generally rely on their own funds after recent sales of the
 

kharif crop. Also, since new wheat varieties involve relatively little 

risk, farmers may be more wiliing to commit their own funds to the innovation 

The lack of a significant# relationship between the value of khzrif sales 

and acreage under§;277 probably indicates that for all farmers the value
 

of sales from crops was adequate to finance the new variety.
 

1Overa large number of cases a lack of relationship between adoption 
and farm size has been observed in the case of new wheat varieties. See 
Michael Schluter and John W. Hellor, on.cit. 

106 
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C. 	 Adoption of Hybrid Baira in Mehsana istrict in 1969-70 

The results of the estimated linear regression for adoption of 

hybrid 	bajra are shown in Table 4.
 

Table 	 4 Lstimatc.d Linear Regression for Factors Influencin 
Adoption of Hybrid Bajra in Mehsana District 1971-72 

Factor Regression St.Error of t-value 
Coefficient estimate 

4%crea-e under bajra O.2810 0.0516 5.14... 

Gross Cropped Irri-ated Acreage 0.0860 O.p361 2.24 

Crcdit Available from co-operative1 0.2542 0.0813 3.13 
Non-Agricultural Income 0.2233 0.1594 1,40 

tairyin Income 0.0547 0.0174 3.15 

Number of Family Members Available 
fow-Farm work 01616 01689 0.96 

Literrcy of Family Aecision Maker2 0.5589 0,3759 1,49 

Home consumption Requirement for 
Baj ra 0.0059 0.0016 3.77 

2
r = 	 0.43 No.of observations (farmers) = 212 

* Significant &,t 5% level . Signific-nt at 1% level 

IDefined here and in Table 5 as the maximum amount a farmer can
borrow from the co-operative under the crop loan system with his existing

croppin.- pattern, assuming he puts his whole bajra (wheat) acreage under
 
bajra (high-yielding wheat).
 

2For computations, literate = 1, illiternte = 0. 

107 
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These date indicate that dairying income was a significant factor 

in adoption of hybrid bajrt Whoreas the influence of non-agricultural 

income is not as clearly defined. The difference betweJen Lheoe two sources 

of income lices in their relationship with the £ft=1 enterprise. F iiaers 

vith E dairy herd have greater availability of Farm Yrard lnure, facilit&

ting the use of hiGher doses of cheniical fertilize s, and benefit more 

from the increased bye-product of a higler yield. Perhaps more 

important, they ara nor coruaitteed to making a success of their forming 

enterprise. As pointed out above, those with non-rgricultural income 

may also have greater opportunities to invest off the form. 

Availability of co-operative credit was cl)sely related to 

adoption of hybrid bajra. As with paddy, there was a high degree 

of risk inv )ved in adoption of this variety, partly owing to wather 

umcerainity and prrtly owing to the relatively recent introduction of 

the variety. We may note that co-operative credit plays a particul.rly 

important role in situations of a high degree of uncertainity, when 

small farmers have begun to adopt 

Gross cropped irrigated acreage was significantly relatsd to 

adoption of hybrid bnjra, although Gross cropped acreago was found to 

be non-significet in an earlier model. The variables differ in that 

while both indicate the size of farm income, the former indicates 

what may be expected with some degree of certainty. The certainty of 

income from whatever source is crucial in adoption of new varieties. 

I To be discussed in greater detail in Sections IV and V. 
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D. ioption 'High-Yielfng Meat Varitins in Mehsana Dis trict .1969-70n_ 


Sh, results of the o ;timatjd linear ret,;ression Zor adoption of 

hi.%h-yieldia- whpat varieties in lL-hsana are s',oun in Table 5. 

Table 5 stiwtucd Linmar ,'c-r.:;1on for _2.ctors Influancin: ,¢doption 
of ,ii;h-Yilc'in,; ,heat V.ri :ti,.s in Whsana district, 1.71-72 

Factor Aer.3,-sion St..'rror of t-valuc 

Coefficicnt CoLECcient 

Acrea e under wheat 1 4113 0.3660 3,86 ' W 

Gross Cropped ,icrua';e -C0757 0.0580 -L.29 

Credit .,valloble fro;i Co-o-urative 0.2280 0.2682 0.85 

Non-, r,,ircul-tural Income 0.0345 0.0512 0.13 

Dairyin,, Income 0.1359 3.0552 2.44 

No.of arapily Members Available 
for Yarm 'oik -0,1726 0.5159 -0.33 

Literacy 00300 1.2070 0002 

Hom, Consumpt ion Aequirement 0,0157 0.0074 2.12 

r2 = 0.12 No.of obsurvations(farmers) = 165 

- " SiSnificant at I*'level.Sinificant at 5: level 
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of co-o. ¢rative credit was not a sni:,niflcnt variableAvalIbility 

either in ehIhsana or 3urat.in e.pl,,Anin a&.toption of the Via, vari tias 


Nor is ch -re a sicniFicant relationshi, bet',con adontion and .-ross
 

crop),.d acreacc, in either area; if anythints, there is an inverse rela

tionship. Th. .rcater avail:bility o1 fund: in the rabl scason alter
 

their own funds t,.,a
rccont !dh,-riC sales, so that fc-rnrs c.:n rely on 


Tn: risk el-ment,
'r.a3t e:-,Lcnt, probalbly accounts for these fndin-;s. 


b:' !;69-7n. Fcrnmers were stillho.:evc:r, caamot be ruled out even 

wary o auo.tion, as in ic..ted by the iact tht only 21.' of iaieat ?ro"-.s 

underhad adopted the new varietims. It is in this context that iYe may 


income; inter
stand the si-nific.nee of the coefficient Jor dair:yin.-: 


alia,' the sup, lementary income .ro:i dairyin,; helps formers bear risk
 

in th, r crop entcrpriscs.
 

Srall tsssmtnt 

Fail~ylabour ;vailabilitv 

In none of the above functions was availability of family labour 

found to be a significant factor in adontion behaviour. We may note
 

that the not., varicuties require additioual labour mainly for harve,itin.
 

.
and thrcs'in- opcrations.and Cor transplanting in the case of paddy
1
 

rhcsc are generally time-bound so that farmers have to hire the addi

tional labour required rather than being able to tak-e advanta-,e of
 

lOce G.U. Parikh and A.O. Sevak, "Relative Profitability of
 

Improved and Deshi wheat: A Case SLucy," Industrial Iarch, Janu,.ry-


March 1971, pp.4 U.-5O and R.N. Tripathy and B. Samuel, op.cit.
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their underemployed family labour, The additional labour requirement 

,thus becomes lar-ely a capital cost and increases the demand for cre

dit on all farms, i'art.al eyceptions to t.,is are cases such as 

Thanjavur where adontion of new varieties facilities a change to 

double croppi ., substantially increasin,0 the opportunity for small 

farmers to use availble family labour. \Jith the new variety, ADI'-27, 

also bein, a very hardy variety, it is not surprising that small farmers 

adopted very quickly and on a large part of their rice acrea.ze in 
1 

"hanjavur 

Risk-bearinp Capacity 

The importance of both non-farm assets in adoption of masuri 

in Ourat istrict, and supplementary income from dairying for both 

hybrid bajra and new wheat varieties in Mehsana, underlines the importance
 

of risk-bearing capacity as a factor in tdoption, Uncertainty may arise 

from the weather, lack of knowledge about methods of cultivation, ignorance 

of yield response of a new variety under differin. conditiong, or even 

difficulty in growing a second crop as in the case of the masurl rice 

variety in Surat District.
 

Non-Aaricultura1 Income
 

Non-Agricultural income did not lead to higher levels of adoption
 

in aiy of the four cases studied; in the case of masuri, ItLeven 6W
 

W lower adoption, We suggest that this may be because those with this
 

1See Michael G.G, Schluter and R. Longhurst, op.cit. 
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additional income consume, and therejore ,,row, the higher quality 

traditional varieties, and because other Investment opportunities 

oW the farm become available. In contrast, 'those with dairying 

income are more inclined to adopt because the,, are more dependent 

ap their farm as a means of livelihood and owing to the comnlex inter. 

relationships between dairyin and crop enterprises.
 

Home Consumption Requirement 

Home consumption requirement was a significant variable for 

both cases in ehsana, and for neither in Surat. There may two reasons
 

for this. 'ihe Hehsana data relate to an earlicr point in the adoption
 

process when a large home consu'nption requirement gives greater incentive
 

to take the risk of adoption. Also, the villages in Mehsana are much
 

more subsistence orientated than in Surat, so that the advantage of a
 

yield increasing technology for these willin, to consume inferior
 

quality cereals is most clearly apparent.
 

Co-operative Credit 

It is in the context of the factors listed above that we must 

assess the importance of co-operative credit as a factor in a farmer's 

decision to adopt the new varieties. Availability of co-operative 

crbdit was found to be a significant variable for paddy and bajra, 

where the risk element is most obvious. It was not significant for 

wheat in either district. This suggests that co-operative credit 

1i.
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plays its most important role under conditions of uncertainty,
 

and in situations where a farmer is forced to borrow in order to
 

adopt, and cannot rely on his own funds. 
'ht reasons under

lying this phenomenon are discussed in Section IV.
 

Profitability
 

A much larger number isof studies required to determine how 

profitability affects adoption on small farms. Table 6 shows the 

relationship between 	borrowing, profitability"W the adoption
 

behaviour of small farmers over a number of districts. 

Table 6 Borrowing, ProfiLability and Small Farmer Adoption

of New Rice Varieties 1966-1968
 

District 	 Year Main 7. Inc- Increased Rate of % of 
variety rease borrowing return small 

in as % of on addi- farmers 
capi- increased tional adopt
tal capital capi- ing
requi- require- tal 
red ment 	 employ

ed 

Cuttack (12) -.1966 	 261%
TN=I 	 NA 
 126% 10%
 
A District of 	 1966 TN-I 54% 51% -72% 36% 
Haharashtra (21) 

Varanasi (3) 	 1967 TN-I 27% 507 -171% 23% 
Thanjavur (2) 1967 ADT-27 317. 248% 302% High
 
Birbhum1 
 (13) 1968 IR-8 6587. 34% 71% 75% 
Godjavarl (17) 1968 1R.8 54% 257. 	 33% 10% 
E. Godavari ( 7) 	 1968 IR-8 45% 42% 16.-3% 

W.Godavari (18) 1968 411
IR-8 	 ,RU7 1SM 59%.
 

(rabi)

E.Godavarl (18) 	 1968 eR-8 50% 53% 243% 39%
 

(rabi)
 

Figures in parentheses indicate sources ( ATW A 4 A" B) 
IRefers to cash costs of cultivation only*
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In all cases except Cuttack District, in Orissa, a high rate 

of return (ov'r 50") is associated with a medium (257. - 507.) or high
 

(over 500) level of participation by small farmers. Cuttack is a
 

special case since it was the first year of the new variety so that 

uncertainty would have been the Aaou sakt factor. There is no such 

obvious relationship between borrowing and small-farmer participation, 

although the higher level of adoption amongst small farmers in East 

Godavari than West Godavari in the kharif season of 1968-69 may 

be due to the greater coverage of credit needs by the co-operatives. 

'Thielesser dependence on co-operative credit in the rabi season is
 

well illustrated by the lack of relationship between co-operative
 

credit and adoption by small farmers in these~districts in the rabi
 

season. The high costs of cultivation and low proportion of additional
 

costs in Birbhum did not deter small farmers fromedopting, nor did
 

the low additional capiLal requirement and gr,.ater availability of
 

co-operative credit ledd to a high level of adoption by small
 

farmers in Varanasi. Profitabiliby is a precondition for a high
 

level of adoption by small farmers, who want to examine returns
 

before committing themselves to an innovation.
 

IV. The Importance of Credit in Adoption 

Evidence for the importance of credit in aloption is conflicting 

at first eight. In a study which examines data for a large number of 

micro studies, mainly for the period 1966 and 1967 the authors conclude: 

hLA
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"the owned funds of the sample cultivators needed toAisupplement

ed only marginally by borrowings in order to meet the input eitpenses, of 

high-yielding varieties"1 . 

On the other hand, a survey of an eqqally large number of micro

studies covering a slightly later period "indicate a close relation
 

between use of co-operative credit and adoption" 2 and a survey of 

micro studies of new rice varieties in South India concludes: 

"the increased cash expenditure on IIYV paddy was met by a hi-ner 

level of borrowings by participant farmers, iAich of the enhanced 

credit requirements of the participants were supplied by the co.
 

operatives. 

We suggest the hypothesis that co-operative credit plays an 

important role in adoption at the point when small farmers begin to 

adopt new varietiesp and large fafmers expand their acreage under 

new varieties beyond the initial trial stage. In Surat district, in 

in the early stages if adoption, only larges farmers experimented with 

Iahendra D. Desai and Bharat D. Naik, "Pros iects of Demand for 
Short-term Institutional Credit for High-Yielding Varfeties", I.J.A.E. 
Conference, Number, Vol. XVI, No.4, p.458. 

2 H.Schluter and J.W.Hellor, op.cit. 

3 C. ttttiah, The 
large Farmers. 
Weaker Sections, 
October 1972. 
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the new varieties (Table 2), and they only put a small proportion of 

the crop's acreage under the new seeds. Ovur a two or three year period, 

small farmers began to adopt and large farmer expanded acreage under
 

the new varieties considerably. Thus, initially farmers' additional
 

credit requirementsq as a % of the total credit used on the farm, is 

very small. It is only in the seconda'ry stages of theaioption 

process that large and small farmers alike require a quantity of capital 

that represents a significantly large proporti,nal increase. 

Obviously, the role of co-operative credit is also dependent
 

on coverage by co-operatives. In areas well covered by societies, the 

role of co-operative credit is likely to be considerable , whereqs in 

areas of poor coverage the role of co-operatives is botukd to be more 

limited at whatever stage in the adoption process2
 

Co-operative credit has an especially important role for the 

small farmer. 'Tis is also brought "out by two of the comprehensive 

surveys mentioned above. Rather than reproducing the data from all
 

the individual studics* we a,.ain quote the main conclusions, After
 

noting that increased cash expenditure on high-yielding varieties 

were met mainly from co-operative crt dlt, Hr. I.tiah concludes: 

1 V.S, Vyas, I).S. Tyagi, VoU. Hisra, Significance of the New 
Strategy of Agricultural Development for Small Farmers, tgro-
Economic Research Centre, Sardar Patel University, Vallabh Vidyanagar, 1969 

2 DS. Tyagi and V,. Hlisra, A Study of the H.Y.V.P. in Kota 
District, Rajasthan 1968-69), Research Centred(Rabi -groEconomic 
Sardar Patel Ibiversity, 1969. 
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"amon, the participants, the borrowings per acre of UYV paddy 

have been found to be consistently higher among small farmers except-

Ing in Thanjavur which has a large proportion of tenants who are not 

favoured by the village co-operatives" 1 

and from the second study: 

"the results of this analysis suggest that few of those with 

small farms obtain co-operative credit but those who do meet a 

relatively hinh proportion of their cash expenditure from this source, 

It is these farms whichadopt thc.new varieties." 

Inare s well served by co-operatives, their credit is 

especially important for small farmerss at a secondary stage in the 

adoption process when farmers have assessed the risks and returns
 

from adoption.
 

V. Reasons for Importance of Credit in Adoption 

Three possible reasons for the importance of'ciedit In adoption

A 

will be examined in this section - first, the relatively low rate of 

Interest on co-operative loans, second the lack of capital available 

from other sources and thirdly the possibility that farmers use the co

operatives as risk-bearing institutions.
 

1C.Hittiah, op.cit.
 

2 M.Schluter and J.11. Mellor, op.cit. 
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A. tate of Interest 

In order to argus that the rate of interest is a significant 

factor, it is necessary to demonstrate that rate of return on additional 

canital used to .grow the new varieties are consistently close to the 10% 

range, which represents the L.ference in interest rates betwecn 

money lenders and co-operatives. Tberefore we estimated the rates of 

return 'from a larg~e number bf micro studies as s,:own in Tables 7 and 8 

on the followin, pagcs, 

It is clear that in almost all cases the new varieties are 

either extremely profitable or extremely unprofitable. In only 2 of 

the 43 cases for which data we.re available was the rate of return 

between 0%and 502 On the basis of this evidence, it seems most 

unlikely that the low rate of interest is whqt causes farmers to rely 

so heavily on co-operative credit in adoption.
 

B.Captol Avi~11h'I4I

'ihe lach of importance od co-operative credit for wheat cultiva

tion in both Surat and Mehsana districts suggests that when adequate funds 

are available to farmers, in this case as a result of recent Kharif crop 

sales, co-operative credit does riot play an important role in adoption. 

From this we may infer that it is perhaps 0~ some rigidity in the 

vdiifyvwimCvs from which farmers normally obtain credit which compels 

them to rely on co-operative credit for adoption.
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Table 7: Rates of Return on New Rico Varieties in India 1966-1971 

District Main Total expendi- Net returns Addi- Addi- Rate 
and Year varioty tmue nor acre ieor ricre tional tional of 

IXV Local HYV Local 	 cpi- not return 
tal returns 
erpen

1. 2 3 ____4 	 Lr 

Kolaba (1) 
Tha-javur(i) 

TH-I 
Arn'-27 

128 
159 

68 
118 

132 
395 

269 
227 

61 
21 

-137 
168 

-224% 
800% 

Cuttack (12) 
Karnal (1) 
Krishna () 
Ernrlnlam (1) 

TN-I 
Tii-1 
TK-1 
Til-3 

296 
115 
202 
365 

82 
54 

101 
226 

646 
491 
482 
692 

577 
Z48 
565 
792 

214 
Go 

101 
159 

269 
143 

-100 

12G% 
258, 
-6 1;% 
-72% 

Mahar Dist. (21) TH-i 194 126 261 310 68 -9 -72% 
Manya (22) TN-65 426 293 789 1124 233 -355 -101*," 

19,37-1968 
Birbhuml(2) T-1 401 221 IA i.A 180 -60 -3% 
Amritsar (2) T11-1 214 169 i!l dA A5 -175 -39% 
Saharanpur (2) 
Thanj .vur (2) 
1,I. Godavari (2) 

TX-I 
AJT-27 
IR-8 

159 
183 
294 

87 
1:9 
158 

-'A 
HA 
IHA 

11i 
", 
NA 

72 
44 

156 

54 
15.5 
165 

75% 
.3021 
104% 

Rnipur (2) TN-1 104 110 11A 1HA -6 -340 -566% 
Varanasi (2) T:i-I 159 125 :A NA 34 -3s -171% 
Sibsagar (2) I21-1 d.- HA!H' 'A 82 206 252% 
1968-1939 

Saharanpm, (9) 
Sambalpur (2) 

IA-8 
T I-. 

295 
289 

233 
154 

658 
5,12 

606 
274 

62 
135 

53 
268 

85% 
199% 

Amritsar (8) IR-8 284 157 618 382 127 2NG 126,-
Birbhum (1)
Sibsagrr (Rabi) (4) 

IR-3 
T.I-I 

191 
150 

52 
81 

732 
718 

490 
471 

539 
69 

212 
247 

71' 
3587 

Sibsagar (4) (Aun) 
(1eGod-,vari (17) 

TN-I 
IR-8 

129 
514 

80 
321 

1105 
4X0 

316 
v76 

(9 
195 

879 
04 

170411 
336 

E.Godivari (17) 1I-w 529 259 205 ,,"2 270 -7 -
W.Godavari (1) Rabi IR-8 746 579 437 195 167 288 172% 
E.Godavari (18) Pabi IR-8 585 408 677 251 175 426 243% 
1971-1972 
Surat (24) .Iasuri 505 432 321 72 75 49 81% 

1. Refers to all 1MV. IR-8 atco uas considerably more profitable. 

2. Mmpr'red .ith basmpti 

1umb.ars in parenthoses indicate sources of data. See Appendix A for details. 

Studies differ in components included in Total Bmenditure per Acre. See Ap)endix B 
for details.
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Table 8: 	 Rates of Return on iew Whzt, Bajra end Maize Varieties 
in IndiQ 1967 to 1968 

District ,nd Man Total o:condi- Net returns Additional Additi- RateYor variety ture nar aore , or acre capital tional of 
HlYV Local HYV Local e;pendi- net return. 

ture returns 
1 2 4 6 - 7=(G/s 

Tikamgad (1)1967 ICV 518 150 620 93 168 427 254% 
Amritsar (5)1967 S-227 590 124 247 204 266 
 43 16% 
Amritsnr (5)1967 Lerma Rojo 1F7 124 553 20 .1 is 149 1146% 
Udaipitr (20)1967 HYV 434 518 707 480 116 227 196%
 
Scliaranpur (7)1967Moxican 197 207 535 39 -10 194 1940% 
Karnal (6) 1967 lietica, ! 225 110 307 400 115 207 180% 
Aligarh (19)1967 IIY'V 33 219 781 454 115 347 501% 
Rota Dis,,.(16)19683-27 338 221 
 232 140 11? 124 105% 
Surat (2) 1971 S-227 25 160 330 220 75 130 178% 

Mehsana (2) 19.6 Hybrid 174 93 187 121 82 136 80% 
Krira (2) 1967 Hybrid 240 115 NA A 151 138 10% 
"asik (2) 1967 Hybrid 100 47 NA IA 143 154 94% 
Krrnral (2)1967 Nybrid 182 17 iiA ANA 135 232 140% 
Ahmodabad(15) '68 Hybrid 234 12 180 93 122 87 71% 

ai9I9 
Aligctrh (i) 1966 Hybrid 257 110 78 226 13 -148 -107% 
Saran 4) 193b iybild 197 92 231 131 105 100 95% 

llumbers in parenthesis indictt Sourcos of Data. See Appendix A for details. 
St.udies differ in Components included in Tot. 1 .6-penditure per Acre. 
See Appendix B for details, 



Th, re are several reasons for thinkin; the supply of fundsfrom 

sources orher than the co-ovvrative are relc.tively inelastic with res

pect to costs of cultivation. T'raditional sources of credit are 

friends and relatives, or moneylenders and% aders. A large part 

of this lendin., is for consumption purposes, and often use of t he 

credit is not specified, It is not surprising, therefore, that in the 

part of Surat studied where moneylenders ares till the main source of 

credit, over 509 of farmcrs indicated they could obtain betm4 '&. d 

no additional cr.dit from their moneylender. In this area new 

varieties had scarcely been introduced but as pressure from the 

government is causing most moneylenders in the area to try and 

contract their lending operations,, supply from this source is unlikely 

to expand rapidly to meet a growing demand from adoption of new 

varieties. 

The supply of funds available f rom saving;s is also likelty 

to be relatively inelastic on small farms owing to the high debt to 

income ratio. Also0 the opportunity cost in terms of firelne 

consumption is higher on small farms. This is especially true in 

the kharif season, when loans have just been repaid and the greatest 

time period has elapsed from the year 's main harvest period so that 

funds are generally needed for basic consumption requirements. 
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11e difficulty with arguin that supply of funds constitutes the 

main problem is the high ratef of return on capital noted above, It 

seems probable that if farmers were certain of such high ratcs of 

return as indicated for certain areas in Table they would some6, find 

way to obtain capital for the three or four month period involved. But 

the rates of return are not fi:ed; they are highly subject to risk as 

is equally clear in the table. It will beargued below that it is this
 

risk factor which makes small farmers unwillin-, to use traditional 

sources of credit even Which they are able to. 

C. The Co-operatives as Rtsk-bearinn Inutitutions 

Some evidence is available from micro studies which indicate 

how risky now varieties are relative to local varieties, apart from 

what emerges from Table 6. Ccbb-Douglas production functions were 

estimated for hybrid and local varieties of bajra in 1966-67 for a
 

sample from lehsana District 1 Variation in input levels accounted 

for 57% of variAtion in yields of traditional varieties, but only 26% 

for hybrid varieties. This suggests that for hybrid varieties yields
 

fluctuated widely bet,een farmers usin-, similar Input levels, which 

in turn suggests knowledge about methods of cultivation was lacking. 

Similar functions were fitted to data for hybrid and local bajra from 

a sample in Ahmedabad district Gujarat for 1968.692. In this
 

'Michael G.G..Schluter and R. Longhurst, op.cit. 

2V.S. Dharap, A Study of t'e Hbrid Baira Programmein the 
Ahmedabad District. Guiarat (Kharif 1968-69). digro-Eonomic Research 
Centre, Sardar Patel University, 1969. 

1L22 



2case the r for the hybrid variety war. 56* anuL for the local virriety 

75%, pointin; to the same conclusion. There is little doubt that 

especially in the initial stages of the diffusion of the new varieties,
 

there is actual as well as perceived risl: inadoption. 

We sug-est that the risk factor is a second reason why small 

farmers depende on co-operative crectit for adoption of new varieties. 

12 a farmer has to borrowp he is reluctant to borrow from traditional 

sources of credit. If a small farmer does borrow from traditional 

sources and the crop fails, he has nothing to fall back on to repay the
 

debt, to obtain money for consumption till the following harvest, and
 

for production inpdts for the next crop year. In contrast, if he has
 

taken a loan from the co-operative society or some other-government
 

institution, in the case of crop failure, the traditional sources of 

credit are still open for all essential expenditure through to the 

harvest the followin; year. In addition, there is eonsiderable 

flexibility in repayment of co-operative loans'and much less pressure 

to repay promptly. For these reasons small farmers with access to co

operative credit have an important advantage over these without this
 

access in bearing the risks of adoption of new varieties.
 

'For example, the policy of co-operatives under such circumstances
 
to convert short-term loans into medium-term loans.
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VI Conclusions
 

Main Find in--s 

. redit as a Factor Influencin .L13tion: 

Prolitability was the dominant factor in the degree of 

adition by small farn rs by comparin _ a large number of rice 

grotin areas. In Surat Ond Mehsana Aistricts sp-cifically, the 

ain factors influencin_, auoption diffcr d between crops. For 

new rice varieties in Surat istrict in l'71-72, and hybrid bajra 

in tlehsana in 1969-70, both of which involved a considerable
 

element of risk, two factors were important - the farmers risk bearing: 

capacity reflected in the size of supplementary i :come and non-farm 

assets, and availability of co-operative credit. In the former, adoption 

was inversely related with farm size, measured as *ross-cropped 

acreage, and in the latter, positively related. For both cases of 

wheat, the availability of co-operative credit was not a significant
 

factor, which probably reflects the greater availability of owned 

funds owing to recent kharif crop sales. It my also reflect the 

lesser degree of risk of adoption ia the rabi season when one 

important source of uncertainty, the weather, is considerably reduced.
 

We conclude it is in situations whiere adoption is profitable but 

farmers face a high degree of riskandAfind their own funds inadequate 

to meet the additional expenditure* so that they are compelled to 

borrow, that the role of co-operative credit is of the greatest 

importance* 
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2, The Importance of Co-operative Creuit at Different Stapes of Adoption: 

The date from North and South Gujarat sug);est the hypothesis 

that co-operative credit becomes important in diffusion of new varieties 

at the point when small farmers begin to adopt and large farmers put more 

than a small part of their acreage under the new varieties. At this point, 

the credit requirement for the new varieties represents a-significant 

increase in proportional terms over what was being used previously. A host 

of micro studies of the period 1966-67 to 1969-70 lend support to t is
 

hypothesis.
 

3. tI.y. Co-operative Credit is Important: 

le suggest two reasons for the importance of co-operative credit in 

adoption. First unwillin-ness an.ibility of traditional sources of 

credit and savings of small farmers to expand to meet the increased costs 

of cultivation, and secondly the urnwillingness of small farmers to use 

these sources, even if they are able to, owing to the high degree of risk 

involved in adoption. In the event of adoption leading to crop failurep
 

if a farmer has borrowed from the co-operative, he can still rely on 

traditional credit sources both for consumption expenses till the next 

harvest and for production credit for the following year. Also, there 

is considerable flexibility in repayment conditions for co-operative credit. 

In contrast, if a farmer defaults on a loan from traditional credit 



sourc s which he has used to 'rw the new varieties, he has no other source 

to turn to for help to me t production and consumption expenditure prior 

to the followir, harvest. We conclude that a small farmer is li'ely 

t willing to take the risk if he can obtain the crecit from co

operative or other government agencies, or in situations when own funds 

are available than when ho is compelled for lack of alternative to rely
 

upon traditional sourcesof finance. 

Implications for Policy
 

In areas without tedhnoloical change, the role of co-op. rative 

credit for small farmurs is limited by an absence of demand. limall 

farm. rs can meet costs of cultivation from traditional sources and in 

many cases find the disadvantages of changing LO the co-operative sector 

greater than the advantages. If co-operatives pant a greater share of 

the credit cake in these areas, they must search for profitable innovations 

which will increase costs of cultivation, so that the demand for capital 

is,greater than the supply available from traditional sources. 

In areas of technological change, small farmers will demand co

operative credit once the risk and profitability of the innovation have
 

been established. It is in these areas that no effort should be spared 

to improve management practices to prevent institutional constraints on 

the supply of credit to small farmers, as these constraints may 

inhibit adoption. 
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Our analysis suggests that co-oneratiVs could accelterate the 

adoption process on small farms in aveas with technological channe 

if their facilities were restructured to take account more explicitly
 

of the risk factor. Une way this could be uone is throu-h a policy
 

of regions crop insurance 1 . 

Stimulus to demand for co-o-orative credit from small farmrs, 

and more efficient m-na:omcnt ia areas iwhorke the dewz1r. oists, iould 

make credit co-oix-rc.tivos a no.-o effective :ieciianism both to increase 

production of"foodcr'ins, and t) reduce income disparities in rural 

areas. 

1Co-operative institutions are much better placed than individuals
 
to bear risk, as they can balance out their leve]s of profit both 
between r'iRons and bver time. If it u:ere not Lhe vest administrative 
costs, some sort of individual crop insurance would seen an -ideal solution 
to small farmer's problem of risk. But it might be possible for co
operatives to underta'ke some regional cron insurance. By raising the 
normal interest rate to 25Z, thich we have argued above would make little 
difference to profitability of toe innovation, the co-oporatives could 
afford to write off all crop loans for a certcin crop in a given area 
in the event of a cron failure due to unsuitability of a variety, weather 
problems or other factors, and oemand no payment f rom Lne farmer. 
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Appendix Table 9. Co-operative ,.embership and Borrowing among Sample 
Cultivators in Mehsana iistrict in 195 -70
 

Size of operational 
holding (Acres) 

Below 5 


Between 5 and 10 


Above 10 


Total 


Total number 

of farm rs 

73 


82 


65 


220 


Borrowers 

21 

(28.77) 


38 

(46.34) 


40 
(61.54) 


99 


(45.00) 


Membors 
iion-borra,-ers 

16 


1 


10 

44 


lion-
Cotal members 

37 36 
(50.69) 

56 26 
(68.29) 

50 15 
(76.92) 

143 77 

(65.00) 

(Figures In parenthesis indicate percentages to the respective total number of farmers)
 



Appendix Table 10. Reasons Given by 3ample 
Co-operatives in Mehsana 

asons 

I. 	 No Need 
i) adequate income and past savinrs 

ii) 	 Non-farm source of income 


ili) Other source of finance 


iv) land leased out 


I. 	dislike for co-op,.rative credit 

) 140 faith in co-operatio 

ii) Inad--quate finance 

ili) Inefficient manaement 


iv) 	Dislike for recov2ry proc-dure 

v) 
Credit limit related to security 


III. 	Defaulter of the society 

Farmers for Non-Membership and Not Borrouin 3 from 
Jistrict, 1969-70
 

Percent of farmers ronortin- this reason for
Non-mbershp Non-borrowin . 

Small 	Nedium Bi- Total 3mall 	 iledium 3i- Total 

67 	 69 87 72 
 75 78 80 77
 

4a 23 13 31 
 - 11
 
8 23 27 17 
 13 2C 20 20
 

17 8 20 1. 1 
 16
 

-	 4 7 3 .
 .	 .
 .
 
8 8 13 9 6  . 2
 
8 12 
 - 8 - 33 20 18
 

36 27 33 32 25 Z3 20 25
 

14 12 33 
 17 - 11 
 -	 5
 

- - - - 13 17 20 16
 



Of .aIM, rs ',dontin ,1ti .h-.-icldin- .Ucc Vari.,tics on .kny 
Fart of th-ir Irri .atd .:ice icronie 1968-69 - J.:7L.73, in 
ViIlageS Completely Cov,rcd by Co-on_ ratlves. 

Not cultivated 1968.69 1969-70 1'70-71 1.71-72 1.72-73 
acrec-c 

0-2 0c; 0,. 66:. 100. 109 

2-5 0:o 50",1 1(0.o 10O4, 100, 

5-10 20' 6n.. 6, so',. 100.. 

10 and above 0.1 25 i03.. ino:; 73,. 
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Aeef-M'sx 	 A
 
Sources of 	Data for Tables 3. 7 nd 8 

flo it 
(Studies in Eight Districts iM ri2 1966-G7), 
Directorate of conorcs and t'titics, AIjnis'crj 
of Food, Agriculture nnd Community Development and 
Co-oporation, Govt.of India, 19.3. 

1. 	 B o the jl,& Yidl ariotiespr& ,. 

2. _. 	 __, _oot of' thc H_Zh-Yioldi.%, Yariotie.. P rm 
C16arif 1967-,8" Directorato of Economics and Statistics 
Ministry of Food, Agric~Ll ur ;, Community Developmont 
and Co-operation, Govt. of India, 1969. 

3., 	 ,Y.,,P.,in Vronsi District (1~v rif 1967-08), 

AoSoR.C., University of Allchiabad, Al~iab-.d, 19J8. 

4. 	 , ilnsort_oa il.Y.v.P. in Sibsna-r District (19GB-29),
 
A..R.C., Asnaa AlgriculLur..l Univorzity, Jorhat, 1969
 

5. A.P. Rao, Audyof M _ acn oat in Distric_.-Dst-ric 
bI 967-08, . .. Univorzity of Delhi, 1028. 

6. 	 R.K. Sharma, _tu of Moican jeat in Karnalistrigt iHgtM j

&q. 19676U, A.E..C.. University of Delhi, 19,38
 

7. D.P. A Study of Ile 4hoat in Sci ranpur (U.P.)Gupta, can aisnpric 
A.E.R.C., University of Delhi, 19,38. 

8. 	 P.V.G.K. Rao, Egonimic Asnects of Ii.Y.V.P. in Puniab A.S.R.C. 
Delhi Univer;ity, 1969. 

9. 	 R.K. Sharma, A .tCv o' I? -8 gaddy in Karnal Dis,ricdt (HarvanA State),
Kh',rif 968, A.E.RoC., Univorsity of Delhi, 19,9 

10. 	A.P.Rao, Renort on HYVPo in Sahnxann , District.I.Q, d 
reQnce to IR-8 PaLdy. AaLjg., University of Delhi, 1969 

11. 	 MX. Athavale, Study of 1HiY.V.P. in Til arh District. &Jbi 

19;7-8J e-t A Jabalpur, 1968. 

12. 	 BeK. Choudhury, A Study of HY.V.P. in the Distrct of Cuttack. 
Oia .tithSpecial Refercnce to Or-dit. A.U, Visva-
Bharat±, Santiniketan, 1967. 

13, M*G. Ghosh, A t!dv of H.'..V.P. in the District of Birbhum. e2&BeMaR6lwith referonce to Kharif Paddy. 1968-29. A..R.C., Visva-

Bharati, Samtiniketan, 1969. 

14. 	 B.Ke Choudhury and G. Ojha, A Study of H.Y.V.P. in the District of 
Saran. Bihar with reference to Hybrid Maize (0arif)1968- , 
A.EoR.C., Visva-Bharati, Santinilkatan, 1969. '31 



15. V.S. Dharap, Aof the Baira Prorma in the Ahm.dabad 
Dij-ct. Gwinrat (Khzrif 1968-G), A.3.R.0., Sardar Pdtol 
University, Va.lbh Vidynagar, 19G9. 

16. 	 D.S. Tyagi and V.:'. I1isra, A S udv of the HY.V.P. in the Kota District, 
Discrict. Raitk,.-.9.,(b 19j-9, Sardar P-el 
Univorsity, 19 -9. 

17. 	 Reor, on tho Study of the H.Y.V.P. (hkiarif 1968-39: Phase II),A. .iR.0., Andhrl-Univirsity,, Ualtair, 19kG9., 

18. 	 ,j eport on the Study of the H.Y.V.P. _Rabi 1968-69: Phase III),_ 
A.S.R.C., Andhra Bniversity, 'i&tair, 1969. 

19. 	 D.S. Dixit and P.P. Singh, "TIM-ct of High Yielding Vqrieties on Human 
Labour Inputs", A:rcultural §iuaton in Idia, Vol. XXIV, 
No.12, HArch 1970. 

20. 	 S.S. Archarya, "Compcr-tive Efficiency of H.Y.V.P.", Case Study of 
Udaipur District, Econoraic and Political 'Jee.:J, 
Vol. 11-,io.44, p.1755. 

21. 	 Sol. r1u.anjan, A Study of H.Y.V.P. in n kstrict o114ohar ashtra Pa 
1936-G7) Gokhalo Institute of Politics and Eoonolics, Poona, 1938. 

22. A.R. Rajapurohit, Study of 1I.Y.V.P. in a istrict of lseere. Paddy 
(Rabi 19)6-67), Gokchale Institute of Politics and Economics fi.t 

19318. 

23. 	 R.N. Tripathy and B. Samuel, "Economics of High Yiolding Varieties 
in I.A.D.P.. A Study of Sambalapur Distrint in Orissa," 
Economic and Political Weekly. Vol. IV, No.43, p.1719. 

24. 	 Michael G.G. Schluter, Data collected as part of doctoral research 
froci Cornell University on the subjoot, "Raising Incomes 
of Small Farmers in India." 
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A. -endix B 

Items. Il i -n &e er Acre for eb!gs 6. 7 and8 

Nmbers refer to Source- of Data listed in Appendix-A 

1. 	 Studies Including only .ash Costs of Cultivation 
Ios. 12, 15, 14, 22 

2. Studies Including Variable Inputs- Seed, foetilizers, organic manure, 
pesticides, casual labour charges, irrigation (whether 
payment in cash or kind) 

Hoss 1, 2, 5, 20, (20, 24 includes also imputed valuo of 
family labour) 

3. 	 Studies using definition in 2, but including land revenue and rent 
paid to Lnndlord Nos. 7, 8, 9 

4. 	 Studios using cost A, as defined in the Farm a.aroment Studies 
4i.e. all costs except interest payments and imputed 
value of family Labour). 

Nos. 11, 17, 18, 21, 2. 

5. Studies using cost A2, as defined in the Farm Management Studies
 
(include all costs except imputed value of family labour) 

Nos. 4, 15, 16. 
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INTRODUCTION: 

The money lender in a village is an extremely powerful and
 
influential person. 
He is at most times also the trader who buys

produce from the farmer and then sells it at a price beneficial to
 
himself. It was to break the shackles which bound the small farmer
 
to the money lender that cooperatives in India were formed at the
 
beginning of the twentieth century. 
 While Indian rural cooperatives

(in the sense we know it today) were formed seventy years ago speci.

fically to help provide credit to small farmewrs, the growth and
 
development of these in the intervening years suggest that the money

lender, the middlemen and the trader are still very much part of the
 
rural drams.
 

Credit cooperatives are the main institutional source for short
 
and medium term credit in the rural sector. Since 1969 when many

commercial banks were nationalised, Government policy has been to ensure
 
that small and marginal farmers should be serviced by these banks by

opening branches in rural areas.-
 An 	understanding of the structure
 
and operations of cooperatives in India is a prerequisite for any

discussion on their role in serving small farmers. 
The Planning

Commission estimates that syll and marginal farmers make up more than 
half of India's rural poor.- While the population of India's poar
has only slightly come down (population increase having vitiated any

real advance) between two-fifths and one half of all Indians live in
 
abject poverty.
 

I. 	STRUCTURE AND FUNDING ARRANGEMENTS OF CREDIT COOPERATIVES: 

The development of cooperatives in India is a far cry

from Robert Owen's Utopia. The classical model of a cooperative
 
was a group of people with common interests and goals coming to
gether in a spontaneous manner, being led by local lenders, and
 
all its members committed to goals laid by the association,
 

Cooperatives in India, far from flowering at the grass roots,
 
were initiated, nurtured and led by the Government.
 

I/	Government of India, Report of the Banking
 
Commission, 1972.
 

2/ 	See Government of India, Planning Commission,
 
Towards Self Reliance, Approach to the
 
Fifth Five Year Plan. June 1972.
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In 1904, the British Government brought in the Cooperative

Credit Societies Act to form both urbar and rural societies.
 
However, the primary purpose was to assist farmers. 
 It was hoped

that the establishment of cooperative societies would lessen the
 
dependence of farmers on village money lenders. 
The chief role
 
of cooperative societies was considered to be the creation of a
 
fund among members to supply loans, thus encouraging thrift and
 
self help among farmers.
 

From then on the cooperative movement was, in essence, a thrift
 
and credit movement. It also increasingly became an instrument of
 
Government policy. 
It was to be the third sector of a mixed economy.
 
Often it played (and still plays) the role of Government agent, as
 
with food procurement.
 

Perhaps this evolution as an instrument of the Government's
 
developmental policies was necessary and fitting in the Indian
 
context. The Indian experience is not unique for Franklin D.
 
Roosevelt also used cooperation, after the depression, as an instru
ment of national reconstruction. India's credit cooperatives, however,
 
in reality have functioned primarily as money lending institutions
 
and their interest in the developmental activities of their members
 
have been slight.
 

While marketing, supply, dairy and other types of societies
 
were established on an ad hoc basis before Independence, it was only

the Fifties and the Sixties which saw a leap forward in planned
 
expansion of cooperatives. The quantitative achievements in the last
 
twenty years have been greater than the performance of the movement
 
in the previous fifty years.
 

The planned expqnsion of cooperatives was a result of the
 
recommendations of Professor D.R. Gadgil in 1945 (The Agricultural
 
Finance Sub-Committee) and the report of the Cooperative Finance
 
Committe of 1946. These Committees indicated that the State should
 
play a leading role in the supply of agricultural credit. Thus the
 
climate was created for the growing acceptance at national and
 
state levels of cooperative activity for economic development.
 

The First Five Year Plan clearly stated that "if planning

is to avoid excessive cantralisation and bureaucratic control and,
 
at the same time, to hold in check self-centred acquisitive instinct
 
of the individual producer or trader working for himself, the
 
encouragement of cooperative enterprise must be given the highest
 
priority".
 

Cooperative societies proliferated - there were two lakh
 
societies in existence at the end of 1954. 
 Of these, agricultural
 
credit societies accounted for 69% of the total. 
 There was a
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significant growth in the First Plan period in the number of other
 
societies as well: Handloom weavers cooperatives were a notable
 
success; cooperative farming societies, land mortgage banks, fisher.
 
men's societies, marketing societies and housing societies developed,
 
some were reasonably successful.
 

The idea that cooperatives were an essential vehicle for
 
social and economic development had taken root.
 

Yet in operation the agricultural credit societies were a
 
disappointment. The All India Rural Credit Survey undertaken by
 
the Reserve Bank of India carried out during 1951-54 a far-reaching
 
analysis of the causes of failure and the recommendations of this
 
Survey are a land mark in the cooperative movement.
 

The agricultural credit structure in the States was briefly
 
as follows: short and medium term credit was disbursed through
 
the state bank at the apex level; in the middle came the central
 
banks and at the base the primary societies. Long term credit was
 
disbursed through the land mortgage banks.
 

The Rural Credit Survey revealed that the central banks were
 
badly organised, their financial resources poor. Land mortgage banks
 
neglected the primary purpose of cooperatives and gave loans mostly
 
for redemption of old debts and not for the improvement of agricul
ture. The primary credit society at the base lent more readily to
 
the large landowners and farmers with sizeable landholdings, accepted
 
immovabke property as security and their mechanism for recovery of
 
loans was poor. In a large number of cases the loans were not used
 
for agricultural purposes.
 

To solve these problems the Survey recommended what is known
 
as the "Integrated Scheme of Rural Credit". Briefly,, this meant
 
State partnership at different levels; full ooordination between
 
credit and other economic activities especially marketing and
 
processing; and administration through adequately trained personnel
 
responsive to the needs of rural population.
 

The Second Plan again emphasized that "economic development
 
along democratic lines offers a vast field for the application of
 
cooperation in its varying forms". The Plan, however, suggested
 
that small societies can obtain the advantages of scale and
 
organisation mainly by coming together. As a result of Third Plan
 
provision small cultivators were to benefit from expansion of
 
cooperative activity in rural areas. The emphasis in the Fourt
 
Plan was on more specific activities which cooperatives should be
 
involved in: marketing, processing, supply of agricultural inputs,
 
rural electrification programmes, in all these cooperatives were
 
to 'grow with stability'. Small farmer development agencies were
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to be set up to help those with one and two acre holdings. More
 
emphasis was to be given to training managerial personnel for the
 
cooperative sector and for member education programmes.
 

Many of the findings of the All India Credit Survey carried out
 
by the Reserve Bank at periodic intervals still holds true.' As the
 
Planning Commission's mid-term appraisal of the Fourth Plan showss
 
farmers with small and medium holdings are not benefitting as much
 
as the Plan initially envisaged. Non-recovery of loans is one of
 
thefactors which has contributed to the crippling of a number of
 
primary societies.
 

Cooperation is a State matter and therefore legislation relat
ing to it varies from State to State. Government of India can only
 
advise and fund State projects, and this possibly is a reason for
 
the lethargy encountered in implementation of many recommendations
 
at district and state levels: the State Governments decide on
 
actual disbursement of funds.
 

In the past two decades cooperatives have increased rapidly.
 
As the following table shows there are over three hundred thousand
 
cooperative societies in India - the majority of these are credit
 
societies:
 

NUMBER, MEMBERSHIP AND WORKING CAPITAL
 
OF COOPERATIVE SOCIETIES
 

Particulars 1951-52 1961-62 1966-67 1967-68 1968-69
 

No. of societies 186 342 333 319 326
 
(in thousands)
 

Membership of 1379.2 3783.6 5590.6 5616.0 5698.0
 
primary societies
 
(in thousands)
 

Share Capital 490.8 2596.9 5140.6 5861.1 6633.3
 
(Rs. millions)
 

Working capital 3063.4 15347.8 31867.3 36446.8 44937.5
 
(Rs. millions)
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PLAN TARGETS AND ACHIEVEMENTS OF CREDIT COOPERATIVES 

Particulars. Achieve- Achieve- Achieve- Revised 
ments inents inents as targets 
under under on June for Fourth 
Second Third 30th01969 Plan. 
Plan Plan 
(1960-61) (1965-66) 

Number of primary 
credit societies 210 197 182 120
 
(thousands)
 

Membership (millions) 17 27.0 37.1 42.0
 

Covera-e of villages 75 90 93 
(per cent) 

Coverage of agricultural 
population (per cent) 30 45 33 60
 

Loans through cooperatives: 
Short-term and medium-term 

(Rs. millions) 2030 3460 8930 7500
 

Long-term(Rs.millions) 380 1650 2860 7000
 

Rural credit cooperatives nave a three-tier credit structure:
 

State level - Cooperative banks 
District level - Central Cooperative Banks 
Village level - Primary agricultural credit 

Societies. 

These societies provide short and medium term loans. The volume of
 
loaning operations at all levels have expanded considerably in recent
 
years:
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STATE COOPERATIVE BANKS
 

(Amounts in millions of rupees)
 

Particulars 1951-52 1961-62 1966-67 1967-68 1968-69
 

21 25 25
Number of banks 16 25 


Membership 23,272 300468 21,457 21,386 21,269
 

Share capital 19.0 212.6 311.6 351.0 376.9
 

Statutory and other 23.6 75.9 244.9 298.6 377.8
 

reserves.
 

Deposits 211.8 814.4 1473.8 1796.0 2156.3
 

Other borrowings 112.7 1457.9 1999.3 1990.8 2754.4
 

Working capital 367.2 2560.9 4029.5 4435.4 5665.4
 

Loans advanced during
 
the year(gross) 552.7 2562.9 5131.6 6510.4 6666.4
 

Loans outstanding 200.1 1965.1 3251.6 3581.4 4589.5
 

Loans overdue 32.2 81.0 169.2 181.2 231.1
 

CENTRAL COOPERATIVE BANKS 

(Amounts in millions of rupees)
 

Particulars 1951-52 1961-62 1966-67 1967-68 1968-69
 

Nuber of Banks 509 377 346 344 341
 
Membership 2,31,318 3,87,740 3,52,365 3,54,552 3,40,265
 
Share capital 46.2 466.0 859.9 1011.4 1152.4
 
Reserves 51.9 138.9 296.5 343.1 396.2
 

Deposits 392.3 1226.2 2593.2 3006.2 3508.4
 

Working capital 601.1 3478.9 6383.0 7060.4 8304.5
 
Loans advanced during
 

the year (gross) 1056.4 3798.6 9435.3 9855.8 8604.2
 
Loans outstanding 359.1 2564.8 4993.5 5498.7 6410.4
 
Loans overdue 47.8 400.6 1241.7 1358.2 1729.7
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C01POSITICI OF WORKING CAPITAL OF CENTRAL COOPERATIVE 
BAN KS 

I Percentage to working 
Particulars Amounts(Rs.millions) I capital 

1966-67 1967-68 1968-691 1966-67 1967-63 1968-69 

Owned Funds 1160 1350 1550 18 19 
 19
 

Deposits 2590 3010 3310 41 43 42
 

Other borrowings 2630 2700 3250 41 38 39
 

Working capital 6380 7060 8310 100 100 100
 

PRTMARY AGRICULTURAL CREDIT SOCIECIES
 

Particulars 1951-52 1961-62 1966-67 1967-68 1968-69
 

Nuaber of socie- 1,07,925 2,15D081 1,78,735 1,71,804 1267o760
 
ties
 

Membership 47s77 1953,72 2,67,09 2,80,74 2,91,73
 
(in thousands)
 

Share capital 89.2 686.1 1286.1 1476.2 1673.1
 
(Rs.millions)
 

Deposits 43.9 176.4 390.9 471.7 568.4
 
(Rs.millions)
 

W3rking Capital 452.2 3253.3 6252.0 7092.2 8122.2
 
(Rs.millions)
 

Loans advanceddur
ing the year 242.1 2283.1 3664.7 4292.0 5038.6
 
(gross)(Rs.
 

millions)
 

Loans outstanding
 
(Rs.millions) 336.6 2566.8 4774.7 5342.9 6187.5
 

Loans overdue 85.2 629.3 .1601.5 1709.7 2140.4 
(Rs.mi1lions) 

Average per. 44 91 149 163 174
 
Society
 

Share capital 827 3,190 7,195 8,592 9,972
 
(Rupees) 408 820 2,187 2,745 3,388
 

Loans advanced 2,243 10,615 20,504 242982 30,034
 
(Rupees)
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At the end of 1968-69 there were 168,000 primary agricultural
 
credit societies with over 29 million members. Active societies,
 
however, were only 147,000 covering 86% of villages. Thus active
 
societies covered about 33% of the rural population. Government
 
of India is now in the process of rationalising credit coopera
tives so that primary societies are a.algamated into viable units
 
and dormant societies are to be closed. Other banks and societies
 
which have'nt been active are being rehabilitated. Loaning policies
 
and procedures are also being realigned, particularly to help'
 
small farmers. The new approach envisages that:
 

a 	the main criterion for providing loan to farmers will
 
be the production potential through the adoption of
 
the crop loan system and not the value of security
 
that a farmer offers for a loan;
 

-	 priority will be given to small farmers; 

- a higher proportion of their borvowings will be contributed
 
by the larger cultivators towards share capital.
 

Loans to farmers and the demand for agricultural credit has
 
continued to grow and increase in the past twenty five years since
 
Independence. Wile firm figures for 1970-71 are not available, in
 
1969-70 cooperative fuiding of short aid medium term loans amountod
 
to 5.4 billion. This was Rs. 380 million more than in the preceding
 
year. By the end of the Fourth Plan period, the Planfting Commission's
 
target is Rs. 7.5 billion for cooperative credit disbursements. In
 
addition to cooperative credit, the contribution of conmercial banks
 
has sharply increased since they were nationalised in 1970. Their
 
contribution in rural credit rose from Rs. 1.84 billion in 1970 to
 
Rs. 2.4 billion in June 1971. Also, Land Development Banks have
 
made progress in long term credit. Between 1960-61 and 1968-69,
 
loans advanced to agriculture increased from Rs. 120 million to
 
Rs. 1.48 billion. In 1969-70 new loans amounted to Rs. 1.55 billion.
 
Another institution serving agricultural credit requirements ia the
 
Agricultural Refinance Corporation. In 1968-69 its commitment was
 
Rs. 1.56 billion while in August 1971 its commitment rose to Rs.2.7
 
billion.
 

To summarise the above, the number of agricultural credit socie
ties has increased although there has been considerable amalagamation 
and consolidation of societies. The number of villages covered by 
these societies has also considerably increased. The proportion of
 

villages covered rose from 75% in 1960-61 to 90% in 1966-67. Member
shiptoo, showed a remarkable increase. Approximately 32% of the
 
rural population is covered by cooperative credit societies. The
 
volume of loans advanced showed a remarkable Apurt between 1960 and
 
1968; the average lending per member and per society rose from
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Rs. 51 in 1951-52 to Rs. 143 In 1967-68. However, all this has not

been accompanied by a quantitative improvement in the role of coopera
tive credit in agriculture. This is evident from the data on over
 
dues which have increased in the past twenty five years. 
The pro
portion of over-dues to outstanding loans which had been 25.3% in
 
1951-52 rose to 33.5% in 1966-67. At the end of 1968 it was still

high at 30.2%. 
Even at the level of the central cooperative banks,

over-dues posed a problem, reaching a level of 24.9% in 1966-67. 
 Loans
 
outstanding from members as 
at mid-1970 was Rs. 7110 million.
 

REGIONAL VARIATIONS: 

The above shows a substantial expansion of cooperative credit
 
in quantitative terms. 
The progress of the movement, however, has
 
not been evenly distributed throughout the country. 
While all villa
ges were covered by cooperatives in Tamil lNada 
 and Uttar Pradesh,

and almost all in Kerala, Maharashtra, Gujarat, Mysore and Madhya
Pradesh, the States whose achievements were least satisfactory in
 
this respect were Assam, Orissa, West Bengal, Punjab, Jaamnu & Kashmir
 
and Rajasthai. Coverage of villages by cooperative credit societies
 
has little significance if the societies are not active and making

new loans. 
 The leading States in regard to coverage of villages by

active scoeities were Maharashtra, Madhya Pradesh and Gujarat. 
Tamil

Nadi which supposedly had 1007. coverage of villages, covered only 55%
 
with active societies.
 

Repayment performance was poor throughout the country and daterio
rated in almost all the states except Punjab. The States with the
 
worst record were Bihar, West Bengal and Orissa with around 40% over
due on outstandings. 
The Reserve Bank of India lists the following
 
causes for the large and universal pattern of overdues:
 

(i) Unsound lending policies on behalf of societies;
 
(ii)Inadequate supervision;
 

(iii) Unsatisfactory management and
 
(iv) Local political factors. 

Also, overd-es arising from crop failure has played its part. 
These
 
causes are being rectified by having new cadres of personnel.
 

An important indicator of the efficiency of a credit agency

is the extent to which it can mobilise savings of a community in the 
form of deposits. In all States and at both the central bank and
primary society levels there has been an improvement. The most im
pressive performance among States is that of Gujarat, then comes
 
Maharashtra, followed by Mysore, Punjab, Tamil Nadu. 
 Orissa, Rajas
than, Uttar Pradesh, West Bengal, Assam and Bihar record low levels 
of deposits and these are the States in which cooperatives have not
 
been particularly successful.
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Although cooperatives are the responsibility of State Governments,
 

credit cooperatives obtain most of theirfinance (besides deposits) from
 

the Reserve bank of India through the Central and State Cooperative
 
Banks.
 

What were the uses of institutional credit in triculture? The
 

latest information available on this is for 1968-69:."
 

Short Term Medium Term 	 Long Term
 

Seasonal agricultural 
operations 89% 

Purchase of 
cattle 30% 

Sinking/ 
repairs of 
wells 48% 

Purchase of agriculture Machinery 15% 

implements 2.0% 
Minor improve-

Land 
improvement 25% 

Marketing of arops 3.0% ment of land 11% 
Purchase of 

Other purposes 6.0% Sinking/repairs 
of wells 10% 

machinery 20% 

Other 7% 
Other purposes 33% purposes 

There are many agricultural economists who feel that although
 

the above are the specified uses of institutional credit, loans are
 

often taken for non-agricultural purposes such as for consumption
 

or the repayment of bad debts with money lenders.
 

II. SMALL FARMERS
 

Many institutional agencies have been initiated in the past few
 

years to give both credit and other assistance to small farmers. As
 

a result of the All-India Rural Credit Review Committee's recommendations,
 

and attempt was made to remove the anti-small farmer bias in the
 

institutional credit field by setting up the small Farmer Development
 

Agency.
 

1/ Source: 	 Government of India, Ministry of Food and
 
Agriculture, Cooperative Movement in India,
 
Important Statistics 1968-69, August 1970.
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There have been some problems of definition in identifying
 
small farmers. It is estimated that there are over 20 million
 
operational holdings in the country with less than 2.5 acres. In
 
a country such as India where terrain and irrigation components
 
vary so vastly in different regions, size of holding alone is not
 
a satisfactory criterion. No example can illustrate this point better
 
than a comparison of yields between a 50 acre holding in the sandy
 
unirrigated re gions of Rajasthan and a 2 acre holding in the wheat
 
bowl of the Punjab. Thus the number of small farmers will, no
 
doubt, exceed 20 million. The ability of a small farmer to produce
 
a surplus depends, of course, on such input factors as irrigation,
 
intensive methods of farming, use of fertiliser, pesticides and
 
high yielding variety of seeds. Government of India are aware of
 
these problems of definition. It is suggested by some that income
 
is a good criteria: farmers who earn less than Rs.2,500 net annually
 
from the land should be identified as small farmers.
 

The problem of identifying and assisting small farmers is
 
that most of these are subsistence farmers and hence do not produce
 
a surplus market. Institutional credit assistance to them has to
 
accept the reality that unless the credit can raise subsist ence
 
farmers to a level where they can sell some produce they will be
 
unable to repay their loans. Commercial banks, since nationalisa
tion in 1969 have identified this group of farmers for their servi
ces. Prior to this most institutional credit agencies paid much
 
stress on the need for securities. Thus, mediun and large land
 
holdings benefitted most from these agencies' services. The ini
tiation of the Small Farmers Development Agency goes beyond the 
sphere of credit. In order for credit to small farmers to be 
fruitful, it will have to be part of a package to raise their economy 
to a surplus level. The following table shows the number of opera
tional holdings in the different States

148
 



12
 

NUM13ER OF O2ERATIONAL HOLDINGS 

Thousands 

State Category I 
(Medium to Large) 

Category II 
(Small to Medium) 

Category III 
(Very Small to Small) T 0 T A L 

(7.50 Acre and (2.50 to 7.49 (Up to 2.49 Acres) 
Above. Acres) 

Number Percent Number Percent Number Percent. Number Percent 

Andhra Pradesh 872 24.2 1,134 31.4 1,600 44.4 3,606 100.0 
Assam 188 14.4 593 45.3 527 40.3 1,308 100.0 
Bihar 845 13.8 1,900 30.9 3,400 55.3 6,145 100.0 
Gujarat 854 52.2 496 30.3 286 17.5 1,636 100.0 

Jammu and Kashmir 48 10.9 203 46.3 188 42.8 439 100.0 
Kerala 95 4.8 246 12.3 1,655 82.9 1,996 100.0 
Madhya Pradesh 1,909 43.0 1,390 31.4 1,139 25.6 4,438 100.0 
Maharashtra 1,545 49.2 941 30.0 652 20.8 3,138 100.0 
Mysore 911 38.2 937 39.3 533 22.5 2,377 100.0 
Orissa 416 17.5 873 36.7 1,088 45.8 2,377 1G0.0 
Punjab 871 51.3 471 27.7 356 21.0 1,698 100.0 
Rajasthan 1,156 49.3 833 35.4 361 15.3 2,350 100.0 
Tamil Nadu 408 12,6 1,111 34.4 1,715 53.0 3,234 100.0 
Uttar Pradesh 1,785 16.8 4,010 37.7 4,842 45.5 10,637 100.0 
West Bengal 405 12.7 1,377 43.0 1,416 44.3 3,198 100.0 
All-India (Including 12,312 25.2 16,673 34.1 19,897 40.7 48,882 100.0 

Union Territories) 

Source: 
Reserve Bank of India, Report of the All India Rural Credit Review Committee. p.541.
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Of about 49 m. operational holdings in India, a little over
 
407 were less than 2.5 acres. Kerala, Bihar, Tamil Nadu, Orisss,

Uttar Pradesh, Andara Pradesh and West Bengal, in that order, had
 
the largest proportion of holdings less than 2.5 acres. 
However,

such holdings account for only a small' proportion of the cultivated
 
area. Thus, farmer households with holdings of less than 2.5 acres
 
formed 34.5% of the total number of households and accounted for
 
40.7% of the holdings but their share in the cultivated area was
 
only 6.8%. 
Holdings of 7.5 acres aid above, in comparison accounted 
for 70% of the area. The various surveys done by the Reserve Bank 
of India on this topic indicate the following: 

(i) The number of small farmers is large for the country 
as a w1ole and particularly large in those States 
where the pressure of population on land i heavy; 

(ii)despite their large number, the small farmecs account
 
for only a small portion of the total area;
 

(iii) small farmers are handicapped in the matter of access
 
to cooperative credit.
 

The All-India Rural Credit Review Committee also specify that 'fthe
 
responsiveness of small cultivators to improved practices as mea
sured 3y the proportion of those -io 
use chemical fertilisers etc.,

is as much as that of the large cultivators". Another differentiat
ing factor between small and large holders of land is the former's
 
handicap in incurring capital expenditure on the farm.
 

Ccoperative credit, however 
 in the past went mainly to those
 
with larger sized assets. Again to quote the All-India Rural Credit
 
Review Committee: "... it was not 
so much that the larger cultivators
 
(except perhaps in Maharasht ra and Gujarat) obtained more cooperative

credit than they should, as that a substantial proportion of small
 
cultivators did not obtain cooperative credit at all and that those
 
who did, received too little of it in relation to their needs".

Inhibiting factors were insistence by this agency on 
landed security

for short-term loans, unduly low ceilings on surety loans and 3asing

credit eligibility on the assets owned rather than on the outlay to
 
be incurred. However, these features are gradually being relaxed
 
both by credit cooperatives and commercial banks following the accep
tance of the crop loan system.
 

During the past few years a number of programmes have been
 
initiated by the Government of India for small and marginal farmers.
 
An outlay of Rs. 4000 million for these programmes have been allo
cated. An analysis of some lessons learned from setting up these
 
agencies was outlined by Mr. B.S.Minhas of the Government of India's
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Planning Comnmission-I. Mr. Minhas feels that one uiiform model
 
for the whole country cannot exist. "In States where the infra
structure facilities are reasonably satisfactory, administrative
 
and organisational arrangements are adequate and financing insti
tutions reasonably strong, the Small Farmers' Development Agencies
 
are showing results". These then are the criteria of successful
 
action. He goes on to say "nonetheless, the inescapable conclu
sion that emerges is that a Farmers' organisation in some form or
 
the sther at the operational level is essential". State Govern
ments, in many cases, have not made the necessary provisions to
 
support these rogramnes. Another possible line of action is to make
 
these agencies-/ and schemes oriented towards total development
 
of the area but without, in any way giving up their responsibility
 
for the development of small farmers. Integration of these
 
schemes is also essential. Cooperative Farming has failed in
 
India, but many Government officials are thinking on the lines of
 

cooperative management technology for the improvement of land and 
water resources for small farmers. The need for such an approach
 
is particularly relevant because agricultural extension services
 
as they have been practised since Independence have not provided
 
the expected guidance to this group of farmers. Looking at a
 
different aspect of the problem, attention is being focussed on 
how best non-viable holdings can be consolidated. The follow
ing table shows the progress of Small Farmer Development Agencies
 

since its inception in 1969:
 

l/ B.S.Minhas, paper on "Rural Development for weaker
 
sections" at the Seminar on Rural Development for
 
weaker sections. October 1972 (Cyclostyled).
 

2/ These include:
 

Small Farmers Development Agencies
 
Marginal Farmers and Agricultural Labourers Programme
 
Integrated Area Development Scheme
 
Cooperative Loan Extension Scheme
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As on 31..5.1972 	 S.F.D.A.
 

Number of Projects 	 46
 

Number of participants identified
 
in millions 1580
 

Number enrolked as members of
 
cooperatives (millions) 693
 

Number of identified participants
 
assisted in millions 
 150
 

Number to Dugwells/Tubewells 26,600
 

Number of pumpsets 	 8,588
 

Other minor irrigation works 3,838
 

Units of Milch Cattle 	 8,978
 

Units of Poultry 	 1,996
 

Loans Advanced (Rs. in millions)
 

a) Short-term 	 185.4
 

b) Medium term 	 29.1
 

c) Long term 	 94.1
 

III. 	EVALUATION:
 

Studies carried out by the Government of India's Planning

Commission show that the benefits of agricultural growth and the
 
new farm technology as witnessed in India in the past ten years

have not percolated down to small farmers. Credit needs and
 
availability of inputs and services reqaired to sustain the high

yielding variety are some of the 
reasons for this situation. Land
 
saving practices necessary 'o make small farms viable impose

demands on credit and extension needs of this group of cultivators
 
which existing agencies have not fulfilled. There has been some
 
improvement in cooperative credit to small farmers: 96,306 small
 
farmers have been covered and these advances account for 33% of

total advances through primary credit societiesil Howevers this
 
coverage is not large keeping in mind that there are over twenty

million operational holdings in the country with less than 2.5
 
acres.
 

1/ 	 Reserve Bank of India. Agricultural Credit Department
Cooperative News Digest, Vol.XXII No. 9 Sept. 1971. 15Z 
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The step forward to bring small and marginal farmers into the
 
mainstream of agricultural development and the new technology is
 
the recognition and assessment of their problems by various
 
Government departments.
 

Although cooperatives were the only source of institutional
 
credit in agriculture, (nationalised uommercial banks have now
 
stepped in)s the benefits of cooperativessflowed mainly to big
 
farmers because land ovnership was used as the sole criterion for
 
extending credit; cooperative leadership and manigement were in
 
the hands of the bigger farmers; technical expertise and opera
tional efficiency for dispensing production-oriented credit was
 
lacking; and coordination between agencies inadequate. These are
 
but a few major reasons. The application of conventional norms
 
os security ensured exclusion of small and marginal farmers.
 
Credit needed to be provided on the basis of the total proposed
 
activity rather than the land held, so that labour intensive
 
activities would help marginal farmers. The biggest factor con
tributing to small farmers being left out of the mainstream was
 
that farm credit from whatever institutional source was not integ
rated with easy availability of inputs, extension and services for
 
production and marketing. The linking of credit to marketing
 
has been successful in some States like Punjabs Maharashtra,
 
Gujarat and Tamil Nadu. Cooperative marketing societies in
 
Maharashtra, Madhya Pradesh, Mysore, Gujarat and Uttar Pradesh
 
together accounted for about 93% of the total loans recovered
 
through marketing societies in 1969-70.
 

The Government of India now recognises the need for integrated
 
and coordinated services and in the words of Wolf Ladejinsky of the
 
World Bank, New Delhi, "this is in itself an advance but how high a
 
priority and how well executed remains to be seen". The All-India
 
Rural Credit Committee set up by the Reserve Bank of India recommen
ded that "it is not enough to concentrate merely on providing
 
adequate credit; emphasis has also to be given to the supervision
 
and 	the application of the credit and guidance to borrowers in
 
his 	operations". The Approach Paper to the Fifth Five Year Plan
 
(Planning Commission) recognises the need to reorient and integrate
 
the various schemes of rural development.
 

The Study Team on Agricultural Credit-/ of the National
 
Commission on Agriculture suggested in theikr Report that each block
 

l/ 	National Commission on Agriculture;
 
Study Team on Agricultural Credit,
 
Special Report No. 1. November 1971.
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should have a Farmers" Service Society and these would integrate
 
all the schemes and agencies for the benefit of small and marginal
 
farmers. Farmers will, thus, deal with a single agency for their
 
short, medium and long term credit requirements as well as for
 
inputs and services. This recommendation has not yet been accepted
 
by the Government of India.
 

At the same time, cooperative structure and function is being
 
adapted and changed so that mal-practices of the past can be cut
 
down. New management personnel is being trained to use criteria other:
 
than security as the deciding factor for advances. The administratbve
 
machinery is being streamlined. But there are doubts as to wether
 
these will deliver the goods. The Banking Commission in their Report
 
of 1972 has suggested that in view of the poor performance of
 
State Governments to run cooperatives well, cooperatives should be
 
taken over by the Central Government through an amendment of the
 
Constitution. It goes on to say that since, in any event, the
 
financial assistance provided by the States to cooperative banks is
 
mostly from the resources of the Reserve Bank of India or the
 
Central Government, it would be qjite easy to make this transfer of
 
responsibility.
 

(The dependence of the cooperative system on the Reserve Bank
 
of India has grown considerably over the years with outstanding
 
borrowings of State cooperative banks rising to Rs. 2430 million
 
at the end of 1969-70 from Rs. 1140 million in 1960-61).
 

The Government of India has not taken a decision on this and
 
may not because the general trend since 1947 is to give more autonomy
 
to the States.
 

Cooperatives are undergoing a rationalisation of their
 
structure, adoption of the crop loan system which hadn't succeeded
 
to-date, the reduction of overdues, the building up of cadres and
 
improvement in personnel. However, this in itself may not deal
 
with inherent defects in the system such as the political character
 
of cooperatives and the role of the large farmers in shaping this
 
character., The cooperatives will have to ensure that small farmers
 
are eligible for membership, that credit is based on crop production
 
rather than on security of land and that credit should be more
 
universally linked to marketing. Inputs must be provided and tech
nical assistance given. All this spells a move towards an integrated
 
coordinated service society for area development keeping in mind the
 
particular needs of small and marginal farmers. At the same time
 
education of these farmers is necessary to change centuries old
 
attitudes and agrarian practices. It is almost a truism to say that
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it is not the States that have progressed the fastest in these past
 
25 years that cooperatives have been viable and positively contri
buting to agricultural development. Punjab, Haryana, Maharashtra,
 
Gujarat, Mysore and Tamil Nadu are such examples. The States which
 
have been backward are the ones in which coopratives have been
 
dominated and used for politicalvested interests. States which
 
continue to be feudal economies ar- the States in which the
 
validity of cooperatives in rural cevelopment is at question.
 
Maharashtra, for instance, is an example of a long history of
 
peasant proprietorship and this has perhaps made it easier for man
 
building operations in such agricultural activities as sugar
 
growing and processing.
 

Finally, the situation of small farmers will have to be solved
 
in such schemes as consolidated and non-viable land holdings into
 
bigger holdings and with other types of land reforms.
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SOME DIMENSIOIBOF SMALL FARM CREDIT PROBLEMS IN INDIA 

by 

William E. Hendrix, Agricultural Economist 
USAID/India (ERS-USDA PASA) 

Classification of Technological Innovations 

Technological innovations are essential for increasing agri

cultural productivity in India as is the in
case other countrries.
 

Such innovations result from shifts in 
 known production possibilities 

brought about either by shifts ia demand functions or in supply
 

functions as affected by the development of more productive farm
 

inputs or 
by ways of producing and delivering them to farmers at 

lower costs.
 

Technological innovations can be classified on each of two
 

principal bases: (1) on the basis of their economic productivity 

as savers of labor, land and/or capital resources in the production 

of a given volume of output; and (2) on the basis of their capital 

and other resource requirements including management abilities. 

To be economically profitable, innovations must save labor, land 

and/or capital in the production of a given volume of output. 

However, the economic worth of such savings depends upon unit 

prices of the Evervices of the resources they save. Hence 

a/ Paper prepared for use in the Spring Review on Small Farm 
Credit.
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innovations that save labor at larger costs for the services of 

capital goods are of less value in societies having an abundance 

of cheap labor but very little capital than in societies where 

labor is scarce and capital more plentiful. 

The extent to which innovations pose capital and finance 

problems turns upon their capital requirements. Conceptually 

some innovations could be of kinds requiring less capital than 

do the techniques for which they are substituted. Others may 

require little or no greater capital than is already invested 

while others are of kinds that require large additional amounts 

of capital before they can be profitably adopted for even a very 

small part of the farming operations for which they could be 

profitably used. 

Some capital goods such as tractors and tubewells are of a 

highly lumpy nature in terms of their capital requirement - that 

is they are simply not available in very small size units except 

as parts that have no economic value for farm production uses 

without all of the other requisite parts. Others, however, are 

highly divisible so as to permit their economical use in very 

small amounts. Seeds of new high yielding varieties of cereals 

and fertilizers are well known examples of yield increasing inputs 

which are highly divisible and can be applied with economic benefit 

to only a small fraction of the land used by the operators of even 

very small-sized farms. 
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Comolexitv of Simle Znnovations 

However, often the adoption of what at first appears to be 

very simple innovations involving the use of highly divisible 

inputs like seeds and fertilizers is economically profitable only 

when used under a set of other conditions the fulfillment of which 

requires forms of capital which have high initial costs and require 

several years for recovery of these costs even when utilized at 

capacity levels. 

A well known example applicable to India is that relating to 

seeds of high yielding varieties of wheat, rice and other cereals. 

These new varieties are capable of yields that are three or more 

times as large as those of conventional varieties. Yet to realize 

their yield potentials requires not only much larger amounts of 

fertilizers but also dependable water supply sources in much 

larger amounts than are required for economically optimal yields 

of conventional varieties. For large parts of India, sources 

of supply of water in the amounts required by HYV' s can be developed 

cheaply only if done on a fairly large scale requiring a relatively 

large investment at one time. In areas such as the Gangetic Plains, 

water in the amounts needed can be most quickly and economically 

supplied by tubewell irrigation. This requires investments per 

tubewell unit variously estimated at from Rs.4,000 to Rs.10,000 
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or more depending upon size of the unit, depth of underground 

water, and the kind of earthen material through which the well 

has to be drilled. 

For small farms (ones of under 5 acres in size) such invest

ment costs are prohibitive for two principal reasons: (1) The 

farms are too small to utilize fully the capacity of a tubewell; 

and (2) Operators of most small farm units have neither enough 

savings nor a large enough credit base under usual credit practices 

to finance the installation of such units. 

Institutional Alternattves to Small Farm Credit Programs 

The second of these difficulties could conceivably be alleviated 

by the provision of credit to small farmers in more liberal amounts 

and under more liberal terms in respect to interest rates and 

repayment schedule. The first could, from the viewpoint of small 

farmers, be alleviated by heavily subsidizing their credit
 

operations.
 

A more feasible alternative, however, would appear to be that 

of developing appropriate institutional arrangements to provide 

small farmers with tubewell water. Tubewells are not perfectly 

divisible but water therefrom is. Institutional alternatives 

include (a) governmental ownership and management; (b) cooperative 

ownership and management; and (c) private ownership for operation 

on a custom rate basis. 
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The same applies to investments in other capital goods of a 

highly lumpy nature such as for a tractor and tractor drawn 

machinery for construction of irrigation and drainage ditches, 

levelling of land, and other infrequently performed operations 

requiring large power and machinery unite. Once the emphasis in 

respect to such lumpy capital items is placed on making their 

services, rather than their ownership, available to aall farmers, 

the problem of financing farmers' uses of their services is not 

unlike in principle that of helping them to finance the purchase 

of seeds, fertilizers, pesticides and other inputs of a highly 

divisible nature. However, the problem of financing still exists 

as does that of developing acceptable and effective means for 

provision of services.
 

Financing for small farmers of the services, as opposed to 

ownership, of tubewells would appear to have additional merit for 

servicing the needs of tenant farmers. However, for tenants to 

realize the full economic potentials consistent with equity 

considerations will probably require adjustments in lease arrange

ments whereby landowners share in the costs of constructing 

irrigation and drainage ditches and land levelling costs either 

directly or by adjustment ini land rentals where land is rented 

on a share basis and by the use of long term lease contracts. 

U.S. experiences under its Farm Security Administration program 
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operative up to the time it was reorganized in 1945 under the Act 

of Congress establishing the Farmers Home Administration program 

would seemingly provide a source of valuable insights into this 

aspect of meeting the resource needs for increasing production 

on tenant operated farms in India. 

Small Farm Credit Risk and Uncertainty Elements 

Financing of production increasing inputs on very small 

farm may involve large risks and uncertainty for both the 

credit agency and the farmer. It is a high risk operation from 

the viewpoint of credit agencies for two major reasons: (1) because 

mar small farmers do not possess collateral requirements; and 

(2) because in a large percentage of cases, the gap between income 

and basic living expenditures is too large to provide for contingency 

needs, such as for loss of a bullock, extended illness or death 

of a family worker, or the marrying off of a son or daughter. So 

great are pressures on small farmers for cash income that without 

close supervision and control, some can be expected to convert 

credit extended even in kind into cash by sale of purchased iuputs 

to other farmers, a problem not totally absent in low income areas 

of the southern United States among farmers assisted under special 

U.S. low income farmer credit programs. Even where credit is used 

for the purposes for which it is extended, credit agencies may 

be exposed to risk losses sinply because of poor management of 
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f&.rm income operations. A study by Hendrix of FSA and FHA lending 

operations in the Piedmont of Georgia indicated that more repayment 

failures resulted from poor income management in household opera

tions than from low productivity of farm resources. In India 

inadequate credit discipline on the part of farmers has long been 

a major obstacle to developing from the viewpoint of institutional 

lenders of sound agricultural credit programs. 

Solutions to Risk and Uncertainty Problems 

What is a practicable solution to this kind of problem is 

not now known. The provision of technical supervision of both 

farm operations and income expenditures is one possibility, but 

it may be a more costly one than India can now afford given its 

shortages of trained manpower and budgetary constraints. Exercise 

of greater discipline by credit agencies in withholding credit to 

delinquent borrowers is another possibility. It is possible here 

that ascription of responsibility for collection on a village 

rather than on merely an individual farmer basis would also be 

worthy of consideration as a means of mobilizing social pressures 

of the community at large against avoidable credit delinquencies. 

To be most effective, this system would probably have to be 

applicable to all farmers, large and small. It would also require 

either the channelling of all credit to farmers through a single 
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source or else the development of a uniform set of rules and close 

wu king relationships among all credit agencies operating within 

each village or other geographic unit chosen for such credit 

control purposes. 

Relations Between Credit Needs and Small Farm 
Development
 

Financing development investments by or for the benefit of 

small farmers presupposes the existence of now unrealized develop

ment investment opportunities. During recent years in India, 

large ephasis has been placed on the emergence of such opportunities 

as a result of introduction of the HYV, s. Clearly in the areas to 

which they are adaptable, the HYV's have generated a large increase 

in demarn for fertilizers, water, pesticides, and other yield 

increasing inputs as well as for harvesting machinery. Extent to 

which realizing potential of the HYV's has been limited by
 

imperfections in credit delivery systems among India's farmers
 

generally, and among its small farmers in particular, is not now 

known. For wheat in the northern wheat growing region, it appears 

that credit supply limitations have not been important obstacles 

to the adoption of HYV' s on land earlier brought under irrigation, 

which as a percentage of total cultivated land was generally larger 

on small than on large farms. In some cases full yield potentials 

of the HXV, s on such land may not have been realized because of 
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inability of farmers to finance purchase of enough fertilizer for 

economically optimal rates of application. Studies being conducted 

for USAID on farmers uses of fertilizers on HYV, s of wheat, however, 

do not indicate a statistically significant difference as between 

farms varying in sizes from under 2.5 hectares to 8.5 hectares 

and over. For non-HYV's, available evidences from a variety of 

sources indicate as high rates of use of fertilizers on small as 

on larger sized farms for wheat, rice, other cereals and other 

crops. 

Larger farmers, however, have probably had advantages over 

small ones in the financing of new tubewell irrigation development 

activities as well as advantages of economies of scale in respect 

td use of such lumpy investment items. Overcoming this difficulty 

would appear feasible by one or the other of the organizational 

means suggested above; namely, by public, cooperative r private 

investments for custom hire uses. 

In paxts of India where agriculture is carried on under dry

land farming conditions, there has as yet been no large increase 

in the demand for purchased agricultural inputs for which large 

increases in credit funds are needed. In these regions the 

agricultural development problem, even for small farmers, is still 

first of all one of developing a technological base for increasing 

crop yields rather than a credit problem. Some such localities, 
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notably in parts of Gujarat, have been highly successful in 

developing cozmercial dairy enterprises. This has been achieved 

by concentrating first on development of market outlets and
 

collection facilities for milk and 
 then on means of increasing 
production. Production of these enterprises has been increased 

with the use of only small amounts of credit to farmers, most of 

whom have only I to 4 milk animals. Production efforts have 

concentrated on iproving feed supplies, veterinary care and 

artificial insemination to upgrade animals. 

This suggests the need in exploring the credit needs of small 
farmers to view these needs with close reference to technical and 

other bases needed for increasing their production and income. 
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I/SMALL FAmERS CMDIT PROGRAMS IN-INDIA 

by 

B. Sen 
Agricultural Economist 
USAID/India 

The principal sources of credit in rural areas are the private 

moneylenders and the cooperative credit societies. In recent years 

there has been a significant increase in institutionalization of 

rural credit, and the relative inportance of private moneylenders 

has somewhat declined. At present, about 30 percent of the 

borrowings by farmers are from institutional sources. The total 

amount of short and medium-term credit advanced by cooperative 

credit societies increased from Rs.23 crores (or Rs.230 million) 

in 1950-51 to Res.542 crorres in 1969-70. The target for the Fourth 

Plan is Rs.750 crores to be reached by 1973-74. The membership 

of agricultural cooperative credit societies has also increased 

from 17 million in 1960-61 to about 30 million in 1969-70. The 

target for 1973-74 is 42 milli3n. As regards long-term credit, 

the Land Development Banks have made significant progress in recent 

years; between 1960-61 and 1968-69 the loans advanced by these 

banks increased from about Res.12 crores to Res.14S crores. The 

target for long-term credit is Rs.700 crores by the end of the 

Fourth Plan.. Another significant development in recent years 

i/Prepared for use in Spring Review on Small Farm Credit. 



-2

has been the entry of the commercial banks in the field of agri

cultural credit. The volume of direct agricultural finance by 

these bancs has increased from Rs. 5 crores in 1966-67 to Rs.236 

crores by the middle of 1971. 

Although the progress of institutional credit appears to have 

1ben substantlal in the last two decades, the small farmers continue 

L-,-.,Oicapped in obtaining credit from cooperatives. The 

A?1--Ind. R.;:.o Credit, Survey Committee which studied the position 

o f , t :. 195i..52 fovrnd that cooperative credit tended to flow 

,L.n favor of the large farmern.i The All-India Rural Debt and 

linestment SLrve (1961-62) analyzed the data on borrowings from 

cooperatives per acre of cultivated area for the different asset 

groups; it concluded that per acre credit received by large farmers 

having assets of over Rs.20,000 or holdings of over 25 acres was 

twice that received by farmers with assets between Rs.2,500 and 

Rs.5,000, or with holdings of 5 acres or so. Those in the lowest 

asset bracket got only a quarter of the amount that the large
 

fa3mers obtained. 

Following factors are said to be responsible for channelizing 

greater proportion of cooperative credit to the larger farmers. 

(i) cooperative leadership and management are in the hands of the 

larger farmers; (ii) land ownership is used as almost the sole 

criterion for extending credit to the members; (iii) technical 
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expertise and operational efficiency for dispensing production

oriented credit are lacking in the present cooperative set-up; 

(iv) lack of coordination between the agencies in charge of 

cooperative credit and those in charge of agricultural input
 

supplies.
 

Credit and-the High Yielding Varieties Program 

The All-India Rural Credit Review Committee (1969) observed 

that the tenants and small cultivators in many parts of the 

country were unable to obtain credit needed by them for modern 

inputs. So far as the High Yielding Varieties Program (HYVP) is 

concerned, the credit requirement of the participants in the area 

concerned is estimated in advance of the cropping season and 

arrangements are made to provide the required credit through the 

cooperative societies. To avail oneself of this credit, the
 

farmer-participant must be a member of the society, contributing 

to the share capital of the society concerned; in the case of 

old or continuing members, one requirement is that the intending 

borrowers must not be defaulters. These regulations are applicable 

to all farmers, large and small. However, in practice, several 

problems have arisen which seem to :reduce the amount of credit 

that a small farmer can obtain. Mere a farmer is not a member of 

a cooperative society, he has to raise money to purchase a share 

and to become a member. Generaly, the share to credit ratio is 

1:8 or 1:10. If the per acre credit requirement of a Oarmer is 
17
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Rs.400 and if he operates, say, 3 acres, his total credit need 

would be Re.1200. To obtain a credit of Re.1200, he must raise 

Rs.120 with which to purchase the share of the society and to 

become a member. 

Although the official documents pass over this question 

lightly, an important factor which has prevented a greate flow 

of credit to small farmer is the latter's inability to purchase 

enough amount of shares. The reason why the larger farmers 

secure a greater proportion of cooperative credit and also a 

greater amount of credit per acre is that they are in a position 

to contribute substantially toward the share capital and obtain 

loans against their contribution. 

Credit and the Small Farmers Developjment Aeencv 

The All-India Rural Credit Review Committee recommended in 

1969 that specific projects should be set up for the benefit of 

small farmers. Accordingly, in the Fourth Plan provision was 

made for 46 pilot projects in selected districts throughout the 

country and a Small Farmers Development Agency (SFDA) was set up 

in each of these districts. Briefly, the aims of the SFDA are 

to identify the problems of small farmers in its area, prepare 

appropriate programs, help to ensure availability of inputs, 

serices and credit through the existing institutions like the 
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cooperatives. The aim is to involve approximately 50,000 small 

farm households in the program in each district. Each project 

is estimated to cost about Rs.1.5 crores and a total sum of 

Rs.67.5 crores has been allotted in the Fourth Plan for these 

projects. 

The SFDA has to identify the small but potentially viable 

farmers first in the area of its operation. It has been assumed 

that these farmers can be identified by the size of their holdings, 

which is taken to range from 2.5 to 5 acres in the case of irrigated 

or irrigable land and upto 7.5 acres in dry areas. In the case 

of Kerala and Mysore, the lower limit of the small but potentially 

viable farms has been taken to be 1 acre. For the benefit of the 

participants, the agency is to assist the institutions concerned 

with the distribution of inputs, marketing, processing and storage 

so that they develop adequate infra-structure in the project area. 

It would assist the agro-industries corporations and cooperatives 

to set up custom service units. In order that the services of 

these units are available at ratee which the small farmers can 

afford, the agency would provide subsidies to these organizations 

at rates not exceeding 25 percent of the commercial rates fixed 

by them. Similar subsidies would be provided by the agency for 

investment in agriculture involving heavy capital outlay such 

as for dairy and poultry units. The agency-would not extend credit 
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directly to farmers, but would assist them in obtaining credit 

from the cooperatives and other institutional agencies. To help 

the institutional agencies in providing credit to the participants, 

the SFDA would contribute to a risk fund at 6 percent on additional 

loans by primary cooperative societies and at 3 percent on addi

tional loans by Central Cooperative Banks. To stimulate flow of 

long-term credit to the participant, SFDA would provide a risk 

fund at 3 percent on total loans issued by the Land Development 

Banks. Assistance would be rendered to enable non-member farmers 

to become members of cooperatives and to draw their credit 

requirements. 

Credit and the Marginal Farmers and Agricultural
 
Laborers Program
 

A large proportion of small farmers who are not potentially 

viable would be left out of the programs initiated by the SFDA. 

To assist such farmers and agricultural laborers another program 

called the Marginal Farmers and Agricultural Laborers (MFWAL) has 

been recently initiated by the Ministry of Food and Agriculture 

of the Goverrment of India. In all 41 districts have been 

selected for the NFAL program, which is to assist about 20,000 

families in each district. The program is to assist,.Earginl 

farmers and laborers in developing subsidiary occupations such 

as dairy and poultry farming. 

160 
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In the absence of cattle insurance schemes, the cooperatives
 

and the commercial banks have been chary about providing loans
 

to intending borrowers. Hence, both IIFAL and SFDA have decided
 

to provide subsidies to the credit agencies to serve as margins
 

for their loans. Recently, the National Commission on Agriculture
 

recomnended that the small and marginal farmers who have produced
 

cross-bred heifers should be extended financial assistance in the
 

form of half subsidy and half loan for rearing heifer claves upto
 

calving stage. This would mean that each farmer would get Rs.480 

as subsidy and Rs.480 as loan. In the case of agricultural
 

laborers, the Commission has recommended subsidy at the rate of
 

two-thirds and loan at the rate of one-third, that is Rs.640 as
 

subsidy and Rs.320 as loan.
 

As yet these programs have had very little impact since the
 

problems of organizing a cross-breeding program on a large-scale
 

and of marketing the milk produced have not been solved.
 

Evaluation 

The major problem faced by small and marginal farmers in
 

obtaining credit from the cooperatives is that they are not
 

considered to be "credit-worthy": that is, they cannot offer
 

collateral security in the shape of tangible assets an desired
 

by the system. The "crop loan system" introduced in the Second
 

Plan period was designed to change the criterion of credit
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worthiness from tangible assets to production potential. To 

ensure that credit was not used for consumption purposes, a 

part of the crop loan had to be taken in inputs. By and large, 

this system has been followed in the HYM and also in the 

SFDA/NFAL programs. However, as various studies have shown, 

there is a considerable gap between accepted principles and 

actual practice. From the point of view of the cooperatives, 

there is a risk element involved in lending to small and marginal 

farmers if the crop fails and the loans are not backed by tangible 

assets as collateral. Of course this might be handled at 

relatively low cost by some form of crop insurance. To induce 

the cooperatives, the government provides an outright grant for 

building up special Bad Debt Reserve in Central Cooperative Banks 

and Primary Cooperative Societies. However, the scheme has not 

provided adequate for the purpose for which it was intended. So 

far as the commercial banks are concerned, they tend to finance 

according to usual criteria, and besides they do not feel they 

are in a position to provide constant supervision of the manner 

of loan utilization. 

Recently, the National Commission on Agriculture has drawn 

pointed attention to t°i !inLtiplicity of agencies in the fields 

of rural credit and inut ;:,,,,ply. In its view, the small and 

marginal farmers are urble to contact different agencies for 
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different requirements. For crop loan, they have to approach the 

cooperative or the commercial bank; for long-term credit, they 

have to go to the Land Development Bank. Separate agencies have 

to be approached for inputs and services. The Commission, therefore, 

has recommended an integrated agricultural credit service. The 

recommendation is under consideration, although a working group 

set up at the National Seminar on Small/Marginal Farmers and 

Agricultural Laborers Programmes has expressed serious doubts 

about the prospects of the proposed organization where others 

have failed. 

The SFDA has begun to provide medium-term loans in its area 

of operation, so that each one of the small farmers can purchase 

at least one share in the primary cooperative credit society and 

become eligible for credit. Generally, the by-laws of all 

societies provide for a link between borrowings and shareholdings 

of a member - the upper limit of loans being eight to ten times 

the amount of share capital held. The Reserve Bank of India has 

recently agreed to permit the ratio between shareholding and 

borrowing to be raised to 1:20 in the SFDA areas. Although this 

development would help small farmers to some extent, the problem 

still would remain largely as it is today. The small farmers 

coming under the dairy and poultry schemes would each need 

medium-term loans of Rs.1503 to Rs.2500. Additionally, they would 

need short-term credit at least of Rs.1000. To obtain credit 
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ranging between Rs.2500 and Rs.3500, the farmer would need to hold 

shares of the value of Rs.250 to Rs.350 if the ratio is 1:10, and 

Rs.125 to Rs.175 if it is 1:20. Since the medium-term loan 

offered by the SFDA for the purchase of shares in cooperative 

comes to only -s.10 per farmer, there is a large gap between the 

requirement of the farmer and the assistance provided. The problem
 

cannot be resolved by raising the quantum of medium-term loan, 

because the SFDA has only limited resources. In fact, each SFDA 

would have to provide at least Rs.6.3 million to enable small 

farmers in its area of operation to purchase enough shares for 

their credit requirement even if the ratio is 1:20. The total 

amount in 46 districts would be at least Rs.288 million.' 

That there is a risk involved in lending to small farmers 

cannot be denied; the cooperative overdues have been mounting at 

an alarming .:ate. Many cooperative societies are unable to 

function or to advance fresh loans to the extent required, 

because of the overdues. To what extent the problem can be 

solved by the special bad debt fund cannot be judged at this stage. 

The problems reviewed so far relate mainly to the short-term 

credit. Problems of long-term credit are somewhat similar. Credit 

for the purposes of land improvement, installation of wells, or 

for the purpose of purchasing machineries and equipment are 

available if collateral securities in the shape of tangible 

assets can be provided by farmers. The small farmers are not a 
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homogeneous group; they include owner-operators, tenants, mixed 

tenants and sharecroppers. The owner-operators alone can offer 

land as collateral security. Others are, therefore, excluded 

from the purview of long-term credit. Tenants and sharecroppers 

can obtain credit only if records are available to identify them 

as tenants and to identify the land they have leased-in. Un

fortunately, such records are unavailable and in view of the 

prevailing uncertainties regarding land reforms tenancy contracts 

are seldom made in black and white. 

In fact the problem exists even for the owner-operators. Land 

records are simply nonexistent in many states and where some records 

do exist, they are seldom up-to-date. In those few areas where 

revenue records do exist, they are village-wise records. Since
 

farmers' holdings spread over more than one village in many cases, 

it become difficult to ascertain an individual's total holding. 

Where holdings are held jointly by several owners, a co-sharer 

is not entitled to get loans unless all other co-sharers agree 

is not entitled to get loans unless all other co-sharers agree 

for the mortgage. No executive authority is competent to determine 

a joint holder's share. Consequently, even though credit is 

available from the Land Development Banks, a substantial pro

portion of the small owner-operators are unable to avail themselves 
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of the credit. Preparation of up-to-date records of rights in 

land would of course require sustained efforts over a fairly 

long time; it cannot be done as part of a spectacular crash 

program. Nonetheless, this slow and painstaking effort seems 

to be essential so that the credit problems of small farmers 

can be resolved.
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AGRICULTURAL CREDIT IN INDIA AND PAKISTAN: HOW IMPORTANT WAS CREDIT FOR
 
THE GREEN REVOLUTION?
 

In a few years a dramatic change in production technology greatly
 
increased cereal production in much of India and Pakistan. The
 
traditional and supposedly very conservative farmer adopted the new
 
high yielding varieties extremely rapidly. A number of researchers
 
have looked at the green revolution in India and Pakistan. This paper
 
summarizes a selection of those research papers to see how important
 
credit was. The basic question is who adopted high yielding varieties,
 
at what rate, and did the availability of credit influence adoption of
 
the new varieties?
 

The following factors and conclusions seem to emerge from these studies:
 

a. The Green Revolution took place over a limited area of India
 
and Pakistan and applied mainly to wheat.
 

b. The new technology allowed the farmer to experiment. He could
 
use all or part of the new technology, e.g. use HYV seeds but no
 
fertilizer.
 

c. The HYV were very profitable. A farmer could easily double or
 
triple his income.
 

d. Adoption was usually first tried by the larger farmers. The
 
larger farmers also extended it to a greater portion of their acreage.
 

e. Credit was a restraint, mainly for the small farmers, but the
 
new technology was so profitable that credit availability was only of
 
minor importance.
 

1. "Technology, Prices and Incomes inWest Pakistan Agriculture:
 
Some Observations on the Green Revolution" by Carl H. Gotsch, October 1971.
 

Gotsch uses a farm management model based on data from the
 
Pakistan/Punjab to analyze income effects of the Green Revolution.
 
Gotsch found that in the pure sense modern technology was divisible
 
and could be adopted on small farms as well as on large farms. A
 
farmer could try out the HYV on one-tenth of an acre or less as an
 
experiment. Since the technology could be adopted by all farms he con
cludes that the technology itself did not result in inequitable income
 
distribution. The key factor of course is access to the inputs required
 
by the new technology (fertilizer, HYV, seeds, water, pesticides, etc.).
 

2." "Differential Rates of Adoption of the New Seed Varieties in
 
India", the Problem of the Small Farm", by Michael Schluter, August 1971.
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Schluter reviews why the small cultivator lags in the rate of
 
adoption of the new technology. He found that as farm size increases,
 
the proportion of farms adopting HYV also increases. There were of
 
course considerable differences by crops, regions, seasons and over time.
 
The relationship between farm size and the rate of adoption was highest for
 
wheat, less for rice and not apparent for coarse grains. He also found
 
that farm ownership, whether cultivator-owned or tenancy, did not in
fluence the rate of adoption.
 

He found that the larger farmers were usually coop members and
 
that the small farmers were not. The smaller farmers were relatively
 
more dependent on credit, while the larger farmers self-financed most
 
of their needs. He found that large acreage was generally a measure of
 
income and wealth and helped the farmer to bear the risk and uncertainty
 
of the new technology. Land was also a major source of collateral for
 
production loans. The causality was not clear but the larger farmers
 
who adopted the HYV faster seemed to have the greater investable funds
 
and the greater ability to take risks. He concludes that the adoption of
 
new technology may require other techniques besides credit. Crop insurance
 
to cover the risk factor may be more important.
 

3. "Dwarf Wheat in the Pakistan/Punjab", by I.J. Lowdermilk, May 
1972. 

Lowdermilk reviews 30 randomly selected villages in one tehsil 
(county) of Pakistan's Punjab. Using multiple regression models he found
 
that in a very few years a tidal wave of acceptance of high yielding varie
ties took place. The new technology was very profitable and adoption
 
rates were rapid. He identified positive factors linked to the rate of
 
adoption: farm size, distance to'market and tenure status. Credit was
 
not important for the use of HYV seeds or for water but was important for
 
the use of fertilizer.
 

Adequate canal water was available and HYV seeds were relatively
 
cheap. The new technology worked well on existing irrigated land without
 
chemical fertilizer. Credit availability was not positively related to
 
the acreage of dwarf wheat at the first farmer trial, though the speed
 
with which HYV acreage was expanded on the individual farm over time was
 
influenced by credit availability. Most farms tested an acre or less
 
during the first year, but coverage of the whole farm required more
 
capital. Small farmers (12.5 acres or less) obtained 85% of their
 
financial needs from their own funds or from friends and relatives.
 
Larger farmers obtained 92% of their credit needs from their own funds
 
or from relatives and friends. The large farms obtained a disproportionate
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share of institutional credit though their credit requirements were

actually less. 
He concludes that credit availability is a positive

factor, though of minor significance in the rate of HYV adoption.
 

4. "Institutional Credit for Agriculture", the Conference Report
of the Indian Society of Agricultural Economists, December 1971.
 

The Conference reviewed agricultural credit in the Indian Green
Revolution and the general consensus was that HYV adoption was done

mainly by the more well-to-do larger farmers. 
 Their need for credit
 was low, though wider-scale adoption by smaller farms required more
 
credit.
 

The researchers generally agreed that small farms have been slow
in adopting HYV and that they were generally not able to get access to

credi. or to credit coops. 
Based on a study in Rajasthan, India, it
 
was found that credit from cooperatives was going to a very small percentage of the coop vembers. 
These were generally the more well-to-do
 
farmers. The major 6aefaults 
on coop credit were the larger farmers who
 
were also coop oEficers.
 

5. "A Micro-Economic Chronicle of the Green Revolution", InderJilt
 
Singh and Richard Day, February 1971.
 

This study is based on the Indian/Punjab for the period 1952 
-
1965. It 
covers the start of the Green Revolution. An Interesting part
of the study was on the cash outlay of farmers. Cash outlays were fairly
stable from 1952 to 1961; then during the next 4 years they increased

40%. 
Cash outlays per unit of output steadily declined 2.5% per year as
productivity increased. 
Cash outlays (inconstant prices) on non-farm

variable inputs (fertilizers, pesticides, fuel, water, etc.) per cropped
acre increased by 180% during 1952 
- 1960, and 600% during 1960 - 1965.
Cash outlay on non-farm capital goods such as irrigation, equipment,

tractors, pumps, etc. increased 300% per cropped acre during the period

1952 - 1960. 
After 1960 there was no discernible trend.
 

Short-term borrowing during the period 1953  1959 increased
four-fold. 
After 1960 it levelled off. 
In 1959 farmers obtained 53%

of their cash requirements from borrowing, while in 1965 they obtained 
only 3% of their cash requirements from borrowing. 

This study shows the clear trend of investment and adoption

up until 1960 and substantial growth thereafter. Increases in output
up until 1960 were enough to generate sufficient capital so that

farmers almost were self-reliant thereafter. 
Their requirements for
 
variable inputs of course remained high after 1960.
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6. "A Micro-Economic Analysis of Smallholder Response to HYV's 
of Wheat in West Pakistan", by Refugio I. Rochin, 1971.
 

Rochin surveyed the non-irrigated Barani areas of Hazara
 
District# of West Pakistan to determine HYV adoption rates. The Barani
 
farmers responded to economic incentives and community stimuli. The
 
relatively larger and more well-to-do farmers had the highest adoption
 
rates. The pay-off from HYV was so high and so profitable that even
 
the smallest farmer was able to experiment. Rochin identified community
 
awareness and technical knowledge as the greatest constraint. He did
 
not find credit to be a limiting factor on even the smallest farms.
 
An unusual factor for this region was the large number of farmers who
 
had cash income from local employment and migrant remittances.
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S.,MARY OF RECOM?IDATIONS 

Integrated Agricultural Credit Services 

le The entire problem of agricultural credit needs should be viewed 

in the light of providing an Integrated Agricultural Credit Service, 

i.e., provision of credit along with organisation of facilities for 

its conversion into inputs and services required b? the farmers to usel 

the credit effectively* This service should be made accessible to small 

and marginal farmers and agricultural labourers who want to upgrade 

their technology and productivity. The service must cover not only 

the complete range of farm produce upto the marketing stage but also 

ancillary farm occupations, such as those of rural artisans and 

craftsmen, which provide service to the farmers. 1h fact, it should 

also serve to develop the artisans to take up small village industries 

producing the farm and consumption needs of the farmers. The proposed 

agricultural cred.l service should also look aftex the requirements 

of credit, inputs and other services needed by animal husbandry 

(including poultry farmingp piggery, sheep rearing, etc.), dairying, 

fisheries, farm forestry and other enterprises allied to 

agricultire. (Paragraph 4.5) 

Respensibility of ,Cedit-Agenciest 

2. If a clear break is to be made'with the p3st methods of 

financing agriculture and if the agricultural credit service is to
 

reach the small and marginal farmers and agricultural labourers, the 

credit agencies should take direct interest in development of agencies 

for the supply of inputs and to arrange for services to enable the 

borrowers to absorb credit. These credit agencies should also encourage 

and finance viable units of suppliers of inputs, custom services, storage 
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(ii) 
transportation and marketing in their respective areas.(Paragraph 4.6) 

Structure of Agrcultural Credit Service: 

3. 7he proposed agricultural credit service should have the 

foll wing constituentst 

i) Farmers, Service Societies - one for each tehsil/block 
or any other viable unit of convenient size, with 
many branches as are required in the area; 

as 

ii) a Union of these Societies at the district level, and 
functional district organisations for specific 
commodities; and 

iii) Lead Bank of the district assuming leadership in the 
matter of organising agricultural credit servicee 

(Paragraph 4.9) 

Farmers' Service Society: 

4. A Farmersl Service Society should be formed as a registered 

cooperative body, with bye-laws to ensure autonomy, efficient
 

management and freedom from official intervention to provide the 

integrated agriculttjral credit service to th3 small and marginal
 

farmers and agriciltural labourers. (Paragraph 4.11) 

5. Each Farmers' Service Society should take care of all the 

development needs of the small and marginal farmers, agricultural 

labourers and village artisans either directly or by special
 

arrangements with other agencies. Each Soclety should be treated
 

as a primary coopetative sociaty. All facilities by way of fundst 

concessional rates of interest, managerial subsidy, etc. aviilable 

to the cooperatives should also be placed at its disposal.(Paragraph 4.1
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6. Only those farmers, agricultural labourprs and village 

artisans who qualify for receiving assistance under the SFDA and 

MFAL projects should be eligible for the membership of the 

Farmers' Service Societies. Other sections of the farming community 

might be made eligible for associate membership for services 

without enjoying the rights of voting. (Paragraph 4.15) 

7. The Jurisdiction of each society should be equivalent to 

a block and in regions where the availability of services is 
a 

inadequate, it may be an area as big as a tehsilo Inregions where 

the scale of operations isvery largep the coverage may have to 

be reduced to much less than a block. 1he area of operation should 

be determined on the basis of viability -of the proposed society 

taking into consideration the overall development in the area and 

the need for provision of extension services. 1he society should 

have its branches or depots to cater to the needs of its members 

at revenue circle or equivalent levels to serve population groups 

of ten to twelve thousands* In deciding upon the jurisdiction of a 

branch, the relevant consideration will be business viability and 

easy accessibility. (Paragraph 4.18) 

District Union of Fafters' Service Societiess 

8. Tiere should be a Union ol Farmers' Service Societies at the 

district level fod- mutual consultation and coordination of policies 

of the Farmers' Service tocleties in the district. In addition, 

functional district orlanisations for specific commodities may be 

formed at the district 1evele (Paragraph 4.22) 
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The Role of.the Lead.,anks 

9. The Jafd 1.ank of each district should have to overnll 

resoonsibility of integrating the provision of farm credit with 

supply of inputs and services and should perform tho functions 

enumerated in Paragraph 4.25. (Paraujraph 4.25) 

Linkage with Other Agenciest 

10. Institutions: like Land Development Banks, State Agro-

Industries Corporations, the rood Cbrporation of India, etc. 

should play a vital supporting role in offering services to 

farmers to absorb credit for productive purposes@ In this 

connection, we tentatively suggest that proper linkage should 

be developed between the credii structure envisaged by us and 

these agencies. (Paragraph 4.27) 

Agricultural Developmept Bank 

11. It might be .ultimatelynecessary to set up an Agricultural 

Development Bank of India on the lines of the Industrial 

Development Bank of India (IDBI) to oonsol4date the expertise 

and experience of various agencies, such ab the Agricultural 

Credit Dapartment of the-Reserve Bank of India, the Agricultural 

Refinance Corporation and Agricultural 'Finance Corporation into a 

single national organisation directing the flow of agricultural 

credit according to needs, for full utilsation of land and manpower. 

Besides refinance facilitWa, the proposed Agricultural Dovelopment
 

Bank of India Qould provide the initiative and,,expertlse for 

project-oriented lending after special studies and survoys on
 

regional and oommodity-wise basis. (Paragraph 4.30) 



(v)
 

Training and Supervisions
 

12. A suitable programme should be evolved to provide trained
 

personnel to the institutions responsible for the service.
 

Specialists should be employed by banks, and the agricultural
 

universities and extension organisations should halp them not
 

only in training such personnel t but also in locating the experts
 

who could help the banks in the training programme., (Paragraph 4.31)
 

13. Adequate supervision should also be arranged to ensure 

supply of inputs and adoption of improved practices by the farmers 

in the area so that credit goes to small and marginal farmers 

and agricultural lahourers and thereby helps them in increasing
 

their levels of income. 
 (F3ragraph 4.32)
 

Phased Action ?rogramet 

14. The formation of Farmers' Service Societies at the tehstl/ 

block level and District Union of these Societies as also their
 

linkage with the Lead Bank and other institutions may first be
 

tried out in the 46 S.- districts and 41 MFAL distr~cts. Operation 

of these arrangements in these 81 districts (6 districts being
 

common to both the projects) should be carefully studied and
 

with suitable adaptations found necessary from experience gained
 

in these districts# the arrangements could be extended every
 

year to cover more districts at a rapid paoe. (Paragraph 4.33)
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I~nERIM REPRT 0.4 C1 DET SERVICES FOR SMALL AND 
MARGIVAL FARMERS AND AGRICJLIURL LAJ3OURERS 

Section r 

Iitroduction 

Scope of 1.1 A study of the requirements of agricultural credit 
the
 
Report from Government, cooperatives and other Institutional agencies 

for the new strategy of scientific agriculture is included as 

onre of the terms of reference given to the National Commission 

on Agriculture. It has been recognised that while timely and 

adequate agricultural credit is necessary to finance the 

increased inpits involved in scientific agricu. turev its 

importance is all the more significant in the case of the 

credit needs of small and marginal farmers. ftnely supply 

of adequate credit is also the key to the success of special 

programmes of Small Farmers Development Agency (SF!M) and 

Marginal Farmers and Agricultural Labourevs (MFAL) which 

have Seeo introduced in 81 districts of the country (of which 

six dittricts are common to both the projects)* This section 

of the rural economy today requires special arrangements for 

credit availability if they are to be drawn effectively into 

the vortex of the agricultural devlepment process. In view 

of its importancep the Commission has decided to make interim 

recommendations on credit services for small and marginal 

fazme and agricultural labourers. 

1.2 At the second meeting held on the 4th November 1970, 

the Commission constituted a Study Team on Agricultural Credit 
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with Shri T.A, Pal as Chairman. The composition of the 

Study Team is given in Appendix I* The proposals submitted 

by the Study Team were considered by the Commission from 

tirce to time and it was agreed that the Commission would 

in its Interim Report on Agricultural Credit deal with the 

problems of agricultural credit with reference to the needs 

of small and marginal farmers and agricultural labourers only. 

Some of the aspects of agricultural credit are also dealt with 

In other Interim Reports of the Commission* For example, the 

problems of distribution credit for fertiliaers were diceussad 

in the Interim Report on Fortiliser Distribution presented to 

the Government in November 1971. Similarly, tne provision of 

credit for milk programmes is discussed in the Interim Report 

on Milk Production through Small and Marginal Farmers and 

Agricultural Labourers. 1he other aspects of' agricultural 

credit would be dealt with in subsequent Reports* 
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Section I 

Agricultural Credit : Present Position 

Cooperative 2.1 The cooperative credit movement was started to get

Credit
 
Movement 	 the farmers out of the clutches of the money-lenders. The 

cooperative system was encouraged to take over the credit 

requirements of the farmer and enable him to get credit, in 

time, at fair rates of intexest, Inthe thirtiesg the
 

agrarian situation was so bad that debt relief measures were 

also undertaken to save the agriculturists from utter ruin.
 

Various steps were taken to give new life to a languishing
 

cooperative system like consolidation of existing societies
 

by developing their resources, close supervision and scrutiny
 

of their loan operations, assistance to apex cocoerative banks 

for financing rehabilitated societiesp etc. 

Short & 2.2 Inrecent years, there has been a significant increase 
Meadiumi. 
term in institutionalisation of rural credit* At presentp over 30 
Coree!it 

per cent of the borrowings by cultivators are from institutional 

sources* 7he cooperatives have been the principal agency for 

agricultural credit and will continue to play th3t role for
 

quite some times The total amount of credit advanced by 

cooperatives increased from FsP23 crores in 1950-51 to Rs9203 

crores In 1960-61# The short-term and medium-term loans 

advqnced by primary cooperative credit societies was Rs*342 

crores in 1965-66 and Rs*542 crores in 1969-70. The target 

for the Fourth Plan has been laid down at 1s750 crores to 

be reached by 1973-74. The membership of agricultural 

cooperative creJit societies has increased from 17 million
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in 1960-61 to 26 million in 1965-66 and to 30 million in 

Long-tern 
Credit. 

1969-70. The target for 1973-74 is 42 million. 

2.3 As regards long-term credit, the Land Development 

Banks which have made significant progress inrecent years, 

are well organised to handle loan operations of over Rs.1,O00 

crores over the Fourth Plan period. Howeverp a lower target 

of ls*700 crores has been fixed, for the time being, on the 

basis of financial resources, than in sight. Between 1960-61 

and 1068-69p the loans advanced by these banks to agriculturists 

increased from a'iout 4.12 crores to Ps.148 crores and the loans 

outstanding to them from individual members from Rs.38 crores 

to Rs.402 crores. The quantum of 

in 1969-70 was Rs.155 crores. 

fresh long-term loans issued 

Agricultural 
Refinance 
Corporation 

2.4 7he Agricultural Refinance Corporation set up in1963 

to refinance long-term agricultural credit expanded its activities 

considerably during the last three years. Upto 1968-69, the 

Corporation had sanctioned 233 schemes Involving a total outlay 

of Rs.182 crores, of which the Corporation's commitment is Rs,156 

crores, mainly on schemes of minor Irrigation. As on 31st 

Commercial 
Banks 

October 1971, the ARC had 489 schemes involving a total outl3y 

of Rs*318 crores, including ARC's commitment of Rs,272 crores. 

2.5 For meeting the gap in agricultural creditp the 

potentialities of commercial banks are also being increasingly 

utilised. Following social controlp commercial banks have 

shown an increasing interest in the agricultural sector and 

the volume of direct agricultural finance by these banke has 
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increased from ?9.5 crores during 1966-61 to Rh.44 croxes on 

30th 3une 1969 and further sharply to R,184 crores on 30th
 

J1ne 1970 and Ps.236 crores on 30th June 1971. In 1968, a 

consortium of commercial banks set up an Agricultural
 

Fiince Corporation with the objective of coordinating 

activities of the constituent banks and tendering them
 

consultancy services.
 

Inadequacy 26 Although the progress has been steadyp the amount of
 
of Credit
 

loans advanced is still inadequate* The Fourth Plan target
 

for short-term qooperative credit is only B,.675 crores to be
 

reached by 1973-74, Considering that the volume of short

term credit given by primary agricultural credit societies 

was Is.390 crores in 1967-68t Rs,454 crores in 196-69 ard 

RH490 crores in 1969-70, an average increase of cnly Rs45 

crores per annum during the Fburth Plan period does not 

appear to have given sufficiert importance to short-term 

cooperative credits Urifortunately, even the credit limits 

based on these iargets which are sanctioned by the Reserve 

Bank of India for short and medium-term credit, are not fully 

utilled as is evident from Appendix II If the cooperatives, 

as they are at present functioningg are to make any dent in 

the problbis of agricultural credit to the small and marginal 

faazm and agricultural labouzers, the Fourth Plan targets 

for cooperative credit will have to be substantlally higher* 

Such an expansion not being possible with thepresent over
 

all availability of funds it is obvious that without an ear- 2 2 N1 

marking of specific funds for the small/marginal farmers sector, 

their problem of credit will not be solved*
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Distribution 2.7 The All-India Rural Credit Surv.y Committee (1952)
of Credit by
Assat Groups which studied the position of credit in the year 1951-52
 

b:roug rot. prominuhtly *thefact that boopbrativ credit 

tended to flow predominantly in favour of the large culti-

Vators as compareO with the medium and small cultivators* 

The All-India Rural Debt and Investment Suri-ey (1961-62) 

pursued this matter further and analysed the data on the 

borrowings from cooperatives per acre of cultivated area for 

the different asset 	groups. 
 Their findings are given In
 

Tablq 1 belowl
 

Table 1 

Average amount borrowed from cooperatives
per-acre of cultivated area during 1961-62
 

Asset 	 .Average borrowings Average area Average
GrouPO( 	 from cooperatives personally borrowingsper cultivator cultivated per per acreho-isehold (Ps.) cultivator (N.) 
-.-. ._ _ _household(acres) 

Less than 500 
 293 	 1.27 1.81
500-1000 	 5.1 2,14 2381000-2500 
 9.4 	 3.35 2.81 

2500-5000 	 19.6 5,35 3,66
5000-10,000 	 35a6 8.06 4,42
109000-20,000 63.6 11.86 5,36
20 000-and above 1704 23.26 7.33

All-asset groups 31.9 	 6.63 4.81 

rt is quite evident 	that a rich farmer having assets 

of over Rs.20p00 which Is roughly equivalent to a holding of 

25 acresp received per acre credit which was twioe that given 

223 



-7 . 

to a farner having assets between Rs.2,500/- and Rs.5,OOO/
which is equivalent to about five acres° Those in the lowest 

rung of assets got only a quarter of the amount that the rich 

farners got. 
Difficulties 
 2.8 In 1969, the All-India Rural Credit neview Committee
of Small 
Farmers in 
 also dealt with this matter and recorded as unders
 
Getting
Credit 
 *We shall tentatively note here th t,
even if there
 

is some Justification for the lar. r amount which
has gone to the bigger asset gro",,js !n absolute terms,
the fact that (a) the'proportion of households
obtaining cooperative credit to the total cultivator 
households; and (b)the proportion of those who
obtain cooperative credit to those borrowing from 
any agency, increase from group to group along withthe size of assets does suggest that the smalier 
Cultivators are indeed handicapped in having access
 
to cooperative credit*.
 

They went on further to says
 

*Our conclusion is, thereforeg that though in the

last few years, especially since 1964-659 some
 
progress has been made inrelaxing various restrictive
 
practices, the small cultivator continue to be

handicppod over large parts of the country in obtaining
adequate credit from the cooperatives because of one
or more factors, viz., exclusion from membership,
insistence of landed security and restrictions on the
size of loan which may be made to tenants. Anunfortunate feature from the point of view of production
was that the tenants and small cultivators were not
 
in many parts of the country able to obtain credit
required by them for modern inputs*. 

2.9 The Committee also emphasised the need for medium 

and long-term credit enable theto fairmers to invest in land 

development and irrigation facGilities so that they could 

modernist their agricultural operations. 
The Committee made
 

special recommendations to enable the small farmer to get 

long-term .'medit for viable investment. NearIy 62% of the 



so8, 

cultivating households had less than five acres. 
 Ithad 

been estimated by the Reserve Bank that of the 265,259 

farmers who had 	availed of long-term credit from cooperatives 

in 1969-70t only 96,306 (or about 36%) held land of five 

acres and less@ This indicates the extent of the difficulty 

which a small farmer faces in obtaining lorj-term credit to 

make his holding viable based on modern technology* 

Rise in 2.10 Another disquieting feature of the cooperative credit
 
Ovezdues 

system has beenthe rise in the overdues from year to yeawq 

as will be seen from Table-2 belows 

Table-2 

Percentage of overdues at the level of 
primary societies and district/central
 
cooperative banks
 

Year 	 Overdues at the level Ove-'dues at the level 
of primary societies of district/central 

cooperative banks
 

1960-61 	 20% 12.4% 

1967-68 
 32% 	 24.7%
 

1968-69 	 3504 27.0%
 
1969-70 	 38% 29.0% 

The increasing overdues have not only affected the ability 

of the cooperatives to extend further credit but have also 

put in doubt the credit-worthiness of the cooperatives 

themselves. 

genefrits 2.11 Rrther, henefits of the coopernitive system have 
flow to 
Big Farmers so far flowed mostly to bigger farmers because of the 
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following factors: 

i) 'LaId-ownezship was used as almost tho sole 
cziteroi for extanding oredit to the membors. 

it) 	 Uttle. attention was paci to the heeds of 
farmers or the acreage covered, as the focus 
was on amounts lent and rocovoI d as criteria 
of success*
 

ii)" The quantum of farm credit recorded significant 
increases -out of line ,idth.vaitber the acreage 
or number of farmers served4 more or less the 
same groups of farmers got acdi.tional funds due 
to gradual liberalisation of the scales of 
fInance for cash crops as welJ. as other crops* 

iv) 	 Even the limits sanctioned to the State cooperative 
banks by the Reserve Bank of Tdia for farm cred!it 
through cooperatives were not utilised fully 
wherever pr!marles of DIstrict Central Cooperative 
Ranks were weak and Ipefficient as ro.aros 
recoveries and could not offer sufficient non
overdues cover to the high level of finances
 

v) Cooperative leadership and mnnigement were in
 
the hands of the bigger farmers who could not 
represent the point of view or needs of the 
sniall and marginal farmers. 

vi) 	 Technical expertise and operational efficiency 
fo'r dispensing 'produlito'n-!oriented credit dre 
congpicuously lacking' i the present cooperative 
set-up 

vit) 	 Coordination between the agencies in charge of 
cooperative credit and those In charge of supplios, 
extension, etc, under agricultural programmes is 
grossly inadequate resulting in lack of absorption
 
of credit for produdtlon purposes. 

* 	 he Study Team on "Agr cultural:Admnittration" of the 
Administrative Reforms Commission.has drawn attention 
to the fact that the loan advances by Primary Credit 
Societies increased from Rf.2283 drores to Rs*3194 
crores (or 36%) during the period 1961-62 to 1964-65 
while the number of borrowers Tose from 99,62,000 to 
l og9599000 (or 10%-) during the same period indicating 
that while the loans advanced had increased s .gnificantly, 
the increase in the number of borrowers was only marginal, 
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Benefits 2.12 It will be agreed at the same time that there have 
of Coopera. 
tive System been some benefits, economic and social, of cooperatives
 

in the past. Cooperatives have helped to rationalise distri

bution patterns, increase purchasing power and promote consumer
 

protection. They have contributed to the modernisation of 

small scale production in agriculture and allied sectors. 

They have stimulated in several areas productive capital 

formation among large number of individuals. In a wider sense, 

cooperative growth has thus become an effective stimulant to 

economic growth* Prom the economic stand points cooperatives 

are engaged insecuring foi their membersp services of various 

knds# at low cost. CQoperation offers not only economic.. 

benefits to members but also conferv a number of benefits to 

the society, his -isso because the object of cooperation is 

to tansform, the member's condition in such'a way thet he 

makes his Pocial life richet!: anti happier Whereas the cooperative 

system may be the best form of organisation for those peafticularly 

In the -lower rungo of- the .*onpm, end also for the most exploited 

sections, the present structure of the orgenisation has, to be 

modified to give a better bias towards the small and mavginal 

farmers and agr~cultural labourerm, 



Section InI 

Problems Faced by Small and Margin.,l Farmers 
and Agricultural Labourers In Obtaining 
Agricultural Credit*
 

Pro'ilems of 3,1 The small land holders In India form 62% of the 
Small and 
Marginal total rural households, but only 19%of the cropped area Is 
Farmers 

comprised in small holdingso* In this skewed distribution of 

land holdings, the new agricultural technology whose benefits 

have largely been availed of by the bigger fazmers has tended 

to add to the disparity between the more privileged ani. the 

lesser privileged in the rural sector* *While the handicaps 

of such (small) farmers differ from area to area, the major 

disadvantages they suffer from are fragmentatio .of holdings, 

inadequate and untimely supply of inputs and water, insecurity 

of tenuep lack of sufficient credit facilities and unsatisfactory 

arrangements for marketing and storage'° 

3.2 Both the Central Sector Schemes for Small Farmex 

Development .Agencies and Marginal Farmers and Agricultural 

Labo'jrers lay stress on building up proper infr'astzucture so 

that adequate credit facilities evi available to the weaker
 

sections of the rural population. These schemes have been 

devised by the Ministry of Agriculture in consultation with 

the Planning Commission in view of the very high priority 

attached in the Fourth Plan to measures specift.cally designed 

Data relate to operattioal holdings less than 2.02 hectares 
and are based on 15th and 17th Rounds of NSSt June 1960 to 
July 1962. 

"Towards Growth with Social Justicee, Government of Indiag 
Budget Papers 1970-71o 
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to enable the weaker sections of the rural population to 

benefit from the economic growth and development in the 

rural sector. 

Difficulty 363 The major problem faced by the small farmers in 
in Offering 
Security 	 getting credit from the cooperatives was that they nould not 

offer security in the shape of tangible asseas and, as such, 

they were not considered to be creditworthy. Efforts were, 

therefore, made to change the criterion of nredit worthiness 

from tangible assets to production potential under the 

'crop loan system# introduced in the Second ive Year Plan. 

7b ensure that credit was not misused for consumptian Prpo3es, 

a part of the crop loan was given In. theL chmpe of Iqxuts 

like fertilisers and quality seeds. 

Crop loan 3,4 The basic features of the crop loan system were 
System 

incorporated in the Action Programme drawn up by the Government 

in 1963. The Reserve Bank (Agricultural Credit Department) 

in its manual issued in 1966 included a modified version of 

this Action Programmes 7hough vigorous efforts were made 

beleen 1966 and 1969 to step up the availability of cooperative 

credit, the progress was not uniform in all the areas. In factp 

various field investigations in selected districts conducted 

for the All-India Rural Credit Review Committee rekealed considera. 

ble divergence between the accepted princL:nI ad.tha aotual 

progms 

35 Cooperatives generally consider that loans advanced to 

the small farmers involve a certain risk element if the crop 

fails since they are not backed by any tangible assets as 
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security. The Committee on Cooperative Credit (1963) had 

reoaemended a system of outright grants by Government for 

building up special Bad Debt Reserve in Central Banks and 

Prim r Societies so that the cooperatives might be inclined 

to take the risk of giving more loans to the small and marginal 

farmn based on the crop loan system. On a review in 1964 by 

a Wooking Group led by Prof. M.V. Mathurm it wes found that the 

scheme had some beneficial effectv but it had not proved 

adequate for the purpose for which it was intended* The Working 

Group recomnended that the Cooperative Credit Societies should
 

make efforts to attract more funds by imparting a definite 

bias towards small and marginal cultivators in their lending 

operations. 

Cooperative 3.6 Although the cooperatives were till recentlyt the
 
and
 
Commercial only source of institutional credit that could and should
 
Banks
 
Finances have helped people in the agricultural sector to reach the 
Not Availa
ble For stage of viable productiont a large number ot the small and 
Small and 
Marginal marginal farmers and agricultural labourere have had no 
Farmers 

chance even to enter them. rn a way, so far, tie cooperative
 

system has not succeeded in serving the needs of the small 

and marginal farmers - not to speak of the agricultural 

labouvers - to any significant extent. 

3.7 Although within the last two years, commercial banks 

have become an important source of institutional credit for 

agriculture, even their operations excluded the bulk of 

Report of the Work.ing Group set up by N.CoD.Ce (1964) on Effects 
of outright grants in liberalisation of agricultural crodito 
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the small and marginal farmers, as they also tended to finance 

agricialture according to the prevailing criteria and methods* 

7he most crucial part of production credit is supervision* 

Without close and constant supervision it is difficult to 

arrive at a realistic scale of credit or effect its smooth 

rpecovery. 1he commercial banks are, in reality, not in a 

position to undertake large scale creditvorthy schemes because 

of lack of necessary experienced personnel for supervision* 

3.8 Both the cooperatives and the commercial banks 

suffered from a common handicap; they lacked the understanding 

and ability to tackle the special needs of the small farmers* 

Nor were they able to appreciate what was needed to be done to 

intensify the total gamut of agricultural and rqlated activities 

in rural areas so as to provide additional work and income to 

marginal farmers and agricultural labourers. The application 

of conventional norms of security ensured almost automatic
 

exclusion of this sector of agriculture from institutional 

credit because of its low land-holding and earning capacity 

in conventional farming. A radical departure was needed both 

in the scale of. finance and the terms of payment* 1he per 

hectare requirement of credit was far in e%cess of normal limits, 

both for intensive cultivation and 'high-investent-high yield' 

crops (eeg., hybrid seed production, high yielding varieties, 

horticultural crops, etc*)* Linking advanccs to land 

The scale 	of finance for production credit by primary agricultural
cooperatives has now been made flexible and left more to the 
District Central Cooperative Bank with the result that it hris become 
directly -proporticnal to the ability of the Dstte Central 
Cooperative Bank and the. Primary Society itself to provide the231 	 non-overdue cover rather than the cost of cultivation and 
production potential of the borrower. 
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holding (either directly or as collatoral) became incongruous 

with incremental income concept of production and investment 

credits and financing of ancillary farm activities such as 

dairying wnd poultry farming. Credit should have been provided 

on the basis of the total proposed activity rather than the land 

held, for such labour-intensivo activities would help marginal
 

favers and agricultural labourers to develop viabl, family 

enterprises.
 

Lack of 3.9 Another important factor adversely affecting the small 
Integration

of Credit and marginal farmers was that-farm credit from cooperatives and
 
with Other
 
Services commercial banks was not integrated with easy availability of
 

inputs, extension and other services supporting production and
 

marketing. The small farmers could not productively use what

ever loans they got from these sources for lack of easy
 

accessibility to such facilities as a viable commercial package.
 

Multipli- 3.10 A injol.handicap of the small and marginal farmers 
city of 
Agencies and agricultural labourers has been their inability to contact 

separately a number of different agencies for different 

requirements. Figure I (Page 16) shows the multiplicity of 

agencies that the farmer has to contend with for all his needs. 

For crop financep they .have to go to the cooperative or the 

commercial bank* For long-term credit, they need to go to the
 

Land Dovelopment Bank* Separate agencies need to be approached
 

for inputs, services, hiring of farm equipment and marketing. 

Itwould be impracticable-to expect them to contact scp many
 

different sources to get credit and services for diff4rent needs. 
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Multipurpose 3,11 The idea of multipurpose cooperative society has 
Cooperative
 
Organisation been suggested by a number of Committees from time to time. 

he All-India Rtural Credit Survey Committee (1952) elicited 

the views of the State Cooperative Departments on the 

effectiveness and success of the multipurpose cooperative 

societies, This survey had come across several instances of 

efficient and well managed multipurpose societies meeting the 

varied needs of the rural farming community particularly in 

Tamil Nadu, Maharashtra, Andhra Pradesh and the Punjab. In 

November 1958 the National Development Council in its 

Resolution on Cooperative Policy, also recommended that the 

cooperatives should be organised on the basis of the village 

community as the primary unit and that the responsibility and 

initiative for social and economic developmont at the village 

level should be placed fully on the village cooperative and
 

the village panchayat which were to be considered as the
 

primary agencies for improving all aspects of rural life
 

through the efforts of the people. The Committee on Cooperative 

Credit (1963) and the All-India Rural Credit Review Committee 

(1969) also considered the question of primary credit coniaties 

with particular reference to the paremouirt need for viable 

requirem.ents. The latter Committee made a number of 

recommendations, on which the present policy of Government 

is based, This policy envisions the primary societies at the 

village level to promote the economic interests of its 

members in accordanne with the cooperative nrinciples and 

seeksto achieve this aim by aotivitips in tiff~nt!_dtr -.iona, 
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In other words, It is expected to be a multipurpose 

organisation which will provide loans to its members, promote 

savings among them, supply them with agricultural requisites 

and domestic requirements, and arrange for the marketing of 

th6ir agricultural prodace. This concept of a multipurpose 

cooperative ozranis.tion has so far not been a success. Among 

the reasons for the failure of multipurpose cooperatives in 

the past has been that althnugh they wer multipurpose in their 

objective, too much emphasis was laid on c:.edit aspect onlyp 

often almost to the total neglect of other service functions. 

Further, in organising multipurpose societies, their viability 

wao not always taken into account. Sometimes, it was thought 

that the multipurpose societies *ould be viable even at the 

village level. Moreover, the multipurpose societies were not 

backed by adequate technical, extension and other supporting 

services. 

Scope for 3.12 So far, we have been paying attention to agriculture. 
Employment 
O.-portuni- It is becoming more and more apparent that for small and 
ties in 
Ancillary marginal farmers and agricultural labourers, opportunities 
Occupations 

for improvement lie in enterprises like horticulture, animal 

husbadry (including poultry farming, piggeryp sheep rearing, 

etc,), dairying, fisherie.,p farm forestry, etc. In factp mixed
 

farming offers good scope for small and marginal farmers to
 

fzwo their farm income. There have been difficulties in 

the past in the cooperative system being able to provide the
 

credit, the inputs, and the marketing factlitieq tn a suitable
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package for such enterprises. The multipurpose approach, 

which we are considering, must be able to tatkle thesenew 

lines of employment opportunities in the rural sector. 

Similarlyg in the rural economy, ancillary farm occupations 

foTm the most useful source of employment, mainly for 

agricultural labourers in the villages. The artisnn classes 

in the villages depend for their livelihood on the services 

required by the farmers and also their consumer goods require

ments In the context of improvement in the agrarian economy. 

There is also need for modernising the tools and implements 

used by these village artisans and improving their technical 

skills. The classes of rural artisans envisaged include
 

carpenters, blacksmithsp cobblers, weavers, potters, oil.-men,
 

etc. A further opportunity exists, for adding to the 

employment potential of the agricultural labourers in the 

villages, in the organisation of small consumer industrias
 

in the rural areas through local enterprises. The multi

purpose organisation which we are contemplating must be able 

to deal with the requiranents of both credit and marketing 

of these rural artisans and ancillary farm occupations. With
 

increasing reliance being placed on the cooperatives as an
 

instrument of development at the village level# it is all 

the more necessary that the multipurpose cooperative principle 

should receive greater emphasis. 

S-3S 



Section IV 

Integrated Agricultural Credit Service 

The neglected 4.1 An unprecedentea agricultural growth has been witnessed 
partners in 
Agricultural in recent years inseveral parts of the country.. Benefits of 
Growth 

this growth have, however, been visible mostly in areas with 

assured rainfall and Irrigation and a few pockets-in dry farrhing 

areas. Studies on the problems of small farmers show that they 

have not been able to take full advantage of the new farm 

technology. The reasons advanced for this situation revolve 

round the credit needs and the availability of inputs and 

services required to sustain the high yielding varieties** 

The need for intensive cropping practices necessary to make 

the small farms viable units, imposes high demands on the 

crodit and extension needs for this segment compared to the 

large and medium farmers. Considering that there are over 20 

million operational holdings in the country with less than 2.5
 

acres, the gap inthe coverage and the magnitude of the problem 

assume staggering proportions and point out the inadequacy of 

the present institutional system in ushering inthe structural 

changes necessary to bring the small farmers as sharers of 

benefits that accrue from agricultural growth. 

* 	 A recent study in Sangli district indicates that if credit 

is made avllable, the credit absorption increases nearly 
five fold in 3-4 acres farms and 2 times in farms more than 
4 acres. (Appendix III) For studies on Small Farmers 
conducted on behalf of the Planning Commission see Plaraaing 
Comission "Workshop on Small Farmers and Agricultural 
Labourers, 17-18 July 1970'0 Governmet of Tdta, New- Dlhi, 
pp,81- 1 30., 
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The 4.2 Our farmerst big, medium and small, have shown the 
opportunity
 
and the production levels that they can achieve, given the know-how,
 
urgency 

inputs9 services and facilities on times The Green Revolution 

has been a dream realised for the bigger farmers in some parts 

of the country* The large number of small and marginal farmers 

and agricultural labourers left out of this development 

process have to be rapidly brought within the compass of the 

upsu'rge of agricultural modernisationa It Is both possible 

and essential to do so. For the first time, break throughs 

in agricultural technology have made small farming an economic
 

proposition*. We have to ensure that they are no longer 

denied the necessary credit and the facilities to adopt this
 

new technology. Then alone can we make optimum use of the
 

man power and the land possessed by the small and marginal 

farmers and also take effective steps, to curb in time, the 

social tensions and economic imbalance arising from disparities
 

of opportunities and incomes* In fact, it has been the 

experience that with every development in agriculture in any 

part of the country - whether through better irrigation or 

adoption of Improved techniques and practices - imbalances in 

incomes and capacity to produce perpetuate 'dual economies' 

(one monetized market economy, and the other non-monetized 

subsistence economy) unless delibo-ate efforts are made to 

* 1he technical constraint indi atd in the study, vide 
Planning Commission Workshopp pp.3,3-4 is provision of assured 
water supply in dry areas to minimise the risk for the small 
farmer and when water resources are availablep Institutional 
support is the constrairrt inmaking the Oniall 4 'ni-rs -vable. 
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reduce inequality of opportunity to get credit and use it 

effectively.
 

4.3 For all the agricultural development schemes where 

participation of the small farmers, marginal farmers and 

agricultural labourers is contemplated, the(,s\essential
 

is credit in the right quantity at the right time for the
 

creditworthy scheme* The )oiessential is eupply of inputs 

and services at reasonable rates at the right time. The1xIZ,' 

essential is a fair market where the small man will got a 

reasonable price For the surplusp and will also be able to buy 

his requirements at a fair price* The real need of the small
 

and marginal farmers is thus not funds alone but timely 

availability of a package of inputs and custom servicesp along 

with technical advice and supporting services for storage, 

transportationg processing and marketingp preferably through
 

a single contact point* 

Need for 4.4 The need can be met through the setting up of a 
Multipurpose 
Organisation multipurpose cooperative organisation with jurisdiction 

extonding over a tehsil or block as may be cornvenient. The 

area of operation will have to be determined on the basis of 

viability of the proposed organisation taking into consideration
 

the overall development in the area and the need for provision 

of inputs and supporting services. Normally the area 'may be 

equivalent to a block, but a larger or smaller area may have
 

to be adopted in some regions depending on the availability 

z39 of supporting services. It hast howevor, to be borne in mind 
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that small and marginal farmers and agricultural labourors 

are scattered ovor interior areaslarge far removocl from the 

block or tehsil headquarters. 
The multipurpose ,o.rgnis.ition
 

will therefore have to have branch agencies or depots at lowor
 

levels to cater for clusters of such small farmers. In this 

connection, the Commission would like to refer to the recowmen

dation made in its Interim Report on OSome Aspects of Agricultural 

Research, Extension and Trainitng* that itwould be desirable 

to work towards coverage by the Agricultural.Extension Officers
 

of population groups of roughly ten to twelve thousand. 
 The
 

multipurpose cooperative organisation 
can also have branches 

and depots as counterparts of such circle extension organisa

tions. Such branches or depots can cater to .theneeds of
 

clusters of small and marginal farmers aod agricultural 

labourers more effectively. Ithas been :aoticed that one
 

of the major obstacles in the farmers" .accessibility to 

inputs and other services has been the distance between 

his field and the headquarters of the cooperative organisa

tion which is 
to cater to his needs. In deciding upon
 

the .urisdiction of branche.s or depots of the main sevvice 

orjanisation the relevant considerations will be business 

viability and easy accessibility. While the credit will be
 

sanctioned at the tehsil/block levelf the actual receipt of
 

the applications, their processing and the disbursement of 

credit may be done at the Circle level. This Is necessary 

to ensure that the farmers and the agricultural labou=ers will 

deal with the institution at the Circle level only for all their 
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Integrated 
Agric ,lt.,;al 
Credit 
Service 

Tuquirements, 

4.5 We recommend that the entire problem of agricultural 

credit needs should be viewed in the light.of providing an 

integrated agricultural credit serviye, ise. provision of 

credit along with organisation of facilities for its conver

sion into inputs and services required by the farmers to use 

the credit effectively. This service should be made accessible 

to small and marginal farmers and agricultural labourers who 

want to upgrade their technology and productivity. The 

service must cover not only the complete range of farm 

produce upto the marketing-stage but,also ancillary farm 

occupations, such as those of rural artisans and oraftemen 

which provide services to the farmers. In fact, it should 

also serve to develop the artisans to take up small village 

industries producing the. farm and consumption needs of the 

farmers. The services will have to be developed in each 

area, in phases, according to the.ir Importanee for the 

economic uplift of the weaker section in the area. The 

proposed agricultural credit servioes'should, in addition, 

look after the requiremehts of credit, inputs and other 

services needed by animal husbandry (including poultry farming, 

,piggery,sheep rearing etc.), dairyingg fisheries, fnrm forestry 

and other enterprises allied to agriculture. 

4.6 We also recommend that if a ol6ar break is to be 

made with the past methods:of financing agriculture and if the 

agricultural credit service is to reach the small and marginal 

farmers and agricultural labourersq the credit agencies should 



Structure of 
Agricultural

Credit 
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take direct interest in development of agencies for the 

supply of inputs and to arrange for services to enable tho 

borrowers to absorb credit. PRrthert .these crodit agencios 

should encourage and finance viable units of suppliers of 

inputs, gustom servicesp storaget transportation and marketing 

in thei' "espective areas. 

4.7 The creation of the'Small Sazyners Development Agency 

(SFDA) and the Marginal Farmers and Agricultural Labourers (MFAL) 

Projects is a: positive move to focus national attontion and 

efforts to this problem* 1t ib felt that 46 SFDA districts 

and 41 MFAL districts (of which six are also In the SFDA list) 

offer immediate'scope for trying out hew arrangoments to ensure 

that an integrat-ed agricultural crediti serd.ce reaches the 

bulk of small and marginal farmnrs and agricultural labourers. 

4.4 There are two ways of organisinU this service at the
 

tehsil/block level. 
One way Is to organise a subsidiary of the
 

bank registered under the .CompanesAct and the alternative is
 

to have a Society registered under tha Cooperative Societies Act.
 

Hoyvever, it is felt that organising a subsidlary under the 

Companies Act woulO 4limihate farmers participatibn and 

identification of the organisatibn as their own. The recent
 

experiments of the. Reserve Bank of India in zxviving cooperatives 

through the efforts of Commezrcial Banks have- ihdicated the 

possibility, with-some modifications in the scheme as in forcep 

of taking advantage of 'the best- in both cooperatives and the 

commercial banks and combining* their features in the new set-up 
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at the block level (Appendix IV)* The design of the proposed 

integrated credit service must stand out in sharp contrast with 

tthe present situation having a number of t independent agencies 

looking after agricultural development and creating a situation 

of overlapping and duplication of effort in some areas to the 

neglect of large areas elsewhere. 7he entry of commercial banks 

into farm financing has added vet one more agency, and integra

tion and reorganisation of the farm financing activities have 

become imperative for ensuring their effective functioning. 

The basic responsibility for organising an agricultural credit 

service in each district should lio on the Lead Bank of the district* 

4.9 We recommend that the proposed agricultural credit 

service should have the following constituents# 

.) Farmers' Service Societies - one for each tehsiliblock, 
or any other viable unit of convenient sizet with 
many branches as are required in the are "; 

as 

ii) a Union of these Societies at the district level, and 
functional district organisations for specific 
commodities; and 

iiI) Lead Bank of the district assuming leadership in the 
matter of organising intagrated agricultural credit
 
service. 

The 	 flow of institutional finance and services in the re-organised 

set-up is shown in Figure 2. (PFge 27). 

Main 4,10 We have spelt out the proposed framework in the subsequent 
Considera
tions paragraphs, keeping the following considerations in views 

i) 	 Farmers will deal with a single agency for teir 
short, medium and long-term credit requirements as 
well as their demands for Inputs and services. That 
agency should be their own oxganisation, viz.op 

Farmexas Service Society.243 
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FIGo 2 

FLOW OF SERVICES AND IDSTITUTIONAL 
FINANCE IN THE NEW SET-UP 

Sezrvices
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ii) 	 The Lead Bank will assume the responsibility for 
integrating credit with supply of inputs and 
services. 

Ili) The Farmers' Service Societies will be responsible 
for organising, on commercial linesp the supply
 
of inputs and servicesp either directly or undor 
contract arrangjnents with other public agencies
 
or priva.te firms. 

iv) 	 The SiDA and MFAL Project Boards will use the 
funds place at their disposal to create a risk 
fund for the societtes, to cpntribute to their 
share capital, and to bear a part of the salaries 
of the extension staff of each society. 

v) 	 The SFDA and MFAL Project Boards should develop 
into virtual agricultural planning boards to 
give leadership and framework of goals and prio
rities to the societies and the Lead Danko 

vi) Subsidies, if any, in programes handled by the 
Farmeim' Sov .ft' ,.jd obt_14o
through them.
 

Farmers' 4.11 The concept of multi-purpose cooperative organisation 
Service 
Society has been considered by a number of committees from time to time, 

which 	visualises development of the prilma y noperati.ve so.3.et.les 

into viable units for providing all the essential needs of the 

farmers. In this context, we recommend that a FaTmerst Service 

Society should be formed as a registeXd cooperative body$ w!th 

bye-laws to ensure autonomyj efficilnt management and freedom 

fzo 	 official intezvention to provide the integrated agr1cul-. 

tural 	credit service to the small and marginal farmers and 

agricultural labourers. 

4.12 The Farmers I Service Society will be the sole agency 

taking care of all .the developmental needs of the small nd 

margal faimers and agricultural labourers either d1rectly 
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or by special arrangements with other agencies. Each Socioty 

will perform the following functions. 

.) 	 Itwill Drocess and sanction applications of
 
its members for short, medium and long-term
 
advances 	 and obtain a cash-credit line, F.or
the required amount, from the nearest dosignated
 
oommercial bank branch to finance its other 
activitieu such as purchase and storing of
 
inputs, consumer articlesp etc. 

ii) 	 'It wili: eithe i se! f undertake suprly of 
iNputs, custom and repair services, marketing
of produce, sale of consumer goods, etc* with 
hank finance; o'r It may enter into contracts 
with other agencies, firms or individuals 
(including agricultui-al/animal husbandry/ 
engineering graduates and diplima holders)
 
for ensuring availability of such supplies
 
and services*. 

ii) 	 Itwill have Its own nucleus technical
 
staff and get supplementary advice and
 
help through other agencies.
 

iv) Itwill assist bank9, Life Insurance
 
Corporation, Unit Trust and Small Savings
 
Organisatior for the mobilisation of
 
deposits and popularisation of life
 
insurance and small savings.
 

v) Itwill encourag6 the members to have deposit
 
accounts with the nearest bank branch.
 

vi) 	 Itwill encourage provision of facilities
 
for developing subsidiary occupations like
 
animal husbandry, dairying, farm forestry,
 
etc. particulaz'ly to marginal farmers and
 
agricultural labourers. 

vii) Itwill organise credit, supply of raw
 
materials and services for the artisans
 
and craftsmen with a view to modernising
 
their trades.
 

viii) 	 It will encourage production by artisans 
through small village industries of consumer 
goods for sale within the rural community. 
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the lower rungs of village artisans. Further, with the 

expansion of commercial banking into rural areas@ this class 

of entrepreneurs can have easy access to bank credit, and the 

bigger farmers can obtain their loans from the Bank directly. 

*e therefore recommend that only those farmers, agricultural 

labourers and village artisans who quality for receiving 

assistance under the SFDA and MFAL projects should be eligible 

for the membership of the Farmers$ Servioe Societies@ Other 

sections of the farming community mIqht be made eligible for 

associate membership for services without enjoying the 

rights of voting. As agriculture includes animal husbandry, 

fisheries and farm forestryp involvement of the bigger farmers 

in the 	service-societies might be beneficial in some dLrections$, 

as for 	example in processing and marketing of milk If a Rural 

Milk Service Organisation is set up in a perticularerea. 

Amendments 4.16 The cooperativs .law-mey be-amended where necessary, 
in Rules
of Coopera- to ensure that t 
tve Law 

1) Each Society admits all small and marginal
farmers and agricultural labourers as well 
as small village artisans in connected agri
cultural operations and ancillazy farm occupa
tions 	referred to In paragraph 4.5. 

11) 	 The lead Bank/comercial bank and the SFDA/
MFAL projects can contribute towards its 
share capital* 

ii) 	 1he statutory, superVisory and regulatory
functions inc2uding audit and financial 
participation in the Society are transferred,
in respect of these societiesp from Government 
to the Lead Bank wnich is now a full-fledged
goverrnment-owned official agency* 
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Iv) 	 The Society will employ full te paid managerial 
and technical staff necessary to support the 
operations* The personnel will be drawn from the 
existing state and local government cadres to the 
extent they satisfy the qualifications and 
experience prescribed by the Lead B.tnk for the 
purpose. Inthe initial stages of the organisation,
the expenses will be shared by the State Government 
and the Lead Bank/commercial banks operating inthe 
area, but the employees will be under the adminis
trative control of the -Farmers' Service Society. 

v) Recovery of loan will be made from the sale of
 
produce of the farmer.
 

vi) 	The Society will deal with the branch of the
 
commercial bank designated for the purpose by the
 
Lead Bank in the district. The other commercial
 
banks, Ifany, inthe area will cater to the needs
 
of the large farmers and also meet the demands of
 
the area for normal banking operations, deposits

mobilisation efforts as well as financing trade etc*
 

4.17 Experience of cooperatives and commercial banks has
 

clearly shown that despite offorts., Cmbelsm* :ocdures and 

legal requirements make itgenerally difficult for small and" 

marginal farmers and anr tural. labourerrto -et..redit on 

tme 	and inadequate quantity* Simplification of-prooodu 

has therefore to he considered as an essential part of the
 

scheme of Integrated Agricultural Credit Service*
 

4418 We recommended that the jurisdiction of each society 

should be equivalent to a block and inregions where the
 

availability of services is inadequate, itmay be an area
 

as big as a tehsil, Inregions where the scale of operations
 

5 very large, the coverage may have to be reduced to much 

less 	than a block. The area of operation should be detarmimed
 

Z/19 
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on the basis of viability of the proposed society taking 

into consideration the over-all development in the area 

and the need for provision of extension services. The 

society should have its branches or depots to cnter to the 

needs of its members at revenue circle or equivalent levels 

to serve population groups of ten to twelve thousands* 

In deciding upon the jurisdictiQn of a br.,nch, the rolovant 

consideration will be business viability and easy accessibility*
 

Capitaliza- 4e19 The share capital of the Farmers' Service Society will
 
tion of the
 
Farmers' be contributed by (i) members; (it) SPDA and MFAL project 
Service 
Society loans; and (ii) assigned branch of the Lead ,Bank* The 

long-term Operations Fund which was created in Februaryp 1956 

for making long-term loans to State Governments for subscription 

to the share capital of cooperative credit societies# might 

also be used for this purpose, 

4c2O The risk fund of the Society will be contributed 

partly by the SFDA/MFAL projects and will partly be covered 

'Vythe Credit Guarantee Corporation/credit Insurance Corporation 

of the Reserve Bank of India*
 

4,21 The Working Capital of the Society will be obtained:
 

(i) from commission on loans and advances;
 

(ii) from contribution from St-ite Gcveriment and lead 
Bank for the technical services; 

(iii) 	 from agents' comission from Life Insurance 
Corporation and Food Corporation of India for 
business obtained; and 

(iv) from the designated branch by credit lines@
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District 
Union of 
Farmers' 
Service 
Societies 

4.922 We recomend that there should be a Union of F erors' 

Service Societies at the district level for mutual consulta

tion and coordination of policies of the Farmers' Service 

Societies in the district. It may be found that various typos 

of expertise, especially storagep purchasing, processing and 

marketing required by the members ato best organised at the 

district level. Where sunh services can be organised on a 

viable basis and the Farmers' Service Societies consider thai, 

they must directly be involved in organising these servicesu 

the district union can take over this function on behalf of 

the Fam)rs' Service Societies. Where the purchasel markatin 

and processing of any agricultural produce asswnn large 

proportion in the districtv in any particular commodity like 

milk, cotton t oilseeds, etc., it may be.daslrahbl to astablish 

a separate functional district organisetion for each of such 

commodities instead of the general district union taking up 

this work* Such functional district organisations for a 

particular commodity may be formed separately at the district 

level. 

4.23 The woiking funds for the 

will be drawn from the Lead f3ank. 

tnion's commercinl aottvitio 

Depending upon the area and 

its needs, each Union's activity may grow on ,different lines, 

Where separate 

start with one 

functional Unions do not exist, the Unions may 

or two spedialisea atiVit es of marketing and 

processing and gradually cover other needse 
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The Role 4.24 The Study Group set up in October 1968 under the 
of the
 
Lead Bank chairmanship of the late Dr. D.Ra Gadgil with the approval 

of the National Credit Council recommended that an area approach 

would need to be adopted by the commercial banks to identify 

and study local problems and evolve an Integrated credit plan 

for the area. 7h. Group was of the view tha t the lowest unit 

under the area approach had to be necessarily identified with 

the district which is the main administrative unit of the 

country. On the lines of this recommendation, the Reserve 

Bank of India accepted the principle of Lead Bank Scheme and 

in December 1969 allotted'dittricts to the State 3ank Group 

(the State 3ank and its seven subsidiaries), the 14 nationalised 

banks and two other Indian Banks. The Lead Bank is responsible 

for surveying the resources potential for expansion of branches 

and diversification of credit facilities in the districts 

allotted to it. While other banks are not precluded from 

opening branches, the Lead Bank is expected to act as the 

consortium leader and invoke the cooperation of the other b;anks 

operating in the district in mobilisation of depositsp locating 

actual and potential credit needs and catering for these barnkso 

In allotting districts for the Lead Bank role, the Reserve 

Bank has kept in vie the factors of contiguity for ensuring 

viability,of operationg provision of control points for 

developmental work and branch expansion as also a broad corzes

pondence between the responsibilities allocated in terms of 

number of districts and the resources base of each Lanks 
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4.25 Having "gard to the above mentioned factsp we 

recommend -,hat t~he lead Bank* of each district should hav 

the 	overall responsibility of integrating the provision of
 

farm 	credit with supply of inputs and services, Specifically, 

the 	Lead Bank will perform the following functionst 

1) 	Itwill designate the bank branch (either its
 
own or that of another bank) with which each
 
Society will have banking transactions and wit
 
lend for developmental financing in the area.
 

i) 	Itwill initiate and assist the functioning of
 
the Farmers' Service Societies.
 

1i1) Itwill formulate guidelines fori
 

a) 	grant of loans to members by each Society; 

b) 	giving finance to the society by each bank
 
branchv both for loans to members and
 

Society's commercial transactions; and
 

0 	 giving finance to viable units for supply
 
of inputs and servicesi 

iv) 	Itwill ensure that bank finance is available 
for suppliers of inputs and sorvices organised 
on commerctal lines* 

v) 	 Itwill contribute share capitall and a part of 
the pay bill for extension staff, to each Socief/y 
Itwill also advise each Society on the selection 
of the managerial and extension staff and parti~pate 
in the Board of Directors. 

It is possible that the Lead Bank responsibilities may b 
more 	equitable
reallocated betmeen the major banks to have a 


distribution and also to include selected District Central 
Cooperative Banks for districts in which they are the 
premier banking institution. Some metropolitan-based large 
banks may also want to have special subs i,1aries for 
promotion of banking in their lead districts in under
developed States. 

253 



-37-


Linkage with 	 4.26 An integrated agricultural credit system based on the 
other Agen
cies 	 concept of credit service, economic viability and development 

of borrowers to self-suffioiency for working funds would 

envigoraete the process of capital formation in the rural economy* 

It would facilitate both resource mobilisation and investments 

The primary aim of the integrated credit system is to provide 

to the farmer une contact point for obtaining his credit and 

input requirements. Besides cooperativesp there are certain 

other agencies 	which could render credit asoistance to tho
 

small and maiginal farmerso The land Development Bank# for 

instance, will fct as a service agency for handling land deve

lopment work and works connected with prevention of soil 

erosion, drainage, digging of wells, etc. for members of each 

Farmers' Service SocJ9ty9 and it will thus assist conversion 

of medium/long term loans granted by banks into productive 

assets. Further, Agro-Industries Corporations have been set 

up in several States with the objective of providing means for 

modernising agricultural operations and undertaking distribution 

of agricultural machinery. These Corporations should act as 

promoters and initiators of processing industries, keeping in 

close touch both with each Service Society and the district
 

union. The Food Corporation of India and other comodity
 

corporations could also render assistance and use the
 

district union of the Farmers' Service Societleo as their 

agency for procurementp storage and despatch of their purchases. 

4.27 We, 	therefore, recommend that institutions, like Land 
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Development Banks, State. Agxo--Wdus .~tr1MCorrationvsthe 

Food Corporation of India, etc* should play a vital supportng 

role in offering services to farmers to absorb credit for 

productive purposes. In this connections we tentatively 

suggest that proper linkage should be devwloped between the 

credit structure envisaged by us and these agencies. We shall 

examine the role of these agencies in agricultural development 

in general, and in agricultural credit in particular, in 

subsequent Reports. 

Refinance 4.28 The Comtercial Banks should have access to refinance 
for Conmez
cial Banks fti the Agricultural Refinance Corporation and the Life 

Insurance Corporation in respect of long-t.m Inana ta the 

Service Societies (for their own operations as well as for 

their members) and their Uiion. Where the object of tho 

financing would have qualified a cooperativo-cmJit organisation 

for allotment of funds at concessional rates of intaurwt-, ftnu 

the Reserve Bank of India allocation for agrmiltural 

credits the Commercial Banks must have access to these funds 

for their short and medium-ter=, lending tc the Service 

Societies. We av) of the view that what is relevant is the 

end object of the loan and not the channel through which it 

is distributed* The fact that a commercial bank comes in the 

chain of operations instead of a Cooperative Bank should not
 

deprive the loanee and particularly the small and the margina 

farmer and the agricultural lahojrer from the special benefits 

of the concessional credit given by the Reserve Bank of India* 
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4.29 As already stated, the small and marginal farmers hold
 

19% of the cultivated area, Assuming that the per acre credit
 

needs of the small and marginal farmers will be double that
 

of others, and taking note of the fact that the requirements 

of agricultural labourers are also to be metp it is but 

appropriate that at least 40% of the total agricultural credit 

should go to the small and marginal farmers and agricultural 

labourers. In trd.s context, it may even he necessary to lay 

down a broad guideline at the national level that at least 

forty per cent of the funds allocated for agricultural credit 

by Reserve Bank of India as also of commercial bank loans to 

agricultiei, should go to the small and marginal farmers and 

agricultural labourers, along with organisation of facilities
 

to enable them to Use the funds productively@ Based on the
 

experience gained in the implementation of this programme, the
 

reservation of finance for these categories of rural population 

may have to be raised further in subsequent years* The Farmers' 

Service Society at the tehsil/block level should be able to 

get all the facilities available under the different schemes
 

for benefiting the small farmersy marginal farmers, and 

agricultural labourers, and the special programmes for 

animal husbandry, village artisans, etc. In any casey it is 

necessary that the full requirements of funds needed by the 

tehsil/olock Farmers' Service Societies should be made available 

by the banking system and that they should not be subjected too 
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any restrictions in the availability of credit due to credit 

squeeze or other contingenciese 

Agricultural 
Development
Banic 

4.30 We are tentatively of the view that it might be 

ultimately necessary to set up an Agricultural Davelopment 

Bank of India on the lines of the Industrial Development Dank 

of India (Ir) to consolidate the expertise and experience of 

various agencies, such as the Agricultural Credit Depar.,:.ent of 

the Reserve Bank of Indiat the Agricultural Refinance Cozporation 

and Agricultural Finance Corporation into a single national 

organisation directing the flow of agricultural credit according 

to needs, for full utilisation of land and manpower. Besides 

refinance facilitiesp the proposed Agricultural Development i.ank 

of India could provide the initiative and expertise for project

oriented lendinn .fter special studies and suoveys on regional 

and commodity-wise basis* This is being further examined in 

the Commission. 

1rining 4.31 Taining and supervision are the bvo essentials for 
ard 
Supervision the proposed integrated agricultural credit service. Wep 

therefore, recommend that a suitable programme should be evolved 

to provide trained personnel to the Institutions responsible for 

the service. Specialists should be employed by banks, and the 

agricultural universities and extension organisations should 

help them not only in training such personnelp but also in 

locating the experts who could help the banks in the training 

programme. 
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4.32 We also recommend that besides training, adequate
 

supervision should be arranged to ensure supply of inputs 

and adoption of improved practices by the farmers in the 

area so that credit goes to the small and marginal farmres 

artd *qricultural labourers, and thereby help them in increas

ing their levels of income* It may be noted that the system 

of supervised credit might make it compulsory for the f.rmer 

to buy his inputs from a particular source* There might be 

an argument that making it compulsory for the farmer to deal 

with a particular source of supply might result in his 

exploitation* The successful working of the Society and
 

the integrateC credit system would require this type of 

discipline. Care would# however, have to be taken by the 

banking system to see that neither the membership is denied
 

to small and marginal farmers and agricultural labourers nor 

any element of exploitation is allowed to affect their
 

interests adversely* 

hased 4.33 We recommend that the formation of Farmers t Service 
Action 
Pzogramme Societies at the tohsil/block level and the District Union 

of these societies as also their linkage with the Lead Bank 

and other institutions may first be tried out in the 46 SFDA 

districts and 41 MFAL districts. The operation of these 

arrangements in these 81 districts (6 districts being common 

to both the projects) should be carefully studied and with 

suitable adaptations found necessary from experience gained in 

these districtsp the arrangements could be extended every year 

to cover more districts at a rapid pace& 2 
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Short and MC-dium-term advances by tho Resore 
Bank of India - Limits sanctioned# drawals and 
outstandings - 1960-61 to 1970-.71 

(Pls. in croi-es) 

Year Shot-term loans 
 Modium-term loansw

sanctioned Ings sanctioned I'g "
 

1960-61 111.79 100.8 4e68 5.69 8.81 

1961-62 138.18 115.20 956 7o39 11.67 

1962-63 163o94 124e28 9.31 4e18 10,,56
 

1963-64 186.21 146,54 14.01 7.45 13.00 

1964 65 199.86 150.51 7.9114.39 14o32
 

1965-66 212.66 143.67 14.11 745 1496
 

195f.67 257,50 135.38 15.49 8.37 15,41
 

1967-68 314.15 137e17 16.57 9912 16.47
 

1968-69 337.52 183.09 8.98
19.00 17.,60
 

196970 370.16 214.11 11,48
18.30 20,45
 

1970-71 390.1 188.84 18.76 14.20 24,31
 

,Modium-termloans granted by Reserve Bank of India to State Cooperative
 

3anikS out'of National Agricultural Credit (Long-tqrm Operations) Fund
 

+ Cumulative &utstandlngs including previous years' loans 

Sourcot Reseov Bank of India annual report and trend and progress of banking
in India for tha year owi tlri June 309 1971 -.Pags 07-98 

http:1970-.71


Size of Farm 

1 


Blow one acre 

1 to 2 acres 

2 to 3 acres 

3 to.4 acres 

4 acres and 
abcve 


Total-... 


A-PPENDIX -III 

;.snou:t of Credit taken by Dlffertnt* Categories of Farmters 
accerding to size of Farm 1:.)( 1969-70 

Particlpants Non-2artciPants'
 
Total Per .azfl IADP ..- o- ADP


family Total Per faxm Total Per farm 
 Totalfamily family 

2 3 4 5 76 8 

1,000 1,000 175 175 . . 1,175 

147478 1,609 1,900 475 - 16,378 

119172 1,862 4,310 481 - - 15992 

13,240 19655 4,249 607 342
684 18,173 


58,347 2,161 10,752 672 2,550 850 71,649 


98,237 1,926 21,886 576 3t234 647 1,23357 

This includes credit taken plus assistance given under IAD Scheme. 

Assistance came to s65,071 (66.2%)
 

Source: Indian T.stitute of Ianagenant, Aledabado (Unpublished Study) 

Total 
Per farm
family 

9
 

588 

1,260 

999
 

1,069
 

1,558 . 

1,312
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APP3NDIX IV 

Position of Disbursoments by Comme cial Banks under the

Scheme of Financing of Pimary Agricultural Societies 

by Comercial Banks as on 30 September 1971 

(i s. in lakhs) 

State No. of 
 Kharitf 1970 Average Rbi 1970-71 Liabilities 
Socs,. Noe of Aint. per No. of Pint. taken over 
allotted soc,. socy. socs.
 

1 2 3 4 5 6 7 P, 

Andhra Pradesh 800* 374 156951 0,42 130 39i20 -

Uttar Pradesh 158W 87 20.84 0.24 82 1465 34.64
 
HTaryana 
 260 103 38.73 0.38 613 26.02 L5.',3 
Madhya Pradesh 305 30.15 136223 0.14 13.73 62.56
 
Mysore 646%S 366 99.10 0.27 60 10.23 
 w 

Grand Total 2169 1153 345.33 
 0.30 476 103.83 213.03 

cont..below 
khaTif 1971 Average Rabi 1971-72+ Medium-tenrm loansN o-Ff per No~of Amt. djtms-,ed 
socs, socyo socs. Nooof socie- Pit,

ties1970-71 1971
_ _ _ _ _ _ _72 

9 10 
 12 13 14 15 16 
Andhra Pradesh 274 158.26 0.58 5 1.31 14 10 535 
Uttar Pradesh 82 27.52 0,33 8 0.78 15 2 1 8?1 
Haryana 116 62.29 0.54 29 5.63 19 "f 26.76
 
Madhya Pradesh 202 58.87 0.29 3.66 
 36 1.i ,,'.0or
 
Mysore 436 146.85 0.34 
 9 2.45 7 10 2.18
 
Grand Total: 1110 453,79 
0,41 51 13.83 91 167 62.16
 

SO Sem DaDme.oboO. *..0,O m*. eO. O@
 

Including 127 additional societies selected for 1971-72
 
Including 236 additional societies selected for 1971-72
 

@Excluding 16 societies allotted during 1971.-72 
+ Incomplete
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NTRODUCTION
 

The Credit Schemes that are described in this Study have been
 
desi~ned to serve the credit needs 
of peascnt farmers for agriculture
 
which is organised principally around the cultivation of paddy.
 
However,, although the focus of the 
Gredit Scheme has been on paddy
 
it has covered other subsidiary food crops which 
were part of peasant
 
agriculture such as chillies, 
 onions and potatoes. Paddy has been the 
major crop in small holding agriculture. It already covered an extent 
of approximately 913,000 acres in 1946 steadily expanding to an acreage 
of 1,765,000 in 1970. The total number of operational holdings in 1970
 
has been estimated at 836,000. 
 The small holding agriculture based un
 
paddy was distributed throughout the Island although paddy had greater 
importance in some regions than n others. The Agricultural Credit
 
Schemes that are discussed, therefore, had a nationwide coverage.
 

The credit available to the small farmer came from several sources.
 
The schemes organised by the Government for the provision of credit for
 
the farmer's agricultural activities 
was one such source. In the total
 
credit system in 
 the rural sector, non-institutional credit from 
professional and semi-profession lenders, private traders, the more 
prosperous farmers in the community, friends and relations loomed large 
as sources of credit and accounted for S major portion of the credit 
obtained, as would be described in the body of the report. The scheme 
of credit organised by the Government attempted to reduce the dependence 
of the farmer on non-institutional sources of credit which are usually 
available on terms much less favourable than those of Government sponsored 
schemes and most often extortionate in character. 

The Agicultural Credit Schemes reached a significant scale of 
operations in the period following the achievement of independence in 
1947. Under these schemes the main item has been the short-term credit 
provided to farmers to meet their requirements of working capital for 
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agricultural operations during the cultivation season. 
They were usually
 

expected to repay the loans with the proceeds from their harvest. The
 

volume of credit at the commencement of the Scheme was small but eventually
 

increased to a considerable magnitude. As will be described later in the
 

8tudy, the schemes underwent significant modifications during the period
 

1947 *o 1971. Of these major re-organisations and modifications the most 

.wpc.::tant were those that were undertaken in 1963 and in 1967. Itwould 
e 'een from the le.ter sections of this Study that the re-appraisal and 

'- - -'ructuring of th -e cre-dit schemes were necessitated mainly by the 
pcv'c of recovey'o oF thc. credit granted and the consequent reduction 
La tb', participai-icn tn. the schemes as defaulting farmers became ineligible 

further credit £i During the operation,..r .. dropped out of the scheme. 

of thea, Czverrzpent Zponsored sche~aes, 4,aere is evidence to indicate that 

the I., he farmiicg .,n.. Ly still continue to depend heavilyrir; bilk o' 

zon ,L -,,,il,, on sources of credlit for boti agricultural as well as 

!.c1,.ta.rel puxpoaes. 

'' comaeinament the loans under the schemes of agricultural 

'. v T the Government had baen channelled to the farmers 

ctive Societies of which 1ahe farmers were members. 

h,-:,:..., ".,' whs a aarked degree of specialisation in the Co-operative 

-a 4parete 5ociet.es were organis d for agricultural credit, 

thr-ift , ;..-, and sales, retail distrhution and so on. These 

were su, seclu.ently rep aced by Mlti-purpose Co-operative Societies which 

undertook se.iBral functions in the farming communities. The Co-operative 

Movement itse1.f has been undergoing several reorganisations during the 

period under review; the most significant of these are the establishment 

of ulti-purpose Co-operative Societies in 1957 and the amalgamation of 

Primary Co-operative Societies to provide for greater efficiencies and
 

better economies of scale implemented in 1971. Among the several functions
 

undertaken by the Multi-purpose Co-operatives are retail distribution of
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-(iii)
consumer goods, distribution of farm inputs such as fertilisers, seed 
-- terial and agro-hexicals, purchase of faming products, rural banking 
and the supervision of credit under the Agricultural Credit Schemes. 

Until 196'1 the Aricultur&l Credit Scheaes were aduinistered by
 
Government Departwoents wich used the Co-operative Societies as the
 
lending agencies to provide the credit to the farmer. 
The Co-operative
 
Societies obtained their loans from the Government and re-lent to the
 
farmers in accordance w;ith approved Credit Scheces. 
 Subsequently the
 
lending operation was taken 
over from the Governaent Departments by the
 
People's Bank which was 
a State bank established by the Government in 
1961 with the primary object of promoting banking in the Co-operative 
and rural sectors. In 1967 the Goveniment made it possible for the 
entire commercial banking system to participate in the Agricultural Credit 
Schemes under which loans are granted through Co-operative Societies to 
individual farmers for their agricultural activities. This was done by 
means of a guarantee given by the Central Bank of Sri Lanka under which 
the Central Bank undertook to re-finance losses incurred by the banks 
in the operation of the loan schemes up to a limit of 75%. However, this 
guarantee has not resulted in any increased participation by the banking 
system, and the People's Bank continues to be the sole commercial bank 
providing credit under the Agricultural Credit Schemes. 

The first Goverment sponsored scheme for providing institutionalised 
agricultural credit began in 1947. The rate of participation of farmers 
in Agricultural Credit Schemes sponsored by Government fluctuated sharply 
during the peridd of their operation. It is difficult to make an 
acaurate estimate of the rates of participation but it is possible that 
during the peak periods credit would have reached about 35 to 45 percent 
of the farmers who were in need of credit. According to available data 
the majority of paddy cultivators operated on holdings less than two acres,
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although most of the paddy cultivators with holdings less than one 

acre would not be exclusively dependent on their paddy holdings but 
would have other sources of livelihoods as well. However the structure
 

of holdings draws attention to some of the major problems confronting 

paddy farmers. The wassize of the holdings small and unless cultivated 

at a very high level of technology, would not bring yields that would 

produce a reasonable income. At the same time technological inputs to 

increase productivity required resources which the farmer was often 
uhable to mobilise. Tlerefore for this purpose he had to depend heavily 

on credit. Government Schemes of credit were available for specific 

agricultural purposes and did not cover all his needs. Consequently, 

farmers most often resorted to private non-institutional sources of credit
 

which were very costly in regard to rates of interest. 

The risks of cultivation in most areas was high as an assured supply 

of water were not often available. The risks were winimised in the case 

of paddy land which was served by large irrigation schemes but in rainfed 

areas us well as areas served with minor irrigation works weather was a
 

critical variable. In facing these problems, Government's approach to 

the problems in the peasant sector was to develop a package programme 

which provided extension services to transmit new scientific methods, 

establish marketing schemes with guaranteed price for its produce, 

organise the supply of fertiliser, seed material, agro-chemicals and
 

tractor services and provide agricultural credit to enable farmers to
 

make full use of the package programme. Agricultural credit was therefore
 

one elemcmt in the package programme. However as will be seen in the 

Study the scher'e cf agricultural credit was limited in its coverage and 

ran into numerous problems during its operations. Even so the
 

Agricultural Credit Schemes during the period of peak operations 

augmented the resources of the farmer amt enabled him to raise his 
technological level which he attempted to maintain in subsequent years 

even when he dropped out of the government credit schemes. 
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OF IAL EXCHANGN RATE BOTWME U.S.DOLLAR 
AND CSYLON RUPEE, 1945-1972.* 

(Rupees per Dollar, End of Year) 

(Selling Rate) 

Year Rate Year Rate 

1945 

1946 

1947 

1948 

1949 

1950 

1951 

1952 

1953 

1954 

1955 

1956 

1957 

1958 

- -

... 3.322 

... 3.315 

... 3.315 

... 3.315 

... 4.775 

... 4.775 

... 4.785 

... 4.762 

... 4.762 

... 4.795 

... 4.772 

... 4.800 

... 4.765 

... 4.760 

-------------- ----

1959 ... 4.762 

1960 ... 4.745 

1961 ... 4.752 

1962 ... 4.750 

1963 ... 4.757 

1964 ... 4.770 

1965 ... 4.772 

1966 ... 4.775 

1967 ... 5.850 

1968 ... 5.850 

1969 ... 5.952 

1970 ... 5.952 

1971 ... 5.952 

1972 ... 5.947 

------------ ---

* The rupee has been officially fixed at Rs 13.33 rupees 
per pound sterling sirme 1941; dollar-rupee rates 
thus fluctuate only as the do llaisterling rate in 
London varies. 
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TE C0UPEATE SY&M OF SATL FARMR 

CREDIT IN SRI L*I&A (CEYON) 

Proramm C-h-arActeristics 

A. Zmkzon 

1. ATLcultural Patterns and Potegnjia 

The dualistic structure of Sri Lanka's economy is clearly reflected
 

in the country's agricultural sector. Of the 4.6 million acres of
 

agricultural land, approximately 2.3 million acres are cultivated with
 

perennial tree crops  tea, rubber and coconut which are the country's
 

principal exports. The major portion of these crops is managed as
 

large scale or medium scale plantations. These agricultural activities 

in the plantation sector form the modern sector in agriculture. Their
 

scale of ownership and operations, the corporate form of organisation
 

adopted by them, methods of management that had been developed, the
 

levels of productivity achieved,all share the characteristics of a
 
modern commercial enterprise. There is, however, a sizable acreage
 

cultivated in these crops which are in small holdings of which the major
 

portion is incoconut. The ownership of these holdings isdistributed
 

among persons who are dependent mainly on agriculture for a livelihood
 
as well as others inthe middle class who have non-agricultural sources
 

of income or enployment.
 

But when account is taken of these small holdings, the agriculture
 

of the small farmers in the country which could be regarded as being in 
the traditional or non-modern sector is primarily dependent on the
 

cultivation of paddy. The economy of the peasantry or the small farmer
 

community is organised around thin crop. In this sector the size of
 

holdinvs is small, and at the lower end becomes even uneconomic. The
 

levels of productivity are low. The technology is In the process of
 

change from subsistence agriculture to commercial scientific farming and
 

the production is for the domestic market. The agricultural credit
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schemes described in this study have principally served the pcasant 

sector organised around the cultivation of paddy. The total acreage 

under paddy was estimated at 1,765,000 acres in 1970. The pattern of 

land use in Ceylon is indicated in Table I. 

TABL, I 

LAND USE IN CEYMN 

Thousand acres 

Total Land Area ......... 15,998 

Plantation Crops:
 

Tea ... ... ... 592 
Rubber ... ... too 669 

Coconut ... ... ..1,152 

Sugar ... ... .. 15 

2,428 

Peasant Crogs: 

Paddy ... .. .. 1,249 

Other •.. .. 508 
"-- 1,757 

.Frs.. . ... 8,208 

Grassland .. .. . o. 1,053 

Other ...... .. 2,552 

Sr Department of Census and Statistics -
Statistical Abstract of Ceylon, 1965;
 

Census of Agriculture 1962; also FA0/IBRD Report
 
on the Irrigation Programme Review, Ceylon - Appendix 2a;
 

O.E.C.D. Studies - Agriculture in Ceylon until 1975 
by P. Richards and E. Stoutjesdijk (p.46). 



The regional distribution of paddy land, which as stated earlier forms 

the mainstay of the peasant comunity, is shown in Table II Wbich should 

be read with the subjoined Map. 

TABM II 
THE REGIONAL DISTRIBUTION OF PADDY LANDS - 1970/71 

District 


CYLON 


Colombo 


Kalutara 


Kandy 


Matale 


Nuwara Eliya 


Galle 


Matara 


Hambantota 


Jaffna 


Mannar 


Vavuniya 


Batticaloa 


Amparai 


Trincomalee 


Anuradhapura 


Polonnaruwa 


Kurunegala 

Puttalam 


Badulla 


Moneragala 


Ratnapura 


Kegalla 


Sr 
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Extent under cultivation 
for Maha and Yala 

(Acres)
 

.... .... 1,793,610 

..9 ... .. 87,886
 

..... ... 83,790
 

... ...... 86,440
 

... ... ... 41,316
 

...... ... 29,447
 

......... 89,744
 

...... ... 90,702
 

... .... S. 70,864
 

... ... ... 90,060
 

... ... 43,457
 

.*.... .60 53,701
 

... ... ... 103,892
 

... ... ... 142,269
 

... ... ... 55,861
 

... ... ... 165,055
 

......... 109,210
 

... ... .. 224,721 

...... . •• 34,551
 
g.. ... ... 43,088
 

... ... ... 23,840 

... ... 74,0O8
 

...... .ee 49,708
 

Department of Census and Statistics. 



1. Colombo 
2. Kalutara 
3. Galle 

4. 	Matara 
5.Nuwara Eliya
6. Kandy 
7. Matale 
8. Ratnapura 
9. Kegalle

10. Kurunegala 
11. Jaffna 
12. Batticaloa 
13. Amparai 
14. Hambantota 
15. Badulla 
16. Moneragala 
17. Anuradhapura

18. Polonnaruwa
 
19. Puttalam

22 	 20. Mannar
 
21. Vavuniya
 

322. 	 Trincomalee
 

75"1 mean annual
 
Iioheyt denotes
division between wet 
and dry zones. 

96 	 2 
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While paddy is the major crop of the peasant farmer, there are other
 

components in the peasant agriculture which need to be mentioned to
 
complete the picture. 
 One region in the country, the Northern limestone
 
belt has developed a different pattern of small-holding agriculture based
 
on intensive dry farming with such 
crops as chillies, onions, potatoes, and 
vegetables. In this pattern of agriculture paddy is relatively unimportant. 
In selected parts of the country, peasants have been persuaded to take to the 
cultivation of tobacco through the efforts of the Ceylon Tobacco Co. and a 
small community of prosperous farmers has been developed around this crop. 
In peasant farming based on paddy, the pattern of agriculture combines the 
traditional cultivation of paddy on permanent irrigated or rain-fed
 
holdings together with shifting cultivation in the forest land surrounding
 
the permanent village settlement. This type of farming was based on
 
rain-fed highland crops such as Indian corn, chillies, vegetables etc. and
 
still continues 
 to form part of peasant farming. Such shifting cultivation,
 
however, is characterised by wasteful of the land and
use low levels of 
productivity.
 

In the 1960's the Government's efforts at development of peasant
 
agriculture were directed among other things at the systematic diversification
 
of peasant farming with cropping patterns which would have weaned the farmer
 
dependent on a single crop  paddy. The Government's import policies 
which led to the restriction or ban on the imports of a range of subsidiary 
food items, resulted in attractive prices for crops such as chillies, 
onions, potatoes, pulses. The Goverment's efforts at the diversification 

of peasant farming are beginning to take effect. 

The paddy crop isnormally cultivated in Ceylon in two seasons which 
are known as Maha (major) and Yala (minor) Theseseasons. two seasons 
differ in different parts of the country depending on the agro-climatio 
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zones. The country falls into two major agro-climatic zones - the 

wet zone and the dry zone. Out of the total area of 16.2 million acres, 

approximately one-third falls into the wet zone and the balance into the 
dry zone (vide map). In the dry zone the Maha, which is the major seasonp 

begins by about October. The sowing takes place at about this time of
 

the year and the crop is harvested from about February of the following
 

year. The Yala season in the dry zone begins by about March and the
 

crop is harvested in July or August of the same year. Districtwise
 

differences in the season are given below:
 

aha Iae Districts 

July to February March to June Colombo, Kalutara, 
Gallo, Matara, 

Ratnapura, Kandy,
Kunmo:ala, Puttalam, 
Kegalle 

November to May June to October Badulla 

September to February March to August 	 Hambantota, Manar, 
Vavuniya, Batticaloa, 
Ampari, Trincomalee, 

Anuradhapura, Polonnaruwa,
 
Moneragala. 

It is only in the areas with an assured supply of water for both 

seasons that there is double cropping of the paddy land. These areas 
fall into the wet zone with an average rainfall of 100 to 200 inches, 

with a satisfactory distribution during the !iear and parts of the larger 

areas which are served by major irrigation reservoirs Which are capable 

of supplying water needed for paddy cultivation during both seasons. 

In the dry zone of Ceylon, that is the Northern, Northwestern and Eastern 

parts, irrigation from reservoirs is required for paddy during both 

seasons. In the Haha season it has to supplement an average rainfall 
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of 30 to 40 inches and in the Yala season it has to supply almost the 

entire water requirements. 

By the year 1946 approximately 70A of the total land area in the 

wet zone had gone under agricultural use. The higher population density 

in this area has carried approximately 85% of the population. In shurp 

contrast to the agricultural and demographic characteristic of the wet 

zone only 11% of the total land area was in agricultural use in 1946. 

With the pressurg of population in the wet zone and the potential for 

new land development in the dry zone there has been a significant 

movement of population from the wet zone to the dry zone. Up to the 

Naha season of 1970/71 approximately 669,715 acres of paddy land have 

been developed under several irrigation schemes which were implemented
 

by Government. Two of the River Valley Development Schemes undertaken
 

by the Government were Gal Oya in the Bastern part of the country and
 

Uda Walawe in the Southern region of the country. Over a long period, 

the agriculture in these colonisation schemes on which much investments 

have been made were not significantly different from the rest of the 

peasant farming. The methods of cultivation and the levels of 

productivity were, if at all, only marginally better than those of 

the traditional subsistence farming. However, in the sixties, the 

Government's extension effots and the development that formed part of 

the green revolution were more effective in the new agricultural 

settlements where agricultural holdings were of an economic size and 

where relatively assured supply of water was available. 

The potential of small holding agriculture is two-fold. First, 

there is considerable scope for increasing the level of productivity, 

diversifying the cropping pattern, modernising agricultural activities 

and substantially increasing farm incomes in already cultivated land. 

Second, there are large tracts of undeveloped land in the dry zone 

which are available for agricultural use with adequate investmnt in 

283 



the infrastructure including irrigation. The total area still available 
for agricultural use has been estimated at around 3 million acres. A 
major River Valley Development Scheme based on the water resources of the 
largest river in the country, the Mhavoli, plans to bring approximately 
600,000 acres of new land under irrigated cultivation and supplement 

the water supply for another 300,000 acres of land already cultivated 
which is not being utilised to the maximum on account of the shortage of
 
water. The futilre development of peasant agriculture will, however,
 
require greater diversification in cropping. By 1976 the country hopes
 
to achieve self-sufficiency in rice. The poteatial for import
 

substitution in paddy would, therefore, have been exhausted by 1976 and
 
the cropping pattern for new 
 land that would be brought under cultivation 
would have to give increasing importance to other crops. The possibilities 

for import substitution in other crops are considerable. Subsidiary 
foodstuffs such as chillies, onions and pulses have been imported into
 
the country in 
 large quantities. A programme of import substitution in
 
these crops is in progress.
 

Although the major industrial programme is being implemented to 
achieve self-sufficiency in textiles the local production of cotton has 
been negligible. Substantial extents of land in the dry zone are 
agro-climatically suited for the cultivation of cotton under irrigation 
conditions. Approximately 95% of the sugar consumed locally is being 
imported. There is, therefore, substantial scope for the cultivation 

of sugar cane. Other crops which are part of the Five Year Plan for 
the agricultural sector include soya bean, cassava, sunhemp, castor and 

cashew.
 

As agriculture has shown steady progress during the last two 
decades, levels of productivity have increased both in regard to land 
and labour. Crop intensity in paddy for the whole Island has increased
 

,roximate]y from 1.08 in 1953 to approximately I.2 in 1970. High
 



yields and high rates of production increases have been recorded in
 
the thickly populated hill country, in 
 parts of the wet zone, and certain 
districts in the dry zone. The yield per acre increased from 19 bushels 
per acre in 1946 to 44 bushels per acre in 1970. The production per unit 
of employment increased from 58 bushels in 1953 to 116 bushels in 1970.
 
The increases in productivity of paddy were 
due to a combination of 
several factors. 
With the extension efforts of the Government, farmers
 
became more receptive to improve agricultural practices such as application
 

of fertiliser, weedicides, transplanting etc. The research on paddy
 
developed new varieties such as R4, HS, BG.11-11 which increased the
 
yields of the paddy crop. Expansion and improvement of the irrigation
 
system assured a better supply of water and increased the cropping
 
intensity. The Guaranteed Price Scheme which was in operation from 1944 
together with the marketing arrangements for the Government purchase of 
paddy provided the farmer with a relatively stable market for paddy. 
Paddy, therefore, was one of the growth sectors in the economy during
 
the period 1950 to 1970. It figured prominently in the programme of
 
import substitution. 
 In the 60's when the country moved into a serious 
foreign exchange crisis the performance of the mall farming community 
had a critical influence on the management of the foreign exchane 
budget and the economy as a whole. The steady improvement of bhe small 
scale peasant sector in the economy of the country was a significant 
development in the 60's. It impelled the peasant or domestic agricultural 
sector into the centre of the economic scene and to that extent helped in 
reducing the dualism in the structure of the economy that prevailed in 

the past. 

2. Profile of arm Comnmi~,
 

As described in are
the previouv section, there regional variations 
in the agriculture of the small farmer community dependig on agro-climatic 
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factors and the cropping patterns appropriate to them. 

In the wet zone approximately 4.2 percent of tea, 43 peroent of 
rubber and 66 percent of coconut is cultivated in small holdings below 

25 acres. In the wet zone the peasantAthing based on small holdings 

exists alongiade the large-scale plantation agriculture. This Is 

particularly applicable to coconut and rubber as well as tea, grown in 

the southern parts of Sri Lanka at low elevations. In regard "o tea 

grown in the hill country, the tea plantation covers very large areas 

of land in single contiguous extents and within such areas peasant 

communities based on small-holder farming would be few and far between. 

In contrast almost the entire dry zone consists of small holdings 

owned by small farmers. Few exceptions are certain hereditary holdings 

under feudal forms of ownership such as land belonging to temples 

which thoiugh owned in large scale holdings are yet operated by tenants 
in small lots. These however do not constitute a significant proportion 

of the agricultural land. The typical holding in paddy in Ceylon is 

less than 21 acres in extent. A feature of these holdings is their 
undivided ownership and fragmentation. Whilst some cultivation is done 
on a tenancy or share cropping basis, the farm size differs very widely 

and there is no homogeneity in the size of holding in different parts of 
the country. Table III depicts the number of paddy lands classified 

according to tenure and size of holding as at the end of 1969. It 

contains data relating to the farm size, number of owner operators, owners 

hiring labour and owners who had their lands cultivated on a crop sharing 

basis known as "ande" cultivation. Table IV summarises the distriution 

An agricultural holding as defined in the Census of Agriculture, 1962, 
is the operational holding the basic unit of enumeration- at the Census. 
"All land which was used wholly or partly for agricultural production 
and formed a single technical and economic unit, operated or aaged by 
one person alone, or with the assistance of others, without regard to
 
title, size or location was enumerated as one agricultural holding." 

219 
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of the total number of owners and perators of paddy land according to
 

size class as at the end of 196.
 

TAMLE III 

TIfM.ER OF OWM-RS OF PADDY LAIDS CLASSIFIED ACCORDING 
TO TM-ME IND M ZE OF HOLDING 

Ovmers hirirr labour Ovners gidving on 'Aade'*/TotalSize Class Owner Operators 
inl 0O2A -0 00 902 

c0 0 O 0 %oal0 9C 8 H2 I 
Acres 0Ho 04 W WH0 4 'D4A F4 0°;o
 

o
 , 9 a 0 o (D 00 F / 3 . . o0
.4 Is 0.0)C. 0K.40 -A 4Oa)

N__ W We)0PN(D)t U0z 

Less than " 210,021 26.2 1,637 0.2 74,205 9.3 283,86G3 j35.7 
- 1 158,216 19.8 2,611 0.3 74,425 9.3 235,252 29.4 
- 2 90,402 11.3 1,616 0.2 45,187 5.6 137,205 17.1 

2 - 5 91,945 11.5 1,137 0.1 20,822 2.6 113,904 14.2 
5 - 10 17,954 2.2 323 0.0 4,873 0.6 23,150 2.9 
0 v e r 10 3,259 0.4 153 0.0 1,994 0.3 5,406 0.7
 

T o t a 1 571,797 - 7,477 221,506 - 800,780 
* On the basis of the share of the produce. 

Source: Department of Agrarian Services.
 

TABLE IV
 
'POPAL Thmm OF OWNERS AND OPMrATORS OF PADDY LAND ACCORDING TO
 

SIZE CLASqES
 

Total 'Numberof Oerators Extent of
Size Class Total Number of Owners
in Paddy land
 
Acres 4 V42 , 0 A inAcres


Ace )M0434 M0QCP43((D~~g 
- 4o " r

0 000oo00 - ~ 4 O.41 M0 j0 0 0 _____ 

Under 4 285,863 35.7 289,766 34.7 97,054 
J - 1 235,252 29.4 253,581 30.3 170,992 
1 - 2 137,205 17.1 148,543 17.8 .252,335 
2 - 5 113,904 14.2 117,491 14.0 439,978 
5 - 10 23,150 2.9 22,388 2.7 192,860 
Over 10 5,406 0.7 4,439 0.5 119,721 

T o t a 1 800,780 - 836,208 - 1,272,940 

Paddy extents ineach size class were not collected
 
and have been computed from available information.
 

Source: Department of Agrarian Services.
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The Table indicates that 65.1 percent of the operators hold land less 

than one acre. The percentage increased to 72.2 per cent for holdings 

less than two acres. 96.9 percent of the total number of operators had 
holdings less than five acres. This signifies the preponderance of 
small holdings and the importance of the small peasant farer in the 

traditional agricultural sector. It should be noted that "operator" 
is not synonymous with 'owner'. However, from the patterns of ownership 

that are observed it could be presumed that operational holdings below 
five acres generally belong to one owner. On this basis approximately 

97 percent of the operators with holdings less than five acres had 76 
percent of the land area whilst 3"1 percent of them had 24 percent of 

the land area. The large majority of paddy faimers were owner operators, 

and the extent of paddy land cultivated by this group of farmers 

amounted to approximately 75% of the total extent of paddy. The figures
 

presented in Table IV indicate the degree of fragmentation of land in
 
this sector. Approximately 34% of the operators held land in extents
 

of less than I an acre. However the structure of holding. has been 
relatively stable during the last two decades, ad there has been no 

progressive or increasing fragmentation of land. In several districts 
various modes of joint ownership were in operation and helped to retain 
the size of the operational holding. Under these systems rights of 

cultivation were rotated among several owners, each of whom enjoyed 

the benefits of his ownership once in a number of years, depending on 

the number of owners. 

The major tenurial reform implemented by Government was the 
Paddy Lands Act of 1958. This Act was primarily concerned with regulating 

the relationship between tenant cultivator and landlords. It was designed 
to afford a greater measure of security to the tenant as well as create 

an institutional framework which would enable cultivators to organise 

25?
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themselves in Cultivation Committees and manage various aspects of 

paddy cultivation. Among other changes introdurced into the paddy 

sector, it vested in a tenant cultivator the right of undisturbed 

occupation of the holding he cultivated provided he maintained a 

satisfactory standard of cultivation and paid the stipulated rent 

which was normally 25 percent of the crop. 

The beneficiaries of the government sponsored agricultural 

credit schemes which are described in the study were mainly the paddy 

as well;cultivators. The Scheme covered other subsidiary products 

the farmers in the North of Ceylon whose agriculture consisted mainly 

of highland farming based on these crops participated in the scheme. 

But the major share of the credit was utilised for paddy cultivation. 

It is difficult to make an accurate estimate of the extent of 

participation in the government sponsored schemes with the data 

available. There is evidence that farmers continued to rely heavily 

on non-institutional sources of credit for both agricultural and 

non-agric ltural needs. These aspects will be discussed later in the 

study. At this point it might be mentioned that access to the 

institutional credit schemes was generally available to all small 

farmers. The co-operative network through which the credit was 

channelled effectively covered the entire Island and the farmers 

through their co-operative societies could apply for and obtain credit 

provided they satisfied the criteria of eligibility that were stipulated. 

There were no credit schemes which covered the small holders in 

the plantation crops. One other crop which enjoyed a well-organised 

scheme of credit was tobacco. The cultivation of this crop was 

organised by private sector enterprise - the Ceylon Tobacco Company, 

a firm manufacturing cigarettes, which supervised the small holders 

and supported them with a "pa,e-programe" which included credit. 

255 
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3. Historical Summar 

(a) Management of AhTicultural Credit from 1947 to 1970
 

Government action for the provision of institutionalised
 

agricultural credit began in 1947. The Government came fbrward with 

a plan in 1947 to establish Co-operative Agricultural Production and 

Sales 'Societies (commonly known as CAPS Societies). The scheme consisted 

in organising societies of agricultural producers, for the purpose 
of granting loans for agricultural production, the supply of manure, 

seed, chemicals ail various other agricultural inputs, and the marketing 

of the produce under a tuaranteed price scheme. 

These societies were financed by the Government through the 

Department of Land Development, and the risks of default were borne 
ty the Government. In each District there was a District Agricultural 

Conunittee headed ty the Government Aent, of which the Assistant Registrar 

of Co-operative Societies was a member. A food production programme was 

prepared for the area under each CAPS Society and after approval by the 

District Agricultural Committee, it became the basis on which the 

society was to be firnced. Loan aiplications were recominended b te 
District Agricultural Committee and the Re,-Istrar of Co-operative 

Societies, before the;, were sent up to the Department of Land Development. 

At this stage, the Credit Scheme consisted of two typeL of credit - farm 

credit to farmers as well as marketing credit to the co-olerative societies. 

31e farm credit provided during this perioJ it.cluded both short-term 

credit to meet the working capital needs of the agricultural operations 

as well as medium-term credit fOr acqjdsitiOn of capital assets such as 

agricultural implements and machinery. Under the scheme of marketing 

loans to co-operative societies short-term loans were granted for 

working capital for their marketing activities. Thi scheme also 

provided for long-term capital loans for co-operative societies for
 

capital items such as the constructiua of go-downs and stores for both 

consumer needs as well as agricultural inputs. 

21-3 
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Up to 1952, the Scheae was administered by the Land ComLmissioner, 

using co-operative societies as credit agencies at the village level. During 

the period from 1947 to 1952, the Land Commissioner had disbursed Rs 29.7 

million as loans out of which a sum of N 9.9 million or 33"3A was 

outstanding at the end of the period. The data available do not indicate 

the actual amount in default. 

In 1952, the kAricultural Credit Scheme became the responsibility 

of the Department of Food Production. In the first year of administration 

of the scheme by this Department, the quantum of loans granted almost 

doubled over that of the previous year. In 1957 the management of the 

scheme was handed over to the Department of Agrarian Services which 

replaccd the Department of Food Production. At that time loan disbursements 

under the scheme since its inception was Fb 112.2 million, the amount 

outstanding was Ps 19-4 million and the amount in default was 6.5 million. 

The defaults were only 5/b of the total disbursements. 

The credit scheme under the mmagement of the Department' of Food 

Production, at least as far as the recoveries go, did admirably well, 

when compared with the performance in later years. During this period 

there was also an almost steady increase in the annual volume of loans 

granted. Considering the period before the introduction of the new 

Agricultural Credit Scheme in 1967 the hi~hest annual volume of credit 

was granted in 1956/57, the last years of operation of the credit scheme 

under the Department of Food Production. 

With the management of the credit scheme by the Department of 

Agrarian Services the annual volume of credit started to decline and 

in 1962/63 it was half of the 1956/57 volume. Further, by 1962/63 the 

rate of default had reached a new high of 9.4%of the total disbursement. 

According to the estimates derived from a survey1 conducted in 1962 by 

Survey of Coverage by Co-operative Societies reported in
 
Administration Report of the Commissiozrof Agrarian Services 
for 1962/63.
 

2)1 
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the Department of Census and Statistics and the Department of Agrarian 

Services, one-third of the Co-operative Societies were heavy defaulters 
on loans and as such were ineligible for credit under the scheme. The 
volume of credit was decreasing due to increasing defaults. The situation 

was so serious that the Ministry of Agriculture, Food and Co-operatives 

feared that its scheme to accelerate the adoption of improved lractices 
which needed increased inputs and therefore better credit facilities, 

was in serious jeopardy. In 1963, the Ministry appointed committeea 

to examine the functioning of the scheme. The committee looked into 

the problem of expanding credit and the associated problem of defaults. 
Based on its recomiendations the annual volume of agricultural credit 

was increased. Jowever, no action was taken to implement the
 

committee's proposals regarding the recovery of loans. 
The outcome of 

this scheme, in the words of a subsequent committee, was as follows: 

"The percentage of overdue loans has increased from about 

9 percent on 30.9.63 to 11.4 per cent one year later and to
 

15.8 percent on 30.9.69. In the absence of effective measures 

to ensure the recovery of loans granted, the number of 

cultivator3 on whose behalf applications were received from 

Co-operative Societies during the Maha 1964/65 and Yala 1965 

cultivation seasons even in areas which were not affected by 

drought, was less than the corresponding number received
 

during Maha 1963/64 and Yala 1964. During the year 1964/65
 

the total number of societies which received loans from the 
Department was only 1,401, although during the same year the 

number of societies which functioned as purchasing agents 

under the Guaranteed Price Scheme was about three times that 

number." 1 

The Report of the Committee on Agricultural Credit submitted 

to the Minister of Agriculture and Food on 11.6.1966; unpublished 
document.
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Ae & result of the report of this Connittee, Government decided to 

reorg±±iot the existing schemes L-aid astatlish one credit scheme which 

was to to ac 4 frow other credit schemes as to.inistered se.aretely so 

rerve & ricultLxal purposes exclusively. This scheme was put into 

operbtion in 19E7 intn has ten rcferred to as the neah Aricultural 

Credit Zche-uc. It will be so described in the rest of the report. 

In order to make this scheme as effective -ispossible and ensure a 

hi6h rate of participation by farmers the Governmer.t decided to give 

a waiver of debts to faime.e and co-operative socitties which had 

previously defu.,'ted in their loan repWayen-a. The detailed manner 

in which this sochme operates UlI be cobented upon in later sections 

of thi reix-rt. 14 c. result of ti.F waiver of their debts from the 

introduction of the new Scheme, mo t farmers and co-operative societies 

became eligilble for agricultaral credit under this Scheme. 

At present credit is provided uneer three separate Schemes: 

(a) 	The extended credit scheme which was inaugu -ated
 

in 1963 by the People's Bank,
 

(b) 	 The Rural Bank Scheme which was inaugurated by the 

People's Bank in 1964. Multi-Purpose Co-operative 

Societies, each with a manbershif'of about 300 and 

having a good record of loan repayment were generally 

selected by the People's Bank on the recommendations 

of the Co-operative Department as societies that were 

suitable for the opening of a Rural Bank within that 

society. 'Rural Bank' is the name given to the Loans 

and Savings Department of a Multi-Purpose Co-operative 

Society; 

(c) 	 The new Agricultural Credit Scheme which was introduced 

by the Government in 1967. 

2,93 
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A1l three schemes are operated at illage level, through Co-operative 

Societies and these cover the entire Island. 

The People's Bank which was established in July 1961, is the chief 

financing agency for the co-operatives which operate these credit schemes. 

The People's Bank provides credit facilities to the co-operative societies 

for the purchase of consumer goods, purchase of agricultural produce under 

the Guaranteed Price Scheme, purchase of agricultural inputs to meet 

production requirements of the farmers and credit for agricultural puroses. 

In addition to credit eivenunder these three Schemes, the rural 

sector obtains a certain amount of credit from the Branch Bank network, 

specialised credit institutions and credit schemes operated by Goverunent 

Departments for specific purposes and also from non-institutional sources. 

The picture relating to rural credit will not be complete without 

mention of a recent development. In 1971, the govenriient established a 

new institution to co-ordinate and promote development activity at the 

village level - the Divisional Developaent Council. This Couicil 

consited of representatives of the main village institutions (such as 

the Local Government Authority at the village level, the co-operative 

society, the Rural Development Society, the Cultivation Comittee)
 

together with the government officials of the different development 

agencies working at the village level. These Councils were erected to 

formulate village development plans, monitor the implementation of 

government programmes, identify small-scale investment op.ortunities 

in their areas, and promote small scale enterprise on a co-o.perative 

basis. ApproxiaLtely 500 such Councils have been formed anJ numerous 

small projects in the agriculbtxal and industrial sectors have been 

formulated and submitted to gover,:.ent for financing. The government 

has implemented a scheize of financing by wich part of the cupitz-l cost 

of these projects is given as an outright grEnt, and part as a reayable 
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loan through the People's Bank. The projects are being implemented 

primarily through the multi-purpose co-operative societies or through 

special co-Operative societies establisbed for their implementation 

and management. This is the first occasion on which credit has been 

chz-nnelled into the rural sector for capital development on as significant 

a scale. Up to date the majority of projects initiated under this
 

scheme are in the agricultural sector; these include development of land 

for cultivation of subsidiary food crops, lift irrigation for similar
 

purposes, animal husbandry projects etc. A sizable number of small 

industrial and infrastructural projects are also being implemented. The 

beneficiaries of these schetws are primarily the educated unemployed 

youth in the rural sector. While this programme is being briefly 

described here to provide an overview of the flow of credit to the rural 

sector, it will not be included as a part of the small farmer credit 

system which is analysed and evaluated in this study. The scope of 

the Divisional Development Council programme extends beyond that of 

agricultural credit to the farming community already employed in 

agriculture. Its primary objective is that of creation of new employment 

opportunities in agriculture, industry and other economic activites in 

the rural sector with a view to absorbing the educated unemployed youth 

in productive employment in the rural sector.
 

(b) The Co--operative Movement 

As the Co-operative Society is the agency through which the credit 

schemes function, a short account of the development of the Co-operative
 

Movement in Sri Lanka will be apposite to the study.
 

The history of the Co-operative Movement inCeylon can be divided
 

into four broad periods: (a) Period prior to 1947, (b)From 1947 to 1957;
 

(c)From 1957 to 1967, and (d)From 1967 onwards.
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The period prior to 1947
 

Co-operative Societies had been in existence from 1911. In the early 

stages these societies functioned mainly as Rural Credit Societies. Their 
resources were limited and they were not capable of meeting the needs of 
agricultural credit. These societies were established under the Ceylon 
Co-operative Societies Ordinance of 1911 on a recommendation made by the 

Agricultural Banks Committee of 1909. They conformed to the Raiffeisen
 

type of co-operative credit society. Their chief characteristics 
were
 
unlimited liability, small areas of operation, very small shares, 
 no 
dividends, accumulation of capital by means of a reserve. Its transactions 
with members were limited to those who were able to produce proper security. 
In these early stages there was little or no government intervention in 

providing credit and the interest of the government was confined to 
registration and audit. In 1913, the Director of Agriculture was appointed 

as the Registrar of Co-operatives. After the constitutional refoms that 
took place the Legislative Council which was existing at this time was 

replaced by the State Council in June 1931. Under the State Council, 
Co-operatives was assigned to the Executive Committee dealing with 

Agriculture and Lands. In 1930, a separate Co-operative Department was 
formed. These societies catered to less than 10% of small farmers. As 
revealed by the data on rural indebtedness, in 1951, they still accounted 

for only about 7.4% of the rural indebtedness, in spite of substantial 

government intervention in providing credit after 1947. 

Prior to 1942, apart from the Raiffeisen type, there were two other 
types of credit societies which emerged during this period: (a) the credit 

societies of limited liatility known as urban banks, and (b) the co
operative thrift societies which granted loans to members up to 75% of 
their own savings. These societies could borrow from the local loan and 
develooment funds which were established under the Local Loans and 

Development Fund Ordinance of 1916. 
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The first step towards financial freedom of the co-operatives was 

taker wben the Co-operative Central Bank of Jaffna was registered in 

1926 and this Bank undertook the financing of credit societies in the 

Northern region. Other co-operative central banks followed in Colombo 

and Kandy. The Commissioners of the Local Loans and Development Fund 

continued to grant loans to credit societies which did not fall within 

the areas of central banks and banking unions. 

TARL V 

PROGMSS OF TBE CO-OPERATIVE MOVMMI . 1926-1942 

C. 0 rj. 04.J	 4 

00 *d 0 0 

.) +34 	 + W 
14 4a 	 0,+-..o SoM 

8 03 	 360 ,7
 
0OCO E 	 &0 A~19 0 	 a -4046 a2 

Rs100 
(M (2) (3) (4) (5) (6) (7) (8) 

1926 288 27 N.A. 315 315 41,164 N.A. 
1927 281 22 I. A. 303 303 35,12 N.A. 
1928 338 22 N.A. 360 360 33,057 N.A. 
1929 366 17 N.A. 383 383 27,970 N.A. 
1930 423 36 N.A. 459 459 22,416 N.A. 
1931 513 28 18 559 600 24,068 1,859.1 
1932 589 19 22 630 655 24,415 2,175.7 
1933 680 23 29 732 779 26,719 2,213.8 
1934 735 29 48 812 897 30,277 2,307.3 
1935 854 27 60 941 1,005 35,358 2,814.1 
1936 847 27 71 945 1,008 39,055 3,236.9 
1937 930 41 70 1,041 1,117 46,040 4,035.7 
1938 1,051 58 96 1,205 1,299 55,726 4,519.6 
1939 1,201 78 104 1,383 1,512 66,397 4,738.6 
1940 1,302 93 119 1,514 1,659 71,929 5,158.0 
1941 1,431 97 149 1,677 1,852 80,743 6,087.8 
1942 1,519 103 164 1,786 2,O36 91,988 6,988.8 

Source: Co-operative Commission Report, 1968. 
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In 1942 as a consequence of the War situation, rationing was 

introduced in respect of rice and flotw. But other foodstuffs continued
 

to be in short supply resulting in numerous problems of distribution.
 

The eovernment considered that the most effective machinery for an 

equitable distribution of foodstuffs in a situation of scarcity was 

through a nation-wide network of Consumer Co-operative Societies. These 

were voluntary societies with government support. In 1942 there were 38 

such societies and by 1945 these increased to 4,004. 

TABLE VI 

GROWTH OF CONSTIJR STORE S SOCISTIES FROM 1941/42 TO 1944A4 

Year No. of 	 No. of Sales
 

Societies 	 Members Turnover 

1941/42 38 17,500 1.3 million
 

1942/43 845 239,313 3.7
 

1943/44 3,627 826,814 44.7
 

1944/45 4,004 	 1,010,575 119.3
 

Source: Report of the Co-operative Commission, 
at p.23. 

The highlights of this period were 

(i) the establishment of the Raiffeisen system of rural credit; 

(ii) the development of urban credit societies and thrift
 

societies;
 

(iii) 	 the establishment of co-operative central banks and 

banking unions; 

(iv) the establishment of the consumer co-operative societies; 
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(v) 	 the establishment of supervising unions, the Northern 
Division Co-operative Federation, the Supervision and 

Audit Fund and the creation and training of a non-government 

supervisory cadre in anticipation of the day when the 

movement would undertake its own promotional, supervisory 

and educational functions;
 

(vi) 	the beginning of consumer agricultural marketing societies; 

(vii) 	 creation of a tradition of co-operative education of members 

and the training of departmental staff. 

Period 	1947 to 1957 

During the second world war years there had been societies called 

the Agricultural Produce and Sales Societies set up on government initiative. 
These societies functioned as wartime agencies for the purchase of local 

produce under the Internal Purchase Scheme. At the end of 1946/47, a 

committee appointed by the government presented a programme of development 

which was referred to as the Post-War Development Proposals, and the 
authors of this document, commenting on agricultural indebtedness, stated: 

"the chronic state of indebtedness the average peasant cultivator finds 
himself in, is a serious impediment to the development of agriculture 

and the growth of a sound village economy. Considerable progress has 

been made in the past in the establishment of rural co-operative societies. 

There remains, however, the problem of the chroniually indebted, who 

would not be admitted to a co-operative society requiring the unlimited 
liability of all members. This question which is one of great difficulty 

requires the close attention of Government." 

In 1947 the Agricultural Produce and Sales Societies were converted 

into Co-operative Agricultural Production and Sales Societies, the primary 

purpose of which was to help the Government Food Production Drive. 
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The Government was prepared to give loans to farmers at low interest 
through these societies. In 1957 there were about 2,126 Co-operative 
Agricultural Production and Sales Societies with a total membership of 
240,000. However this membership accounted for about only 1/5th of 
the cultivator population. These societies covered very large areas 
with the result that they served those members in end around their 
hesdquartcrs. The volume of credit given by these societies is given 

in the Table below.
 

TABLE VII 
LOANS GIVEN BY THE CO-OPERATIVE AGRCULTIRAL PRODUCTION 

AND SALES SOCISTIES FROM 1947 TO 1957 

Year Loans Granted Recoveries Balance Loans
Outstanding 

Rs Rs Rs RS 

1947/48 4,356,000 2,544,000 1,812,000 N.A. 
1948/49 5,563,000 2,040,000 5,335,000 N.A. 
1949/50 4,247,000 3,654,000 5,924,000 N.A.
 
1950/51 6,695,000 4,147,000 8,472,000 N.A. 
1951/52 8,836,000 7,420,000 9,888,000 N.A. 
1952/53 15,864,000 7,428,000 18,324,000 N.A. 
1953/54 11,709,000 11,305,000 18,728,000 N.A. 
1954/55 14,674,000 15,030,000 18,372,000 5,940,000 
1955/56 18,370,000 17,512,000 19,230,000 4,460,000
 
1956/57 21,934,000 21,787,000 19,377,000 6,488,000
 

Sr Co-operative Department 

The Government used these societies for channelling the different types 
of loans described earlier. 
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At the beginring of 1957, the Co-operative Movement had expanded 

ralidly and included various types of co-operative societies. In the 

description given above, the types of society referred to are only the 

agricultural production and sales societies, the consumer co-operative 

societies and the co-operative credit societies. The co-operative 

form of organisation was also adopted for various industrial activities. 
Co-operative societies were formed among fishermen, weavers, craftsmen 

and other producer groups. The growth of the co-operative movement 

(which includes all types of societies) up to 1957 is indicated in the 
Table below.
 

TABLE VIII 

GROWTH OF PRIMARY SOCIETIES 
1947-1957
 

Share Working
Year No. of

Societies Capital Cpital Turnover 

Rs'000 Rs '000
 

1947 6,283 1,148,165 10,913.3 25,112.7 109,502.2
 

1951 7,005 1,173,066 12,732.2 41,569.0 198,749.0
 

1957 10,539 1,315,555 24,074.7 98,853.0 368,000.0
 

Source: Co-operative Commission Report, 1968.
 

The expansion of the consumer co-operatives mentioned earlier 
resulted in increased business for the co-operative banks. As a result 
these banks increased in their number and size and by the end of 1957 

there were 11 such Provincial and District Co-operative Banks. 
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TABLE IX 

GROWUT OF PROVINCIAL AND DISTRICT CO-OIrIRATIVE BANXS 

Number of Share Working P vYear Nmeof Membership CSaeWrig Turnover
 
Societies Capital Capital
 

Rs '000 Rs '000 Rs '000 

1947 4 2,508 395.0 4,882.9 88,620.4 
1951 9 4,462 364.3 14,775.0 123,719.0
 

1957 12 6,243 961.9 28,605.0 376,000.0
 

Source: Co-operative Commission Report, 1968. 

In 1949 the Co-operative Wholesale Establishment was established as 

a public Corporation, to assist and help the consumer societics to obtain 
their supplies. It had its origin in 1943 as a section of the Co-operative 

Department when the consumer societies had also come into existence. 
In 1945 it was a separate department, till it was transformed into a 

corporation in 1949.
 

The Period 1957 to 1967
 

In 1957 the Government undertook a major reorganisation of the 
Co-operative Movement with the intention of assigning to it a more active 
role in the tasks of national development. With this end in view, a 

number of Consumer and Co-operative Agricultural Produce and Sales 
Societies were amalgamated into Multi-purpose Co-operative Societies 
undertaking a variety of functions. The multi-purpose co-operative 

society became the main co-operative organisation and rapidly absorbed 
the other co-operative organisations within the area in which it functioned. 
At the same time, however, there were instances where specialised 

societies such as '.A.P. & S. Societies, consumer societies, as well as 
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other industrial societies continued to fUnction separately. In 1964
 
there were 5,101 Multi-Purpose Co-operative Societies with a membership
 

of 785,726 persons. In the same year there were 585 Co-operative
 

Agricultural Produce and Sales Societies with a 
membership of 57,355 

persons. According to the scheme every village was to have its own 

Multi-purpose Co-operative Society which could provide credit for 
production and the purchase of consumer goods and repayment of previous 
debts, but this was modified to provide one M.P.C.S. for a group of 3 or
 

4 villages.
 

The following Table shows the changes that took place in the
 
number and the structure of the Co-operative Societies. It could be
 
seen that with the formation of the M.P.C.S., the number of consumer and
 
C.A.P. & S. Societies show a decline over the years due to amalgamation.
 

TABLE X
 

EFFECT OF FORMATION OF PC SOCIETIES ON 
CO1UIS.IM A14D CAPS SOCIETIES 

1957 1958 1959 1960 1961 1962 1963 1964 1965 

No. of 
Multi-purpose 
Societies 68 3,897 4,631 4,741 4,824 4,889 4,950 5,101 5,053 

No. of 
Consumer Stores 
Societies 2,569 1,260 1,043 964 918 889 838 786 755 

No. of CAPS
 
Societies 2,126 1,667 1,702 474 486 593 603 585 589
 

The finances necessary for the consumer co-operative societies came
 

from within these societies themselves. This, along with the increase
 

in the number of credit societies, resulted in the increase of business
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for Co-operative Banks. 
 By 1959, the old Co-operative Central Banks
 
chmged their name to Co-operative Provincial Banks, 
 when each Province 
was made an area of a Co-operative Bank. 
The Co-operative Federal Bank
 
which was established in 1949 became the apex Bank of the Co-operative
 
Movement and the )ther Co-operative Provincial Banks were eligible
 
to hold shares in this Bank. 
The Co-operative Federal Bank was
 
recognised under the Ceylon Monetary Act as a commercial bank and was
 
a member of the Colombo Clearing House.
 

Commenting on the Co-operatives in Ceylon, the Report of the
 
Royal Commission on the Co-operative Movement of 1968 says, "reviewing
 
the Co-operative Movement in Ceylon, of the past 60 years brings into
 
focus one fact above all. Government acting in the earlier period as
 
trustee and guardian ended in the firm control of what was intended
 
to be a voluntary movement. 
This complete reversal of roles was
 
brought about partly by forces and trends of which the government had
 
little or no control, jartly as a result of mov - made by government 
and its officers, end partly by the default of co-operatives themselves.
 
Co-operatives have now become the hand-maid of the State and Co-operative
 
Societies are virtually agencies directed to carry out government
 

policies."
 

The People's Bank came into existence as a result of a proposal
 
made by the Minister in charge of Co-operatives to form a Co-operativi
 
Bank in 1956. Thore was considerable controversy over this Bank in
 
the political field and finally it came into existence in 1961 under
 
the nameof the People's Bank. The Co-operative Federal Bank was
 
compulsorilabsorbed int6 the People's Bank whilst ten other Co-operative
 
Banks at the Provincial and District levels merged with the People's
 
Bank. 
In 1963 the People's Bank inaugurated the extended credit scheme
 
and the Rural Bank Scheme in 1964. 
 Prior to this credit was offered
 
to the co-operative societies by Co-operative Banks.
 

304 



-29-

During the period 1957-1967 the major changes that have taken 
place could be summarised as follows: 

() 	The introduction of the multi-purpose co-operative 
society as the principal type of society, and the 
conversion of the co-operative stores societies and 
CAPS Societies into multi-purpose societies. 

(ii) 	 The reorganisation of the co-operative banking structure 
by the establishment of the People's Bank and the merger 
of eleven co-operative banks, including the Co-operative 
Federal Bank. 

(iii) 	The transformation of the Co-operative Wholesale 
Establishment (which was earlier engaged in procuring 
and supplying goods for the co-operative stores) to carry 
on business as exporter and importer and albu as wholesaler 
and retailer in goods of all description without restriction. 
Thus it became a state-trading organisation in addition to 
serving the oo-operative movement. 

(iv) 	 The formation of a number of national level business 
organisations such as the Ceylon Co-operative Industries 
Union 	in 1964, the Ceylon Co-operative Consumers' Union in
 
1965, the All-Ceylon Rubber Production and Sales Co-operative 
Union in 1967 etc. 

(v) The continued existence of the Co-operative Federation of 
Ceylon and the District Unions with somewhat marginal 
activities in the spheres of co-operative education and 
publicity.
 

From 1967 onwards
 
The Co-operative Societies continued 
 to be the agents for the 

granting of loans for padt production and for production of approved 
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subsidiary crops such as onions, chillies and potatoes. Over 95% 
of the loans are short term (less than one year) wile medium 
and long-term loans continue to be made by the Department of Agrarian 
Services. At the end of the sixties the co-operative movement was 
structured at three levels. At the primary level there were 5, 818 
M.P.C.Ss. Out of these, 983 or 16.8%were not functioning. Nearly 
238 societies (4.0%) had been running at a loss. 

Apart from these M.P.C.Ss there were 8,609 other specialised 
co-operatives such as fisheries ceoperatives, weavers'co-operatives
 

and coconut producers' co-operatives. 

At the secondary level there were 125 M.P.C. Societies Unions 
and 161 other Unions. These unions handled the distribution of 
goods and services among the primary societies. They were in fact 
wholesale orjanisations for the supply of consumer goods. 

At the apex level or national level there were two types of 
organisations. 
 The first group corsisted of six organisations 
entirely co-operative in character and the second group consisted of 
two organisations, co-operative but essentially public corporations. 
Under the first group were the agricultural producers', coconut producers', 
industrial, fisheries and consumer Co-operative Unions. The second 
group consisted of two organirations which were established as public 
corporations, but in which the co-operative movement Lad some 
participation. In this group were and thethe C.W.E. People's Bank. 
The C.W.E. was intended to be a central wholesale or anisation whilst 
the People's Bank assisted Co-operative Development and half the shares 
of the People's Bank were held by Co-operative Societies. 

Apart from these organisations there was also an ideological 

organisation known as the Co-operative Federation of Ceylon. This was
 
partly meant to advise the Government on co-operative policies, but 
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according to the Commission on Co-operatives in 1968, "the Co-oerative 

Federation does not seem to have been positive enough in articulating 

co-operative policy. Occasionally, by its very silence the Federation
 

seems to bn shielding the Government when itshould be challenged or
 

criticised."
 

In 1971 the Government undertook a major structural reorganisation
 

of the Co-operative Movement. The main feature of this reorganisation
 

related to the size, scale of operations and field of authority of the
 

co-operative societies. The secondary unions were abolished and these
 

together with the 5,818 M.P.C.Societies were converted into 372 Primary
 

M.P.C. Societies with about 10,000 branches at regional and village
 

levels. Each one of these 372 Primary M.P.C. Societies covered, in
 

general, one or more local authority areas which may be a Village
 

Council, Town Council, Urban Council or a Municipal Council.
 

Annexe I gives the important Listorical dates in the development
 

of the Co-operative Movement.
 

4. 	Relation to National Credit System
 

One of the main objectives of the establishment of the People's
 

Bank in 1961 was to provide an effective apex bank to the Co-operative
 

Movement and ensure a greater supply of credit to the rural sector.
 

It has opened up a number of branch offices (72 branches as at the
 

end of 1970) to serve a less urbanised clientele in remote areas. Under
 

its extended scheme of rural credit, loans are given to selected
 

Co-operative Societies for re-lending tD their members. Under its
 

Rural Bank Scheme selected Co-operatives are authorised to set up
 

rural banks at village level. Although the People's Bank had given
 

loans to the rural sector for purposes such as housing, electrification,
 

etc. earlier, it is in 1963 that it entered the field of agricultural
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credit. This was the first time that the commercial banking system

became directly linked with 
a major scheme of agricultural credit. 

Under the existing co-operative system of credit, the Central Bank 
of Sri Lanka isonly linked to the operation of the new Agricultural
 
Credit Scheme which is operated with a guarantee given by the Central
 
Bank (on behalf of the Government) to the banking system, which then
 
becomes the secondary source of finance. So far only the People's Bank 
has entered this scheme. 
The Central Bank guaranteed the repayment
 
of 75 percent of the loans given out by the People's Bank to the
 
co-operatives. For tLis guarantee the People's Bank has to pay half 
percent interest. On re-financed loans under this scheme the rate of
 
interest charged by the Central Bank is IV 
per annum. The People's 
Bank charges Q%per annum from the co-operatives with a rebate of 3% 
for prompt repayment.
 

5. Other Proramme Activities 
Unlike inmost developing countries the Co-operative Movement
 

serves both the urban as well as the rural areas. 
 The Commission on
 
the Co-operative Movement in 1968 observed that it
serves "as weft of
 
the State's economic warp, funnelling a great part, perhaps 30 percent,
 
of the total non-plantation agricultv.:,
1 credit to cultivators playing
 
an important role in the development of small industries and supplying
 
65 percent of the population with essential food commodities."
 
The purchase of paddy and other agricultural products coming under the
 
G.P.S. isdone through the co-operatives. The co-operatives also
 
help to promote the social and cultural activities of their members.
 
The retail distribution of foodstuffs, the rationed items of food such
 
as rice, Maldive fish, dhall, and a 
wide range of other commodities
 
are done through the co-operative societies. 
 Several M.P.C. Societies
 
also engage themselves in productive activities such as the production
 
of textiles. After the recent reorganisation, the co-operatives that
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do make a profit are required to invest in development programmes, 

initiated by the Divisional Development Councils. The Divisional 

Development Councils have linked the Oo-operative Movement to a new 

source of finance for a special programme of rural development which 

has been described in an earlier section. The finance provided for 

this programme comes almost entirely from the government budget. As 

indicated earlier part of the funds are given as an outright grant 

to the enterprise undertaking the project, and part is channelled as 

loan capital through the People's Bank. 

6. Relation to Pre-existing Local Institutions 

The Co-operative Movement was nurtured in its early stages by the 

Agricultural Society of Ceylon and later developed by Campbell and 

Calvert who were Britishers in the Ceylon Civil Service in 1920. 

The Co-operatives have to compete with other agencies in their 

consumer, marketing and credit functions. But in the purchasing of 

paddy they now have a virtual monopoly after the establishment, in 1971, 

of the Paddy Marketing Board, a State organisation which is statutorily 

empowered to operate as the sole trading organisation in paddy. In
 

accordance with present government policy, this organisation makes 

its purchases from the producers through the Co-operative Societies. 

Under this set-up the Paddy Marketing Board and the Co-operative network 

will enjoy a monopoly of the trade in paddy. ln actual operation 

however the Board's monopoly rights have not been strictly enforced and 

a sizable private trade in paddy and rice continues. On the credit 

function the Co-operatives have to fall in line mostly with government
 

institutions such as the Department of Agrarian Services, and among the 

private institutions wostly with the finance companies.
 

In regard to other farmer associations which are linked to the 

Co-operative Movement, mention should be made of the Cultivation Committees 

set up under the Paddy Lands Act. These Committees are linked with 
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Co-operative Societies in the preparation of the production plans,
 

for the cultivation season at the village level and targets of production,
 

extent of land to be cultivated fr the season, the needs of fertiliser,
 

seed paddy, credit and other inputs are estimated by the Government
 

officials in consultation with the Cultivation Coumittees and the 

Co-operative Societies. These production plans therefore form the basis 

for coordinating the activities of the Cultivation Committees and the 
Co-operative Societies in given areas. The recent establishment of the 
Divisional Development Councils has provided machinery for the 

coordination of the activities of Co-operative Societies with other
 

development activities at the village level. 

The Co-operative Department as well as the Co-operative Societies 

have drawn their staff from local personnel. There have been some 

foreign technical assistance for the development af the Co-operative 

Movement in Ceylon but apart fro,, such assistance there have been no 

continuing links between the Co-operative Movement and any other 

international agencies. 

B. ObJectives 

1. General Objectives 

(a) Announced 

The principle objective of the credit scheme described in this 

study is to provide the peasant feaers with the working capital required 

for his agricultural operations mainly in paddy cultivation, and thereby 

increase the production of rice and other foodstuffs in Ceylon to reach 

self-sufficiency in these items. A secondary objective which flowed 

from this main objective was to relieve the peasant of his chronic 

indebtedness to non-institutional sources of credit. The non-institutional 

credit system available to the farmer through middlemen, traders and a 

small minority of the inore prosperous farmers imposed on him conditions, 
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interest rates and terms of payment which substantially reduced his farm 
income, contain him within a vicious circle of low income, low productivity 

and chronic indebtedness. One measure which would contribute towards 
breaking this vicious circle would be a systea of equitable institutionalised 

credit. Reducing the burden of interest and debt was regarded as an
 
essential element in providing the necessary incentives for higher 
productivity in the peasant sector. The government agricultural credit
 
schemes were also motivated by the assumption that the supply of sufficient
 
working capital to the farmer could also induce him to adopt more readily 
the new techniques such as transplanting, use of new varieties of seed 
paddy, use of fertilisers and agrochemicals. The use of agrochemicals 

and fertilisers was further encouraged by the issue of these items on 
credit as part of the agricultural credit scheme. These objectives haFe 
remained fairly stable over the period and they conform to declared 
national policies on food production and the social and economic upliftment
 

of the peasant farmer.
 

(b) Apparent
 

Up to 1967 the rates of interest were highly subsidised and therefore
 

although the avowed objective was increasing the production of paddy and
 
other subsidiary food crops, the credit schemes also came to be regarded
 

as welfare measures which were adopted by the government to assist the 
peasant farmer. The overtones of welfare which were associated with the 
credit scheme influenced the expectations of the peasant farmers. Among 
sectors of the farming community, government came to be regarded as a 
generous and benevolent creditor with whom repayment obligations could be 

violated with impunity. 

The actual operation of the credit scheme therefore did not support 
the development objective to the extent and the manner envisaged. Where 

the government was the creditor there social and political pressureswere 
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far the lenient treatment of defaulters and as a result there was 

no strict enforcement of recoveries. This undermined the efficacy of 

the credit system as a viable commercial credit system and emphasised 

its welfare aspects. 

One objective of the scheme was to provide the farmer the credit he 

needs at the right time but LL actual implementation, these objectives 

were only partially achieved due to procedural delays. le often received 

the credit when the need for ithad been superseded by other forms of 

available credit (especially the non-institutional sources). The 

Government has been concerned that the lack of working capital should not 

prevent the adoption of improved cultivation techniques, and that 

co-operatives should replace the less desirable non-institutional lenders 

as a source of credit. In its anxiety to pursue the objectives this 

policy of support for the co-operatives followed by the jvernment has also 

resulted in a high proportion of loans overdue in the total amount of loans 

outstanding; it was 65 percent in 1965/66, 70 percent in 1966/67 and 
82 percent in 1970. As a result many co-operative societies and farmers 

have d e f a u I t e d and become ineligible for credit under the 

Schemes. According to the announced policies and objectives the credit 

scheme sought to extend its coverage to include the majority of small 

farmers. But although the volume of credit expanded over the years and 

there was a substantial input of agricultural credit into the small 

farmer community, the expansion of credit was not steady and progressive. 

There were fluctuations and the volume of credit expanded in stages and 

then contracted as defaults increased. Even at the peek of their 

operations, the agricultural schemes do not appear to have covered a 

majority of the paddy farmers. On the available data it is difficult 

to assess the proportion of small farmers who would have needed to 

participate in the schemes to satisfy their requirements of working 

capital, and the effective rate of participation of these farmers in the 

government sponsored schemes. dowever from the data on rural indebtedness,
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there is no doubt that the major share of the outstanding rural debt 

was owing to non-institutional sources of credit. From the evidence
 
it would appear that while the institutionalised schemes of credit
 
were in operation, a great many farmers were still having recourse to
 
non-institutional sources of credit for both agricultural and non
agricultural purposes. 

2. Terms of Loans under the three Credit Schemes - Purpose and Period. 

Extended Credit Scheme
 

The purposes for which the loan facilities are provided uzlder 
the extended credit scheme were for agricultural production, animal
 

husbandry, cottage industry, housing, debt redemption, electrification,
 

consumption and emergencies such as funerals or medical expenses. Under
 
this scheme, loans were given ty the Peoplets Bank to selected Co-operative 

Societies2 for re-lending to their members. But with the introduction 

of the Rural Bank Scheme, the lending operations of the co-operatives 

were to be handled by the Rural Banks once these were established. At
 

present there are 76 co-operatives which operate under the extended
 

credit scheme.
 

The following Table shows the credit limit by purpose and duration, 

under the extended credit scheme:
 

TABLO XI
 
pI1-nF O.nT' SCORD - CRIIIT LTT BY PURPOSs AND DURATION 

Purnose Maximum Limit Duration 

Production •." 2,500 12-60 months 
Consumption .. 500 12 ,
Housing Construction ... 2,500 60 " 
Houzing Renovation •.. 500 36 " 
Housing Extension .. • 1,000 48 " 
Debt Redemption .. 2,500 60 " 
Electrification •** 2,500 60 " 
Emergencies • 200 12 " 

some: People's Beak
 

32.3
 



-38-

The Rural Bank Scheme 

The scheme of the People's Bank is to have a Rural Bank in each
 
Co-operative Society. 
 From 1971 the People's Bank has stopped giving
 
new loans under the extended credit scheme, but continue to give credit 
under the Rural Bank Scheme and the new Agricultural Scheme of 1967. 
The Rural Banks are given overdraft facilities by the People's Bank. 
The Rural Banks lend for several purposes and these purposes, in broad 
categories, are shown in the Table below. The credit schemes of the 
Rural Banks broadly correspond to the Extended Credit Schemes operated 
by the Co-operative Societies prior to the formation of rural banks 
under their management. 

TABLE XII 

RURAL BAIN SCHBR - PUrPOSE A D CREDIT LMIT 

Pt~pseCredit Limit 
Production ...... Rs2,500 
Housing ... ... 2,500 
Redemption of Debts •.. 2,500 
Consumption f.... 500 
Emergencies (such as deaths and 

illnesses) ... 200 
The maximum c.redit limit per member is fixed at Rs 3,000. 

Surce: People's Bank 

The New Agricultural Credit Scheme 
Under this scheme the main purpose for giving loans is for cultivation. 

The credit requirements of the paddy farmer for all cultivation needs are 
estimated at As 220 per acre and the breakdown is as follows: 
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TABLE XIII 

TH 12W AGRUCULTURLL CE"DIT SCU,?.M- PURIOS3 AIM 
CREDIT LI.T 

n. 

Seed paddy (2 bushels) •.. 32 

Ploughing ...... 55 
Fertiliser (42'cwts.) ... 58 

Transplanting or row-seeding 25 

Weeding and weedicides ... 25 
Harvesting ... 25 

as 220
 

ithin the mXxiuu liLit of Nj 220 per acre for paddy cultivation 
certain variations are veraissible. For instance, the L 50 allotted 
for transplanting or row-seeding and manual or mechanical weeding may 
be used for the purdlase of chemical weedicAdes. Loans way also be given 
for the purchase of approved insecticides and fungicides. The amount 
giver as seed paddy varies according to whether it is broadcast,
 

trasplanted or row-seeded and the current price of seed paddy. Similarly,
 

the amount released for fertiliser varies with the kind used and the 
subsidised prices of fertilisers.
 

It should be noted that in 1963 the maximum credit limit was revised
 
upwards from R-175 per acre to Rs 220 per acre and each farmer was entitled
 

to credit up to a 
maximum of 10 acres as against 6 acres previously.
 

The loans sanctioned are released in three stages. The first instalment 
up to a maximum of Rs 137 per acre is given to the farmer for ploughing, 
seed paddy, transplanting or row-seeding, and weeding. Where supplies 
are made in kind, direct payment is made to the Government Departments 
concerned and the farmer's loan is enhanced by that amot-nt. This would 
constitute the second instalment. The third is released for harvesting. 
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Credit is also given under this scheme for the cultivation of 
vegetables, chlieas, red onions, Bombay onions and potatoes. 
 The
 

amount granted as well as the period of repayment and purposes of loan 

varies with each crop. The are inconditions summarised the following 

schedules:
 

Purpose and Period for Loans under the New
 
Aaricultural Credit Scheme for subsidiary Crops
 

Cron Rate 	to a max. of 5 acres Period of Break-up by purpose and 
per member Loan Days cash or kind basis 

Chillies Rs 125 per acre 	 270 cashIn 

(a) 	 Ploughing and land 
preparation ... Rs 40 

(b) 	 Transplanting . 

In kind -


Fertiliser and 
egro-chemicals RS 50 

Chillies Rs 200 per 1 acre 270 In cash 
(irrigated) 4 (a) 	Ploughing and land 

preparation, trans
planting and 
weeding ... R150 

In kind 

Fertiliser and
 

agro-chemicals P.. 

Rs 185 

RedOnions Rs200 per I acre 
 180 In cash -


Seed 	onions Rs 100 

In kind -

Fertiliser and 
agro-chenicals ... Rs 100 

Rs 200 
dmm 
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Period Break-un by puroseCrO Rate to a max. of 5. acres - and cash or .kind basis 

Loan Days 

Bombay Onions Rs.200 per acre 210 In cash -

Seeds and nursery 6- 100 

In kind -
Fertilisers and 

agro-chemicals Rs 100 

Rs 200 

Potatoes Rs 175 per 8 acre 180 Incash -


Initially, for 8 acre Labour expenses Rs 20/60
8 In kind - or cash 

and progressively increasable 
Seed potatoes 

8 acre per season (2cwts.) Rs 134/40 

In kind -

Fertiliser
 
(I cwt.) Rs 20/-


Rs 175/-


Rates and conditions for loans for vegetables 

Region Rate per acre Period of loan by crop 
Nuwara Eliya ... Rs. 100 Leeks •.. 240 days 

Badulla, Welimada, 
Kandy and Matale .. Rs 750 Beans ... 90 " 

Negombo, Chilaw and 
Puttalam ... Rs 650 Potatoes ... 180 " 
Ratnapura ... s 600 Other vegetables 150 " 

Kurunegala .. Rs 500 

Other areas ... Rs 500 

Aararian Services Department Loans 

Loans are also given by the Department of Agrarian Services for specific 
purposes. Medium-term loans are given for purchase of agricultural equipment
such as sprayers and water-pumps and short-tern loans are given for marketing, 
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jungle-clearing and terracing. The purpose and the period of loansgiven out by the A-rarian Services is given in the Schedule below: 

Loan Schemes in operation by the Department of AgrarianServices - Loan to Co-oerati-ve Societies 
Purpose 
 Long-term Loans 
 Period of Repayment


Amount of Loan 
 and Number of Instalments
 

1.Jungle-clearing for
subsidiary food crops Rs 250 per acre 5 years - annual 

instalments
2. Terracing and levelling Rs 100 per acre 5 years - annual 

3. Construction of Wells Rs 2,500 per well 
instalments 

10 years - annual 

4. Water Pumps 

5. Purchase of lorries 

6. Construction of 
Go-downs 

Price of the Pump 

Price of lorry 

Ranging from Rs 20,000 
to Rs 41,500 depending 

instalments 
5years  10 half yearly 

5 years - 10 half yearly 
10 years - ariual 

instalments 

7. Construction of 
Fertiliser Stores 

on the capacity 
Ranging from Pts480 to 
Rs6,300 depending on 

10 years - annual 
instalments 

8. Conversion of rocky 
land into arable land 

9. Subsidiary food crops
by Youth Settlement 

the capacity 

1,000 per 
Rs 600 per acre 

ce1 6 years  annual 
instalments 

6 years - annual 
instalments 

Schemes and Colonisation
 
Schemes
 

10. Acquisition of land 
 Cost of the land and 
 10 years - annualfor Fertiliser Stores 
 legal fees 
 instalments
 
11. Asweddumization - Rs 250 per acre 
 5 years - annual instalments

Paddy cultivation
 
12. Purchase of Iron Safes 
Price of the iron safe 
 5 years - annual instalments13. Purchase of Weighing Price of the machine 5 years  annual instalments


Machines. 
14. Construction of Rice 
 Cost of mill building 10 years-annual instalments


Mills 
 as per Type Plan and
Machinery 
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Medium-Term Loans 

Purpose 	 Amount of Loan 

i. 	 Purchase of Barbed ire Minimum requirement 
per acre 

2. 	 Construction of single Rs 250 per Mhote 
Mhote (Vavuniya District) 

3. Pineapple cultivation 	 Rs 950 per acre 

4. Purchase of Buffaloes 	 -b400 per pair 

5. Purchase of Sprayers 	 Price of machine 
and Dusters
 

6. 	 Agricultural implements, Price of implements 
agro-chemicals or agro-chemicals 

LOANS TO CULTIVATION COM ITTEES 
THE NXIJ AGRICULTURAL CREDIT SCHE 

Purpose Amount of Loan 

1. Construction of Village 

Level Fertiliser Store 


2. Purchase of Sprayers 

and Dusters 


3. Purchase of Two-wheeled 

Tractors and ancillary 

Equipment 

4. Payment of Advances to 

Cultivation Committees 

for the purchase of
 
Paddy under the G.P.S.
 

Capacity 	50 tons: 

PN6,300 

Rs 200 maximun limit 

per Committee 


R-2,000 maximum 

limit per Committee 


Rs 8,400 (equivalent 
cost of 600 bushels) 

Period of Repayment and
Numbed of Inptyme d 

Number of Instalments 

2 	years: 4 half-yearly
 
instalments
 

2 	years - annual instalments 

3 years and 9 months:
 
Specific instalments
 

3 	years - annual instalments 

2 	years - annual instalments 

1 year -	 annual instalments 

OUTSIDE 
-

Period of Repayment and
 
Number of Instalments
 

10 years - annual
 
instalments
 

2 years - 4 half-yearly
 
instalments
 

3 years - 6 half-yearly
 
instalments
 

6 months - instalments
 

Note: 	 Interest at the rate of 2% per annum is charged on 
the above loans. 

319
 



-44-


C. 	 Organisation 

1• 	 General Structure 

To have a clearer picture of structure of relationships in 
the 	Co-operative Movement, it isimportant to discuss the functional
 
relations between the officers of the Co-operative Development Department 
and 	the Co-operative Societies with the help of an organisational chart. 
Annexes 2 and 3 show the Departmental Organisation and the organisation 

of the Co-operative Movement. 

A government department was established in 1930 for the exclusive 
purpose of administering the Co-operative Movement. The department is 
the main central government agency of administration and is in charge of a 
major activity or group of interrelated activities. It functions under a 
Ministry which consists of a group of departments and other agencies 
forming the area of responsibility allocated to a Minister of the Cabinet. 
The Co-operative Department has functioned under several Ministries since 
its inception. In the nineteen sixties it was under the Ministry of Food 
& Agriculture; with the new Government formed in 1970 it has been 
transferred to the Ministry of External and Internal Trade. The regulatory 
functions of the Co-operative Department in its relations with the 
Co-operative Societies are governed by the Co-operative Ordinance of 1921 
and the subsequent Acts and Amendments to it. The Minister who is for 
the time being in charge of the Co-operative Department is responsible to 
the Cabinet and to Parliament for implementing government policies. Under 
the Constitution he is the chief political executive for the area of 
responsibility entrusted to him. Immediately under him is the Secretary 
who is the chief non-political executive. In regard to the Co-operative 
Movement, in the current allocation of functions, the Minister of External 

and Internal Trade and Secretary are at the apex of the organisational 
structure which deals with the Co-operative Movement. The Commissioner of 
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Co-operative Development who is also the Registrar of Co-operatives is 
responsible to the Minister through the Secretary for the implementation.,overall
 
of policies relating to the co-operative field and theamanagement of the
 
Co-operative Movement. The Commissioner responsible under the
is 	 acts 
for the registration, supervision and audit of the Co-operative Societies, 
and he co-ordinates and implements Government policy in regard to the 
development of co-operatives. On matters of co-operative and administrative 

policy he will work under the guidance of the Secretary. The Commissioner 
is assisted by five Deputy Commissioners who are assigned the following 

functions:
 

(a) 	 Administration - this function is confined to the Department 

(b) 	 Legal and Audit which includes registration, liquidation 
and auditing of societies 

(c) 	Consumer activities
 

(d) 	 Industry and Fisheries 

(e) 	 Agriculture. 

The organisation for the 22 administrative districts in the country 
comes under four Senior Assistant Commissioners who are in charge of four 
Ranges or groups of Districts. They are directly responsible to the 
Commissioner of Co-operative Development for the operation of Co-operatives
 

and their development programmes in each Range. The Senior Assistant 
Commissioners issue policy directives on behalf of the Commissioner to the 
Assistant Commissioners in each district. There are 26 Assistant 
Commissioners in the 22 districts and 13 other Assistant Commissioners in 
the Island in charge of auditing the Co-operatives. These A.C.C.Ds 
coordinate Departmental activities in the district. They supervise the 
Primary Co-operatives and their regions and they play the role of advisers 

to the Co-operatives. As3istant Commissioners attend meeting of 

http:A.C.C.Ds
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the General Council of Primary Co-operatives and attend to policy problems 

arising at these meetings. 

At the level below the District Officer, the Co.operative Inspectors 

play an important role by linking the Department to the Co-operative 
Societies and their membership. There are several gra~es of Co-operative 
Inspectors in the Department. These Inspectors visit and supervise the 
Co-operative Societies. Co-operative Inspectors are given a training at 
the Co-operative Training College in the methods of supervision, 

maintenance of accounts, management, and other subjects relevant to
 

co-operatives. The Co-operative Inspector has therefore an advisory and
 

educational role in relation to Co-operative Societies. He supervises
 
their activities, audits their accounts and settles various disputes
 

that may arise. According to the provisions made in the Co-operative 
Ordinance, the Co-operative Inspector may be appointed as an arbitrator
 

to settle disputes.
 

As already mentioned all societies registered by the Registrar of
 
Co-operatives are subject to the control and supervision of the Department.
 

But although the Co-operative Department isresponsible for the specific
 

co-operative elements - its legal form the proper maintenance of accounts, 

reg-ularity in the procedures followed, the developwent of co-operation and 
participation of the membership in the organisation and so on 
Co-operative Societies had close links with different government departments 

and were subject to their supervision depending on their functions and 
activities. The work of the Multi-purpose Co-operative Societieq in
 

regard to paddy purchases, agricultural credit and supply of agricultural 
inputs in the peasant sector was closely supervised and coordinated by the 
Agrarian Services Department and thje Ministry of Agriculture. The 
Fisheries Co-operatives came under close supervision of the Fisheries 

Department. The activities of the textile co-operatives were closelysuavind 
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and coordinated by the Small Industries Department. The division of
 
functions between the Co-operative Department and the Departments
 

responsible for the programmes and activities undertaken by the societies
 

sometime3 did cause problems of co-ordination. 

Prior to 1971, at the primary level of the Co-operative Movement
 

there was a multi-purpose ao-operative socioty for every group of three to
 
four villages or, on an average 400 households. Above this level were
 

the Multi-purpose Co-operative Societies Unions which in unions
fact were 
of several primary societies. These Unions usually covered an administrative 

divisin -- a smaller tit below the District. There were approximately 

125 such Unions serving the primary societies. Their functions included
 

the wholesale distribution of goods among the primary societies and 

private traders. They purchased goods in bulk from the Cotoperative 

Wholesale Establishment, the Government Departments such as the Food 
Commissioner's, Public Corporations such as the Cement Corporation, 
Ceramics Corporation, State Trading Corporation, Building Materials 

Corporation and distributed them to the retail societies and retail trade. 

The nature of their activities and their trade turnover enabled the Unions 
to make reasonable profits. Ofter a particular M.P.C.S. Union was able to 

operate at a profit even though the member societies in the Union were 
incurring lossess. 
 The manner in which the Unions were organised, the
 
lack of supervision of their activities by the member societies and the 
Department gave rise to serious conflicts of interest between the Unions 

and the Societies. qie managements of Unions were often able to operate 

with a great measure of autonomy. 

The primary co-operative society or the Multi-purpose Co.operative 

Society usually had a Committee comprising 9 to 15 members. This Committee 

was elected at the annual general meeting of the society. The Committee 
elected its Chairman, Secretary and other office-bearers who were 

responsible for the management of the societies. The Committee also 
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appointed the paid employees of the society - the manager, the salesmen 
and labour. The Committee itself functioned in an honorary capacity. 
The Co-operative Inspector was expected to maintain close contact with 
the society and assist it in its managerial and other tasks. The 
societies other than Multi-purpose Co-operative Societies, such as the 
Co-operative Stores Societies, Agricultural Produce & Sales Society, 
industrial societies etc. followed a similar pattern of management. 

During the l st two decades the Co-operative Movement even while 
it expanded rapidly, was subjected to repeated criticism for its numerous 
deficiencies. A number of co-operative societies were incurring losses. 
Management was often inefficient and service poor. It was believed that 
there was a high degree of corruption and misuse of funds in the Movement,
 
and this inpression was often confirmed by instances of irregularities
 
which came to light. Above &.i the primary unit of co-operative activity 
the Multi-purpose Co-operative Society, did not have the economies of
 
scale and the volume of tradd that would have provided a base for a
 
commercially viable well m-,naged co-operative enterprise. 
In 1968
 
Governaent appointed a Royal Commission to examine and report on the
 
Co-operative Movement. 
Some of the recommendations of the Commission 
were accepted and 

A 
major reorganisation of the Co-operative Movement 

undertaken in 1971. The present organisation of the Co-operative Movement
 

is an outcome of these changes.
 

Under the new organisational strcuture for the Co-operative Movement,
 
the primary unit of co-operative enterprise - the Multi-purpose - was 
considerably enlarged. As a general principle it was considered desirable 
to have one large Primary Society for one local government authority area. 
The principal objective of enlarging the co-operative in this manner was 
to achieve a scale of operations which provided a turnover and a volume 
of profit that would establish the society as a viable commercial entity. 
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This principle was however subject to a few modifications. In some 

instances when the local government area was too small to provide the 
desired economies of scale, a single primary was formed for more than 

one such area. In fact the area of operation and size of the new 

multi-purpose co-operative society brought it to a level which was 

midway betifeen the M.P.C.S. Union and the primary. The new M.P*C.S. 

however could not perform the retail distribution for the entire area 

under its control from one point. Therefore the old primaries continued 

as branches of the new M.P.C.S. and functioned as reteil stores closely 

linked with and supervised by the main society.
 

The new primary society replaced the Multi-purpose Co-operative
 

Society Union which earlier undertook the wholesale function for the 

primaries. The new primary therefore combined the wholesale and retail 

activities for a given area of operation and distributed the goods to 

its other retail branches thereby retaining the profits of the wholesale 

activity within the main society itself. 

In the reorganised set-up, 5,818 Multi-purpose Co-operative Societies
 

have been converted into 372 Primary Co-operative Societies. Each mrimary
 

society has several branch societies within its area functioning under
 

its overall control and direction. There isno restriction inregard to
 

the number of branches each primary can establish. This will be
 

determined by the area, the population densities and similar factors. 

The average number of household served by a new primary society would be 

in the region of 5,100 households as against 350 to 400 households served 

by the old Multi-Purpose Co-operative Society. The new primary unit has 

therefore become a larger more viable commercial unit with a network of 

servicing points which are its branches in the area of its operations. 

The Rural Bank was attached to the primary society and therefore enjoyed the 

same improvement in its volume of business and scale of operations. 
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According to the by-laws governing Co-operative Societies, a person
 
must buy at least one share to become a member. In order to be eligible
 
for bigger loans for agricultura], industrial or any other development
 

purposes, a member may require to possess more than one 
 share depeilding 
on the size of the loan, as the loan will normally be a multiple amount of 
the value of his shares. All members can vote at the meeting of the region 
and any member can be elected as a representative to the General Council 

of a Primary Society. The Council of a primary Multi-purpose Co-operative 

Society comprises of not more than 100 members elected from the branch 

societies. The Board of Directors consists of 15 members elected from the 
Council. Out of these 15 members, 5 members are Government officers 

representing the Departments of Agrarian Services, Agriculture, Small 
Industries, Education, and Rural Development. The Board of Directors is 
responsible to the General Council for both the formulation of policy for 
the society and its administration ahd management. The Board is empowered 
to appoint a General Manager to the Primary Society. The General Manager 
has to be an officer who possesses certain qualifications in Co-operative 

Management. The Board issues the policy directives and orders to the 
General Manager who is required to manage the affairs of the Society in 

accordance with such directions. 

In a branch society, the Committee comprises of 9 members selected 
from among the membership of the branch. The duties of the Committee are 

to supervise the activities of the branch society, make proposals for its 
development, recommend and scrutinise loan applications from the members, 

expand the membership, ortanse and promote the educational and cultural 
activities within the region, give directions to the Manager of the branch 

society in regard to its management and deal with complaints and grievances 

of membdrs in regard to the services rendered by the Society. Annexes 4 
and 5 show the orgaisation structure after the reforms of 1971. 
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The new structure is expected to create commercially viable units and 

to rationalise the somv-hat heterogeneous and disorderly growtb of the 
Co-operative Movement. The new primary becomes the foval point for 

the co-opeiative activities within a small territorial unit generally 

coterminous with a local government authority area. The resources of
 
the Co-operative Department, the Inspectorate 
 and other co-operative 

extension services could be concentrated effectively to upgrade the 

manageraent and levels of efficiency of these primary units and by these 
means ensure better quality of supervision and service in the units 
functioning under the primaries. Within this set-up where primaries are 
responsible each for its own branch network and where primaries become 
the focus of the extension efforts of the Co-operative Department, the 
task of co-operative extension and the upgrading of the whole Movement 

becomes a more manageable one. 

D. Beneficiaries 

1. Selection criteria under the &tended Credit Scheme 

All borrowers must be members of the Co-operative Societies and they 
are allowed to borrow up to 20 times thuir share capital. A member is 
not entitled to hold more than 1/5th of the share capital of the Co

operative society. The normal share member isof a limited to a single 
share of Rs 50 as most of the members operate on holdings of less than 
one acre. To obtain a loan each member has to sign a bond with two other 

shareholders who should also be members of the Co-operative Society. 
Applications for loans should be recommended by the Co-operative Inspeotor 

of tho area to enable the Co-operative Society to obtain the necessary 

finance from the Pepplo's Bank. 

Under this scheme, credit is also given by the Agrarian Services 
Department. For the M.P.C,. to obtain loans from the Commissioner of 
Agrarian Services the Chairman and the Secretary of the M.P.C.S. have to 
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sign a bond with the Commissioner of Agrarian Services which covers the 
amount of the loan sanctioned. 

The important criteria in all these cases is the purpose of the loan 
(this should be within the approved purposes for which loans are granted) 
and the acreage of cultivation, if it is a cultivation loan. Normally 
defaulters are not given further loans. The maximum limits and tho
 
purposes for which loans are 
given under this scheme are as given in 
Table XI.
 

The Rural Bk Scheme 

The Co-operative Rural Bank operates under a Credit Manager who is
 
an employee of the M.P.C.S. 
 According to the present system an K.P.C.S. 
has a number of branch committees on an area basis. The Branch Committee 
usually consists of 9 people and it is this Committee that will study the 
loan application of each member and decide on the miximum credit limit
 
according 
to their opinion of the irdividual member concerned. In this
 
the Branch Committee will be bringing 
to bear the personal knowledge and
available data it has of each member. Normally the maximum credit limit
 
per member is 
 fixed at Rs 3,000. All loan applications are processed by

the Branch Committee 
 before being forwarded to the Credit Nanager of the 
M.P.C.S. who in turn will seek the approval of the N.P.C.S. 

At present selected co-operatives which are now functioning under 
the extended credit scheme ill gradually be converted into the rural bank 
scheme. Eventually the co-operative societies will operate this credit 
scheme only through its rural banks. 

The Now AriculturalCredit Scheme
 
Normally a society would grant a loan to 
a member on the basis of his 

individual maximum credit limit (I:CL) and the amount lent will not exceed 
the difference between the member's INOL and his current indebtedness. 
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The 	 INCL is calculated on the following basiss 

(a) 	 An individual cultivator is entitled to a sum not 

exceeding Rs 220 per acre up to a maximum of 10 acres for 

the first cultivation. Where there are two cul.tivations 

a year for the second season his total indebtedness may 

rise to 1i times this sum. 

(b) 	 In respect of loans obtained without hypothecation of 

property, no member engaged in the cultivation of such 

produce approved by the Asst. Commissioner should become 

indebted to the society for a sum in excess of 20 times, and no 

other member in excess of 5 times the first value of shares 

allotted to him, subject in every case to a maximum 

indebtedness of Rs 4,000. 

(c) 	 In respect of loans obtained against hypothecation of 

property any meaber's indebtedness to the society shall not 

exceed half the value of such property. 

Notwithstanding the above, a member's total indebtedness shall not 

at any time exceed any credit limit fixed by the General Committee in 

respect of such credit. Normally defaulters are not entitled to further 

loans. Share defaulters may be granted a loan on condition that arrears 

of share payment are settled simultaneously with the grant of the loan. 

The Department of Agrarian Services also continues to give medium 

and long-tern loans to Co-operatives. The department has stopped giing 

short-term loans, as this function has now been taken over by the Peoplets 

Bank and the New Agricultural Credit Schem. The Chairman and the 

Secretary of the Co-operative Society has to sign a bond in favour of 

the Commissioner of Agrarian Services. 
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2. Graduation Policy
 

There is no fixed Graduation Policy as such but successful borrowers
 
are able to win the confidence of their respective committees and are
 
eligible 
to obtain further loans as they are considered creditworthy
 
customers with a good repayment record.
 

3. Other Sources of Credit 

In Ceylon themajority of the other sources of credit are from the
 
non-institutional sources as
such professional money-lenders, semi
professional money-lenders, landlords, commission agents and traders,
 
boutique or trade credits, boutique loans and friends and relations. I 

(a) Professional and Semi-Professional Money-lenders. According
 
to the survey data, professional and semi-professional money-lenders 
 are
 
the most important sources of credit and together they provided 28.8% of
 
the amount borrowed, 24.3 of the debt currently outstanding and 15% of 
the total outstanding debt. A person who engages himself in money-lending 

as his main occupation was considered a professional money-lender whereas a 
part-time aoney-lender engaged in lending in addition to his main occupation, 
for example, a school teacher who enga.;es in money lending, was considered 
as a vei-professional money lender. These classes of lenders would lend 
at a high rate of interest, mostly on the pledge of security and on 
comparatively strirent terms. The terms on which credit is extended by 
them and the high rates of interest generally charged impose an economic 
burden on the peasant that is detrimental to the attainment of the 

objectives of increased agricultural production. 

(b) Friends and Relations. According to the survey of rural credit 
and idebtedness of 1969 conducted by the Central Bank of Ceylon, among the 
specified categories, friends and relations were one of the most important 
sources of credit to the rural sector. 
 Friends and relations were those
 

lending out ofsonsideration and friendship or relationship and not as a 
I 	Report of the Survey of Rural Credit and Indebtedness 1969
 
conducted by the Central Bank of Ceylon.
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part of business transactions. Of the total debt 25.8eo of the a"ount 
borrowed in the reference period of the survey, 21.0% of the total amount 

outstanding and 25.4A of the amount currently outstanding were from friends 
and relations. However all loans from friends and relations were not free 
of interest though to a very large extent thece were so. The absence of 
any interest as such was an indication that these loans were obtained on 

personal understanding and trust =.ong the creditor and debtor. These 
factors account for the importance of this source of credit to the rural 

sector.
 

(c) Boutigues. In regard to credit given to boutiques a distinction
 
has been made between trade credit and loans. Trade credits were more
 
important of the two and represented as much as 10.5A of the total amount 
borrowed although its percentage share of the total amount outstanding was 
much less at 1.5 and was 2.8A of the total amount currently outstanding. 
Trade credits froa boutiques is a facility that iscommonly extended by 
traders to their customers to tide over periods of low cash receipts. 

(d) Landlords, Coamission APents and Traders. A feature of equal 
importance that is revealed by the survey is the significance both of 
commission agents and landlords as other sources of credit. In peasant 
agriculture which is characterised by a preponderance of tenant cultivators 
the landlord would normally be an important source of credit. But the 
relative insignificance of the landlord could be reflection of the degreea 
to which credit transactions between the tenant cultivator and the landlord 

take place in kind. 
The commission agent, on the other hand, is important as a source
 

of credit largely in the vegetable-growing areas and, to a lesser extent,
 
in the tobacco-growing area. Traders were in general urban based and 
advanced money to the cultivator on the mortgage of the expected crop. 

Their activities too were limited mainly to the vegetable-growing areas. 
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Apart from these non-institutional sources, loans were also obtained 
from the Branch Offices of the People's Bank on the surrender of collateral
 
acceptable to the Bank. 
 The Rural Banks engage in pawning activities as
 
well. This also provides a 
certain amount of credit to the rural population.
 

E. Lendinu Policies and Procedures 

1. Portfolio
 

The use of the People's Bank credit facilities under the 3 Schemes
 
are given below.
 

(a). 	 Extended Credit Scheme 
The following Table summarises the progress uf this Scheme 

since 	1967: 

TABLE XIV
 
EXTENDED CREDIT SCHME 1967-1970: USE OF PEOPLE'SBANK
 

CREDIT FACILITIES
 

No. of Aggregate Overdraft Facilities

End of Quarter Co-operative 
 Approved by Utilised by 

Societies People's Bank 
 Societies
 

(Amount in Rupees)
 

1967 March 55 1,638,568 1,275,450

June 56 1,651,068 1,279,757

September 58 1,685,268 1,254,471

December 67 1,901,118 1,295,673
 

1968 March 66 1,796,818 1,211,925

June 67 1,829,818 1,231,479

September 69 1,872,818 1,293,536

December 69 1,837,118 	 1,162,904
 

1969 March 72 1,892,818 4,166,789
June 72 1,914,818 1,224,288

September 71 1,856,318 1,210,672

December 72 1,861,950 1,163,384
 

1970 	March 73 1,878,450 1,229,580

June 74 1,903,450 1,207,662

September 73 1,854,450 1,183,657

December 76 1,903,450 1,200,847
 

SZource: Central Bank Annual Report, 1970. 
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At the end of 1970 the Scheme was operated by 76 Co-operative
 
Societies 
as- against 72 at the end of the previous year. The aggregate 
overdraft lizit6, a&proved for these Societies by the People's Br..k 
increased fro,, Z 186 miLlio- at the end of 1969 to 1%1.90 million at 
thu end of 1973 while the aggregate utilised by the Societies increased 
froa L 1.6 million to Rs 1.20 million. One Co-operative left the Scheme 

i. 1970 on becoiiing a Rural Bank. 

(b). Rural Baks 

The following Table sumaarises the deposits and loans of
 
Rural Bu-rks on a quarterly basis si.nce 1965. The finances of Rural
 

Banks continue to expand with the open-ing of Rural Bank inthe
 
Co-operatives. "hvnz. this Ivippens the Rural Bank takes over the granting 
of credit w,ich was 3ctually done by the Co-operatives. At the end 
of 1970 there were 90 Rural Banaks. 

Th. total deposits with the Rural Banks recorded an 
uiprecedented iincrease of Ps 10.7 million in 1970 which could be 
attributable wostly to the demonetisation that took place in 1970. 
The number of sa-rings deposits increased by 24,313. The average size 
of a savings deposit wds Rs 322 as against Fs 199 at the end of 1969. 
The number of fixed deposits rose from 724 at the end of 1969 to 892
 
at the end of 1970.
 

The expansion in credit granted by the Rural Banks is seen 
in the increase in the number of loans from 7,893 in 1969 to 10,017 at
 
the end of 1970, and in the increase in the outstanding loans from 
Rs 5.6 million to Rs 7.1 million. The average loan increased from 

Rs 706 in 1964 to RE 711 at the end of 1970. 
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TABLE XV - DEPOSITS AD LOANS OF RURAL BU. 1965-1970 

Amount in Rupees 
NO. Deposit Ac c o un t s 

la of Quarter ofBanks Savings Fixed Total L o a n s 

1965: ?Arch 
June 
September 
December 

1966: March 
June 
September 
December 

IV? March 
June 
September 
December 

19%8 March 
June 
September 
December 

1969 March 
June 
Sej.ember 
December 

1970 March 
June 
September 
December 

No. 

6 1556 
7 1925 
8 2597 
8 2924 

8 3244 
8 3519 

11 3923 
13 4636 

14 5150 
16 5971 
20 6968 
27 8792 

30 10378 
34 12137 
39 14689 
44 17359 

54 19763 
57 22314 
64 25598 
68 28626 
80 31663 
86 34887 
89 38417 
90 49939 

Amount 

194,013 
305,250 
504,160 
491,626 

499,462 
525,370 
604,505 
703,011 

707,475 
821,448 

1,038,201 
1,305,846 

1,650,228 
2,063,947 
2,643,592 
3,110,576 

3,624,967 
4,406,770 
4,930,514 
5,712,893 
6,209,882 
7,104,222 
8,255,943 

16,109,287 

Ave-
rage 

125 
159 
194 
168 

154 
149 
154 
152 

137 
138 
149 
118 

159 
170 
180 
179 

183 
197 
193 
199 
196 
176 
215 
322 

No. 

10 
7 
7 
9 

9 
13 
11 
15 

16 
20 
28 
41 

85 
137 
254 
287 

621 
575 
687 
724 
420 
841 
932 
892 

Amount 

8,100 
3,682 
3,734 
4,734 

8,732 
20,586 
19,S68 
22,737 

21,537 
38,952 
40,242 
65,381 

111,430 
161,486 
221,270 
222,614 

267,109 
283,550 
437,884 
460,168 
521,345 
697,101 
721,352 
799,117 

Ave- No. 
rage 

810 1566 
526 1932 
533 2604 
526 2933 

970 3253 
1583 3532 
1806 3924 
1516 4651 

1349 5166 
1948 5991 
1437 6996 
1595 8833 

1310 10463 
1179 12274 
871 14943 
776 17646 

430 20384 
667 22889 
637 26285 
636 29350 
1241 32083 
829 35728 
774 39349 
896 50931 

Amount 

202,113 
308,932 
507,894 
496,360 

508,195 
545,956 
624,373 
725,748 

729,062 
860,400 

1,078,433 
10371,227 

1,761,658 
2,225,433 
2,864,862 
3,333,190 

3,892,072 
4,790,320 
5,368,398 
6,173,061 
6,731,227 
7,801,323 
8,977,295 
16,908,405 

Ave-
rage 

129 
160 
195 
169 

156 
155 
159 
156 

141 
144 
154 
155 

168 
181 
192 
189 

191 
209 
204 
210 
209 
212 
220 
333 

No. 

572 
771 

1038 
1153 

1316 
1433 
1611 
1783 

2037 
2173 
2529 
2897 

3336 
4128 
4713 
5586 

6109 
6770 
7379 
7893 
8506 
8894 
9671 
10017 

Amount 

489,485 
693,621 
855,946 
914,699 

1,010,628 
1,072,293 
1,204,125 
1,326,457 

1,413,639 
1,560,560 
1,815,637 
2,029,476 

2,366,359 
2,592,847 
3,105,393 
3,630,731 

4,161,873 
4,397,883 
4,969,245 
5,572,281 
6,049,586 
6,265,170 
6,779,046 
7,122,213 

Average 

856 
900 
825 
693 

768 
748 
747 
744 

694 
718 
718 
701 

709 
628 
659 
650 

681 
669 
673 
706 
711 
705 
701 
711 

Source: Central Bank Report, 1970. 
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(c) 	 The New Agricultural Credit Soheme 
The following Table gives the loans granted under this Scheme from 

1967 to 1970:
 

TABLE XVI
 

NV AGRICULTURAL CREDIT SCHE4ME -

PADDY LOANS 

Amount in Rupees Million 
Season: Naha 

1967/68 
Yala 
1968 

Maha 
1968/69 

Yala 
1969 

Naha 
1969/70 

Yala 
1970 

Loans 
granted 61.4 11.3 45.7 9.9 39.2 11.5 

Suc: 	Central Bank Annual Report, 1970. 

Loans granted in 1969/70 Naha Season amount to RI 39"2 million compared 
with 45"7 million in the Maha Season 1968/69 and 61.4 million in 1967/68.
 
Loans granted in 1969/70 amounted to only 64 percent of the loans granted 
in 1967/68, which was the first Naha Season under this Credit Scheme. 
Loans for the Yala Season 1970, however, improved somewhat, amounting to 
Rs 11"5 million as against Rs 9.9 million in 1969 and As 11.3 million in 1968. 

The annexed Table shows the loans granted for the subsidiary crops.
 

Loans granted for the production of subsidiary crops such as
 
chillies, 	red onions, potatoes and vegetables rose from Rs 6.4 million 
between October 1968 and September 1969 to As 7.9 million in September 1970. 
Loans for chillies, red onions, potatoes and vegetables continued to 
account for the bulk of the total loans for subsidiary crops. 
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TABLS XVII 

LO&US MR SUBSIDIARY CROPS UTDER TIM L2W AGRICULTURAL CRBDIT SMHM 

Chillies Red Onions 
 Potatoes Veetables Percentage of Recoveries
 

Granted Recovered Granted Recovered Granted Recovered Grated Recovered Chillies Red Onions Potatoes Vegetables 

1968/69 

20,414 11,830 24,734 23,532 15,021 12,343 4,348 3,795 57.95 95.33 82.17 87.28 

50* 50* 100.00* 

1969/70 

23,94 10,113 29,597 18,193 16,838 12,189 2,813 1,743 42.25 61.46 72.38 61.96 

* Bombay onions 

Source: Central Bank of Ceylon - Annual Report 1970. 
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The loans given out by the Department of Agrarian Services in 1965/66 
to 1969/70 to Co-operative Societies are given in the following Table. 

TABLE XVIII 

CLASSIFICATION OF LOANS GRANTED TO CO-OPEATIVE 
SOCIETIES ACCORDING TO PURPOSE 

Purpose of Loan 'during Amount takn durig19661965/66 Am 

L . cts. Pw. cts. 
Short Term Loans:

1.Seed Paddy .... 4,205,031.40 3,499,600.80

2. Chemical Fertiliser .. 3,837,614.45 4,828,465.00 
3. Agro-chemicals .... 15,855.25 10,354.70
 
4. Ploughing .... 10,801,301.00 9,259,229.00
5. Transplanting or Row Seeding 2,243,718.50 2,314,765.75
 
6. Weeding .... 3,232,178.50 3,345,336.85 
7. Harvesting ... 1,371,460,50 1,715,389.00 
8. Electorate Farms .... 382.50 
9. Marketing of Cotton .. 630,000.00 500,000.00 
10. Subsidiary Food Crops 
 .0 1,472,561.00 2,192,890.98* 
11. Pineapple Cultivation .. 62,258.75 -
12. Poultry Farming ..... 13,418.29 

Medium Term Loans:

13. Sprayers .. .. 2,204.00 1,184.75
14. Agricultural Implements & Machinery 38.00 
15. Barbed Wire .... 9,939.42 13,364.00 
16. Water Pumps 
 .... 19,217.10 412,785.90 
17. Wells . 7,00000 9,000.00
 
18. Asweddumization  (Youth Fa) - 9,000.00- 66,000.00 
19. Asweddumization - (Other Societies) 6,775.00 217,945.00

20. Making Rocky lands Arable .. 6,000.00 
21. Ircn Safe ..... 1,200.00 

Long-Term Loans 

22. Purch.se of land .... 2,800.00 1,600.00 
23. Buil!dings .... 143,067.23 347,697.97
 
24. Rice Mills .. .. 41,553.80 159,226.00
25. Vehicles .... 24,058.13 24,058.13 
26. Paddy Marketing Loans .. - 3,373,400.00 

Total 28,138,014.53 32,306,912.12 
* Onion Cultivation Rs.1,678,277.00 
Chillies Cultivation 409,870.00
 
Potatoes Cultivation - -104743.98
 

Rs.2,192,890.98 
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2ABLE XVIII - (continued) 

Classifiction of Loans Granted to Co-oDerative 
Societies according to Purpose 

Purpgse of Loan Amount taken during Amount taken duri 
1967,/68 

Rs. cts Rs. cts. 

Short-Tem Loans 

1. Seed Paddy .. 2,455.20 
2. Ag-ro-chemicals .. 2,871,40 
3. Marketing of Cotton . 600,000.00 800,000.00 
4. Subsidiary Food Crops .. 77,455,86 -

Total .. 682,782.46 800,000.0 

Medium-Term Loans 

5. Sprayers - 47,585.00 
6. Buffaloes. - 408,400.00 

455,985.50
 

Lon&-Term Loans 

7. 'daterPumps .. 133,680.00 382,430.00 
8. Asweddumizution
 

(Youth Farming) -.1,323,960.00 1,238,999.66
 
9. Asweddumization (Other
 

Societies) •. 11,200.00 3,000.00
 
10. Making Rocky land Arable.. 750.00 3,750.00 
11. Buildings .. 72,052.52 37,287.37 
12. Village Level Fertiliser
 

Stores • 259,217.02 113,421.40
 
13. Rice Mills .. 123,997.50 38,421.40 
14. Vehicles .. 22,639.38 
15. Weighing Machines .. - 4,100.00 

2,630,278.88 3,077,857.93 
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TLBLE XVIII - (continued) 

Purpose of Loan Amount takn 
durin 1969/70, 

Short-Term Loans Rs. cts. 

1. Seed Paddy ..... 

2. Cultivation ..... 

Total .. 

Medium-Werm Loans
 

3. Sprayers .... 1,340.50 
4. Buffaloes • • 33p600.00 

5. Barbed Wire ... 21,504.00 

6. Pineapple Cultivation .. 14,615.00 

Total .. 374,259.50 

Lonr-Term Loans 

7. Water Pumps .. 340,962.25 
8. Asweddwization (Youth Farming) 463,949.14
 
9. Making Rocky Lands Arable .. 500.00 
10. Buildings .. .. 54,809.00 
11. Village Level Fertiliser Stores 95,604.51
 
12. Vehicles 
 .... 37,500.00 

993,324.90
 

Source: Commissioner of Agrarian Services 
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The short-term loans given by the department have progressively 

decreased umtil in 1969/70 there were no short-term loans given. 

This 	is because, as stated earlier, the granting of short-term loans 

had been taken over by the Peoplds Bank and the New Agricultural 

Credit Scheme. The granting of long-term loans also shows a decline 

mainly due to defaults in repayments. 

2. 	 Interest Rates 

Prior to the formation of the New Agricultural Credit Scheme in 

1967, the rates of interest carried with it a large element of subsidy 

by the Government. In fact part of the misuse of funds may have been 

due to the fact that some borrowers realised that the going rate in 

the market is higher and that they could make larger profits by re-lending 

the money given to them by Government at a suosidised rate of interest. 

Prior to 1967 the lending rates were around 4 to 5 percent. These were 

the rates calculated on the basis of funds provided by the Department of 

Agrarian Services at 2 percent. These rates were very low in comparison 

to actual rates of interest prevailing in the rural sector as revealed 

by a survey of rural indebtedness conducted in 1968. The rates of 

interest prevailing in the rural sector at the time were such that the 

bulk of loans carried rates of interest well over 18 percent. The 

maximum rate of interest under the Money Lending Ordinance is fixed at 

18 percent. 

The Committee of the New Agricultural Credit Scheme which submitted 

its Report in June 1966 recommended that there was no necessity for the 

Governent or the Banks to undertake lending in the rural sector at low 

(subsidised) rates of interest especially when it is considered that 

interest charges, however high the rate, would form only a very small 

part of the total production costs in rural agriculture. The Committee 

therefore felt that the rate of interest should be worked out in such a 

way that the lending institutions will have an adequate margin to cover 
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cost involved in operating this Scheme as well as the high risks involved 

in lenling to the rural sector. As a result the rates of interest under 

the New Agricultural Credit Scheme have been so adjusted that the Bank 

will lend to the Co-operative Societies at 9 percent interest per annum 

and the Societies in turn should lend to their members at not more than 

12 percent. Where a Society repays a Bank loan in full on or before the 

due date, the Bank will give the Society a rebate of 3 percent on the 

interest recoverable. The Society is expected to give the same rebate 

in respect of monies that have been re-lent to its members, if the members 

repaid their loans on or before the due date. The facilities of organised 

credit through financing institutions available to the urban borrower are 

not available to the rural borrower. If Co-operative credit was not 

available, the rural borrower will have to go to the private money lender 

and obtain at interest rates which were much above the legal maximum of 

18%whilst the urban borrower can get it at around 15 percent. 

The rate of interest given under the Rural Bar Scheme and the 

Extended Credit Scheme are the same as for the New Agricultural Credit 

Scheme.
 

The rates differ within the limits mentioned depending on the period 

of the loan. 

3. Collateral 

Normally the peasant farmers are not in a position to submit any 

type of acceptable collateral. Loans given by the Department of Agrarian 

Services to the I'ulti-purpose Co-operative Societies are based on a bond 
signed by the Chairman and Secretary of the Multi-purpose Co-operative 

Society in favour of the Commissioner of Agrarian Services. A copy of 
this bond is given in Annexe 6. The members of the Co-operative Societies 

in turn sign a bond in favour of the Co-operative Societies. This bond
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is signed by the member with two sureties who should also be members 
of the Co-operative Societies. Under the New Agricultural Credit Scheme 
the individual members submit their loan applications to the Primary 
Societies through their branch committees. These applications must be 
recommended by the Branch Comittee and the Co-operative Inspector. 

Wherever possible land, buildings, vehicles, and other assets which are 
acceptable to the Co-operative Society will be accepted as collateral. 

4. Other Subsidy 

The Department of Agrarian Services operates a fertiliser subsidy 
scheme. On a recowmendation made by the Committee on Paddy Fertilisers 
appointed by the Minister of Agriculture and Food in 1968 the Government 
decided to introduce a single rate of subsidy of 50 percent for both 
cash and credit purchases of fertiliser, with the commencement of the 
Maha 1968/69 season. This brought to an end the system of dual subsidy
 
under which purchasers of fertiliser for cash payment were entitled to 

a subsidy of 50 percent and purchasers of fertiliser under the Credit 
Scheme were entitled to a lower subsidy of 331 percent. This introduction 
of a uniform subsidy resulted in a considerable simplification in the 
administration of the fertiliser subsidy scheme. Under the earlier 

scheme a Co-operative Society which obtained fertiliser on the 333 subsidy 
and sold the whole or part of it for cash (i.e. at the 50 percent subsidised 
price) was entitled to a subsidy conversion of such cash sales provided 

it applied for conversion within 45 days. Similarly with effect from 
1.10.67 a cultivator who obtained his fertiliser under the 333 percent 

subsidy was entitled to a conversion to the higher subsidy if he repaid 
his entire cultivation loan to the Co-operative Society in time. 

xertiliser issues made during 1963/64 to 1969/70 (a) for direct 

payment of cash and (b) under the Credit Scheme are given below with 
the comparative figures for the previous years. 
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TABIE XIX 

FMTILIER ISSUE FOR CAST & CREDIT - 1963/64 TO 1969/70 

Year For Cash Percertaw On Credit Percenta 
of Total of- Total 

1963/64 39,064 65 21,032 35 
1964/65 30,471 72"5 11,575 27.5 

1965/66 31,059 76.7 9,429 23.7 

1966/67 38,071 72 14,784 28 

1967/68 49,862 58.3 34,369 41.7 

1968/69 63,157 73.3 22,909 26"7
 

1969/70 74,016 86"7 11,341 13"3 

Source: Department of Agrarian Services 

These figures show that sales of fertiliser on credit had decreased 

by 11,460 tons between 1967/68 tod 1968/69 and by a further 11,568 tons 

between 1968/69 and 1969/70 inspite of the fact that the subsidy was 

raised from 3313 percent to 50 percent for fertiliser supplied under the
 

Credit Scheme. Itwould not be incorrect to ascribe part of the 

reduction in credit sales of fertiliser to the reduction incultivation 

loans granted by the Peoplets Bank as a result of the high rate of default 

which rendered a large number of farmers ineligible for loans in the 

succeeding cultivation season. The shift of farmers from 'credit' 

purchases to 'cash' purchases of fertiliser during 1968/69 isseen from 

the increase of cash purchases from 49,862 tons in 1967/68 to 63,157 tons 

(an increase of 13,295 tons) ain d t o 74,016 tons in 1969/70. 

The above Table indicates that it is normal for cash sales of 
fertiliser to be over 72 percent of the total sales except in the years 

1963/64 and 1967/68. Itwould be seen that in these years there has been 

a significant change in the proportion of 'cash' sales of fertiliser. 

The increase incredit sales of fertilisers bear some relation to the 
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increase in the total volume of credit obtained under the a ricultural 

credit schemes.
 

As in previous years the Multi-purpose Co-operative Societies 

continued to be the main suppliers of fertiliser to the far-ing 

pupulation. This is seen fro the following Table: 

TABLE XX 

ISSUE OF FERTILISER 

Year 
Co-operative 
Societies 

Cultivation 
Comai ttees 

Authorised 
Dealers 

Individual 
I Tota 

(tons) (tons) (tons) (tons) 

1966/67 39,540 3,093 2,774 7,448 82,855
 

1967/68 61,039 2,063 G,599 14,530 849234
 

1968/69 65,054 2,411 7,721 10,880 86,066
 

1969/70 63,178 2,181 10,761 9,237 85,357
 

Source: Departmnt of Agrarian Services 

The co-operative zodetles obtaired their f ertiliser fro, the Deyhrtment 

on loans granted by the Pcople's Barc or b direct payment in cash. Apart 

froi. the fertiliser subdidy, other subsidies play an imfortant role in 

encouraging a-ricaltural production both in the plantation aud peasant 

sectors. 

The following Table summarises the rates of subsidy on inputs 

given in the late 1968 and early 1969 for various crops: 
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TABLE XXI 

RATSS OF SUJSIDY ON IIPUTS 11 1968/69 

Crop 	 Operation Subsidy per Unit
 

Tea Replanting Rs 3,750 per acre 1
 

per 	acre 5 years 2Fertiliser Rs 403 over 

Tea machinery 50A subsidy at normal interest rates 

Rubber Replanting R 1,400 or Rs &,500 per acre 3
 

Coconut Seedlings 70/ of cost
 

Fertiliser 50% of cost
 

Rice 4 Fertiliser 	 50A of cost 

Seed paddy PF2 per bushel
 

Seeders and Weeders 401 of cost
 

Tractor hire Government tractor stations
 
operated at loss
 

Irrisation Variable 5
 

i 	 Subsidy paid from the self-financed Tea Fund. 

2 	 The subsidy at aa annual average rate of L 80 per acre per annum is
 
for holdings under 100 acres and intended to cover 50/ of the cost
 
of fertiliser. 

3. 	The higher rate is for estates of under 100 acres 

4. 	Neither credit provision nor extension services has been included
 

as subsidised inputs.
 

5. 	Under major schemes an attempt was made to charge for maintenance
 
on a per acre basis at a rate varying from Re.1 to L 5. These
 
charges have been waived after 1970. The subsidy involved in
 
providing irrigation for major schemes may, however, be equivalent
 
to around Rs 200 per irrigated acre per year. 

Source: 	 Ministry of Agriculture. Agricultural Development
 
Proposals - Colombo, 1966, and Implementation Programme
 
and Targets, 1967-1968.
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The Government also operates the food subsidy in rice and sugar. 
2 lbs. of rice per week are given free to every member of the Co-operative 

Society whilst another 2 lbs. is sold at 50 cents per pound to each member 
of a Co-operative Society. 

5. Appraisal Techniques 

Loans are given only to members of Co-operative Societies. Under the
 

new Agricultural Credit Scheme the maximum borrowing allowed to a cultivator 

is restricted by the number of shares of Rs 50 each, which he holds and 
depends on whether he cultivates for a single season or two seasons in the 

year. 

The following Schedule shows the maximum borrowing allowed to a 
cultivator up to 10 acres. Prior to the introduction of the New Agricultural 
Credit Scheme, an individual cultivator was entitled to obtain a sum not
 

exceeding Rs 175 per acre up to 
a maximum of 6 acres for the first cultivation 
season, and where there were two cultivations a year, for the second season 

his total indebtedness could rise to I- time8 this sum. Under the
 
present Scheme, 
 the liait of Rs 175 per acre was increased to Rs 220 and the
 

maximum of 6 acres was raised to 10 acres.
 

No. of Acreage Maximum Total IMCL LqCimL
 
shares to be entitlement for the entitlement
 
held cultivated for Ist season year for 2nd season
 

One One 220 (11 As220) 330 Difference between the 
One Two 440 660 IMCL and the indebted-

One Three 660 
 990 ness at time of lending

One Four 880 00_q
 
One Five 1 ooo
 
Two Four 800 1,320
 
Two Five 1,100 I,650
 
Two Six 1,320 1,980
 
Two Seven 1,540 2.000
 
Two Ten 2000000
 
Three Seven 1,540 2,310
 
Three Eight 1,760 2,640
 
Three Nine 1,980 
 2,970
 
Three Ten 2,200 3600
 
Four Ten 2,200 3,300
 

,l Is 
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On receiving individual loan applications the Committee of the 
Co-operative Society will consider the eligibility of each applicant for 

loans on the basis of his individual maximum credit limit and his credit 
needs for cultivation. The Co-operative Inspector is reqired to test 

check 10 percent of these applications and also to see that the Society 

deals with them promptly. The Conmiittee will thereafter prepare the 
Composite Loan Application Form of the Society and also summon a General
 

Meetin- for detormining a society's maximum credit limit. All this
 

should be done early enough to ensure that this loan application (duly 

endorsed by the Co.oerative Inspector to the effect that the loan 

applied for, is witihin the maxiwu credit limit approved by the Assistant 

Corwnissioner for Co-operative Development) reaches the Bank at least I"j
 

.ionths prior to the co,,encement of the cultivation season.
 

Just before the comencement of the season the Committee of the 

Society will study the Production Plan prepared at the village level by 

the Cultivation Cojrttee. The Government Agent who is also the Deputy 
Commissioner of Agrarian Services and Deputy Commissioner of Co-operative 

Development is required to supervise very closely the village level 

production plan aid nominate az officer as his agent for certifying
 

the village level plans and the loan applications prepared by the
 

Co-operative Society. The Village Level Officer's certificate is given
 

on behalf of the government and it is the basis on which a credit
 

guarantee is given by the Central Bank on behalf of the government.
 

After the study of the Production Plan by the Committee of the
 

Society and other officers responsible for the preparation of the plan, 

a revised J.oan application on the basis of the conditions for cultivation
 

actually prevailing, will be prepared and sent to the Bank together with 

the bond and usance note. 

In Appendix 7 is given a model time table of operations relating 

to loan applications in the Dry Zone of Ceylon where the North East 
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monsoon coLmences about October. And inAppendix 8 isgiven the manner
 
in which the maximum credit limit of a Society should be assessed. 

Part of the loan is incash and part in %ind. Inregad to loans
 
inkind the procedure adopted after 1.9.67 was as follows:
 

(a) Fertilisers
 

The usual application form for fertiliser loans inkind will be
 
perfected by the Society and doepatched to the Bank together with the
 
Revised Loan Application Form (Form No.2). The Bank ingranting the
 

loan will despbtch the fertiliser application form to the Assistant
 
Comissioner of Agrarian Services requesting him to supply fertiliser
 

at the 50 percent subsidy rate up to a value not exceeding a specified
 

sum and to send the Bank his bill and the Society's receipt for supply.
 
The Assistant Commissioner of Agrarian Services will thereupon check the
 
application, arrange for supply and prepare and remit to the Bank his
 
bill and a copy of his Storekeeper's Sale Invoic together with the
 

acknowledgment of the duly authorised representaLive of the Society.
 
(For cunvenience the Asst. Commissioner of Agrarian Services may send
 
fortnightly one bill in respect of several transactions with different 
societies). The Bank will then pay the bill, debit the relevant 
Society's account and despatch to the Society a debit note showing the 
amount of the fertiliser loan, and quoting reference to the relevant 
Sale Invoice. 

(b)Seed Paddy
 

After 31st August 1967 seed paddy loans are given in cash, excepting 
loans for certified seed paddy which will be given in kind for distribution 
only among farmers seleoted by the District Agricultural Extension Officer. 
Where a society requires such a loan in kind, the requirement should be 
separately included in the revised loan application form, and the quantity 
and variety needed and the source of supply given inan annexe to that 
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form. Of course it will be necessary for the Society to ensure that 
the certified seed paddy required is reserved by the Agricultural 
Instructor for the members who are to receive it. When the Bank decides 
to grant such a loan, it will forward to the Assistant Commissioner of 
Agrarian Services the annexe referred to and request him to supply the 
seed paddy and remit to the Bank his till together with the Society's 
receipt for the commodity. The Bank will subsequently pay the bill, 
debit the society's account and send the society a debit note showing 
the quantity and value of the seed paddy. The Assistant Commissioner 
of Agrarian Services will also send to the Divisional Agricultural 
Extension Officer a monthly return of issues of certified seed paddy
 

under this Scheme. 

(c) Agro-chemicals 

Inapplying for insecticides and fungicides as loans inkind, the
 

Society will state in an annexe to the revised loan application form the 

recognised institution from which it proposes to make the purchase, and 
give the varieties, quantities and approximate value of the agro-chemicals 
required. The Bank will request the Assistant Commissioner of Agrarian 
Services to arrange for the supply from a suitable institution and remit 
the bill and the Society's receipt for the supply. Thereafter the Bank 
will pay the bill, debit the Society's account and despatch a debit note 
to the Society giving particulars of the loan. The Department of Agrarian 

Services will study the market conditions relating to the more popular 
varieties of agro-chemicals and take the necessary steps to see that these 
commodities would be available in each district at a reasonable price. 
Where a society anticipates any difficulty in obtaining timely supplies of 
the required variety through this procedure, it is at liberty instead, 

to apply for a cash loan for this purpose. 

(d) 	 Barbed wire and other loans in kind 
A procedure similar to that for the supply of agro-chemicals will be 

followed in such cases.
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Under the Extended Credit Scheme and the Rural Bankc Scheme the 

usual technLique adopted depends mostly on the personal lcnowledge the
 

Committee of a Co-operative has of the individual member. So long as
 

the member isnot indefault and is acceptable, he will be granted loans
 

according to the purpoo of borrowing and within the limits allocated
 

to him. 

F. Collection
 

I. 	 Resayme.it Record 

The repayment of debt slows a leteriorating trend and the balance 

outstanding has increased pseogressively. The following Table (Table =C I) 

shows the quantities of loans granted, recoveries made and the balance 

outstanding, for loans 6iven out by Governent Departments (as distinct 

from those schemes financed by the People's Bank.) It will be seen from 

the Table that in the jeer 1963/64 there is a sharp increase in the loans 

granted. This was a result of making only those members who were in 

default ineligible for loans rather than the earlier practice of 

debarring the entire membership of a co-operative society which had 

defaulted in their repayments, the other reason being the extension of 

the credit limit per member, The amount of recoveries, and the balance
 

outstanding also shows a sharp rise during the same year. 
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TABLE XXII 

LOA:3 GRUT 
AI:!4TA:AaY MID 

TO CO0-OPMATIVO 3CI, .I3 AMOUT RECOV, 
BAIJUMC' OUTSTANDING AT END OF EACH YEAR 

%RD 

Loan
 

Year Lran Recoveries Balance

Granted Outstanding 

Rs Rs 

1947/48 4,356,000 2,544,000 1,812,000
 
1948/49 5,563,000 2,040,000 5,335,000
 
1949/50 4,247,000 3,654,000 5,924,000
 
1950/51 6,695,000 4,147.000 8,472,000
 
1951/52 8,836,000 7,420,000 9,888,000
 
1952/53 15,864,000 7,438,000 18,324,000
 
1953/54 11,709,000 11,305,000 18,728,000
 
1954/55 14,674,000 15,630,000 18,372,000
 
1955/56 18,370,000 17,512,000 19,230,000
 
1956/57 21,934,000 21,787,000 1),377,000
 
1957/58 13,809,000 12,544,000 20,642,000
 
1958/59 18,382,000 13,022,000 26,022,000
 
1959/60 13,961,000 13,815,000 26,148,000
 
1960/61 11,406,000 13,395,000 24,159,000 
1961/62 12,618,000 13,134,000 23,643,000
 
1962/63 10,667,000 9,462,000 24,848,000
 
1963/64 34,588,000 16,200,000 43,200,000
 
1964/65 27,555,000 16,517,000 54,238,000
 
1965/66 28,138,000 21,324,000 61,052,000
 
1966/67 32,307,000 14,825,000 78,534,000
 
1967/68 2,630,000 1,146,000 75,018,000
 
1968/69 3,078,000 1,527,000 7E,569,000
 
1969/70 1,367,000 1,140,000 76,796,000
 
1970/71 225,000 397,000 76,624,000*
 

Total 322,979,000 246,315,000
 

* Of this sum, loans granted prior to 1.10.58 amounting to 
As 5,784,000 have been written off leaving a balance of 
As 70,840,000 outstanding. 

Source: Department of Agrarian Services. 

The following Table shows the overall position of loans granted and 
repayments under the New Agricultural Credit Scheme for paddy loans i.e. 
from the inception of the Scheme in 1967 to 1970: 
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TAML MOII 

New Agricultural Credit Scheme - Pady Loans 

season i n As percentage of amount utilised. 
Amontn Rpees Ydllion1 

t1 

Maha ' Hahn I ahm I Kaha 1wi N I 

1967/68 19 1968169 Ya" 11969/701 . 19C7/68 68/69 1 
19691 1970 '19689 1969 967 1

Operation 

Ioan gate 61.41 11.3 45-.7 9.9 9.2 111.5 100.0 170z.oI 100.0 1 1o.o 100.0 100.0 

Total Repayments of ,,il. 52-.41 9.5 27.3 7.8 1 18.7 6. s 85.3 8.01 59.1 784.8 477 52.2 

Voluntary 1 43.0 1 9.0 P4.9 7.6 1 18.7 6.0 1 70.0 79.6 j54.5 76.8 47.7 11 

Rice Ration Coupons i 9.4 0.5 2.1 0.2 0.0 0.0 15.3 4.4 * 4.6 2.0. 0.0 .30 0.0 
0 5 I 0.01 15 . 4 . , 4 .

II 0 6 

Crop Failure Zxtensions j 0.41 9.21 4.91 0.6, 0.5 0.7 1.8 107 6.11 1.31 0.01 

De not inDefault 0.01 0.01 0.01 0.,j 0.7 1 4.7 0.0 0.0, 0.0 1. 8 40.9 

Dfut8. 1. 1 13.8 1l.4j __9_3 0.81_ 14. 14.21___ 30.2 1. 4. 6.9J 

Source: Central Bank of Ceylon, Annual Report, 1970. 
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The deteriorating level of voluntary repayments has been a 
significant feature accounting for the decline in the coverage of the 
Scheme. Voluntary repayments, which were 70.0 percent of loans 
granted in the Iaha Season of 1967/68 and 54.5 percent in the Naha 
Season of 1968/69 declined further to 47.7 po.ecent in the Naha Season 
of 1969/70. Voluntary repayments in the Yala Season declined from 
79.6 percent in 1968 to 76.8 percent in 1969.
 

In the previous years the total recoveries were higher than 
voluntary repayments when the value of rice ration coupons hypothecated 
under the scheme are taken into account. (In Ceylon rice is rationed 
and issued on coupons to members of Co-operative Societies.) In 1970
 
however, with the government's decision to restore hypothecated rice
 
ration coupons to the defaulting borrowers, total recoveries do not
 
exceed voluntary repayments.
 

The broad picture emerging from this Table is that (a) the decline 
in the use as well as in the repayment of credit began in the very next 
year after the commencement of the scheme; (b) the declining trend in 
both use and repayments of credit has become pronounced in later years 
and (c) the decline in repayments has been at a much fa~ter rate than 
the decline in the use of credit. 

Since the defaulting borrowers render themselves ineligible for
 
further loans under the Scheme, the utilisation of credit falls along
 
with a decline in repayments. However, the more pronounced decline in 
the rate of repayment was found to be mainly due to new borrowers 
utilising the Scheme and due to borrowers who had defaulted on past 
loans borrowing in others' names. The district-wise position as 
regards repayment in shown in the Table annexed.
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TABLE CMVI 
DISTRICTwISE CLASSIFICATIOCI OF REPAYM-,hNTS AS A P]U-COTAGE 

OF ANOUNT BORRO'EMD 

District 1967/68 

S-

68/69 

ahaa 

69/70 70/71 1968 

Yala 

1969 1970 

Group A 
----------------------- -

Kandy 
Polonnaruwa 
Kegalle 
Badulla 

99 
96 
95 
94 

94 
89 

100 
85 

89 
89 
93 
79 

31 
66 
36 
80 

97 
95 

100 
93 

95 
88 
89 
93 

83 
78 
73 
86 

Group B 

Colombo and 
Kalutara 

Iatale 
Ratnapura 
Matara 
Moneragala 
Jaffna 
Nuwara Eliya 

92 
95 
92 
94 
86 
94 
97 

84 
96 
91 
96 
86 
79 
79 

63 
46 
71 
61 
61 
61 
72 

44 
28 
67 
40 
64 
54 
22 

87 
96 
98 
87 

100 
100 
78 

67 
100 

81 
83 

LO0 
-
62 

54 
55 
58 
49 

100 
87 
36 

Groui, C 
Anuradhapura 
Puttalam 
Amparai 
Trincomalee 
Vavuniya 
Mannar 
Batticaloa 
Galle 
Kurunegala 
Hambantota 

74 
81 
71 
83 
90 
87 
87 
78 
87 
89 

17 
44 
56 
66 
38 
49 
60 
77 
70 
80 

20 
40 
55 
46 
40 
52 
27 
61 
26 
43 

20 
30 
46 
14 
-
-
39 
67 
29 
82 

40 
71 
90 
78 
23 
-
80 
64 
82 
60 

55 
67 
91 
57 
79 

-
35 
71 
61 
60 

36 
58 
75 
55 
-
-
34 
43 
37 
66 

Source: 
----------

Defaulters' Survey, Central Bank of Ceylon. 
---
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The districts ofI Kandy, Polonnaruwa, Kegalle and Badulla have 

consistently maintained high levels of repayments as shown by 

Group A in Table 4. The districts incluled under Group B recorded 
very high levels of repayments in the first two seasons of operation 

of the scheme, showed a slight deterioration in the Yala of the 

second year and from the third year onwards the repayments were very 

poor. The districts under Group C have almost a consistently low 

record of repayments.
 

This position is also confirmed by the Annual Report of the 

Central Bank 1970, Y:oh states that the level of voluntary 

repLTments in Maha 1969/70 were lower than in the previous Jaha 

in most districts. The levels in districts like Kantr, Matara, 

Polonnaruwa, Moneragala, Ratnapura, aid Kegalle which were higher 

than in the previous season, also declined, mmrkedLy in sora cases. 

In Matara the level dropped to 59.43 percent of loans granted from 

91.95 percent in Maha 1968/69; in Moneragala, the level declined 

from 77.29 percent, to 58.47 percent. 

Subsidiaxy Crops 

The district-wise position for loans granted and the amount 

recovered for 1968/69 for subsidiary crops (according to the 

Annual Report of the Central Bank far 1970) are shoim in the 

Table annexed. 

As can be seen from this Table recovery levels have been 

lower in 1969/70 than in 1968/69. Recoveries were the highest 

in the case of loans for potatoes with 72.38 percent of loans 

granted, while Groundnuts and Maize recorded the lowest recovery 

rate of 15.38 percent. 

The recovery of loans in the Jaffna District has been 

lower at 65.2 percent of loans granted as against 89.3 

percent in 1968/69. Recoveries in the Badulla District 

amounted to 48 percent as compared with nearly 90 percent 

in 1968/69. 

3S
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TABLE XXV 

District-Wise Analysis of Loans for Subsidiary Crops - 1968/69 

Amount in Rupees Hundred
Chillies Red Onions Potatoes 


District Granted Recovered Granted Recovered ranted Recovered 


' Vegetables Percentage of Recoveries 
Granted Recovered Chillies Red Potatoes Vegetables 

Onions 

Colombo . ... .. - -Kalutara . ... .. 210 210  100.00
Kandy .Matale 153 . .. 962 877 - 46 - - 96.16- - 3o.06 -  -NuwaraEliya  3,527 1,670 1,113 958  - 47.34 86.07Galle . - - - -Matara . ..- 

- - -Hambantota 1,705 727 224. 14.9  -Jaffna 12,704 9,102 21,815 21,372 3,411 3,409 
42.63 66.51 - 

- - 71,64 97.96 99.94.Mannar - - - - - - - - -Vavun1ya 1,993 337 .. .... 16.90 - -Batticaloa - -.........
Amparai 
- -



- - - -Trincomalee 246 139 11,461 1,023  - 56.50 70.07 - -Kurunegala 127 9 148 133 -  7.08 89.86 - -Puttalam 55. 185 2 2 - -Anuradhapura 1,682 177 - 33.39 100.00 - - - - 10.52 -  -Polonnaruwa 223 215 140 140  - 96.41 100.00 - -Badulla 4 4 7 7 8,083 7,264. 1,636 1,479 100.00 100.00 -Moneragala 454 4 261 261 -  - - 95.59 100.00 - -Ratnapura 569 455 646 465 - - 427 271 79.96 71.98 - 63.46Kegalle - - - - - - - - - -
Total 20,4.14 11,830 24,704. 23,552 15,021 12,343 4,I3.8 3,795 57.95 95.3 82.15 87.2850* 50* 

100.00* 

Bombay Onions. ource Central Bank of Ceylon, Annual Report 1970 
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TABLE XXv (Contd.) 

District-Wise Analysis of Loans for Subsidiary Crops - 1969/70 

Amount in Rupees Hundred 

DI strict Chillies 
-.-...

Granted Recovered 
Red Onions 

Granted Recovered 

Potatoes 

Granted Recovered 

Vegetables 

Granted Recovered 

Percentage 

Chillies Red 

Onions 

of Recoveries 

Potatoes Vegetables 

Colombo 
Kalutara 
Kandy 
Matale 
Nuuara Eliya 
Galle 
Matara 
Hambantota 
Jaffna 
Mannar 
Vavuniya 
Batticaloa 
Amparai 
Trincomalee 
Kururagala 
Puttalam 
Anuradhapura 
Polonnaruwa 
Badulla 
Monaragala 
Ratnapura 
Kegalle 

- -
. -
- -
m -

- m 
- m 
- -
893 63 

15,651 8,270 
- -........ 
600 2 
-.......... 
-.......... 
269 67 
479 107 

1,289 302 
2,982 351 

112 89 
- -

1,100 54.1 
559 321 

-

-
-
-
m 
m 
-
-..... 
13 

26,125 

...... 

2,198 
122 
-
...... 
...... 
-
410 
608 

I -

-
m 
-
-
m-... 

38 
16,920 

77+ 
71 

-. 

-
211 
179 

I.-

-
82 

-
2,827 

-
6,65. 

.... 

7,275 
.... 
.... 

68 
-

2,0.1 

-
6,409 

3,671 

-
155 
950 

-
773 

-

-. 

935 

I 

-
155 
767 

509 

-

312 

-

-

7.05 
52.84. 

.33 

24. 90 
22.33 
23.42 
11.77 
79.46 

-
49.18 
57.42 

m-

-
-
-

28.35 
64.76 

-

35.21 
58.19 
-
-
-

-
51 .46 
29.44 

I-

-
82.92 

-
72.19 

-
96.31 

-

-
-
-
-
-

50.46 
-
-

I 

100.00 
80.73 

65.84. 

-

-

-

-

33.36 
-

I 

Source: Central Bank of Ceylon, Annual Report 1970 
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In 1971 the Central Bank conducted a survey of farmers
 
who had defaulted in their repayments of loans taken under the new
 
Agricultural Credit Scheme. survey covered 1.9.67
The the period to 
31.12.70. This sample survey threw light on the causes of default 
as well as the attitudes of farmers to their borrowings and repayments. 
The following Table contains some of the relevant data. 

TABLE XXVI 

Income. Area Cultivated & Borrowings per Family 
(Defaulting Unit) per season
 

Income Group %of Area Av. Av.Bor- Av.Bor- ill

of family - defaul- culti- income rowing rowing loans
 
per season ters vated per por per as
 

per season season season of
 
season per per per income
 
per family family family

family (all New
 

sources) Agri
cultural 
Loan 

Rs, Ra. 
0- 300 5.6 1.02 196.2 61.2 108.0 55.0
 

301- 600 
 18.1 1.61 473.2 96.6 170.4 35.5 
601-1500 47.4 1005.0 214.21.93 112.8 21.3
 

1501-3000 19.6 3.05 2181.0 184.2 406.2 18.6

3001-4500 5.0 3.42 3570.0 195.6 566.4 
 15.8 
4501-6000 2.6 5271.65.61 318.0 1087.8 20.6 
Over 6000 1.7 14.30 13983.6 444.0 1877.4 13.4 
Total 100.0 2.41 1551.0 136.2 306.0 19.7 

Source: Defaults Survey Central Bank of Ceylon. 

The average debt (all loans) is nearly 20 percent of the average
 
income, except for the two lower income groups the proportion of debt 
to income deferred little from the average.
 

I. Report of the Survey of Defaults in the repayment of new
 
agricultural loans - conducted by theDepartment of
 
Economic Research - Central Bank of Csylon.
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Nearly 95 percent of the defaulters were paddy farmers and they 
had taken 97 percent of' the loans granted. The total area cultivated 

was 14,190 acres or on an average of 16.9 acres per farmor defaulter 
for the 7 seasons. Thus the average per season works out to 2.41 
acres per defaulter. 

TBLE XXVII 

Non-Aricultural Loans - Amount borrowed, repaid and 
overdue by income groups Pie, defaulting Unit 

Income group MAt. borrowed Amt. repaid with Amt. overdue
 
per season as % of Income interest as % of with interest
 

Income as %of amount 
...... . ....... .. ._ _ borrowed. 

0 - 300 31.2 16.5 63.1
 
301 - 600 20.2 12.0 52.0
 

601 - 1500 11.2 6.6 52.5
 

1501 - 3000 8.4 4.6 56.5 

3001 - 4500 5.5 3.2 9+.1 
4501 - 6000 6.0 3.1 56.2 

Over 6000 3.2 1.7 56.0
 

Total 8.8 5.0 54.3 

Source: Defaults Survey, Central Bank of Ceylon 1972. 

The amount overdue was 4.8 percent over income while the amount 
borrowed was 8.8 percent. The gap between the amount borrowed and 
amount repaid as a percentage of income increases with a decrease in 

income. This is true of all loans. 

Reason for Default 

The Defaulters Survey made it possible to identify 17 causes of 
default on the basis of answers given by the infvmmants. The following 

Table gives the percentage distribution of defaulters, the amount 
overdue under the new Agricultural Credit Scheme and the amount 

overdue in respect of all loans taken classified by each of the 

causes for default. 

431153 
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TABLE XXVIII 

Amount Overdue Classified by Causes 
of Default 

Defaulters 	 New Agricul
tural loan

Cause 	 of Default Overdue 

% of
 
No. Total kmount Total 

Rs. 

1. Crop failed 222 26.4 135,931 32.8 
2. Low Income 
 145 17.2 	 66,968 16.2
 
3. No 	 intention to repay 	 101 12.0 80,503 14.6 
4. Illne ss/Death 	 75 8.9 36.680 8.8 
5. 	 Indifference of Co-operative
 

Officials 
 74 8.8 26,122 6.3 
6. Malpractices 	of Co-operatives 66 20,8037.8 	 5.0
 
7. 	 Heavy Expenditure (legal,
 

ceremonial etc.) 19 2.3 
 8,674 2.1 
8. Think Loans may be written off 17 2.0 6,603 1.6 
9. Misuse of Loans 16 1.9 	 7,188 1.7
 

10. Think loan will be outright grant 14 1.7 7,163 1.7 
11. Lack of Irrigation facilities 
 13 1.5 	 4,885 1.2 
12. Heavy Indebtedness 10 1.2 	 5,451 1.3 
13. 	 Malpractices of Goverment 

Officials 5 o.6 3, 2. 0.3 
14. Heavy Capital Expenditure 4 	 2,9150.5 	 0.7 
15. Unemployment 3 0.4 1,005 0.2 
16. Political Interference 	 3 1,2160.4 	 0.3 
17. Withdrawal of facilities to
 

surrender Rice Ration Book 2 0.2 75 
18. Other 52 6.2 19,282 4.7 

Total 81 100.0 414,698 100.0 

Source : Ibid Page 30 
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The two most important causes are low incomes and crop failure. 

These two are related to each other and accounted for 49 
percent of the loans overdue. Of the defaulters 8.8 percent 

reported that if the Co-operative Officers had not shown 

indifference but had been active they would have repaid their 

loans in time. 

It is not surprising to note that 12 percent of the 

defaulters had no intention to repay while another 2.0 percent 

thought that some day the loans will be written off. This 

would be a natural consequence of the waiver of debt given in 

1966. Still another category of defaulters considered these 

loans to be outright grants. This could mean that nearly 

18 percent of the overdue loans in the surveyed sample will 

not be returned because of these attitudes by the borrower. 

Crop Failure 

Crop failure has been the more cormon cause of default. 

The area affected by crop failure was 19.1 percert of the 

cultivated area. 

The following Table gives the present distribution of 

area cultivated, area of crop failure,.amount borrowed and 

amount overdue, during the reference period of the Surveo of 

Defaults (i.e. from 1.9.67 to 31.12.70). 
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TABLE XXIX 

Percent Distribution of Azrea Cultivated.
 
Area of Crop Failure. Amount Borrowed
 

And Amount Overdue
 

Size of Area Area Area Crop Amount Amount 
Cultivated culti- Crop Failure Bor- Overdue 
(Acres) vated Failure as a % rowed as 

% % 	 of area as% of 
culti- of Total 
vated Total
 

0- 169 - 0.1 61.3 0.4. 0.8
 
161 - 320 0.2 0.2 29.6 0.6 0.9
 
321 - 480 0,4. 1.0 45.3 1.0 1.2
 

481 - 600 1.1 1.7 28.2 2.0 3.1
 
601 - 800 0.6 0.8 24.5 1.6 1.9
 
800 - 1600 10.4. 12,2 22,4 13.5 15.2
 

1601 - 2400 14.3 18.1 21+.1 13.8 15.6 
2401 - 3200 14.7 16.8 21.9 15.6 15.1 
3201 - 64.00 3X.2 30.3 16.9 35.6 29.7 
6401 -12800 14.3 12.6 16.9 12.8 13.9 

Over 12800 9.8 6.2 12.1 3.1 2.6 

Total 100.0 100.0 19.1 100.0 100.0 

Source: Ibid page 33 

There does not seem to be a uniform distribution of the 

crop failure on apercentage basis. The burdens imposed by such 

losses would be heavier among the lower income groups. xcept 

in case of the highent income groups, crop failure affectad the 

repaying capacily of all other income groups by more than the 

amount that was overdue. 

Low incomes have also accounted for 16.2 percent of the 

overdue loans. It is the most important economic feature and 
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it stems from low productivity of land and labour combined. Low 

yields have been the cause of low incomes. The average yield 

per defaulting cultivator was 37 bushels per acre which was 

65 percent of the national average. District-wise variations 

were very wide. Generally the Colombo and Kalutara Districts 

had low yields while Polonnaruwa and Mannar had very high yields. 

The yield data obtained in the survey are compared below with the 
average yield in each district obtained from crop cutting surveys 

done by the Department of Census and Statistics. 

TABLE XXX 

Paddy - Maha Yields in 1970/I1 - Defaulters Survey 

Data Compared with Average Yields 

District Average Yield Average Yield 
(Surver of (Department of' 
Defaults) Census & 

Statistics) 

Colombo 28.8 38.85 
Kalutara 28.0 33.18 
Galle 28.1 28.50 
Matara 34.5 29.85 
Hambantota 31.4 40.95 
Kandy 35.9 35.98 
Matale 32.3 63. 2! 
Nuwara Eliya 30.3 93.92 
Badulla 26.0 66.42 
Moneragala 39.7 50.95 
Kegalle 37.6 61.80 
Ratnapura 35.7 44.85 
Kurunegala 34.0 48.62 
Amparai 
Polonnaruwa 

34.5 
45.7 

52.38 
89.15 

Anuradhapura 39.0 58.32 
Puttalam 23.7 4j. 92 
Batticaloa 37.2 46.90 
Vavuniya 
Mannar 

32.3 
48.6 

43.15 
52.48 

Trincomalee 29.9 55.60 
Jaffna 35.8 33.00 

Total 37.0 52.21 

Source: Tbid page 35. 
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Several reasons were given by the cultivator for these low
 

yields. These were:
 

I. 	 Land was not suited to paddy c.ultivation but under the 
existing circumstances they could do nothing else with 
that land. Unsuitability of land for paddy cultivation 
arose from excessive water-logginG and lack of drainage 
facilities in the South West while lack of irrigation 
facilities mostly accounted for low yields in the Dry
 

Zone belt.
 

2. 	 Inputs are either not available in adequate quantities
 
or not available at the time he wants it most.
 

3. 	 Lack of Extension Services. In most areas the .Extension 
Off1cers had not visited the farmers. He himself has no 
understanding about modern scientific technology. In the 
absence of help of a scientific nature from the Extension 
Officers, he relies on his own "hunches" or he is 
influenced by his neighbours about modern methods of 

production.
 

4. 	 Lack of supervision by members of Cultivation Committees 

or Cultivation Officers or Colonisation Officers.
 

5. 	 Since the yields are low the farmers find it difficult 
to work the land systematically because of monetisaticn 

of rural areas and the shortage of labour in certain 

areas. 

6. 	 Cost of inputs are rising and the farmers are unable 
to utilise the most efricient combination of inputs. 

7. 	 Farmers are not properly organised to employ their 
own advisers. They do not have sufricient knowledge 

of scientifio farming and they have no clue as to 
how they could arsess their success or failure. They 
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are unable to check on progress. Only when the crop has failed
 

can they put the blame on some extraneous factors. No education
 

or Extension is received in methods of scientific farming.
 

The Defaults Survey states that "The bulk oi' these defaulters
 

are generally the small farmers to whom agricultural credit is
 

another form of static credit as it does not help them very much
 

to raise their incomes without other forms of assistance. Very 

often they are neither better off nor worse ofv at the end of the
 

credit period". 

According to this Report interest payments are neither regular
 

nor are they paid separately from capital repayments. Very often
 

only a portion of the interest charges are paid back along with the
 

capital. There were instances where borrowers defaulted only in the
 

payment of interest charges. Interest peyments on the New Agricultural
 

Credit Scheme Loans formed 4. 2 percent of the amount borrowed. There 

was only a small deviation from this average uhon interest payments 

were classified by the size of the loan.
 

It could be said that the size of the loan had little influence
 

on the actual interest payments. Evidently the amount paid as
 

interest was very much less than the amount stipulated. There was
 

a larger proportion of interest charges due than were actually settled. 

On the average interest charges due were 7.4 percent of the amount 

borrowed. Clearly the sum of interest charges paid and due was 

almost the same as the maximum leviable by the Co-operatives on 

loans not repaid in time. However, the small borrowers and medium
 

borrowers had defaulted on loans prior to the reference period
 

thus causing the interest rates paid and those overdue to go above 

the legal amount that could be charged. The interest rates thus
 

varied from 7.6 percent to 20.5 percent of the amount borrowed.
 

Interest charge of over 12 percent of the amount borrowed
 

is certainly too high when compared with the interest charged on
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consumption and other loans. These other interest charges varied 
widely depending on the nature of security, Vpe of borrower and 
the type of lender. Table XaoI balow shows the iutere6t charges 
as percent of the amount borrowed and the interest charges that 
are due, classified by income groups.
 

TABLE XJOI
 

Interest Parvents Per Defaulting Unit 

(Rupees per month) 

Income Amt.Borrowed Amt.paid Inter- Inter- (NA Loan) Pay-
Group 1A ,oans Al--oans as Inter- est est ment of interRse.p.m. Rs. Rs. 	 est (NA paid due est as % of
 

Loans) other NA Loans amount
 
Re. Loans Rs. borrowed 

Int. Int. Total
 
Pd. due 

0-50 10.2 18.0 0.5 0.6 1.2 4.9 11.8 16.7 
51-100 16.1 28.4 0.6 1.3 1.2 3.7 7.5 11..I 

101-250 18.8 35.6 0.8 3.0 1.4 4.3 7.4 11.7 
251-500 30.7 67.7 1.2 6.9 2.3 7.5 11.43.9 
501-750 32.6 94.4 1.4 8.9 2.8 4.3 8.6 12.9 
751-1000 53.0 181.3 2.0 16.3 2.7 5.13.8 8.9 
Over 1000 74.0 312.9 2.2 17.5 4.1 3.0 5.5 8.5 
Total 22,7 51.0 0.9 4.2 1.7 4.0 7.5 11.5 

Source: Ibid Page 50.
 
Note: NA = New Agricultural Credit Scheme. 

The actual interest payments by dsze of new agricultural loans 
indicate that the charges tend to rise wifa the rising incomes. The 
difference between the low interest charges and the highest interest 
charge is not significant. But the amount of interest overdue in 
respect of both NA loans and 	all loans forms a high proportion of 
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repayments in the lowest income groups. Payment of interest on
 

New Agricultural Loans as percentage of amount borrowed varied
 
between 3.0 percent to 4.9 percent with a national average of
 
4.0 percent. Compared to the a6ricultural loans, consumption
 

loans carried a 16 percent interest charge while other loans on
 

the average had an interest charge of 14 percent. In the case
 
of consumption loans there were instances mhere the borrower paid 

nearly 100 percent of the amount borrowed as interest charges 
while in the case of other loans (mainly for cultivation purposes) 

the interest charges varied from about 8 percent to about 45 per 

cent. The low interest payments in the case of Agricultural loans 

as a percentage of the amount borrowed is mainly due to the fact 
that interest payments have been very irregular. The interest 

charges that have been much less than the amountspaid are very due 

from loans. Very often the cuJtivator does not pay the interest 

charges but only the capital and the Co-operative Society merely 

accepts the capital reppyment as what is due and calculates the 

interest charges at the end of the contract. These interest 
charges that are due on agricultural loans varied from 7.6 percent 

to 17.5 percent while the national average was 7.4 percent. 

Interest charges that are shown here as due also refers to the loans 
that were taken during the earlier period prior to the reference 

period of the Survey. 

2. Methods of Collection 

Repayment is made both in cash and in kind. Recoveries in 
kind are made by the Co-operatives when the producers sell to the 

Co-operative Societies. The Societies will deduct the loan 

instalments due and pay the balaaoe to the producer. Prior to 
1971 the producer was able to sell his paddy in the open market 
and to settle his loan instalments in cash to the Societies. 

But after the forming of the Paddy Marketing Board in 1971 the 
Board has been given full authority to carry on the business as 
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purchaser, seller, supplier, distributor, huller, miller or 
processor of paddy rice and provide services in connection therewith. 
The Board was constituted in March 1971 and it started paddy 
purchases in December 1971 in the Matara District and by the end of 
September 1972 it became the sole purchaser of paddy in all districts 
of Ceylon. The paddy is purchased by the Board through Co-operative 
Societies. Section 9 of the Paddy Marketing Board provides far 
recovery of money due to Government and to Co-operative Societies 
from the producer. The Co-operative Societies could deduct the money 
owed to them by the producer and pay the balance. 

The Co-operatives buy the paauy at Rs.14. per bushel and deliver
 
the paddy so bought to the Paddy Stores of the Paddy Marketing
 

Board. These stores, after testing the paddy for quality, issue a
 
goods receipt to the Societies. These goods receipts are discounted 

at quarter percent interest at the various branches of the People's
 

Bank. Afterwards cash receipts are sent to the Paddy Marketing 
Board for reimbursement. The Co-operatives, if necessary, obtain 
the finances to purchase the paddy fram the People's Bank and they 
are also entitled to a transportation fee of 60 cents per bushel 

of paddy. In its budget for 1973, the government has provided a 
further inducement for the sale of paddy to the Padcy Marketing 
Board. The price per bushel ]has been increased to Rs.15, but the 
additional rupee will not be paid direct to the producer but 
deposited in his account into a Provident Fund. 

3. Special Enforcement Procedures 

If arr Co-operative or its members defaults in the repayment,
 
the Commissioner of Co-operative Development has the authority to
 
appoint an arbitrator to decide on an Award. Up to 1968/69, 10,631.
 
disputes were referred to arbitration. Arbitration particulars 
are shown in the Table below as at 1968/69: 
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TABLE XJ0XII 

". Arbitration Particulars 

, .Number 


Arbitrtion pending at the 

be. naiing of the year .. 

Rooren.as to Arbitration duirng the year 
Refe-vance8 decided during the year 

(al. ci'Vicial Arbitrators .. 
Iznofficial rbitrators 

UM 0 

. 
" 

10,634 

21299 

'1,738 

:853 
885 

9,204,701 

4.,796,392 
2,766,518 

793,281+ 
1,973,234 

Appva .bending at the beginning of the y_.e,. 234. 931 ,1 92 
A.,aq: bmitte~i during the year t.' 99 266,046 

App.ala. . .&4.1owed 19 42,665
 
Ap.p&ls d Iis.. •.d 31 82,338

' _________________________
nistr01 . ... et 

. 

.dmnstr
(ow a': - !,i RePt of the Commissioner of
tiv
Co-oper,. Developrent, 1968/69).
 

* ';iithe*,,t-Ift frcom 'P6Jhh. Janut,,7 1969, provision was ande under the 
Co-operitive 0c~ ties (Tenpart.ary Provisions) Act No.43 of 1968 to 

,
. emove 


Co-o 

,'"'51e.s.. and their e3ployees. The Commissioner of 

*evlopment has the power to cancel the registration of
 
6 ,,ind also to liquidate defunct Societies. At the end
 

.,e were 2,775 Societies under liquidation.
 

Slith tie introduction of the A&ricultural Credit Scheme in 

.-67, the Q vernment decided in the case of both Societies and thelr 

individualhembers (a) to waive all loans granted prior to 1.10.58 
and outsta .Lingfrdm,Societies as at 31.10.66 and to waive the 
correspon(.Uh loans 'outstandingfrom members to Societies, (b) to 

waive all b.ans gnated to Societies between 1.10.58 and 30.10.66, 
whero defIlting repayments have been due to total or partial crop 
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failure and waive corresponding loans outstanding from members to
 
Societies, (,) rhere a Society's loan repayments during 
the first 
three yoars cf the operation of the new Scheme were satisfactory, 
to consider taiver of its remaining debts to the Department of Agrarian 
Services, and where such wiver is effected to give a corresponding
 
waiver of related loans outstanding from members.
 

Of the loans grmted by the Commissioner of Agrarian Services
 
to Co-operative Societies prior to 1.10.58 
 (see (a) above), all sums
 
outstanding on 1.11.66 were 
to be written off; and subsequent
 
repayments were to be credited 
to other loan accounts of the debtor
 
society. 'Nerc the loans written off have been
so granted aga.nst
 
the security 
of any land, building or mchiner (for example, loans
 
for the construction of go-downs 
 or for the purchase of tractors)
 
the Departmient of Agrarian Services could reserve the right to sieze
 
the asset so hypothecated and where desirable rent it out. In the
 
case of default due to crop failure (see (b) above), this was to be
 
decided by a Committee 
 consisting of the District Agricultural
 
Extension Officer, the Assistant Commiusioner of Co-operative
 
Development, the Assistant Commissioner 
 of Agrarian Services of the
 
District and one representative of the Co-operative District Union.
 

G. Cost and Finance 

1. Portfolio of Profits and Losses 

As at the end of 1968/69, the number of Multi-purpose 
Co-operative Societies showing profits was 47.8 of the total 
number of' active societies. The corresponding figure for the 
previous year, i.e. 1967/68 was 43. ,. In 1967/68, 1989 Multi
purpose Co-operative Societies made profits amounting to Rs.4.3 million 
whilst 3,119 societies suffered losses totalling Rs.5.5 million. 
The Table below shows the profits and losses of these societies
 
according to their functions for the year 1968/69: (i.e. before
 
the reforms that took place in 1971). 

370 
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TABLE XXXIII 

Multi-purpose Co-operative Societies - Protits & Losses 

Nett Profit Nett Loss 
Functions Number Amount Number Amount 

Rs. Rs. 

Consumer functions only 524 896,000 463 660,000 

Agricultural functions 
only 208 260,000 285 498,000 

Several functions 1,331 3,699,000 1,498 4,715,000 

Others (including defunct 
Societies) 	 60 30,000 705 74,000 

Total 2,123 4,885,000 2,951 5,947,000
 

(Source: 	 Administration Repcrt of the Commissioner of 
Co-operative Development, 1 968/69). 

As can be seen from the above Table, there has been an improvement 

in 1968/69 in the number of± societies earning profits and the amount 

of profit earned during this year.
 

The profits and losses of Co-operative Societies according to 

type of Societies as in 1968/69 are given in the Table below: 
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., Xx1ECIV 

Profits and Losses according to type of Societies 

Type of Society Profits Losses 

WNmO Mnoun DNumer aun 

Hs. Rs. 

(a) Primary Societies 

Multi-purpose 
Industries 
Credit Unlimited 
Credit Limited 
Thrift 
Stores 
.\gricultural Production & Sale 
Coconut 
Tea 
Rubber 
Tobacco 
Dairy 
Other Agricultural 
Fisheries 
Labour 
Schools 
Other Primary 

2,123 
426 

I ,509 
190 
172 
307 
25 
8 
6 
1 

36 
10 
18 
87 
58 

I,053 
58 

4,884,462 
1,040,137 

429,604 
418,298 
553,920 

1,076,419 
48,441 

416,328 
135,814 
1,917 
I,791 

40,636 
37,806 
96,065 
81,129 

117,915 
553,191 

2,951 
791 

2,066 
88 

187 
322 
94 
11 
12 

3 
59 
24 

296 
197 
119 
991 
117 

5,946,958 
149,792 
45,537 

6,612 
6,641 

322,173 
101,543 
51,763 
12,022 
5,102 

54,840 
20,020 
69,932 

129,414 
184,749 
30,080 

178,220 

Total PrimLry 6,087 10,439,273 8,328 7,315,388 
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TX312 XXXIV (contd.) 

Type of Society Profits Losses 

Number Amount Number .Lmount 

(b)Seconda 

District Banks 
Multi-purpose Unions 
Industrial Societies Unions 

7 
100 

23 

562,376 
7,130s427 
1,205,478 

-
25 
14 

349,071 
117,723 

Agricultural Societies Unions 
Fish Sales Unions 
District Unions 
Credit Unions 

2 
-
8 
2 

245,827 
-

52,944 
356 

8 
1 

16 
67 

2,293 
18,987 

164,933 
447 

Ceylon Agricultural 
Societies Union 

Producers' 
- - 1 158,713 

Ceylon Coconut Producers' 
societies Union - - 1 55,164 

Ceylon Industrial Societies 
Union - - 1 49,308 

Ceylon Consumers' Union 1 11,560 - -
Other Unions 5 29,344 3 16,456 

Total Secondary 	 148 9,238,312 137 933,095
 

Federation 
 1 103,956 - -

Grand Total 	 6,236 19,781,541 8465 8,248,483
 

(Source: 	 The Administration Report of the Commissioner 
of Co-operative Development, 1968/69). 

As can be seen from the Table, the number of Multi-purpose 
Co-operative Societies that have shown a loss is more than the 
number of Societies that have shown profits. 

According to the Administration Report of the Commissioner of 

Co-operative Development, the financial turnover of the Co-opwatives 

in Ceylon during the period 1968/69 was Rs.2,146.0 million wh:b h is 

Rs.93.2 million more than that of the previous year. It should be 

borne in mind that the volume of business tr~nsacted by the 
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Co-operatives is much more than that reflected in the above figures
 

as ric3 is distributed free by them. Assuming the price per measure
 

to be Re.l, the estimaLed value of sales of rice is Rs.450.0 million.
 

The tottl financial turnover would then be Rs.2,596.0 million.
 

The turnover of societies dealing with production, sales and 

purchase and of the corrospondin ; sections of tde J.ulti-purpose 

Societies amount to Rs.309.2 million as aainst Rs.283.0 million 

in the previous year. The Unions dealing with production and sales 

had a total turnover of Rso43.5 million of wich the turnover of 

Industrial Unions (mainly Textile Unions) was Rs.36.1 million. 

2. Administrative Costs 

It is not possible from available statistics to ascertain 

the cost per loan riven out by the Co-opera::ive Societies. Credit 

is only one of the functions of a ;lulti-purpose Co-operative 

'3ociety and as such tih available data does not na..: it possible 

to calculate the averago cost per lotn given out by them.
 

The recent reorganisation of the Co-operative Lovement in
 

1971 amaligamated the number of Co-operative Unions and 1Tulti

purpose Co-operative jocieties existing prior to 1970 and at
 

present there are only 373 Primary Co-operative 3ocieties
 

controlling more than 10,000 branches distributed all over the 

Island.
 

3. Beneficiar Savings
 

Accor&ing to the present scheme the beneficiaries are not 

required to accumulate saVlngs or equity investment. However, if 

374 
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farmers require their individual maximum credit limit to be raised 

and also ie they possess the required number of acres (not exceeding 

10 acres) it is possible for them to purchase futther shares writh 

any savinos that they may have. It is difficult to estinnte the 

extent of "savings" in the rural sector as much of it is non

monetised and nuy go into a wide range of investments such as 

capital improvements of land, wells, housing and so on. From the 

data available in regard to the capital of co-operative societies, 

it does not appear that there has been any appreciable flow of 

savings into these societies, and that farmers have saved and 

significantly increased their share capital in the societies. But 

the fixed savings deposits in Rural Banks have shovm an increLse 

over the years.
 

The savings or equity investment made by peasant farmers does 

not play an important role in the internal finances of the Rural 

Credit Programme. Most of the financing oi the Credit Programme 

is undertaken by the People's Bank. 

4. External Finances 

The credit requirements of the Co-operative Societies were 

met by the following institutions: 

(a) People's Bank;
 

(b) Co-operative District Bank;
 

(c) ( overnment Departments 

(i) Land Commissioner's Department;
(ii) Fisheries Department: 

(iii) 	 The Agrarian Services Department; 
(iv The Co-operative Department; and 

(v) Tho Labour Department. 

The following T bl, indicates the Capital Structure of 

Co-operative SocietieLe ,at 1968/69: 
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TABLE XV 

Capital Structure of Co-operaTive Societies as at 1968/69 

Primary jocieties Secondary 3ocieties 

Stores' IvIPCS 6thers Total M1PCS Others Total 
Unions exclu

(Banks ding 

(Rs. lillions) 
(a) Owned Capital 

Paid-up Share 
Capital 1.8 25.1 33.3 60.2 2.8 0.7 3.5 

Statutory 

Reserves 5.6 24.5 14.5 44.6 17.6 21.94.3 

Other Funds 0.9 6.4 3.9 11.2 14.3 3.8 18.0 

Profits carried 
forward 2.4 18.4 8.3 30.1 .9 4-7 14._6 

Total 10.7 74.4 61.0 146.1 44.6 13.4 58.0 
Less - Deficit 0.9 18.9 7.0 26.8 .g .5 _. 

(A) 9.8 55.5 54.0 119.3 41.4 12.9 54.93 

Percentage of A 
on Total 
(A+ B + C) 88.3 27.4 49.1 37.2 53.1 50.0 52.4 

(b) Borrowed Capital
 

(i) 	 Loans from 
People's Bank 0.1 39.9 11.7 51.7 14.0 14.10.1 


(ii) Provincial 
Bank 0.1 25.1 7.2 32.4 10.3 1.9 12.2 

(iii) Government 0.1 64.3 8.1 72.5 3.4 7.9 11.3 

(iv) Other Sources 0.5 6.4 6.8 13.7 5.9 1.7 7. 
Total (B) 0.8 135.7 33.8 170.3 33.6 11.6 45. 

376 



100 

TABLE xMr- (Contd.) 

Priimtr Societies Secondary Societies 

Stores ',IPCS Others Total MPCS 	 Others Total 
Exclu
ding 
Banks 

(Rs. Millions) 

(o)Deposits from
 
Ctop. Insti
tutions 0.1 0.7 1,2 2.0 1,7 0.6 2.3 

Individuals 0.3 5.6 18.6 24.5 0.3 0.3 0.6 

Government - 1.8 0.3 2.1 0.1 	 - 0.1 

Other Sources 0.1 3.0 2.1 5.2 0.9 0.4 1.3 

Total (C) 0.5 11.1 22.2 33.8 3.0 1.3 4.3 

Percentage of B + C 
on Total (A + B + CI .7 72.6 50.9 62.82 46.8 50.0 47.6 
Grand Total 11 .1 202.3 	110.0 323.4 78.0 25.8 103.8 
(A+B+C) 
 - . . . .	 .. 

(Source: Administration Report of the Commissioner of
 
Co-operative Development, 1968/69).
 

It could be seen from the above Table that the Primary Socleties 

own 37.2, and the Secondary Societies (excluding the Co-operative 
Bank, own 52.4r of their total capital employed, It is interesting
 
to note that the Stores Societies own 88.% wilereas the Multi

purpose Societies own only 27.41 of their respective capital 
employed. 

Most of the credit given out by the Co-operatives is obtained
 
from People's Bank. All credit given by the People's Bank under
 
the New Agricultural Credit Scheme is guaranteed by the Central
 

Bank. The Central Bank charges half percent of the total loans
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as premium and undertakes to make good up to 79P of the amount in 

default on a loan. The Government would undertake to refund to the 

Central Bank money spent in the discharge of the guaranteed scheme. 

People's Bank can also obtain funds from the Central Bank for this 

purpose at a rate of 1 percent interest. The Central Bank offers 

the guarantee of repayment to the People's Bank on behalf of the 

Government. The following Table shows the debts of the Co-operative 

Societies for 1967/68 and 1968/69: 

TBLE XXXVI 

Debts of Co-operative Societies
 

(a) The following were the debts of Co-operative Societies to
 

1,967/68 1968/69
 

Rs.Millions Rs. Millions 

(i) People's Bank .. 57.0 68.00
 

(ii) Co-operative District Banks 36 45.58 

(iii) Other Co-operative Society
 
Deposits • 3.1 4.65
 

(iv) Local Loans & Development Fund 0.2 0.27 

(v) Government .. 	 90.4 91.80 

(vi) Members' Individual Deposits 29.0 25.09 

(vii) Others so 19.9 22.40
 

2X..2 257.52
 

(b) The debts of Co-operative Banks were 

(i)To People's Bank .. 	 25,2 30.3 

(ii) Government .. 	 2.4 1.2 

(iii) Societies .. 	 15.6 13.7 

(iv) Others 	 .. 2.5 2.8 

46.0 48.0
 

(Source: 	 Administration Report of the Commissioner of 
Co-operative De ve lopment). 
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As can be seen from the Table the People's Bank is by far 
the biggest debtor of the Co-operative Banks. As far as the 

Co-operative Societies are concerned, their biggest debtor has 
been the Govemment followed by the People's Bank and other 

Co-operative District Banks. 

The total capital of all Primary Co-operative Societies 

increased during the year 1968/69 by Rs.31o5 million to Rs.323.4 
million at the end of the year. The total capital of all Multi

purpose Societies was Rs.202.3 million, which is 66.6 of the 

total capital of all Primary Societies as against 62.4% in the 

previous year 

The borrowed capital (loans and deposits held excluding 
fixed deposits) was Rs.201.2 million which is 63.8I of the total 
capital. The comparative figures for the previous year were 
Rs.186.3 million and 6.V respectively. The borrowed capital 

of Multi-purpose Societies was Rs.146.8 million. The Primary 

Societies owed the People's Bank Rs.51.7 million; Co-operative
 
Bank Rs.32.4. million and the Government Rs.73.0 million at the 

end of 1968/69 on account of loans.
 

5. Institutional Solvency 

The People's Bank has been the main source of finance to
 

the Co-operative Movement. As mentioned earlier in the report, 
the ultimate source of funds for the New Agricultural Credit 

Scheme is the Central Bank. By the end of 1970 there were 90 

Rural Banks in operation. Table XV shows the deposits and 
loans of Rural Banks from 1965 to 1970. 

As can be seen from this Table the deposits have grown from 

Rs.202,113 in March 1965 to Rs.16,908,405 as at the end of 
December 1970. The total number of loans granted has also shown 
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a remarkable increase fran 572 in March 1965 to 10,017 as at the 
end of December 1970.
 

The Rural Banks nlso engage in pawning activities and the 
annexed charts depict the devel opment of pawning activities from 
1961/62 to 1968/69. 

The Profit and Loss Account of the People's Bank ±cr the year 
ended 30th September 1969 is given below:
 

TABLE LIDvI: 

Profit and Loss Account of the People's Bank for 
the Year ended 30th September 1969 

To Dividend Appropriation By Balance Brought
 
Account 
 -. 339,120 forward Rs.82,145 

" Transfer to General and Add: Over-
Other Reserve • Is500,000 provision 

" Pension Fund •. 60,000 for Bonus 

" W.&.0.P.Fund .. 135,000 
in pre
vious 

Co-op. Education 100,000 year Rs.3.817 85,962 

" Rural Bank Deposits "Net Profit after 

" 

Guarantee Fund .. 

Balance carried forward 

250,000 

3,76% 

providing for 
Taxation and all 
other expenses 
(including Directors' 
Fees Rs.33,450/-) 2,301,922 

2,387,884 2,387,884 

6. Foreign Exchange Balances 

As rice is the staple food of the people of Ceylon and since 
a part of the requirements of rice has to be imported any increase
 
in the production of rice will help to conserve the vitally important
 
foreign exchange reserves. The production of rice in Ceylon has been
 
increasing as given in Table XXXVIII.
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TABLE XXVTIII
 

Area and Production of Paddy in Ceylon 

Year Nett Harvested ,Extent Production 
(Thousand Acres) (Milion Bushels) 

1952 
 936 28.9
 
1953 809 21.9 
1954 1,022 31.1 
1955 1,092 35.7 
1956 916 27.5 
1957 
 968 31.3 
1958 1,054 36.6 
1959 1,04 36.4 
1960 1,184 43.0
 
1961 1, 95 43.1 
1962 1 ,269 48.1 
1963 1,297 49.2 
1964. 1,305 50.5 
1965 I,056 36.3 
1966 1,285 45.7 
1967 1,332 55.1 
1968 1,387 64.6 
1969 1,371 65.9 
1970 1,765 77.4 

(Source: Department of Census and Statistics) 

The total harvested extent of paddy in 1952 was 936,000 acres 
and in 1970 it had increased to 1,765,000 acres giving annualan 
compound rate of increase of 3.41. Over the same pa'iA the 
production of rice had increased by an annual compound rate of 5.Y. 

In 1964. the total consumption of rice in Sri Lanka (Ceylon) 
has been estimated at 1,138,944 tons. In terms of paddy this should 
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be equivalent to 80 million bushels. In the same year domestic 

production was 50.5 million bushels of paddy and ithen an allowance 

is made for seed paddy the quantitj available for consumption was 

about 47.5 million bushels. Local production could thus meet only 

about 601 of the total consumption required and the deficit vhich 

had to be made up by imports amounted to 32.5 million bushels of 

paddy. In 1970 the requirement of rice was 106.7 million bushels 

but the total production of rice was 77.4 million bushels and thus 

we were able to meet 72 of the requirement of rice in 1970. 

The increase in the pooduction of rice cannot be solely 

attributed to the credit programme. The extension services nwde 

av:ailable by the Department of Agriculture has also made a 

contribution towards this increased pzoduction, especially the 

introduction of new varieties of rice such as H4 . Thorefore it 

is difficult to assess the impact that the credit programme had 

on the balance of payments. Nevertheless it could be justifiably 

argued that to the extent the Credit Schemes met the Working 

Capital needs of the farmer and supported the package of policy 

measures and programmes for increosed production of rice, this 

did contribute to successful implementation of the import 

substitution programme. 

H. Complementary Factors 

I. Technology
 

(a) Directing, Tying and Packing 

The Credit Scheme, the composition of the loan and the limits 

of the loan are related to the cultivation needs at a given level 

of technology. For example, the loan provides for the approved 

inputs of fertiliser; it makes provision for improved varieties,
 

transplanting and use of agro-ohemicals. The loan is tied to
 

of the inputs; for fertiliser, seed paddy, agro-chemicalssome 
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and barbed wire. The loan is given in kind. The cultivation loun
 
is gLiven in stages as requiL-ed for seed paddy, ploughing,
 
transplanting, weeding and harvesting.
 

(b) Programme Extension Services 

The role of agricultural extension has recently been defined
 
in a Food and Agriculture Organisation publication as one of
 
'improving the human resources in rural areas 
and promoting its
 
mobilisation for family and social development'. This in fact
 
is one of the basic objectives of agricultural development and in
 
the context of Sri Lanka covers the functions of the Department of
 
Agriculture, Departnent of Agrarian Services, the Department of
 
Co-operative Development, the River Valleys Development Board,
 
Department of Rural Development, the Land Commissbner's Department
 
and the Advisory Services of Tea, Rubber and Coconut Research
 
Institutes and the voluntary organisations sud as the Rural
 
Development Societies 
and che Mahila Samitis (Societies) 

Out of these various agencies the most important is the 
Department of Agriculture. The extension services conducted by 
the Departwelit of Agriculture are closely related to the credit 
programme of the Governent. Tt may be mentioned that the ultimate 
finances for the credit programme and the extension services are 

from Government funds. 

Under the new agricultural credit scheme the credit given to 
farmers must be in fonformity with the production programme 
prepared by the Extension Officers and the Cultivation Committees 
for a given area. The Food Production Overseer has to certify 
that the credit applied for is in conformity with this plan. In 
this respect, the role of the extension services is to ensure that 
the credit needs for the use of new technologies such as seed paddy, 
fertilisers, etc. are taken into consideration in drawing up the 
plan and deciding on the credit needs. 
In this w%7 the extension
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services are closely linked to the credit schemes. In crganising and 

implementing the extension programme Government has generally adopted 

the package programme approach where the transmittal of scientific 

know-how, spread of new varieties, better cultural practices such as 

application of fertiliser, agro-chemicals, transplanting etc. are 

combined with a better supply and marketing organisation and schemes 

of agricultural credit. 

The Extension DivisLon of the Department of Agriculture is 

presently organised in terms of a Head Office in Colombo and 22 

Dis tricts. 

Extension services are co-ordinated at headquarter level by the 

Extension Division of the Department of Agriculture. The functions 

of the Ilead Office is to assist in the preparation and supervision 

of the production and extension programmes, to supervise the work 

of the District Agricultural Extension Officers and to provide the 

necessary facilities for the field staff in carrying out their work. 

The Extension Division is in charge of a Deputy Director and he has 

other Assistant Directors and Staff Officers to assist him. 

Within each District there are three levels, viz:

(i) The District level; 

(ii) the Divisional level; and 

(iii) the Farm Unit (Village) level. 

The Districts correspond with the Administrative Districts 

and are not agro-climatic divisions as were the Divisional 

Agricultural Officer Districts in the past. While this arrangement 

has its disadvantages in tlut it has led to an unbalanced 

distribution of staff in relation to agricultural potentialities 

of the country, it has also its advantages in that the planning 

and implementation of the current agricultural programmes have 

settled down on the basis of administrative districts.
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District Level. At District Headquarters each District 

Agricultural Extension Officer is assisted by a Senior Agricultural 

Instructor. The District Agricultural Extension Officer works 
in close association with the District Agricultural Co-or-iinating 
Committee. Among his various functions his more important 

responsibilities include: 

1. 	 Formulating and supervising the extension 
education programmes including such 
activities as staff training classes, 

demons trat ions, 

2. 	 Directing the agricultural extension 

services in the District (a) to transmit 
the findings of research to the field, 

(b) to promote adoption of scientific 

techniques, (c) to take preventive and 

curative measures against diseases and 

pests, and (d) to take all the measureu 

to improve the technologr of farming. 

3. 	 Preparation and implementation ce 
district agric ultura; production programmes 

covering rice, other field crops, vegetables, 

fruits, minor export crops, livestoc etc. 

4. 	 Organising and supervising 'adaptive' trials 

in farmers' fields. 

Each District Agricultural Extension Officer has an extension 
staff working under him in the field ranging from 6 Agricultural 

Instructors and 29 Agricultural Extension Torkers in the smaller 
districts to 17 Agricultural Instructors and 118 Agricultural 

3xtension Workers in the larger districts. The contact between 
the Agricultural Instructor and the District Agricultural Extension 

Officer is about two or three times a month - once at the monthly 

386 



110 

conference at District Headquarters and once or twice a month in
 

the field. As and when required additional extension staff is 
posted to districts to ery out any special technical programmes 

of importance in the district. This has proved to be useful. 

Divisional Level. The Agricultural Instructor is located at 
the Divisional level. Each District Revenue Division is divided 

into one ar more Agricultural Instructor ranges depending on the 

size of the division and the importance of agriculture in the 
Division. There is at present a total of 202 ranges. The ranges 

are based on administrative level rather than geographical or 

climatic divisions. The distribution of Agricultural Instructors 

is done on the needs of agriculture in each division. 

The Agricultural Intructor is now a generalist dealing with 
all crops and livestock problems that arise within hi range. He 

works in close association with the Divis ional Agricultural 

Committee under the chairmanship c' theDivisional Revenue Officer 

arid he is expected to execute all the functions of the District 

Agricultural &xtension Officer and also train and supervise the 

work of the extension workers in his range. He has to link 
himself with the Multi-purpose Co-operative Societies and the 

cultivation committees in his area and is expected to attend as 

many meetings of these organisations as possible. 

On the average, the Agric ultural Instructor covers about 

7,500 acres of paddy land, and has to deal with around 3,000-6,000 

farm families, 20-25 Cultivation Committees, 25-30 Multi-purpose 

Co-operative Societies and about 50 schools. He has on the 
average about 4 to 12 Extension Workers working under him in his 

range. Each Agricultural Instructor works from an extension 

centre located in his range. The total number of sxrh extension 

centres is 189. 



III 

Taking into consideration the multifarious duties of an
 
agricultural instructor, the size of his prosent range is too
 
large if he is to investigate and deal .wi.ithe technical
 
problems of' farming and work 
 closely with farmers' oreanisations 
in improving their farming sills and knowledge.
 

Village Level. Zach agricultural instructor's rarge is 
sub-divided into a number of aSricuLtural extension workers' 
ranges. There are about 4-12 Aticultural J,'xtension Workers in 
each AgricitItural Instructor's range. These agricultural extension 
workers become a final link in the extension orGanisation. There 
are at pusent 1,35 agricultial extension workers in the Extension 
Division of which I ,091 are in the field. Each agricultural
 
extension worker is a generalist and assists the Agricultural
 
Instructor in carrying out 
all the functions assLned to the
 
latter within the area of his r.n.e. '[ho agricultural extension
 
worker has to work closely with the Cultivation Comittees and
 
Multi-purpose Co-operative Societies in his range and attend as
 
many meetings as possible of these oregnisations. On thu average,
 
each agricultural extension worker 
has to deal with 790-1000 
farmers, 2-5 Cultivation Committees and about 4-10 Multi-.purpose
 
Co-operative Societies and also with about 15 
 schools. Although
 
there has been no s3tematic study to determine the frequency and 
intensity of contact between extension staff and the farmers, there 
is evidence from some of the surveys tha., have been done that in 
certain areas farmers receive visits from Extension Staff at very
 
infrequent intervals. The defaulters survey of the Central Bank
 
makes reference to this fact. A survey of 51 farm families in the
 
North Western Province indicated that the visits were rare. 
A
 
similar study of a few villages in Aduradhapura revealed that 
visits to the village by the Extension Staff took place inonce 
6 to 8 months. In special areas which have been selected for 
a concentrated production effort, such as the "colonisation schemes" 
-
the agricultural settlement under renovated reservoirs  the
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frequency of contact between Extension Staff' and farmers is much
 

higher. In these areas which have been desifn.ted special projects,
 

the government has adopted the 'p:ckage programme approach' at a 

more intensive level than in the rest of the country. 

The quality of the 2,xtension Staff and facilities for their 

training need some conment. The Agricultural Instructors are 

generally recruited from Diploma holders from the School of 

Agriculture which admits students with a minimum educational 

qualification at G.C.E. (0) Level and provide a 2-year course in 

Agriculture. 

At present the Department of Agriculture runs an "In-service" 

Training Institute at Peradeniya which provides a two-week course 

of training for new recruits in the grades of Agricultural 

Instructor and Food Production Overseers. The Institute also 

provides a two-week "In-service" training for Agricultural 

Instructors and Food Production Overseers with the emphasis on 

specific subjects and extension methods to be adopted in the 

differenit areas of the Island. 

The Department of Agrarian Services has yet no regular scheme
 

of train-ing for Departmental Offi cers except in the grade of 

village Cultivation Officers who are given occasional technical 

training organised by the Minor Irrigation .Branch of the 

Department. Courses are also run for Co-operative Inspectors 

at the School of Co-operation, Polgolla, on specific aspects of 

the Co-operative Movement, especially on the rules and regulations 

governing the establishment, supervision and auditing of Co-operative 

Societies.
 

Apart from these training programnes, practical farm schools 

were also established during the year I %2 onwards for the purpose 

of giving training in practical agriculture to young men and wnmen
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who would be engaged in agriculture after leaving school on their 
own land or on lands given to them by the Government. 

The following chart indicates the distribution of Extension 

Officers amongst the various Departments dealing with extension 

work:-

National Level 
Dept. of Agri-
culture Exten-

Dept.of
Co-op. 

Dept. of 
Agrarian 

Dept. of 
Rural 

sion Division Develop- Services Develop
ment ment 

Directorate 5 4 3
 
Staff Officers 8 1i5 14 8
 
Other Technical Staff 12 - 2 4 
District Level
 

Agricultural Officers 33 - - -

Asst. Commissioners - 37 48 22
 
Agri-Instructors 52 - - -

Headquarter Asst. - 28 - 22 
Inspectors (Devlpmt.) - 954 - -
Inspectors (Audit) - 1,015 - -
Other Staff - - - 235 

Divisional Level
 

Agri-Instructors 220 
(covers divi

sional as well 
as village 
level) 

Divisional Officers - 141 1554 

Village Level
 

Agri. Extn. Workers 1,410 - -
Overseers - 400 -

Demonstrators - - 3,009 

The Cultivation Committee is also expected to play an important 
role in extension. It usually assists the groups of farmers in the 

area and they are kept informed of now technologies thm ugh the
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A6ricultural Extension Workers and Agricultural Instructors. These 

Committees in turn advise other farmers in the area of the benefit of
 

such technologies.
 

The other units in the Department which wrk in close liaison
 

with the Extension Division are 

(i) The Extension Aids Unit. This unit is really an Agricultural
 

Infbrmation Unit and is responsible for the publication of technical
 

literature for issue to Extension staff and farmers; agricultural
 

education and propaganda through mass communication media such as the
 

Press and Radio; and organising national agricultural exhibitions and
 

agricultural shows and also assisting district staff in carrying out
 

exhibitions and shows at district and village levels.
 

(ii) The Agricultural Economics and Learm Management Unit. This 

Unit was established in 1968 and consists at present of two Agricultural 

Economists and two Agricultiral Instructors. T'e functions of this 

unit, as far as extension work is concerned, are as follows:

1. 	To conduct studies in the evaluation and selection
 

of crops ard livestock system and combinations in
 

order to maximise farm incomes;
 

2. Testing of research findings of the Department with
 

regard to their applicability on a profitable basis
 

in the field before recommendations are released to
 

the public.
 

3. 	 Guiding farmers in the use of simple records for 

regular evaluation of their farming business. 

4,. 	 To progressively introduce and popularise "Farm
 

planning and budgeting" techniques among the
 

farmer population of the country.
 

Apart from these units, the Agriculture Department also organised
 

Young Farmers' Clubs. The main objective of these clubs s to
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orient young farmers towards scientific agriculture and the use of 

modern techniques.
 

(c) Other Arrangemerts for Technical Transfer 

Apart from the services supplied through the Governmont Agencies, 

there are no other extension services that are provided by other 

agencies (except where the Ceylon Tobacco Comparj provides aid and 

guidance in the production of tobacco). 

(d) Nature of Technolo;4es 

The rice-breeding programmes would be broadly divided into two 

Districts 

(a) 	 Breeding varieties for general improvement and
 

wide adaptability;
 

(b) 	 Breeding vrieties for specific areas of the
 

Island to meet the demands for specific
 

conditions.
 

The 	 most important contribution that is made tavards the 

objective of increased production of rice is the breeding of high

yielding varieties with resistance to disease, resistance to
 

lodging and grain shedding, high milling outturn, superior rice
 

quality and wide adaptability. 

Investigation work on rice is carried on in the laboratories 

and rice fields of research and experimental stations and in 

Government Farms. Much of the laboratory and green-house work is 

situated at the Central Agricultural Research Institute at 

Peradeniya. In connection with field work pertaining to a region, 

separate research or experimental stations exist. A team of 

officers are stationed at these regional stations. 

Those Research Centres are engaged in planning varieties for 

specific areas of the Island to meet demands for special conditions 

such as 
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1. 	 Breeding for cold tolerance. 

2. 	 Varieties for conditions of poor drainage. 

3. 	 Breeding for salt and flood resistance. 

4. 	 Drought resistance varieties for upland rice. 
5. 	 Long-age varieties in the Colombo, Kurunegala, 

and Kegalle Districts which have high rainfall. 

6. 	 Frtiliser experiments. 

7. 	 Cultural practices such as transplanting. 

8. 	 Weed control. 

9. 	Plant protection.
 

10. Control of rice posts, and 

11. Control of rice diseases. 

The results of the research work carried out has helped
 
substantially to improve upon 
 the existing pmuctices, especially
 

in the breeding of high-yielding rice such as H.4. and the
 

scientific use of fertilisers.
 

2. 	 Supplies and Sales 

(a) Program Supplies
 

The Government's policy in regard to agricultural inputs 
is to ensure the ready availabilily of fertilisers, agro-chomicals, 

seeds, machinery, and to subsidise certain of these inputs. At 
the moment the major portioai of subsicj expenditure is on fertilisers. 
Seeds are subsidised while agro-chemicals are not subsidised, but 

sold on commercial terms, by the private trade or through the 

Department of Agriculture. Machinery is for the most part 
distributed privately although the Minister of Agriculture 

recommends the allocation of foreign exchange for private tractor 

importers.
 

All fertilisers used for paddy are imported by the 

Fertiliser Corporation. These are 	distributed through Co-operative 
Societies and to a limited extent through the Cultivation Committees 
in the villages. The farmers have to come to the Co-operatives to 
obtain their fertiliser either on 	cash basis or as credit in kind. 
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One of the problems of this system was that the Co-operative Societies
 

did not have sufficient st,rage to store all the necessary quantity 
of fertiliser required by the farmers in the area. This leads to a 
situation mhere fertilisers are not available at the time when it is 
required. At present the Fertiliser Corporation has a programme for 
constructing fertiliser stores in the village areas.
 

Seed provision and extension services. Improved seed varieties
 
are largely purchased from private seed farms by the Department of
 
Agriculture and sold to farmers with 
a Rs.2 per bushel subsidy.
 
Official policy is 
 that fresh improved seed should be distributed 
only everj three or four years, the farmer meanvhile using part of 
his harvest for seed. The Departmient's research is directsd to 
discovering the optimum seed for different soils and temperatures and 
for different sowing/harvest periods. The most coimon improved variety 
is H42 , a four month variety with a genetic petential of 160 bushels 
per acre, and H8 another improved variety, is popular both because of 
its hidi yields and its taste. Recently a range of new varieties with 
higher yields have been developed. IRR.8 arieties are being 
increasingly used and 15,000 bushels were distributed officially for 
the first time in 1968. However, only some 40,000 acres were sown
 

with IRR.8
 

Extension services are provided free by the Department of 
Agriculture. However, the number of extension workers does not 
appear to have risen in recent years and this may be a major 
contraint on agricultural development. Until recently the field 

workers were distributed, as near~y as possible, equally over the 
Island, with workers supposedly capable of advising on all domestic 

crops. Since 194 slight changes have been made by assigning sane 

workers for advice only on certain crops. There has been a further 
important change in concentrating extension wcrk in certain limited 
areas with high agricultural potential. 

Machinery. Tractor services are provided directly to a very 
limited extent by the Department of griculture, but it is not 
intended to expand this service and in fact nearly all tractors are 
owned privat. Ly. The Departmental Tractor service is c nfined 
to about 380 machines and is run at a loss. At present, aid
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financed tractors are given only to farmers holding permits granted 

by the Government Agent of their District and those permits are 

only issued on condition the holder ploughs an area in addition 
to his own land, designated by the Government Agent, at a rate of 

Rs.55 per acre. Fonr major tractor importers have also been 
asked to create pools of twenty machines each to be hired out at 
the same rate. Simple weeders and seeders are manufactured by
 

the Department of Agriculture and are sold at a subsidised rate 

of about 60% of cost to individual farmers. 

(b) Programme - Infrastructure 

The credit system described above is not extended to capital 
wc'ks such as the construction of irrigation facilities or feeder 

roads. At present credit is given to the Co-operative Societies 

themselves for the construction of storage facilities and other 

minor rural works. The Department of Agrarian Services gives 

loans to societies for the purchase of lorries, construction of
 

go-downs, acquisition of land for fertiliser stores, purchase of
 

iron safes, purchase of weighing machines, conversion of rocky
 

land into arable land and for the construction of rice mills. 

Feeder roads and minor irrigation works are constructed and 
maintained by separate Government Departmentd and local authorities, 
and are fully financed from Government funds. 

By the end of 1968/69 Cclon's Fertiliser Corporation had 
completed the construction of 20 District Fertiliser Stores with 

a capacity of 28,000 tons. These 20 district stores were part 

of the programme to construct 31 stores (with a capacity of 

43,000 tons) in the District Fertiliser Stores Construction 

Programme launched in 1966 under the Agricultural Development 

proposals of 1966/67. With the operation of those stores, sane of 

the stores owned or rented by the Agrarian Services Deiurtment 

became surplus and uneconomical to maintain. The Department, therefore 
took steps to effect a certain degree of rationalisation and closed 

down some of its stores. 
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Government has also assisted co-operative societies to construct 

stores for the storage of paddy at the village level. At the peak 

periods of grain deliveries by farmers the storage of the Padk 

Marketing Board and the Food Commissioner are used to capacity and 

the co-operative societies have to be equipped to carry stocks of 

paddy if they are to take delivery of the paddy offered by the 

farmer for sale. 

(c) General Access and Availability
 

The farmers at present hnve direct contact with the services
 

and supplies L:iven t1rough the co-operative societies and the 
.gricultural xtension Officers of the Department of Agriculture. 

&s a Co-operative Sociot is nornally centrally situated in a 

villge and covers a specific area, farmers who live in close 

proximity to such centres are in a better position to have access
 

to the services and supplies that are provided. 

Food Production Overseers and Agricultural Instructors 

visit farmers in the village to provide help and advice. 

The Government programme for the distribution of seed 

paddy is thlough the co-operative societies. Improved varieties 

of seed paddy such as H.4 and BG.11-11 are made available to the 

farmers as credit in kind. The problems of access to resources and 

supplies arise mainly out of the farmer's inability to keep to the 

schedule of repayment of his loans. Althoud there are no statistics 

vich quantify the effect that such limitations have had on production, 

it may be fair to assume that there would have been same impact on 

the farmer's output if he was unable to obtain the services and 

supplies provided. 

As in previous years, the issue of fertiliser by the Agrarian 

Services Department was mainly channelled through Ilulti-purpose 

Co-operative Societies.
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(d) 	 Guaranteed "'ales and Priie Supports 

The Government operates a Guranteed Price Scheme for 

paddy and other crops throujh the Department of Agrarian Services. 

The schedule in Annexe IX gives the products and their prices which 

come under the Guaranteed Price Scheme. 

The main policy objectives of the Guaranteed Price Scheme 

were to 

(i) 	 assure to the producer fair prices and a
 

market for his products,
 

(ii) 	 stimlate bhe production of food crops
 

consumed in the country and thereby
 

(iii) 	 replace food imports by local3y produced
 

food, with self-sufficiency as the long

term goal.
 

During the initial stages of the Guaranteed Price Scheme, 

the Governmert was to buy only itat was offered by the producer. The 

local producer was not prepared to sell his produce to the Government 

if he could get a better price in the local market. Thus, the 

guaranteed price for a bushel of paddy was raised from Rs. 9 in 

August 1951 to Rs.12 in September 1952. From 1948 to 1952 the 

guaranteed price for paddy kept in line with the world market price 

with a small inducement factor added to the local producer. In 

1966, the guaranteed price was raised to Rs.14 per bushel. The 

following Table indicates the fluctuation in the guaranteed price
 

as compared with the imported C.I.F. price:
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TABLE D XTX 

Guaranteed Price for Paddy from 1948 to, 1966 

Guaranteed Price 
Year (Rs. per bushel 

of paddy) 
Imported Price 

(c.i.f.) 

1948 
194.9 

8.00 
8.00 

7.88 
7.79 

1950 8.00 7.74 
1951 9.00 8.15 
1952 12.00 11.24 
1953 
1954 

12.00 
12.00 

10.95 
9.40 

1955 
19% 

12.00 
12.00 

7.99 
7.45 

1957 12.00 6.78 
1958 12.00 6.84 
1959 12.00 6.72 
1960 12.00 6.57 
1961 12.00 6.43 
1962 12.00 6.75 
1963 12.00 7.00 
1964 12.00 7.30 
1966 14.00* 8.00 

* The price remains at Rs.14 up to the present. 

(Source: 	 Administration Report of the Commissioner 
of' Agrarian Services) 

The present guaranteed price of paddy is Rs.15 per bushel.
 

The cost to Government of the producer subsidy is given in
 

the Table below:
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TABLE XA
 

Cost of Producer Subsidv to Government from 
1955/56 to 1968/69 

Cost of Producer 
Year Subsictr 

(Million Rupees)
 

1955/% .. 78.o 
1956/57 of 61.1 
1957/58 .. 93.0 
1958/59 .. 108.6 
1959/60 .. 133.9 
1960/61 .. 156.6 
1961/62 .. 169.9 
1962/63 •. 175.1
1963/64 .. 172.9 
1964/65 .. 162.0 
1965/66 .. 157.5 
1966/67 • 76.4
 
1967/68 .. 36.5
 
1968/69 • 51.3
 
1969/70 • 50.3
 

(Source: Food Commissioner's Department, E.B.Branoh)
 

In 1961 the Agricultural Products (Guaranteed Prices and Control 

of Milling and Hulling) Act No.33 of 1961 was passed and this gave 
legal sanction to the entire scheme. The Act provided fbr the 

Committee in with the Minister toconsultation of Finance fix 
guaranteed prices for a regulated number of agricultural products. 

At the village level the MPCS were appointed as authorised purchasers 

of paddy and other guaranteed commodities direct from the producer. 

The funds required by the MPCS for the purpose to be borrowedwas 

from the Peoole's Bank which came into existence in 1961 or from 
the Co-operative Banks. One o the chief drawbacks of this scheme 

was the inadequacy of the storage faLcilities at society level. 
Because of this middlemen have exploited producers whenever congestion 
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arose at these stores. This difficulty has been overcome to a 
certain extent with the formation of the Paddy M,!arketing Board 
in 1971. 

The Paddy Marketing Board does not directly pay for the paddy
it collects. The procedure is as followvs: The co-operatives 
obtain the finances for their marketing function by : 1bmitting 
"Usance Notes", valid for six months, to the Peoplo's Bank. The 
People's Bank submits these to the Central Bank and obtains cash 
at S interest. The Usance Notes usually cover the need of the 
Co-ops for the purchases they make under the G.P.S. Paddy is the 
largest component under the Guaranteed Price Sc, eme. Although the 
Paddy Marketing Board is by law the sole purchaser of paddy, it 
does not buy the paddy direct. All purchases oi paddy is done by
the Co-operative Societies. After purchase the Co-operatives send 
the paddy to t1D various stores of the Paddy Marketing Board. After 
testing for quality, these stares issue a "goods redeipt" to the 
co-operative for the paddy taken over. The co-operatives then 
hand over these goods receipts to the local branch of the People's 
Bank and these b?.ikIs discount the goods receipt st I %interest. 
The goods receipts are then ibnarded to the Head Ofi'ice of the 
People's Bank vwhich obtains reimbursement from the Paddy rrarketing 
Board. 

For the other products the goods receipts follv the same 
procedure but the final reimbursement to the People's Bank comes 
from the Agrarian Services T)Opartment. 

The G.P.S. which covers a large number of rural agricultural 
products removes the price uncertainties for the farmer. Initially,
the G.P.S. acted as a floor price and prevented prices falling
 
below floor level. 
 But later, until about 1966 the guaranteed price
 
was somewhat above the market price. 
In December 1966 the rice 
ration was reduced from two measures per head at the rate of 25 cents 
per measure to one measure per head given free. The reduction in
 
the rice ration together with an increase in the guaranteed price 

4O
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of a bushel of paddy from Rs.12 to Rs.14 resulted in very buoyant 

open market.
 

Although it is difficult to assess the contribution made by 

the G.P.S. towards the increase in the production of paddy, it can 

be said that there has been a marked improvement in the production 

of rice after the introduction of this scheme, and it has also helped 

in no small measure to improve the standard of living of the peasant 

farmer, as a direct result of the increased incomes arising out of 

price stability for his products. 

The following Table shows the G.P.S. prices of paddy and other 

subsidiary crops, as compared with the o.i.f. prices for the year 

1967: 

TABLE XL1
 
i96.2 /
 GPS and CIF Prices for Subsidiary Cro.s 6 


Crop Unit CIF Price GPS Price
 

Paddy Bushel 5/ 14 
Dry Chillies Cwt 100 252 

Onions 16 22-48 
(Seasonal) 

Potatoes 18 45 

Green Gram 37 67 

,/ Pre-devalut.tion: in 1968, the c.i.f. rice price
 

nearly reached Rs.14.
 

2/ Paddy equivalent.
 

(Source: Agviculture in Ceylon until 1975,
 
P.Richauds)
 

It can be seen from the Table that all the G.P.S. prices were
 

above the C.I.F. prices, the largest price difference being for dry
 

chillies which has a big demand in the local market.
 

43:1 



125 
Apart from the G.P.S. provided by the Department of Agrarian 

Services, vegetable cultivators are provided with a minimum floor 
price as set out by the ?,arketing Department . Under this scheme 
the 4xtension Officers of the Marketing Department fix the price
for vegetables, fruits and eggs, after observation of the Colombo
 
prices at the Pettah market. These prices are broadcast over the 
radio for the benefit of the producers. 

The Yarketing Department collecting centres are obliged to
 
buy at these fixed prices. The price-lists are prepared 
once a 
month and corrections arc made as and when necessary. 
 The
 
operation of the Guaranteed Price Scheme and minimum floor prices
 
for products other than paddy have not been altogether effective. 
The Scheme worked satisfactorily in respect of onions. But in 
respect of chillies the guaranteed prices were ineffective in
 
encouraging local production as long as low-priced imports of
 
this commodity continued and were made available to the consumer
 
at much below the guaranteed price. 
The scheme for the purchase
 
of these products by the Co-operatives from local producers did
 
not work satisfactorily as societies were relictant to purchase
 
these commodities which presented problems of storage and driage
 
and did not give them satisfactory margins of profit. It was
 
only when the imports of these commodibies were banned and open
 
market prices rose steeply that local producers responded with
 
a substantial increase in output.
 

(e)Insurance
 

At present there is a Crop Insurance Programme which is
 
operated by the Department of Agrarian Services. 
This programme
 
has, however, no tie-up with the credit programme. The 10th term 
of the Crop I ukafte programme commenced with the 1969/70 Maha 
Season. The following Table indicates the districtwise acreage 
under crop insurance in 1968/69 and 1969/70. The insured
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acreage increased from 201,660 in 1968/69 to 20 5 ,184 in 1969/70, i.e. 

an increase of 3,524. acres. However, in the districts of Galle, 

Matara, Vavuniya, Amparai, Kurunegala, Badulla and Kegalle there 

was no uhange in the acreage over the preceding year while the 

other districts showed an increase, with the exception of Jaffna 

and Ratnapura which showed a decrease. 

TABLE 

Acreage under 

Colombo 
Kalutara 


Kandy 

Galle 
Matara 

Hambantota 


Jaffna 


Vavuniya 


Batticaloa 


Amparai 

Trincomalee 


Kurunegala 


Anuradhapura 

Badulla 

Ratnapura 

Kegalle 

TOTAL 

XLII 

Crop Insurance 

Extent Insured 
1968/69 1969/70
 

12,919 13,148 
6,806 6,951 

7,837 7,907 

6,455 6,455 
12,752 12,752 
28,062 28,326
 

5,771 5,721
 

14,022 14,022 

11,211 12,529 

8,656 8,656 

5,833 5,855 

28,259 28,259 

32,862 34, 245 

5,911 5,911 

7,863 7,028
 

6,441 6,441 

201,660 205,184 

(Source: Department of Agrarian Services).
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One of the principal criticisms directed against the present 
scheme is that it is based on a subsidy from the Government and 
therefore cannot be considered an insurance scheme proper. 3o 
far as peasant agriculture is concerned, crop insurance cannot be 
undertaken without some form of subsidy. No commercial firm would 
bo prepared to undertake crop insurance, particularly with a cereal 
crop like rice. Crop insurance has therefore inevitably to be 
compulsory in nature to match the low or high risk areas, unless 
the Government policy is to discourage farmers to cultivate in 
high-risk areas. Even after such matuhing, the premium payable is
 
beyond the capacity of the average peasant farmer in Ceylon. 
Therefore the Government subsidy was both necessary and inevitable. 
in Ceylon the actual contribution or subsidy by tho Government 
each year amounts to only the difference between estimated indemnity 
poyments and expected premium collections from the farmer. 

Another criticism of the scheme relates to the uniform premium 
rate that is prevalent. This is said to be not fair by farmers in 
low-risk areas vdere losses are infrequent. This is one of the 
main reasons for varying betveen dicoverages fferent areas, the 
low-risk areas being given higher coverages. Even with the present 
uniform rate, if the fbarmer suffers loss once in 10 to 15 years, he 
will still receive more as indemnity than the amount paid by him 
as premium during the period. "he experience in Ceylon has been 
that the average Ceylon farmer suffers some form of crop damage 
within a period of 10 to 15 years. 

The third criticism is that the coverage offered at present 
is too low and totally unrelated to the productivity of the area. 
Those subsidies that provide a minimum coverage of Rs.10 per acre 
does not even amount to tho value of a bushel of paddy at the 
guaranteed price. Even the maximum coverage of Rs.100 per acre 
represents only the value of eight bushels of paddy. Tho tendenay 
to keep the coverages low in order to keep the premium low is 
quite natural but the problem has been aggravated by uniform premium 
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rat es which means that coverages had to be further reduced taking 

into account variations in regard to different areas. 

The present Govornment has in mind the establishment of a 

crop insurance corporation to review and reorganise the entire 

scheme of crop insurance in the country. 

(f) Other Programme l;arketing Arrangements 

The Marketing Department plays a key role as regards the 

collection and distribution of' the vegetables that are cultivated 

in the village areas. This Department has 33 collecting centres 

distributed in various districts of the country. The Department 

is responsible for the purchase of about 7 to ITOI of the total 

production of vegetables in the Island.
 

Althouji the Marketing Department has no connection with the 

collection of produce under the guaranteed price scheme operated 

by the Department of Agrarian Services, the :arketing Department 

also provides a guaranteed price for vegetables, fruits and eggs. 

The Divisional Officer of the Department fixes the prices after 

observation of the Colombo prices in the Pettah i,,arket. These 

prices are then broadcast for tle informtion of tho producers 

and consumers. 

The Pricing Committee of this ')epartmt-nt fixes the prices 

at which the various collecting centres shoud btW different 

varieties of veg-abables from the villagers. Frice-lists are 

prepared once a month and revisions are made in these lists as 

and when necessary. 

(g) General Marketing Conditions 

One of the problems that farmers in certain areas have to 

face is the question of transportation of his paddy from the 

farm to the nearest Co-operative Stores. In areas not served by 

proper farm to market roads, transportation becomes a burdensome 

and time-consuming opration. Due to the dij°icultios of 
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transportation of paddy and other subsidised foodstuffs, farmers 
in such areas often come tuil.er the control of middlemen who
 
undertake to transport their goods. 
 These middlemen purchase the 
goods at a price considerably lower than what prevails in the 
market. This is done because the purch-tses are made by such
 
traders at the farm level.
 

The crops that come under the guaranteed price are usually
 
those that arc 
 in grcat dorwand and what was often imported in the 
past. Governmont has now totally banned the irn-ort of several
 
items of' subsidiary foodstuffs 
and as such the producer is able
 
to get a better price than what is 
 given under the guaranteed
 
price scheme for the subsidised crops. At times the farmer
 
encounters 
problems in his sale of padft to the co-operative store. 
Bureaucratic procedures, excessively strict enforcement of quality 
tests, corruption, and inability to accept deliveries due to lack 
of storage have reduced the efficiency of the co-operatives as a
 
purchasing organisation. Government attempted to overcome these 
problems by providing an incentive scheme for purchases. The
 
Paddy Marketing Board has plans for streamlining and facilitating
 
sale of paddy to the co-operative societies. 
 As far as pady is
 
concerned, 
 according to the Paddy Marketing Board Ict, the farmer 
is compelled to sell his paddy to the co-operative societies. This
 
Act debars any person to purchase and transport large quantities

of paddy anywhere in the Island. ',ven so, the practice of selling 
at tho village level to the private trade still continues to a
 
limited extent 
 among the farmers. In these circumstances the 
farmer is in a sellers market and benefits from the competition 
among traders for tho purchse of his product. Many f'oducors, 
however, are not able to get the maximum benefit from the prevailing
 
scarcity conditions. The most prudent method of rarketing would 
be for the farmer to hold to his crop and release it in stages as 
prAces rise rether than unload his crcp in the market immediately 
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after harvest when prices tre low. To adopt such a marketing plan 

the iarmer needs resources and working capital. While the well-to

do farmers have resorted to this method the poorer farmers have had
 

to dispose of their crop at the low prices followirng the harvest,
 

and thereby profits have accrued to the middlemen. 

In the case of perishable comodities such as vegetables, 

marketing conditions in the village do not help the village 

producer to obtain the best price for his products. The only 

place where he gets a fair price for his vegetables according to
 

the market conditions is at the collecting centres of the
 

Marketing Department.
 

(h) Profits and Risks 

There has been a significant increase in paddy production 

during the period 1960 onwards backed by Government measures br 

promoting production such as agricultural credit schemes, subsidies,
 

guaranteed prices and improved extension services. Throughout the
 

period moze land has been brought under major and minor irrigation
 

schemes at an average rate of 10,000 to 15,000 acres per annum.
 

The extent of rain-fed land has also risen. Detailed information
 

on the use of new technologies is difficult to obtain, except for
 

fertilisers which has been discussed earlier. However, there has 

been an increase in the use of improved seed varieties, in 

extension services provided by the Government and also probably 

in labour inputs per acre Ibr such operations as transplanting. 

Cost, yields and returns from paddy cultivation will 

naturally vary between the different parts of the Island 

according to climatic conditions, type of irrigation available, 

if any, and use of inputs. There is great variation in seasonal 

and mnual yields per acre in the different parts of the country. 

The following table indicates paddy farm budgets annual
 

outputs, protits and subsidies (per acre):
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TABLE XLMI 

Paddy Fa n Budgets Innual Output,
Profits and Subsidies (per acre). 

1 -9 6 7 

Colombo/ 
Kandy 

Nuwara Sliya/ 
Kandy 

Polonnaruwa 
Hambantota 

Output at GPS prices 630 1,008 1,190 
Output at World prices 356 571 673 
Profits (net, of paid and 

inputed costs): 
G.P.S. prices 206 474 638 

Profits plui imputed 
labour costs: 

G.P.S. price 474 794. 912 
World prices 200 357 395 

uosidy on Seed &.Fertilieer1 14 17 25 
Subsidy on irrigation - - 300 

Total input subsidy 14 17 325 
Profits minus input: 

Subsidy (GPS) prices -192 457 313 
World prices 

Subsidy on output 2 
-2 
274 

20 
437 

.204 
517 

Fertiliser subsidy, net, of import duties and taxes. 

2 Value of output at GPS prices minus value of output at 
world prices. 

(Source: Agriculture in Ceylon until 1975) 
These prices however reflect the official rate of exchange. If 
impprted rice is costed at the rate inclusive of FEECs the relative 
cost of inputs would be approximately 65 more than the CIF price 
given. As the rupee is considerably overvalued at the official rate 

408
 



132
 

and import substitution bonefits could be valued more realistically 
at FE&C rates, the real cost of the subsidy to the econoqy could be 
estimted more reliably by adjusting the import prices to include 

FEOCs. 

A typical paddy farm estimate of output and costs is gLven in 
the Table below:-

TABLE XLIV 

Paddy Farm Budgets; Output and Cost
 

........ _ Rs. per acre
 

Colombo/ Nuiara Polonnaruwa 
Kalutara Eliya/ Hambantota

Kandcy
 

Qiushels acreg
 

Yield: Malia 30 45 571 

(bushels) Annual 2 45 72 85 
Value at Rs. 14 bushel 630 1,008 1,190 
Value at world price 3 356 571 673 

Costs: Maha Rs. 
Fertiliser 
 9 14 20
 
Seed paddy (2bushels)5 32 32 32
 
Tractor and buffalo6 50 75 89
 
Hired labour - - 31 7 

Pest control n.a. n.a. 7 7 
'Oransport 8 7 7 7 7 
Paddy land levy 6 6 6 

Total costs (Maha) 104. 134 192 
Total costs (Annual)9 156 214 278 

Imputed labour costs 
(per annum) 10 268 320 320 11 

Total costs, paid and 
imputed (per annum) 424 534 552 

This yield figure may be an exaggeration as it may be the result 
of measuring output per acre net of uncultivated portion in the 
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TABLE XLV" 

TOTAL RECEIPTS AND r0N-CURRMT EPMITU3E PER DEFAULTING UNIT PMR 4O 

R E C E I P T S NON-C0OJI-,TICN £PENDITE E x c e s s 
-.---- i -- of":oe Total Amount Interest:'Faily'Capital :Total
Group :."Icme Amount "Sale of "" • ::Income over 

G r o u p Incme o 
borrowed Repaid "Expen-'Expendi-ilion- :Non-CurrentAssets 
 J Receipts . pa ditureture CurrentExpeuire

: Cap.tal : :: 

IditureIns ft PS Q 

0- 50 32.7 18.0 1.2 51.9 
 5.6 1.1 28.2 04 353 16
 
51- 100 79.7 28.4 1.6 109.7 13.2 
 1.9 320 2.5 49.6 60.1
 
101- 250 167.4 35.6 
 23 205.3 16.4 1 .8 382 
 533674.
 
251- 500 j 363.5 ! 67.7 5.4 436.6 30.7 8.1 57.0 21.3 117.1 319.5 
501 - 750 595.0 94.4 0. 693.1 54.9 10.3 22.090.3: 177.5 512.6
 
751 - 1000 . 878.6 181.3 16.8 1076.7 44.1 18.5 74.2: 28.3 165.1 
 911.6
 
Over 1000 2330.6 312.9
i . 17.9 1 2661.4 . 93.8 19.7.2 __ _ _ _ _. .2 172.1:,1 198.1 483.7 2177.7 

Average 258.5 51.0 3.3 312.8 22.0 5.1 . 4o.: 85.412.3 227.4
 

Source: Defaults Survey, Central Bank of Ceylon.
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field such as bunds, paths, etc. and possibly should be reduced 
by 15 to be comparable with those for the other districts. 

2. 	 Reckoned by applying the following cropping indices: Colombo/

Kalutara, 152; Nuiara Ellya.4Nandy, 160; Folonnaruwa/Ilwnbantota,
 
151.
 

3. 	 1967 average cif price; Rs.600 per 68 bushels, minus a 10 percent 
deduction fbr value added in rice milling. 

4. 	 Average actual application 1967 (for a3l except iFolonnaruw/

Hambantota, where tliahaweli Ganga survey data used); cost to
 
farmer with 50 percent subsidy. 

5. 	 Subsidised price. 

6. 	 Estimated. 

7. 	 Mahaweli Genga survey data. 

8. 	 Resumed same in all districts. 

9. 	 Reckoned by applying cropping indices to Maha costs. 

10. Reckoned at Rs.4. per dqy for the following number of days per
annum: Colombo/alutara, 67; Nuwara Eliya/Kandy, 80;
 
PolonnaruwaAiambantota, 80.
 

11. Including cost of hired labour. 

(Source: Agriculture in Cjlon until 1975, at p.91) 

The output and costs were highest in the Polonnaruwa~lambantota 

region, almost double that of the Colombo/talutara area. Costs nmy 
be higher in the former region due to the increasing use of fertiliser 
per acre, the cost of hired labour and the hiGher cost of tractors and 
buffaloes. 

Total receipts shown in the above Table include regular income from 
produce plus the amount borrowed and the amount realised Vrom the sale 
of assets. (The data is presented on a permanent basis rather than 

on a seasonal basis. No allowance is made for the capital gains or 
losses in this calculation. Income data refers to gross incomes after 

paymont of rental and other dues at the harvesting fiell). 

The definition of non-current expenditure includes farmers' 
expenditure consisting of expenditure on ceremonial occasions, marriage, 

litigation, illness, death, schooling, capital expenditure and repayment 
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of capital and interests. The excess of income over non-ooncnrent
 

expenditure varied from 51% in the lowest income group to l0Y in 
the second highest incomo group with an overall average of 88*1 for 

all the income groups. Even so, the debt servicing obligations 

that were in default remained high and these obligations were on 

the average 43.0 for loans under the New Agricultural Scheme 

and 50u for other loans in default. Considering this high rate 

of default, it is necessary to find out whether arr -roup of 

incomo-reccvers would Inve a positive balance out of the excess 

of income over non-current expenditure, after moeting current 

consumption. This could give an idea iiether some defaulters 

have a surplus of income, to repay. Foor this purpose, a comparison 

of the data obtained from the Socio-Economic Survey of 1969/70 

conducted by the Department of Census and Statistics, was used 

in respect of current consumption. 

TABLE XLV7
 

Expenditure over Incom - Percentages
 

Current Gross Receipts Proportion of 
expenditure less non- Income left after 

Income Group as % of Indome current expen- meeting reported 
Rs.per month (Socio-Economic diture as % of Expenses (3)-(2)

Surver 1969/70) Incame (4)
(1) (2) 	 (3) 

0 - 50 96.0 50.8 -45.2
 

51 - 100 95.9 75.4 -20.5
 
101 -	 250 95.9 75.4 -20.5 

251 - 500 73.2 87.9 +14.7 
501 - 750 66.0 86.1 +20.1 

751 - 1000 55.3 103.8 48.5 
Over 1000 43.1 93.4 t50.3 

Total 79.7 	 88.0 + 8.3 

Note: 	 Some interpolation was done in the case of certain
 
groups that did not broadly fall within the income
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groups of the sooio-economic survey. 

(Source: Defaults Suovey, Central Bank of Ceylon: 
at page 68). 

It is clearly seen from column (4) that those receiving an
 

income of over Rs.250 had a positive balance to settle the overdue
 

loanm. This balanco is compared below with the overdue loans.
 

TABLE XLVII
 

Capacity to settle Overdue Loans comparod with
 
Overdue Loans
 

Overdue Loans (with Proportion of Capacity to 
interest) as percent Incom left settle 

Income Group of income after meeting Overdue 
Rs. per month N.A.Loans All Loans all reported Loans 

expenses (4) - (3) = 

(I) (2) (3) (4) (5) 

0 - 50 19.7 43.1 -45.2 -88.3
 

51 - 100 10.5 21.7 -20.5 -42.2
 

100 - 250 5.9 13.0 + 0.2 -12.8
 

251 - 500 4.8 11.9 +14.7 + 2.8
 

501 - 750 3.0 7.6 +20.1 +12.5
 

751 - 1,000 3.4 16.7 +4B.5 +31.8
 
Over 1,000 1.8 10.0 +50.3 +40.3
 

TOTAL 4.8 12.6 + 8.3 - 4.3 

(Source: Defaults Survey, Central Bank of Ceylon:

68)
at p.


It isclear that incomes are inadequate in the three lowest
 

income groups (those receiving less than Rs.250) to meet all expenses 

reported. The capaciV to settle overdue loans is indicated in the 

last column of the above Table. The lowest income group should have 

an increase in income of nearly 9/o'to meot the deficit in income 

over roported expenditure and settle overdue loans. On the average, 

this income group had to cultivate 1.02 acres and if the yield is 
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about the national average of 50 bushels per acre, the income rise 
would be more than 100,Z. However, the lowest income group with monthly 
household incomes less than Rs.50 is not typical of the average low 
income household in the peasant sector. According to the Socio-
Economic Survey of 1969/70 the average monthly income in the 
r u r .& 1 ts ec o r w a in the region of RS.140a and 
was closer to the third group in the Defaulters Survey. It should 
be noted that the hiehest percentage of defaulters were in this group 
according to the defaulters survey. The two Lroups with lower 
incomes would therefore be marginal groups and not representative 
of the average low income farm family. eior the thi d iroup with 
an average extent of 1.95 acres, the potential on income increases 
throu-jh higher productivity and for raising repayment capacity of 

overdue loans is quite high. 

The data on incomes, expenditure, and levels of poverty collected 
through the sample surveys that have been conducted must be treated 
with a great deal of caution. The percentage of error is quite high. 
In the income data of the defaulters survey and the Socio-Economic 
Survey the income effect of free rice has not been included. It is 
doubtful whether the non-monetised income of these households has 
been correctly estimated and included. The institutions conducting 
the survey have dran pointed attention to the fact that the 
respondents to the survey questionnaires invariably tend to 
understate income and overstate expenditure. This partly due to 
unintentional inaccuracies, partly due to the belief that 
government is collecting data on which it expects to revise its 
policies on subsidies, taxation, debt redemption, agricaltural 
credit and so on. Therefore the conclusions rogarding poverty 
at the margin which is apparently even below subsistence level in 
the lowest income categories in the defaulters survey, need to be 
critically re-examined on the basis of further data. 
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It is difficult to derive a clear profile of the poverty in the 

rural sector from the data available from the different surveys, as 

taken separately they present a somewhat confusing and conflicting 

picture. For example, the data on the structure of paddy holdings, 

vide Table IV , indicate that approximately 65 percent of persons 

owning paddy land had paddy holdings below I acre. According to 

the defaulters survW, defaulters with lowest incomes cultivated 

an average holding of about I acre. From the data on paddy holdings, 

it might appear that the majority of paddy farmers owmed uneconomic 

mini-holdings which may not be capable of yielding even a subsistence 

income. However, the majority of these operators are only engaged 

p.rt time on paddy farming and have other sources of income from 

highland holdings they possess as well as wage employment in 

adjoining plantations and other enterprises. Furthermore a siLnificant 

proportion of holdings below one acre are jointly owned and c ulzivated 

by owners in rotation over a cycle of seasons. Therefore before any 

reliable conclusion could be drawn about the agrarian structure, the 

pattern of economic activities, forms of ovnership and operation, and 

level of income in the paddy sector with holdings below I acre, a 

great deal of primary data collection and socio-economic research 

has yet to be done. When this has been said, it should also be noted 

that tha holdings below I acre account only for about 2Cjl of the 

total paddy extent. The full time paddy farmers would fall mainly 

into the categories of holdings above I acre. If we take the farmer 

in the third category of the defaulters survey (which contained the 
highest percentage of defaulters) as the typical farm household 

dependent on paddy, then as given in Table IV the income of this 

household from paddy alone will be approximately Rs. 2000 per annum 

on an average yield of 45 bushels and a crop intensity of 1.6. This 

income will be further supplemented by other garden produce and 

subsidiary food crops if he possesses a small plot of highland. 

For example, farmers in the Dry Zone will supplement their incomes 

from low land cultivation with produce from shifting cultivation in 

adjoining forest land. Therefore an income of Rs. 2400 per annum for 

a typical farm household would not be an excessive estimate. The cost 
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of production of 1.6 acres excluding family labour would be 

approximately Ras. 350 which the farmsr could obtain from a credit 

scheme; he would therefore not incur ary expenditure out of his own 

resources but out of borrowings. The net cash income available for 

consumption and other household expenditure after repayment of loans 

would be in the region of Rs.2000 per annum i'or each household, or
 

Rs.167 per month. 
 The minimum household budget on nutritional nm'ms 

for the urban sector wras estimated at Rs.170 per month by the 

Medical Research Institute in Sri Lanka in 1971. On these figures 
one might conclude that our typical farm household for a holding of 
about two acres of paddy and yielding 45 bushels of paddy an acre 

by taking 1.6 crops from his land is at a level of poverty which is 

not appreciably bolov the poverly line and is very close to t1l point 

where it would have crossed it. As stated earlier the prospect of
 

raising repayment capacity for farmers in this category is good as
 

the potential for further yield increases is high. However, this
 

projection of a typical farm household dependent on paddy is 

subject to numerous qualifications. The yields and cropping 

intensity will depend on the condition of the land and the 

availability of water. 
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PART III 

Evaluation
 

(A) Performance 

(1) Apparent use of credit
 

The Committee wlich studied Agricultura-l Credit in 1966 observed 

the fact that under the crodit schemes tin t were then in operation, there 

was some misuse of funds. AccordirG to this report "the present lending 

rato,3 ca-r.- tvith it a largo element of subsidy by govornment. In fact, 

part of the misuse of these funds might be Cue to the foct that some 

borrowers have at least realised that tho going rate in the market is 

higher and that they could rake larger profits by relendJrig the money 

given to them by government at a subsidisod rate of interest." They also 

noticed that there was no proper system for relating the request for loans 

to the actual requirements of each farm in relation to the crop he proposes 

to grow on the extent oL' land ulven to him, to the cultivation practices 

that are present on such land for cultiv2.tion of such crops and tihat there 

was also no proper rnechanism for effectinC sipervision of the use of loans 

once gr nted. Although theoe was no reliable data to quantify the extent 

to which agricultural credit was applied by farners to purposes other t."n 

agriculture, instances of r.isuse of credit were observed. The Committee 

theruforu recommended several measures to eliminate some of the 

deficiencies in the existin, credit schemes. These included (a) the 

pr_paration of a dotoiled cultivation plan on wiich the requirements 

of credit to individu-,. farmers was to be grai.ted (b) the preparation 

of this plan well ahead of the cultivation season to eliminate delay 

in the granting of credit (c) the granting of credit in kind - seed
 

paddy, fertiliser, etc. and (d) the supervision of the entire 

programme from the stage of' plan preparation to the granting and 

utilisation of credit by a set of village o'ficials under the 

direction of the Govee.nment Agent. These proposals including the 

higher rate of interest were incorporated in the New Agricultural
 

Credit Scheme, but an evaluation of this scheme by the Central Bank
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conducted in 1972 showed that tho deficiencies in the previous scheme 
had not been entirely elifinated and that some nisuse of agricultural 
credit continued. This was illustrated in a scheme in the North 

Western Province, Devahuwa, where the cultivation programme including 
credit was intensively supervised, and where itwas detected that
 

some cultivators resold some part of the subsidised fertilisers for
 
use in sectors where the subsidy for fertiliser was not available.
 

2. Effects
 

(a)Production 

The following Table gives the index numbers of extent, yields 

of paddy and fertiliser used from 1952 to 1970: 

TAifBLE XLVIII 

Index Numbers of Extent, Yields of' Paddy and 
Fertiliser used 

Sown Production 
Extent Base Year
 

1952-54 

100 Yield Fertiliser Population 

1952 101 106 105 72 97 
1953 91 80 92 92 100 
1954 109 114 102 136 103 
1955 117 131 111 173 105 
1956 102 99 102 204 109
1957 105 115 244111 112 
1958 120 134. 118 380 115
1959 115 133 119 291 118 
1960 127 158 124 419 121 
1961 127 158 123 549 125 
1962 133 176 129 679 128 
1963 135 180 129 867 130 
1964. 137 185 132 606 134
1965 126 133 117 58k 137 
1966 140 167 122 762 140 
1967 142 201 141 1214 143 
1968 151 236 159 1241 147 
1969 148 241 172 1231 150 
1970 162 284 176 1297 153 

(Source: Ministry of Agriculture) 
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It is difficult to relate the impact of the credit programme to 

the increase in the production of paddy. This is because other factors 

such as introduction of new varieties, improved cultural practices, 

use of fertilisers, irrigation and extension services all contribute 

to the productisn of paddy. It is not possible to isolate each of 

these variables and estimate the contribution which each variable 

makes to the increase. The index of the sown extent had increased 

from 101 in 1952 to 162 in 1970; production had increased from 

106 to 284 and the yield from 105 to 176. A greater part of the 

increase in the yield is due to the increasing use of high-yielding 

varieties of rice and the use of fertilisers. Fertiliser application 

is one of the most important factors for raising yield per acre. 

With the introduction of new high-yielding strains, the inputs of 

fertiliser, agrochemicals etc. had to increase and the management 

practices became more sophisticated all of which demanded more 

resources of working capital from the farmer. The farmer's capacity 

to increase yields and benefit from the advances in technologr 

in his field therefore depended on the ready availability of credit. 

The total input of credit to the small farmer through the scheme 

administered by Government from 1947-1970 was in the region of 

Rs.567 million and this gives some indication of the support the 

farmer received during this period. Of course the Government schemes 

met only part of the credit needs of the small farmer. Reliable 

data on the volume of short-term credit in the form of working 

capital available to the small farmer from other sources have not 

been collected. Such credit was obt inea on terms which were less 

favourable. Such credit usually came from middlemen who advanced 

part of the sale value of the crop to the cultivator and therefore 

purchased the crop at prices appreciably below the market price. 

The operation of Government credit schemes on a large scale helped 

to mitigate some of the excesses of such private credit.
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T A.EXLIX 

PaiLdy '.oduction in Ceylon. 1960-1968 

1960 1961 1962 1963 1964 1965 1966 1967 1968 

Production,
 
million bushels 43.0 43.2 48.1 49.1 50.5 36.3 46.1 55.1 63.6 

Net acres harvested 
'000 acres2 II84 1196 1268 1296 1304 1058 1284 1332 1432 

Yield per net acre 
harvested,bushels 36.3 36.2 37.9 37.9 38.6 34.3 35.9 41.4 44.4 

Gross acres sown

'000 acres 1468 1472 i536 1562 1035 1453 1617 1636 17003 

1. 	 Crop years include the 'ah% season beginning the previous year and the 
Yala season of the year stated. 

2. 	 Gross area sown minus crop failures given gross area harvested; that 
minus 15 percent for paths, bunds, ctc. gives tho nct area harvested 
on rinich official yield figures arc based. 

3. 	 '1stimted. 

(Source: ALiculture in Ceylon Until 1 975) 
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In the Table given auove the pioduction of paddy, the net acres 

harvested and the yield per net acre harvested, show an increasing 

trend over the years, except for the years 1965 and 1966, when a 

severe drought and crop failure affected all these variables. This 

brings into focus the importance of the water input in the paddy 

production process. As such, the fall in 15965 and 1966 would have 

been greater if not for the provision of major irrigation schemes 

and the opening up of new lands. 

The increase in output which could be attributed to the increase
 

in yield (and thereby to inputs such as new seed varieties and
 

fertilisers which in turn are influenced by the credit programme as 

mentioned earlier) may be ascertained by comparing the increase 

in production between 1960 and 1968 (the increase being 20.6 million 

the yieldbushels) with what the increase would have been in 1968 at 

rate obtained in 1960. On this basis 56.3 of the increases was 

due to the use oL' inputs such as new varieties and fertilisers. 

This increase in productivity could not have been achieved if the 

credit programmes had not provided the farming community with 

part of -che working capital needed to raise the inputs to higher 

levels. 

The story of the Agricultural Credit Scheme as it unfolds 

itself in the fifties and sixties has a recurrent pattern of peaks 

and troughs. During this period there have been peak years during 

vich Agricultural Credit reached substantial proportions and 

thereafter declined. It is possible to point to several such peak 

periods during the last 20 years. In 1952/53 loans granted rose 

to 15 million rupees as against 8 million rupees in the previous
 

year. In 1956/57 it once again reached a peak of 21 million 

rupees and declined to 10 million rupees in 1962/63. Then again 

in 1963/64 it reached 34.5 illion rupees and declined to 

million rupees in 1966/67. Under the new gricultural Credit 

Scheme it reached 73 million rupees during the peak period of 
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participation by farmers in the now Agricultural Credit Scheme. It 
could be concluded that during these peak years, participation in 
the Agricultural Credit Schemos by paddy farmers was relatively high. 

It is difficult to estimate the exact rate of participation 
from the data available but some idea of the level of participation 
could be gained from an estimate of the warking capital requirements 
for the whole of the paddy sector. In 1967/68 which is the year 
during which the highest volume of Agricultural Credit flowed into 
tho peasant sector there was approximately 1.2 million acres of 

paddy land available for cultivation. Of this extent, the area 
cultivated for the Maha Season was in the region of 1,100,000
 
acres. On an estimate of working capital requirements per acre
 
of paddy as estimated in the Agricultural Credit Scheme, i.e.
 

Rs.220, the total amount of wcrking capital requirements for 
the entire ertent cultivated for the Mala Season would be in the 

region of 24.0 million rupees. If one assumes that a certain 
proportion of farmers with relatively large holdings enjoyed a 
position of liquidity which made agricultural credit unnecessary 
for them the total requirement of agricultural credit would have 
been less than this figure of Rs.240 million. The extent owned 
in holdings above five acres was approximateJy 300,000 acres. IZe 

this figure is excluded from the Agricultural Credit Scheme the 
total requirement of agricultural credit would have been in the 
region of 175 million rupees. From these figures the participation 

of farmers in the Agricultural Credit Scheme in 1968/69 would 
hiavo been between 40-45 percent. 

Another way of arriving at the rate of participation in the 
Agricultural Credit Scheme to examineis the data for fertilizer 
used and the proportion obtained on credit. During years of 
peak performance under the Credit Scheme the percentage of 
fertiliser obtained on credit was correspondingly high. In 
1963/64 it was 35 percent, in 1 967/68 it was approximtely 
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42 percent. These figures give some indication of the rate of 

participation in the Credit Scheme by farmers. In examining these 

figures it should be noted that the usage of fertiliser among 

farmers will vary depending on the nature of the paddy land and 

the region in which it is located, the technological level of the 

farmer and the efficiency wilh which suppaies of fertilisers are 

organised at the villaGe level. Therefore the percentage of 

fertiliser obtained on credit need not be identical with the rate 

of participation but will only serve as a general indicator. During 

the peak period when the Agricultural Credit Scheme was in 

operation it is likely that about 50 to 60 percent of the farmers 

in need of Agricultural Credit participated in the Credit Scheme. 

The impact of the AgriculturcJ. Credit Schemes on the total 

agricultural development programme cannot be estimated only in 

relation to the rate of participation. The peak years resulted in 

inputs of agricultural credit which induced farmers to reauh higher 

levels of fertiliser use and improved technology for farming in 

general. For example, in 1952/53 when credit jumped from 8 million 

rupees to 15 million rupees there was a substantial increase in 

resources made available to the farmer. Even if the rate of
 

participation declined after it reached this peak level, the farmers 

appear to have attempted to maintain levels of inputs that they 

reached when credit was available. For example, in 1967/68 

fertilizer use rose from 52,000 tons to $4,000 tons and thereafter 

this level has been maintained although the proportion obtained 

on credit declined. The sudden drop in fertilizer use between 

1963/64 and 1964/65 is attributable to drought conditions which 

prevailed in 1964/65. The fact tiha farmers have been able to 

maintain and improve on the level of fertilizer use in spite 

of the decline in credit may point to the fact that farm incomes 

have been increasing in the recent past, farmers therefore enjoyed 
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a better level of liquidity thereby reducing their dependence on 
credit and at the timesame they became more creditworthy for
 
non-institutional lending.
 

This however should not be tacen anas argument that an
 
Agricultural 
Credit Scheme with a much larger degree of coverage
 
and higher rate of participation is not very essential for an
 
agricultural development programme. 
 The fact is that even the 
pr.-sent levels of fertilizer use are far below the recommended
 

dosage and have reached only about 33 percent of these dosages. 
The recommended dosages themselves are not anywhs-e near the
 
optimum dosage. An Agricultural Credit Scheme properly administered 
which ensures the necessary working capital to the farmer to raise
 
te agricultural inputs to 
the desired technological level can 
increase production at a very much faster rate than at present.
 
The essential problem is therofore one of implementing an
 
Agricultural Credit Scheme hilch raises the level of agricultural 
inputs and consequently raises agricultural incomes and repayment 
capacity of the farmer. Such a howeverscheme would have to be 
so admiListered that the farmer recognises his obligation for 
repayment and is fully conscious of the need for continued 
participation in the Scheme in order to achieve a rapid increase 

in his income.
 

(b)Farm Income
 

As explained in the previous section, agricultural credit was 
one critical input in the programme to raise the level of productivity 
of the small farmer and consequently raise his incooe level. However, 
the Government credit schomes have conformed to a recurring pattern. 
With the introduction of each new scheme and each reorganisatL on, 
participation in the scheme and utilisation of credit by farmers 
are high. Thereafter progressively participation drops, as 
farmers default on repayment and p'obably return to non-irstitutional 
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sources of credit. To the extent that this happens, the benefits 
from the increase in pr doctivity do not accrue in full measure to 
t1m farmer. He incurs debts to the non-institutional lenders at 

hixL interest rates and he is unabla to avail himself of' the 

guaranteed prices as his crops ara hypothecated to th private 

lender. The rural indebtedneas survey conducted by Uhe Central 

Bank in 1970 indicated that t heincidence and mutgnitu:!e of debt 
amons the farmine communities to the non-institutional lenders is 
quite hih. The Survey estimated the total outstanding debt at 

Rs.15,713,000 which is an average of Rs.602 per rural household or 

i of their total annual income. 

Another indicator of' farm incomes might be the changes that 

have occurred in the structure of agricultural small holdings. 

Data available for the period 1958 to 1963 indicate that there has 

been no significant reduction in the size of holdings at the bottom 

of the scale. The relative stability in the structure of holdings 

supports the conclusion that farm incomes have increased and a 

substantial part of the increment must have accrued to the farmer 

himself. 

Prior to 1 967, the guaranteed price scheme for paddy was very 
helpful to the farmer in that it gave him a higher price than that 

wh:b h pre-iled in the open market. After 1967, wIth the reduction 

of the rice ration, the paddy market changed dramatically and the 

open market )Jrice per bushel of paddy was higher than that of the 
guaranteed price scheme; the open market price for paddy stdilied 

at a level comparable to the guarante:d price and at times rose 

above it and this helped to increase the farmer's returns. 

According to the Survey on Cost of Production of Paddy 
conducted by the Central Bar of Ceylon in the Maha Season 1966/67 , 

the following Table shows the position as regards the gross value of 

output, production ccsts and the net return to land and labour. 
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ToBL, L -Gross Value of'Output. Froduction Costs and the net
 

Return .to Land and 1 atour
 

Gross return
 

Yield (bu/acre) • 40.8 
Price of paddy per bu. .. 14.0 

Gross return 
 .. 571.0 

Production costs
 

Cultivation • 76.04 
Seed • 30.56 
Fertili ser • 17.57 
Agro-chemicals •. 4.34 
Other 7.39 

Total • 136.00 
Man-dqys per •.acre 42.0
 
Net return to land and labour 
 435.00 

According to this Survey the net return to land and labour 
was in the region of Rs.435.00 per acre per crop. Yields per acre
 
have further risen after this survey and were in the region of
 
50 bushels in 1 970. With the introduction of new high-yielding 
varieties further substantial yield increases are being recorded
 
in the recent harvests. On experimental data from Paddy Research 
Stations, the net return per acre on a yield of 80 bushels could 
be as high as Rs.788 on one crop. With double cropping, the return 
per acre could be doubled. 

These figures do not take into account the cost of hired labour 
that ,night be required to supplement the family labour available. It 
will be seen that for a single crop approximately 42 man-days would 
be sufficient for cultivation of one acre. With double cropping an 
acre would be able to absorb 85 man-days which still does not amount 

.	 The costs in this table represent the national averages
excluding labour costs and will therefore not be identical
with the figures in Table XLIV. 	 426 
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to more than ' to 1 of a man-year. This calculation, however, 

does not take into account the seasonal peaks of labour requirements 

on the operations that are involved. The demand for labour is not 

spread evenly round the year and therefore during the peak periods 

such as ploughing, tr:.nsplanting, harvesting, hired labour is used 

to supplement fwily labour while duri.ng thu slack season, frmily 

labour is under-utilised. liowov3r, on a 2j to 3 acre allotment of 

paddy, a family with threu units of labour wo-ld require only a marginal 

input of hired labour to supplement their own effort. This brief 

comment on the labour situation in the family farm draws attention 

to the scope for diversification and multi-cropping which would be 

able to take up the slack puriods that are inevitable in the present 

mono-croppin- pattern. The current programs of the ;overnent are 

directed at such diversification and have as their objective the 

raising of income levels in the farming community. 

(c)Technology
 

The availability of credit has no doubt improved the capacity 

of the farmer to absorb the now technology and adopt the better 

cultural practices, e.g. the use of high-yielding seeds, fertilisers,
 

agro-chemicals, etc. 
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TABLE LI 

Fetiliser Issues by Components (in Tons)
 

t,
0 

YearG 02~-0 

4__ c d . 4 ,. ,Tota1 
-4 -4 -e- .P - 

1958-59 2,832 503 8,700 4,306 ... 26,341 
1959-60 11,473 107 5,521 5,521 .. . . 20,173 

1960-61 18,512 258 6,723 . .. . .- 29,041 
1961-62 24.,747 675 8,020 4,633 .. . .- 38,075 
1962-63 31,023 872 9,946 5,217 -.. . . 47,358 
1963-64 39,780 3,131 11,389 5,796 .. . . 60,096 

1964.-65 26,266 2,567 8,676 4,537 .. . .- 42,046
1965-66 19,582 7,014 9,078 4,811 -. 40,485 
1966-6718,154 2,624 13,241 7,462 500 72 .0 262 52,855 
1967-68 29,907 9,219 16,1 0,496 5,791 1,370 830 77 84,231 

1968-69 23,710 26,384 10,968 9,356 10,469 5,162 17 - 86,066 
1969-70 23,297 28,150 7,512 8,732, 10,641 7,025 - - 85,357

a976 29,907 19swl.m........2 1644 10,9 v91 
 13080 7 1p3
 

(Source: Department of Agrarian Services) 

The total increase in the use of fertiliser was at an annual 
compound rate of 12. . The credit programme has had an appreciable i 

impact on the use of fertiliser throughout the Island, Fertiliser 

is supplied under the credit scheme and also made available for purchase 

on a cash basis. The farmers are able to purchase their requirements 

from the Co-operative Societies which are the point of retail distri

bution at the village level. 

The following Table shows the inputs in paddy production from 

1960 to 1967. 
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2..LE LII
 

Inputs in Paddy Prolucts
 

1960 196" 1962 119631 1964 1965 1966 1967 
Prepared land, '000 acres 1 

major schemes 325 340 338 362 366 381 402 401 
Mlinor irrigation schemes 386 344 351 364. 370 377 3b8 54.5 
Rainfed land • 497 496 508 504 513 515 533 545 

Total prepared land1 1,160 1,180 1,197 1,230 1,249 1,273 1,325 1,331 
3Fertiliser use, nutrient
 
tons (thousands) .. 5.5 7.5 10.1 12.1 15.7 11.2 12.2 15.2 

Acres transplanted
 
(thousands) • 	 64.9 72.5 8.10 95.7 93.4 n.a. nea. n.a. 

Value 	 of a cche..icals 
used (million Rs.).. n.a. n.a. n.a. n.a. n.-. 3.5n.a. n.a. 

Certified seed paddy 2 2 
issued (th.bushels) 80 o 2 802 n.". n.a. n.a. n.a. 140 

Tractor iports (nos.) n.a. 900 n.a. 700 600 470 1,474 1 ,4563 
Government services
 

(million Rs.)4 

1. Prepared lmnd is the acreace on -Alich padyj could be frca an I is not ceuiv..lent to cithur 
Gross sowm or net harvested acreage. 

2. 2stimated.
 

3. Sales.
 

4. :xjpenditure on rice extension (100 percent) on agricultur 1 exz nz_ n a=!i r-se.Lrch, est control
and loss on tr-ctoi- services (75 percen:). Doubtless r. .ny other itums s-i-d adaed iunlar the
heading of LoverraJa.it services; however, expenditure ;- c-n juztjy 'oe ascrijzd tc p 0.addyervic-s 
is natur-lly dif,'icult to idu:iti~r. 

(,ource: -Ariculture in Coylon Until 1 75) 
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The above Table shows that the most important input has been 

fe:'tiliser which has shown a continuing increase from 1960 to 1 967. 
The data on the value of agrochomicals is available only ror the yo -r 

1966 during which year Rs.3.5 million worth of agroohemicals had ben 

used. The use of certified seed paddy varieties sliows .,n incro.';3ing 

trend although the figures for 1963 to 1966 are not available. 

Little information is av.ilable on the oenefits of transplantinj, 

but acuording to the Survey on Cost of Production of Paddy, the averlge 

yield per acre from transplanting was higher than from the broadcasting 

method. This is shown in the following Table. 

450
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TABLE LIII 

Average Yield per Acre by Districts 

District Area 
in 

TRon 
7 
in 

s inTransiilanti 
TeaIT -Area ITEM 

per acre in in 
71ela per 
(acre 

'. Rp f) 

Yield per acre 
Perches Bushels (Bushels) Perches Bushels (Bushels (Bushels) 

Amparai 50,960 9,379 29.45 6,000 1,465 39.07 30.46 
Anuradhapura 42,303 9,893 37.42 3,001 940 50.13 38.26 
Badulla 3,150 654 33.23 5,652 1,979 56.01 47.86 
Batticaloa 88,525 14,859 26.86 1,440 414 46.00 27.16 
Colombo 13,574 2,029 23.92 1,883 385 32.71 24..99 
Galle 14,164 2,077 23.46 - - - 23.46 
Hambantota 17,685 4,913 44.46 2,560 668 41.75 44.11 
Jaffna 26,755 3,607 21.57 3,375 522 24.75 29.93 
Kalutara 14,726 2,235 24.28 - - - 24.28 
Kandy 4,756 904 30.41 8,386 2,099 40.05 36.56 
Kegalle 4,523 919 32.51 3,096 784. 40.52 35.76 
Kurunegala 25,338 4,668 29.48 2,952 877 47.53 31.36 
Mannar 16,061 2,930 29.19 8,396 3,230 61.55 40.30 
Matale 4,097 777 30.34 2,576 676 42.99 34.84 
Matara 13,448 1,568 18.66 320 80 40.00 19.15 
Moneragala 5,300 991 29.91 2,645 853 51.60 37.13 
Nuwara Eliya 1,232 230 29.87 3,572 704 31.53 31.10 
Polonnaruwa 17,520 5,123 46.79 36,440 11,367 49.93 48.90 
Puttalam 8,020 I,353 26.99 - - - 26.99 
Ratnapura 12,895 1,769 22.95 1,640 559 54.54 25.63 
Trincomalee 43,783 8,853 32.35 - - - 32.35 
Vavuniya 43,381 10,882 40.14 800 389 77.80 40.82 

All Island 472,196 90,613 30.70 94,734 27,991 47.27 33.47 

(Source: SurveY on Cost of Production of Paddy, 1969) 
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According to the above Table, the yield obtained from transplanting 
was 47.27 bushels per acre (all-Island average) as compared with 30.70 
bushels per acre obtained from the broadcLsting process. Transplanting 
however is a labour intensive process and family labour would have to be 
supplemonted with hired labour if the farmer is to adopt this practice. 
This would necessitate an increase in his wor*ing capital. It draws 
attention to the importance of agricultural credit in any programme for 

improvements in the technology of farming. 

(d) Savings and Other Sources of Finahce 

Under the existing credit schemes there is no stipulation that the 
farmer should save a certain part of his profits. However, the farmers 
are obliged to become members of the Co-operative Societies by the
 

purchase of at least one share costing Rs.50 and this share capital is 
payable in 10 instalments. It is likely that these instalments paidare 
from the income received. It is also a fact thit the number of savings 
accounts and the quantum of savings deposits in the Rural Banks have 

increased over the years as can be seen from Table XV discussed 
earlier. It was seen that credit is also given to farmers for acqui

sition of capital assets such as water pumps; these schemes which 
operate on a limited scale have in a small wVy cntributed to channel 
farm incomes into caoital formation. However, for the most part 

farmers have been dependent on short-term credit for their requirements 
of working capital. There is increasing evidence however that a 
small minority of farmers who are highly productive and have small 
holdings above the average size have reached a level of income and 
achieved a state of liquidity that have rendered them self-reliant. 

The credit programme so far has not induced any other Bank, 
except the People's Bank, to come into the new Agricultural Credit 
Scheme. It is unlikely that any other Commercial Bar.c in Ceylon would 
like to come into the Scheme under the present conditions. It is not 
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only the low interest rates that have discouraged the flow of 

capital into farm finance, but also the lack of collateral and 

the high incidence of defaults. However, the non-institutional 

sources of credit have continued to be an important source of 

finance.
 

(e)Employmgn
 

The average requirements of labour for groing one acre of 

paddy comes to about 60 man-days. This can, however, vary from 

about 40 man-days under tie broadcasting process to 80 days under 

transplanted paddy. Among the various operations that are 

necessary for paddy cultivation, land preparation accounts for
 

30-4C% of the total labour requirements. Next in order of 

importance comes 'Dry/thresh, bag, transport' accounting for 

another 25-3Co of the labour requirements. These two operations 

together constitute about 55-70% of the share of the labour 

requirements. The other important operations are harvesting, 

irrigation and weeding. 

There is no data to show that the credit programme has had any 

positive employment effects but it may be said that the proGrames 

have contributed to the increased use of improved practices such as 

transplanting, weeding, etc. which means that additional labour will 

be employed for these purposes. From this point of view, it may be 

accepted that the credit programmes have, in one way or other, 

contributed towards employment in the rural sector. 

The estimated labour requirements for crops, other than paddy, 

are shown in the following Table. 
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TzBLE LIV 

Estimated Labour Requirements for Crops (other than Paddy) 

Irrigation Programme Draft Ai-icultaral 
Review Plan, 1971-77 

Man-days per acre 

le Red Onion .. 210 216 

2. Bombay Onion .. 220 307 
3. Groundnut .. 75 

4. Cotton (irrigated) 701 82 

5. Tobacco (cigarette) 1252 220
 

6. Sugarcane (planted) 100 3 

7. Green rram .. 30 42 

8. Maize •0 35 50 

9. Chillies 0 205 208 

10. Tomato of - 142 

1. Cotton on chena = 40 days 

2. Boedi tobacco = 85 days 

3. Rattoon 182 - 60 days 

4. Present - 85 days. 

(Source: Notes on Rural Policy - Ministry of Agriculture & Lands) 

As can be seen from the above Table, the per-acre labour requiroments 

are the highest for red onions and Bombay onions. In the case of 

groundnut and cotton, about 75 man-days are required. The lowest 

labour requirements are for green gram and maize, being around 

40 to 50 man-days. 

In the case of intensively cultivated crops such as onions
 

and groundnuts, labour ruquir'ements for weeding and irrigattion are 

quite substantial. Pro crops that are not intensively cultivated, 

e.g. green gram and maize, a major share of the labour reqairements 

goes towards land preparation. In general, labour requirements 
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for all those crops are within reasonable limits and will rely 

substantially on family labour but as stated earlier during certain 

months of the year it may be necessary to employ additional hired 

labour or mechanise some of the operations such as land preparation 

for which tractors are extensively used. Credit has been given 

under three schemes for the cultivation of the above crops and 
as such an expansion of the cultiv.tion of these crops would mean 
that the credit programme will help in the diversification of
 

peasant farming with the introduction of employment intensive
 

crops and by this moans will increase employment in agriculture.
 

(f) 	 Political and Social Structure 

It is difficult to make any reliable assessment of the political 

implications of these credit pro~rammes. However, the rural voter has 

the hishest woight.ge in tho national electorate. All programmes 

affecting his welfare have very high political priority in a de..ncratic 

system based on universal franchise as oporating in Sri Lanka. 

Government policy in regard to the d inistrtioL of agricultural 

credit is therefore significantly if'luenced by politicu.l factors. 

The desire to expand rural credit, lenient treatment of def.tulters, 

the grant of amnesties in respect of past debts, the reorganisation 

of schemes and introduction of new schemes to widen the coverage and 

increase participation are all influenced by the political motivation 

to appease the numerically strongest section of the electorate. S 

Succeeding governments have given their attention to agricultural 

credit. ',ile the Schemes have the primary objective of assisting 

the small farmer to increase production, their formulation and 

implementation have boen g,-eatly influenced by political considerations. 

In regard to the social str~ucture a few aspects deserve comment. 

The Government Agricultural Creit Schemes ith all tlxir shortcomings 

have improved the condition of the farmer in that he is less dependent 

on the middlemen and traders. 

The influence of these social groups - the middlemen and the 

ret~til traders - has diminished in village society, and to that extent 

4:35 
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the small farmers have become more indopondent of extortionate souroos 

of credit. Although the data indicate that the average farmer 

oscillates between tho Government source of credit and the non

institutional source, the presence of competing sources of credit 

by itself has chan ed the social environment in which the farmer 

operates. Another aspect that needs comont is the structure 

of on,mership. As stated earlier, the structure of small holdings 

has remi.tined relatively st .ble. Although there has been some 

increase in landlessness and a considera.ble accumulation of rural 

unerqloyment, there is no evidence pointing to major fragmentation 

of holdings or concentration of ownership. If the smallholder had 

been entirely dependent on non-institutional sources of credit, the 

picture midit have been very different as quite often lands that 

were hypothecated to non-ifstitutional lendors were eventually ta:en 

over for unpaid debts. The society of smallholders has continued 

without any significant alterations in the pattern of ornership. 

Finally, the Agricultural Credit Schemes have helped to strengthen 

some of the new institutions at the village level - the Co-operative 

Society and the Rural Bank. Althouh these institutions have many 

shortcomings and have not been fully effective in achieving their 

objectives, the enlargement of their functions through the agricultural 

credit scheme, the expansion of the economic activities of these 

institutions have given them a crucial role in the village economy. 

3. Profgress toards other objectives 

The secondary objective of this scheme was to relieve the 

peasants of their chronic indebtedness to non-institutional sources. 

But according to the available data, and as revealed by the Survey 

of Rural Indebtedness in 1969, the credit schemes hrive not been able 

to relieve the peasant from his indebtedness to an appreciable degree. 

However, it may be said that if the credit schemes were not available 

the position of the lasant would have been worse, in relation to 

his credit needs. 
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4. Imare 

(a)Farmers' Attitudes
 

The a titude of fermers to the Agricultural Credit Schemes has 
been i ,fluonced by the welfare policies of Government as a whole. The 
food subsidies, free medical treatment, free education, relief diring 
crop failures, generous schemes for settlement of landless peasants, 
has created the expocttion among the rural poor that the function 
of the State is to provide them vrith free assis.nce in all their 
activities. The attitude to Government as a source of free services 

has therefore influenced the farmer in his approach to the 
agricultural credit scheme. He is aware that Government is both 
a lenient and generous creditor from past experience; hence his
 

readiness to rake use of the short-term benefits of repudiating 
his debts to Government (or People's Bank) and have recourse to a less 

generous non-institutional lender until the Government once again admits 
him to the credit scheme. 

According to the Report of the Survey of Defaults about I of the 
defaulters had no intention to repay Lhe loans because they thought 
these loans were advanced in pursuance of State policies and should 
be regarded as outright grants, or would be ultimately written off. 
nearly 15.,o of the defaulters did not expect to repay the overdue 
loans. These unpaid loans comprised 17.9% of t1 loans overdue. 
Opinions sampled in the survey indicate that some of the defaulters 
rationalised their defaults by being critical of Government programmes 
which had failed to make any substantial improvement in their 
conditions. They therefore argued that Government could not expect 

them to possess the capacity to repay their loans. 

As against this picture of default it should be noted that 
recoveries under the new Agricultural Credit Scheme have been in the 
region of 64% and the amount overdue in the region of 26%. These 
figures would indicate that still a large number of peasant farmers 
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who participate in the Scheme have fulfilled their obligations and 

to increase. 

have protected their eligibility to the Scheme. :.tat is disturbing, 
however, is that as in the case of past schemes the volumo of crfidit 
has sharply declined and the rate of default Ins continued 
It is the imaLe of Credit Scheme tlethe among farmers who have 
responded positively to it that needs to be identified clearly and 
prljected in a malner wlb h influences the other elements in the 
farming coiunity who have repeatedly caused tho brekdown of the 
scheme. The basic motivation for repayment present when the farmer 
deals with the non-institutional lender is not present in his 
relations with the Government. The money-lender is a fairly 
influential person in the village community and has a controlling 
voice in some of its economic activities. He may be a retotil trader 
who supplies the consumer needs; he may be a landlord. He has enough 
authority to enforce the borrower's obligations, as normally he would 
have obtained collateral for thu loan either in the form of property 
or in the form of the crop. In the case of the government scheme, 
there are no punitive measures, no fir legal sanctions for recovery 
except the negative sanction of not being able to borrow again. Hence 
the attitude of the defaulter. 

(b) General Image of the Proramme 

There is general agreement thatamong policy makers and planners 
the Agicultural C.'edit Scheme is an indispensable link in the chain 
of programmes required to modernise the traditional agriculture of the 
peasant farmer. The fact that Governments have made repeated attempts 
to reorganise the Schemes and 'ender them effective is testimony of 
the priority att,tched to the programnes. At the same time, it has 
been acknowledged that the economic viabilty of the Scheme has been 
jeopardised by the welfare expectations W the beneficiaries on the 
one hana and the welfare approach of the onapoliy makers the other. 

The general image of the Scheme h fwfore suffered as a 
result of the framework of welfare polioeas qithin which it is sot. 
A major effort made in the New Agriculturq&Credit Scheme was to 438
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transform the Ceneral image by maling the People's Bank the lender. 

It was felt that the Bank woild impart the necessary commercial 

discipline to the Scheme as a whole and the commercial nature of the 

tr.,nsaction wo.ld become clear to tLe borrower when the Bank becomes 

the principal aLoncy. This, however, did not succeed as thero was 

no loss to the fhrmer nor effective penalty in the case of' default. 

The change d' agency was therefore only a formality. 

Apart from the General policy inage of the Scheme, the implemen
tation of the scheme often tended to confirm its unbusinesslike 

character. The instrument at tho villa.;e level, the Co-operative
 

Societi, was partly to blame f'or this. It was caught between its 

membership an! the main lender. Its links iii the mferbership made it 

either inoffective in its efforts at recovery or deliberately 

neCloctful of its obligations to recover the debts. The default 

survey draws attention to this aspect. Unlike the private lender 
the Co-operative was th. creature of' the borrowers and often did not 

inspire the -ear ana re'spect the non-institutional lender inspired. 
It therefore could not project its imao a J lender responsible to 
the bank and ready to exert all its influence and use all sanctions 

available to it to fulfil its functions as an agent of the Bank. In 
this function, its effectiveness also depended on how; efficierntly it 

operated as a Co-operative Society and runtered services to the 

community. The general image of the Co-operative Society was poor; 

its mam-gement standards were relatively low; some societies were not 
free of cor-uption anL irreZularities; the honor4W otl±ice bearers 

could seldom Live their attention to it on tbe basis o-f' a full-time 

business activity even if they possessed business ability and 

manaCement skills which maost often they did not. Consequently, the 

Agricultural Credit Scheme itself became part of this general 
framework and its image inevitably suffered. 

In the wqy in .cich the Scheme has functioned in the past, it has 
become with other similar programmes of Governmunt, a means for the 
transfer of incomes. The criticism of policy makers, plannors and 

committees who have appraised the Scheme have drawn attention to this 
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aspect, the rcsultinC burden on the Government and the net effect of 

infl--ttionary InancinCG tiht it :roduces. But all critics are agreed 

that the ag-iculturl crodit schome cannot be willidrawn for these 

reasons as it function in moetinG part of the requirements of working 

capital in the peascat sector is too vital to permit such a drastic 

measure. The indispensability of the Scheme, tLe unquestioned bonefits 

to the peasant sector as a wholo, an! the noce to reduce the rate of 

default and nuke it econonicall viable constitute the main elements 

of the public ima e of the Scheme, 
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(B) Evaluation Procedures and Feedback 

1. Proirramme Ewluation Procedures 

There are no significant evaluation procedures built into 
the credit programme. But however there is a certain amount of 
credit supervision to see that the loans are utilised for the purposes 
mentioned. For this purpose the committee of the cooperative society 
studies the increase in the quantum of production by a farmer, and 
purchase of any equipment by him and also any new technologies that 

they have used. By these means the Committee is able to get some idea 

of how the credit has been utilised. 

There has been no sample survey done to find the income changes 
as a result of these schemes. To some extent the crop deliverj made 
by the beneficiaries are recorded at the Co-operatives. The 

following Table shows the district-wise paddy purchases made by 
Co-operatives in 1967/68, 1968/69 and 1969/70. 
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PADDY PURCMA 

1 967-1 968 1 968-69 1 969-70 

District Paddy Ordinary Seed Paddy Total Paddy Odinary Seed Paddy Total Paddy Ordinar Seed Paddy Total 

Bushels Bushels Bushels Bushels Bushels Bushels Bushels Bushels Bushels 

Colombo 25,524 924 26,448 39,190 1,006 40,196 14,892 968 15,860 

Kalutara 151,811 1,752 153,563 145,685 1,672 147,357 93,225 1,118 94,343 

Kandy 919,516 6,206 925,722 934,799 13,354 948,153 910,612 12,220 922,832 

Matale 211,166 10,938 222,104 239,699 9,516 249,215 352,233 8,006 360,239 

Nuwara Eliya 30,597 2,443 33,040 56,819 3,A60 60,278 60,955 2,417 63,372 

Galle 172,158 706 172,864 131,772 464 132,236 174,177 350 174,527 

Matara 123,893 - 123,893 93,260 2,092 93,352 121,655 128 121,783 

Hambantota 481,682 17,014 498,696 549,588 16,442 566,030 )79,309 11,172 390,481 

Jaffna 429,740 6,663 436,403 325,666 5,880 331,546 767,976 3,692 771,668 

Mannar 570,005 27,208 597,213 551,883 32,272 584,155 1,023,386 19,308 1,042,694 

Vavuiya 726,547 11,448 737,995 439,198 10,560 449,758 1,132,063 11,116 1,143,179 

Batticaloa 1,372,597 14,776 1,387,373 1,428,792 22,973 1,451,765 1,597,497 14,709 1,612,206 

Amparai 2,943,352 58,566 3,001,918 3,012,954 31,354 3,044,288 2,897,701 31,588 2,929,289 

Trincomalee 1,324,187 19,100 1,343,287 1,245,474 17,226 1,262,700 +1,625,436 14,475 1,639,911 

Kurunmeg la 292,273 22,28 314.561 417,147 18,072 435,219 103,344 12430 115,774 

Puttalam 120,744 3,156 123,900 142,044 3,238 145,282 219,921 2,548 222,469 

Anuradhapura 1,374,064 43,988 1,418,052 1,073,499 21,876 1,095,375 2,'13,012 40,472 2,653,484 

Polonnaruwa 2,580,388 25,488 2,605,876 2,461,801 35,298 2,497,099 3,389.Z91 33,656 3,422,747 

Badulla 364,828 7,010 371,838 422,992 12,764 435,756 + 135,501 8,616 444,117 

Noneragala 457,906 8,970 466,876 432,857 11,930 444,787 468,744 10,772 479,516 

Eatnapura 327,778 4,625 332,403 449,728 3,924 453,652 442,269 1,518 443,787 

Kegalle 79,431 1,020 80,451 106,322 948 107,270 108,466 678 109,144 

Total 15,080,187 292,289 15,374,476 14,701,168 276,301 14,701,168 18,931,465 J241,957 19,173,422 

(Source: Commissioner of Agrarian Services.) 
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According to the above Table, Amparai has the highest paddy 

purchases followed by Polonnaruwa, Batticaloa, Trincomalee and Anuradhapura. 

The total paddy purchased in 1968 showed a decrease of 397,007 bushels 

when compared with the 1967/68 figures. This is partly explained by the 

favourable conditions in the open market for paddy following the reduction 

of the rice ration. In 1969/70 there is an increase of about 4 million 

bushels over the 1968/69 figure. This is partly due to the increase in 

paddy production in 1969/70. 

In regard to the evaluation of the impact of the credit schemes on 

peasant farmers' incomes, it has to be noted that no surveys have been 

carried out for the specific purpose of ascertaining and measuring the 

effects of these schemes on farm incomes. But surveys have been carried 

out to determine the cost of production of paddy. The Central B,-nk of 

Ceylon 'onducted a survey on the cost of production of paddy during the 

Maha season of 1966/67. In this survey information was sought by 

interviewing farmers. According to this survey, the average cost per 

acre exclusive of labour costs, was R 162/39. Labour costs (exclusive 

of family labour) vary widely among the different districts of the 

Island. The survey data has been of some value in ascertaining the 

credit needs of the farmer as far as his costs of production of paddy 

is concerned. 

There have been several other studies and reports which have 

made estimates of farm expenditure and production costs of various crops. 

The reports of the Irrigation Programme Review - Ceylon, F.A.O./I.B.R.D., 

Co-operative Programme (January 1968) gives estimates of the per acre 

requirements by operational costs of material, for paddy and other selected 

crops and also other information on the use of fertilisers, seed paddy 

and irrigation facilities. The I.B.R.D. Mission in 1972 has prepared 

similar estimates for a wide range of crops. 
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A Socio-Bconomic Survey of nine colonisation schemes 
 in Ceylon
 
was corducted by the Agricultural Economic Research Unit of the Faculty
 
of Agriculture, University of Ceylon, Peradeniya, 1967/68. This study
 
gives information about income and expenses, 
 farm costs and labour
 
supply, intensity of cropping, fertiliser use, credit and indebtedness
 
and several other aspects of peasant farmu'g.
 

The Mahaweli Ganga Irrigation and Hydro Power Survey conducted by 
the Food & Agricultural Organisation of the United Nations also provided
 
estimates of the budget costs and return per 
acre as regards paddy 
cultivation.
 

The most recent and important survey in respect of the credit
 
schemes now in operation was the Default Survey conducted by the Central
 
Bank in 1972. According to this survey, 
 by .;1heend of 1971 defaulters on 
loans under the new Agricultural Credit Scheme had progressively 
increased and the State was facing the prospect of incurring substantial
 
losses under the scheme. A defaulter was defined as any borrower under
 
the Agricultural 
Credit Scheme in respect of whom any repayment was
 
overdue. 
 The survey covered all 22 districts of the Island. The
 
principal objective of the survey was 
 to find out the main reason for 
the low rate of repayment of loans with a view to improve the working 
of the present scheme.
 

2. Feedback and ChanRes in PrTame
 
The agricultural credit schemes administered 
by the Government 

were subjected to periodic evaluation and re-appraisal. This was partly 
necessitated by the deficiencies in the schemes under operation and the 
unsatisfactory rate of recovery of loans granted. In 1963 a critical 
analysis of the Credit Scheme as it bad operated from 1947 was undertaken 
by an official Committee appointed by the Minister of Agriculture, Food 
and Co-operatives. The objective of the Committee was to study the scheme 
as it was in operation, and make recommendations as to how the scheme 
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should be used to facilitate the adoption of improved cultural practices 
particularly in paddy cultivation and to expand the use of institutional 
credit vis-a-vis the credit available from private money-lenders. This 
Committee found that only about 65A of the paddy cultivators in Ceylon 

were members of any Co-operative Society. About half the cultivators 
who are members of the Co-operative Societies were share capital
 
defaulters and were, therefore,ineligible for receipt of loans; about 
one-third the number of Co-operative Societies were considered
 
uncreditworthy. Most members had paid only one share and their maximum 

credit limit was thus limited to Rs 220. 

The Committee made 22 recommendations which were subsequently 
accepted by the Cabinet in July 1963. Of these 22 recommendations, 12 
were intended to expand the flow of institutional credit to intensify 
agriculture, while 10 recommendations were designed to strengthen the 
procedure for loan recovery and distribution of credit. The recommenda
tions regarding the expansion of institutional credit were implemented 
without adequate attention being given to the recommendations of the
 
Committee calling for a stricter control on recoveries. This resulted 
in an increase of overdue loans from 9% in September 1963 to 15.8 in 
September 1965. 

The Government appointed another Committee on Agricultural Credit 
in June 1966 to review the credit schemes that were in existence at 
that time. In their report the Committee brought forward its proposal 
to establish a new Agricultural Credit Scheme, which was put into 
operation in 1967. This has been described in Part II of this report. 
Because of the farmer's inability to repay loans, the Government has
 
been forced (in order to encourage paddy cultivation) to give wai -rs 

of loans from time to time. It would be observed therefore that there 
has been regular feedback on the performance of the credit schemes and 
repeated efforts have been made to introduce changes and modifications 
to overcome some of the problems encountered. 
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C. Problems
 

1. Government Level 

(a) The Government's basic problem in regard to the agricultural 

credit schemes derives primarily from the failure to recover a considerable 

portion of the loans granted. The increasing rate of default has a whole 

chain of adverse consequences: 

(i) 	 It immediately impairs the self-financing capacity of 

the schemes, casts a heavy burden on the Central Government 

end affects the limits of expansionary financing within 

which Government seeks to manage the country's monetary 

system. 

(ii) It reduces the economic impact of the scheme in that it
 

progressively reduces the coverage of the scheme as 

increasing numbers of defaulters become ineligible to credit. 

(b) The successful implementation of a credit scheme will depend 

heavily on the close co-ordination between the numerous agencies which 

are engaged in promoting the development of the peasant sector - the 

credit agencies like the People's Bank and the Agrarian Services 

Department, the Co-operative Department, the Extension Services of the 

Agricultural Department, the Land Commissioner's Department which 

administers the new agricultural settlements and so on. The extension 

services of the Agricultural Department provides the farmer with the 

technical know-how to increase his output and to raise his level of 

productivity. The extension services are mainly repponsible for 

ensuring the timely preparation of the cultivation plan. 

The Agrarian Services Department is responsible for (I) the 

implementation of the Paddy Lands Act No. I of 1958, (2) the working 

of the Guaranteed Price Scheme for specified agricultural products 

except paddy, (3) the grant of long-ter, and edium-term loans to 
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cultivators, Co-operatives and Cultivation Committees for agricultural
 

purposes, (4) the supply of agricultural inputs such as fertiliser and
 

agricultural implements, (5) the construction of irrigation wells for
 

food production purposes, and (6) the working of the Crop Insurance
 

Scheme.
 

The People's Bank is responsible for the granting of the necessary 

finances under the three credit schemes discussed earlier. This Bank 

also grants loans for the purchase of fertilisers etc. 

The Co-operative Department is responsible directly to the Minister 

for the implementation of polic.,r regarding Co-operatives. This Department 

is also responsible for the registration, audit and supervision of the 

Co-operatives. Government exercises considerable authmrity and control
 

over the Co-operatives. The Co-operative organisation is used by the 

Government as agents in the distribution of a selected range of 

essential foodstuffs, in the grant of credit, in the purchase of 

agricultural produce, in production and various other activities in which 

co-operative action could be organised for the development of the 

community.
 

The Paddy Marketing Board is now responsible for the purchase of
 

paddy.
 

Recent legislation relating to agricultural productivity envisages
 

the creation of another set of agencies at the local level which will
 

undertake a number of functions relating to agricultural activity.
 

The effectiveness of the agricultural scheme could have been
 

enhanced if all the various agencies directly linked with the farmrs
 

could have coordinated their efforts more closely in relation to the
 

operation of the Agricultural Credit Scheme. This would have meant a
 

a more intensive propaganda among farmers regarding their obligations
 

4/1wW 
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and value of remaining in the Scheme. Defaulting farmers would have 
for attention and criticism at all points - extension, marketing, 

co-operative activity and so on. 

(2) Amenov Level - The Co-onerative Societies 
The major problem at the agency level is the poor management of
 

the Cc-operative Societies - according 
to the report of the Co-operative 

Commissioner, "if there is one cog missing in the mechanim o' the
 
Co-operative Movement in Ceylon it 
 is the cog of Management; it is in
 

respect of capable Managers that more societies are found wanting."
 

Poor management is reflected in the inefficiency in m_ g the loan
 
schemes. In many societies the accounting of loan disbursements was
 

unsatisfactory. The Defaulters' Survey draws attention to the poor
 
state of the records relating to disbursements and repayments of 

interest. The laxity In the recovery of loans is due to a deeper 
malaise than mere inefficiency. It reflects the attitude to the Scheme 

itself and tbe conflict of loyalties and obligations within the 
Co-operative i±vself where the "goodwill" of the membership rates higher
 

than the responsibilities to the Peoplets Bank. The operation of the
 

Scheme in regard to the approval and granting of loans has often come
 

in for criticism on account of the delays encountered by borrowers. 
Most often the Co-operative Society as the agency of the credit scheme 

at the village level has not adequately performed its task of 
understanding, managing and promoting the Scheme. However, the problem 

of good management in the Co-operative Society has several underlying 
causes. The lack of competent managers in the Movement is partly due 
to the low salaries paid to co-operative employees. The economic 

philosophy of the Co-operatives where prices to the are keptconsumer 

at minimum levels prevents the accumulation of sizable profits which in 
turn has its consequences for cadres and salaries, and the resulting 

poor management complets the vicious circle of low efficiency and low 
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profits or losses. In the reorganisation of the Co-operative movement 

government is paying attention to ways and means of improving the 

economic viability of the co-operative units and raising its quality of 

management. 

The lack of sustained interest in the co-operative activities by 

the office-bearers and the membership is another factor in the poor 

performance of the Go-operative. In regard to the office-bearers it has 

to be noted that the honorary and voluntary character of their work 

probably bears some relation to the mana nrial concern they bring to 

their responsibilities and the sternards of honesty they maintain. 

A new approach to this problem therefore appears necessary. The lack 

of active participation by the membership io another factor which 

reinforces the conditions which result in low standards of management 

and efficiency. Active participation will depend or the economic 

significance to the member of his relationship with the Co-operative. 

As his links with the Co-operative grow n strength in relation to 

consumer supplies, supplies of farm intermediates, marketing of produce, 

credit, savings, his participation may become stronger. To the extent 

that the Co-operative's activitees are marginal to the member's economic 

activities his particpation is bound to be indifferent. 

The activities of Co-operatives have also suffered by being too 

closely linked with the politics of the locality. Control of the Jo

operative is sotimes influenced by political rivalries and there is 

intervention in the affairs of the Society by both politicians and others 

not directly responsible for its management, It is therefore essential 

to establish the economic character of its functions and ensure its 

autonomy in regard to non-economic influence and factors which diverts 

it from its objectives as an economic enterprise and reduces its efficiency. 
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3. 	 Farm Level
 

The problems encountered at the farm level in the operation of
 
the agricultural credit programmes have already been described in
 
different sections of this study. They may be briefly summarised as
 

follows:
 

(i) The coverage of the Scheme has been limited. Varying
 
estimates have been made of the extent to which the Schemes 
 have been 
able to fulfil the credit needs of the farming community. According to 
one set of estimates, the programme at best has been able to reach about 

259 of the farmers. Of the credit obtained for paddy the institutional 
programmes have been able to meet about 50A& Among the variety of 
causes for the restricted coverage of the scheme, the quality of the
 

administration of these programmes was a major factor. The initiative 
and incentive to reach as many farmers as possible were not always 
present. Consequently farmers in less easily accessible areas were 
neglected. The progressive increase in the rate of default and the 
number of the participants who became ineligible for credit, became a 
disincentive for expanding the coverage of the scheme. 

(ii) The credit was not always available in time for cultivation. 
The complicated procedures, the time taken to process credit applications
 

and the inefficiency of the co-operative system were responsible for the 

delays.
 

(iii) Farm credit for different purposes had to be sought from 
different agencies. Short-term working capital needs were met from the 
Agricultural Credit Scheme, as well as non-institutional sources, loan 
capital for certain types of production investments from the Agraria, 
Services Department, credit for other investment purposes such as housing 
from other lending agencies, and credit for consumption, relief of 
distress such as illness death etc. from non-institutional sources. 
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The wide range of lending sources and conditions of lending complicated 

and confused uhe situation regarding rural credit and rural indebtedness. 

The credit needs of the farmers for purposes other than agriculture had 

to be sought fron non-institutional sources and this situation itself 

created conditions in which the non-institutional sources took control 

of farmer's production and marketing and rendered the "institutional" 

programme of agricultural credit ineffective. 

(iv) The Agricultural Credit Scheme as operated did not take into 

account regional variations which affected the pattern of cropping, the 

cost of production and the creditworthiness of farmers. Both 'highly 

productive' and inefficient farmers were treated alike. The uniformity 

of the credit limits also ignored the differences in the credit needs 

of the farmers. 

(v) The lack of a proper system of land tenure. The prevalence of 

a share-cropping system which deprives the farmer of a great part of 

the fruits of his labour, makes him reluctant to invest capital because 

the other partner will also benefit without any contribution on his 

part. Under such circumstances, a systematic increase in productivity 

can hardly be forthcoming. The same applies where farmers have no 

security of tenure or where the leases granted to them are for a 

short period of time. Under the circumstances there is also the 

possibility of the farmer having to pay a higher rent, if he shows an 

increase inhis productivity.
 

The non-institutional sources were able to effect recoveries because 

their lending was closely linked to marketing - the lender had a lien 

in the crop or had the land as collateral. The Co-operatives had to 

depend on persuasion to get the farmers to deliver their crops to the 

Society. Where the produce was delivered to the Co-operative, the loan 

recoveries were effected without difficulty. But delivery of produce 

at the Co-operatives was fraught with problems for the producer 



-173-

3. Yant Level 
The problems encountered at the farm level in the operation of 

the agricultural credit programmes have already been described in 
different sections of this study. They may be briefly summarised as
 
follows:
 

(i) The coverage of the Scheme has been limited. Varying
 
estimates have been made of the extent 
to which the Schemes have been 
able tu fulfil the credit needs of the farming community. According to 
one set of estimates, the programme at best has been able to reach about 
25% of the farmers. Of the credit obtained for paddy the institutional 
programmes have been able to meet about 50%. Among the variety of
 
causes for the restricted coverage 
 of the scheme, the quality of the
 
administration of these programmes 
was a major factor. The initiative 
and incentive to reach as many farmers as possible were not always
 
present. Consequently farmers in less easily accessible areas were
 
neglected. The progressive increase 
in the rate of default and the
 
number of the participants who became 
 ineligible for credit, became a
 
disincentive for expanding the coverage of the scheme.
 

(ii) The credit was not always available in time for cultivation.
 
The complicated procedtres, 
 the time taken to process credit applications
and the inefficiency of the co-operative system were responsible for the 
delays.
 

(iii) Farm credit for different purposes had to be sought from 
different agencies. Short-term working capital needs were met from the 
Agricultural Credit Scheme, as well as non-institutional sources, loan 
capital for certain types of production investments from the Agrarian 
Services Department, credit for other investment purposes such as housing
from other lending agencies, and credit for consumption, relief of 
distress such as illness death etc. from non-institutional sources. 

450 



-175

grading of the produce, rejections for poor quality, delays in
 
acceptance of the produce when delivered, corruption. Owing to these
 
defects in the Co-operatives, the close coordination of lending and 
marketing essential for the success of the agricultural credit scheme 
could not always be achieved.
 

D. Conclusion about small farmer credit 

1. Bconomic problems of small farmers.
 

The economic problems of the small farmer eventually have their
 
source in the low farm incomes and the level of technology. The
 
circularity of these problems is obvious and has been repeatedly
 
analysed  the low incomes, the low savings or indetedness, the lack 
of resources to absorb new technology, the poor organisational capacity 
at the village level for self-management and the creation of efficient 
institutions for credit marketing etc., and the resulting low
 
productivity and income. The 
 speoific problems of small farmers that
 
deserve comment here are enumerated below:
 

(i) Poor organisational and managerial skills to operate the 
village level institutions such as the Co-operative Societies success
fully. This problem requires a 
new approach to the management 
problems at the village level. Technological extension services would 
have to be supported by a new type of management extension services 
where farmers are given the basic elements of farm management, 
marketing, operation of small business units such as village stores, 

co-operatives, etc. 

(ii) The marketing network. While the paddy market is relatively 
well organised through the G.P.S., there is still a great deal of 
improvement needed before the Co-operatives function as efficient self
managing marketing institutions for the farming community. 
But outside
 

452 



-176

the Paddy sector, the links between the farm and the consuming centres 

are weak. As a result the farmer does not receive the best price for his 

produce. Modern marketing has been best organised in the Tobacco 

industry, where a highly efficient manufacturing enterprise has provided 

a package programme of agricultural know-how, credit, and marketing to a 

widely dispersed community of small holding cultivators of tobacco. 

Similar machinery which streamlines the chain of economic activities from 

production, to retail marketing is necessary for various other crops, 

e.g. vegetables, fruits, minor export crops, subsidiary food items, soya
 

bean, cassava etc., ifthe small holder is to diversify his farming 

activities, become market oriented and raise his productivity and income 

level. 

(iii) The infrastructure for farming has to be improved. This includes 

irrigation, drainage and reclamation. In the Dry Zone the farmer suffers 

from a lack of water and this requires best use of water resotnces, new 

irrigation schemes, and rehabilitation of existig ones, including the 

improvement of existing distribution systems to minimise transmission 

losses. In the Wet Zone there is often an excess of water and this 

requires drainage and flood control. Government programmes have taken 

account of both needs, but owing to limited capital resources these 

programmes cannot expand facilities at the pace required. Farm to market 

roads and an efficient rural transportation system are other important 

elements. 

(iv) Comprehensive credit facilities. The specialised credit 

programmes have ignored the farmer's credit needs for other purposes if 

he is to effect the transition from traditional low productivity farming 

to the intensive market-oriented scientific farming. A selective credit 

programme wbich caters to the credit needs of the farmer as a whole 

appears an urgent need. In this connection, the comments in (iii) under 
"Problers at Farm Level" are relevant. 
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(v) Administrative and institutional support. The slowness or
 
failure to deal effectively with the economic problems of the farm derive
 
often from the shortcomings inthe institutional set-up and the adminis
trative system which deals with the farmers. The multiplicity of
 
organisations at the village level each representing a separa-ce Government
 
department or activity, and the innumerable lines of communiation with 
the Central Government have led to inadequate coordination at the farm 
level. These have been overcome to some extent in "Special Projects" 
which are 'special development areas' inwhich all the activities 
extension, credit, irrigation, marketing, supplies, co-operative activities
are closely co-ordinated by a team of officials under a 'Project Manager'. 
The special project offers a prototype of rural administration which
 

might provide the necessary managerial and technological inputs that can
 

speed the process of modernisation in the rural sector.
 

Social Problems
 

(i) 
These problems are closely connected with the problems enumerated
 

in the preceding section. 
The old forms of social organisation based on
 
caste divisions persist in the new setting. 
While they are present in
 

the traditional villages and have achieved some state of equilibrium and
 
adjustment, they are evident in the new settlement where different castes
 
have been brought together. These divisions and value systems certainly
 

affect the growth of new co-operative institutions and community action
 
at the village level. But the operation of the caste system has never
 
been as rigid as in the Indian sub-continent. The mass education system
 

which penetrated all rural areas and dramatically raised the standards
 

of literacy has acted as a solvent in the traditional society and contributed
 

to a slow breakdown of the traditional value system. Rate of literacy in
 
the age group 15-24 are over 9W6 compared with approximately 60% for the
 

group over 55 years of age.
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(ii) The growth of education has affected the attitude to agriculture
 
among the young generation in the rural sector. The demand for employment
 
is unceasingly for jobs in the modem sector; factory type, skilled,
 
clerical, administrative and professional; non-manual as against 

manual, wage earning as against self-employed. These job aspirations 
by-pass the agricultural occupation. Consequently there has been a
 
rapidly growing unemployed workforce of rural educated youth.
 

Political nroblems 

(i) The national electorate has been divided fairly evenly between 
the two major political groupings in the country. These divisions are 

often reflected at the village level and result in a certain degree of 
functionalism which affects village activities. Political activity affecting 
the village is at two levels: there is the political activity relating 
to local government - the village council - and the national politics 

in regard to parliamentary elections. The political divisions at both 
levels are more or less identical, local politics generally reflecting 

the party grouping at the national level. 

(ii) The role of the politician and particularly the Member of the 
State Assembly in village life is an important one pervading all 
aspects. The Member is an Ombudsman for the constituency, sponsoring 

his constituents for employment, intervening in real or imagined 
grievances against the administration, having a voice in the transfer 
and appointment of public servants in his constituency, overseeing 
government programmes in his electorate, exercising his influence in 
village level institutions - co-operative, rural development society, 
village council, District Development Council. This works both to the 
advantage and disadvantage of development programmes. A capable 
honest politician becomes the instrument for activating a lethargic 
administation and motivating the people; an incompetent self-seeking 
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representative interfers in the administration and the institution, 
impair their efficiency, and demoraliseu the public service. 

(iii) The close links between the Member for the State Assembly and 
his constituents result in s trong popular pressures which move Governiment 
policies and programmes in the direction of welfare. The defaults and
 
amnesties under the Agricultural Credit Scheme partly illustrate the
 

impact of politics.
 

2. The role of rural credit in meeting these nroblems 

In different sections of this study an attempt has been made to 
assess the role of agricultural credit in relation to various aspects 
of agricultural development in the small-holding sector. These could 
now be sumarisad: 

(i) It has to be noted that the agricultural credit programmes were 
able to reach only a minority of farmers. Even so there is no doubt 
that the presence of the agxicultural credit scheme combined with 
guaranteed prices had mitigating effects in regard to the credit available 
from non-institutional sources, and assisted the farmer t improve his 

economic conditions. 

(ii) In all the agricultural credit programmes supplied approx. 
Rs 567 million mostly as working capital to the small farmer and thereby 
helped him to raise the level of inputs, increase his yields and reach 
a higher level of income. Credit for investments on farm equipment 
helped farmers to add to their capital resources and operate at a higher 

level of efficiency. 
(iii) The agricultufal credit schems also helped to establish the 

co-operative movement firmly at the village level and link prodiction 
and marketing with the co-operative consumer agtivities. By this means 
it strengthened the institutional infrastructure for small holding 
agriculture and in spite of numerous shortcomings laid the basis for 
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associations of producers to manage their economic activities and 

protect their interests through well-organised marketing and credit 

arrangement s. 

(iv) The growth of the Co-operative movement was promoted by 

variety of Government programmes and policies - the rationing system, 

the guaranteed price scheme etc. - of which agricultural credit was 

one important element. The Co-operative Society with all its defects 

was the major new institution at the village level which gave room for 

popular participation in economic activities, and attempted to promote 

collaborative effort which cut across the factionalism at the village 

level. Inevitably it partook of the value system in its environment, 

but its qtructure made it possible for the village community to work 

itself out of the divisive and faction-ridden context where the 

Co-operative Society was properly motivated. 

(v) Agricultural credit is only one element in a whole complex of 

development activities which are needed to modernise peasant farming. 

Its role Ias therefore to be appropriately assessed. Within this 

overall framework agricultural credit programmes in Sri Lanka have 

exploited only a small part of their potential to speed the modernisation 

process for the reasons that have been set out in the earlier sections. 

(vi) Owing to the laxity with which the Schemes were administered, 

the Government schemes also generated the wrong type of expectations in 

small f armers, increased their dependence on gvernmentasssistance 

and inhibited the growth of attitudes which emphasised self-improvement 

and self-reliance. 

3. Creditand the New Technology 

The importance of agricultural credit in the spread of new farm 

technology has already been discussed in Section H. With the improvement 

of technology the sm&ll farmer is slowly moving from a monocrop 
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undiversified cultivation pattern which depended largely on paddy to a 

diversified pattern with high-income crops su,-h as chillies, onions, 

soya, etc. Apart from the more sophisticated management that would be 

needed, the new type of farming will require more costly inputs of 

fertiliser, seed material, labour and so on, and therefore call for larger 

working capital resources on the part of the farmer. In the initial s tages of 

this diversification programme agricultural credit will have to play a very 

important role. In time, the higher level of farm incomes may provide 

scope for an increase in savings and improvement in the liquidity position
 

of the farmer, reduciug his dependence on recurrent short-term credit.
 

4. Conditions for success or failure and possible improvem nts 

The history of the agricultural credit programmes in Sri Lanka drew 

attention to the conditions which are indispensable for the successful 

operation of small farmer credit scheme in the country's context and the 

combination of socio-economic and political factors which operate within it. 

(i) The discipline of a commercially viable, self-financing credit 

scheme is the first priority. This discipline has to be accepted at all 

levels - by national policy makers, by the implementing agencies such as 

banks and co-operatives and by the beneficiaries. Primarily this means 

action on defaults and elimination of defaults, and such action will 

depend first on the determination of the policy makers to discard the 

vestiges of the welfare apprce.h to agricultural credit and cease regarding 

it as a means of income transfers. The fact that the laxity of adminis

tration of Government Schemes drives the farmer to non-institutional 

sources of credit which are less favourable needs to be emphasised. 

Also,the fact that the majority of farmers live with these sources of
 

credit, honouring the less favourable conditions that are imposed.
 

Legal sanctions for recovery of loans and the actual imposition of these
 

sanctions is an essential prerequisite for the success of a credit programme.
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(ii) Sffective recoveries will depend on the efficiency with which
 

credit is linked to marketing. The monopoly purchase of paddy expects
 
to achieve this coordination. Under this scheme the farmer will have to
 
deliver his produce to the Co-operative society as there will be no other
 

outlets for his produce. This programme has come in for a great deal
 

of controversy. In principle the monopoly will firmly tie up credit and
 
marketing, but doubt has been expressed ns to whether the State marketing
 

system and the Co-operatives possess the administrative capacity to handle
 
the entirety of the market in rice and whether bureaucratic inefficiencien
 

will cause problems for the small farmer which will eventually have
 
repercussions on his productivity. 
The other problem relates to the
 
diversification programme. Monopoly of the Paddy iarket will still leave
 

out considerable portion of farm produce, and increasing diversification
 

will increase this proportion. It seems necessary that agricultural credit
 
in all these cases be tied with marketing. This could be achieved if the
 
Co-operative has a lien on the crop of the farmer who obtains credit
 

and if the Co-onerative is legally and administratively equipped to
 

enforce this lien.
 

(iii) Specialised programmes of credit geared to a specific purpose
 
and fulfilling part of the credit needs of the farer have proved to be
 
inadequate. As a 
result the rural sector has had a multiplicity of
 
lending sources both institutional and non-institutional. Ahile the
 
farmer may go to the institutional lending source for his agricultural
 
credit, he is compelled to seek other sources of finance for other
 
purposes such as expenses in the case of ill-health, death in the family,
 
housing, consumption needs etc. 
When he becomes a "victim" of non

institutional credit, his w/ricultural activities become inevitably drawn 
into the "non-institutional" net. He pays more interest, pays more for 
his consumer goods supplied by the lender, receives less for his produce 
and gets into a state of chronic indebtedness to the non-institutional source. 
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The non-institutional pattern of lending however draws attention to
 
the effectiveness of a comprehensive scheme of credit which looks after
 
the whole range of the farmer's needs. The attractiveness of non
institutional credit lies precisely in its capacity to offer a more
 
complete package to the farmer than the specialised schemes of credit.
 
Reco~nising this aspect Government has been working on a comprehensive
 

scheme of rural credit which 

(a) makes allowance for the regional variations in economic 
activity and credit needs based on these variations; 

(b) takes into account individual variations depending on 
the level of efficiency of the farmer, his income level, 
and repayment capacity. Consequently each farmer could have
 
a credit rating which will determine his eligibility for 
credit; 

(c) provides for a wider range of needs of the farming family
 
and in this manner makes cradit available in the all purpose 
manner of commercial banking. The purposes will include 
production loans, consumer loans, loans for construction, 
loans for redemption of debts, electrification, emergen1cies
 
etc. Limits for each type of loans, maximum limits for 
individual borrowers, differential terms of repayment and 
interest for the different types of loans will be prescribed. 
Loans will be granted on personal guarantees up to a certain 
limit and collateral security which will include land and 
buildings, insurance policies, fixed deposits, shares and 

other capital assets.
 

(d) elaborates a detailed procedure for credit planning and
 
supervision which will depend a great deal on the efficiency of 
the Cooperative Rural Bank and the Multi-purpose Co-operative 
Society. 
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The comprehensive credit scheme offers an imainatively conceived 

attractive set of proposals which is expected to revitalise the rural 

credit programme. Its principal weakness is that it once again depends 

on the machinery at the village level which proved inadequate in the 

past. 

(iv) This draws attention to the crucial importance of the village 

level institutions in a rural credit programme. A much more intensive 

programme for the imiprovement by these institutions is needed. This 

should include 

(a) 	 a concentrated effort to provide the necessary miagement 

inputs to improve the .ality of management in the 

co-operative. A Co-operative Ianagement Centre is being 

established by the Government for this purpose. This 

will have to play a key role. 

(b) 	 a Co-operative education programme for the benficiaries 

which will elicit greater participation of the membership 

in co-operative activities, demonstrate the value of credit 

programmes and need to protect their eligibility under 

these programmes through prompt repayment and by these 

means raise the general level of civic consciousness and 

social responsibility in the village community. 

(v) The supervision of the credit programmes at the village level 

has to be much more effective and there has to be greater initiative 

on the part of Co-operatives in the recovery of loans. One of the major 

problems in the Co-operative movement is the honorary and voluntary nature 

of 	the services of the body of office-bearers who are ultimately 

responsible for the management of the Co-operative. Their stake in the 

success of the Co-operative is therefore very different from that of a 

paid employee or private investor. Some change in the status of 
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the Managing Committee which provide an incentive for successful
 
management 
 and which would result in some personal loss in the event
 
of failure has to be evolved. This could 
even be in the form of annual 
bonuses, on performance. 

The evaluation of performance of credit schemes and follow-up
 
on evaluation has also not been as regular 
or systematic as is
 
desirable. A periodic evaluation of performance which identifies
 
shortcomings, weak 
 links in the scheme, in efficient co-operation is 
essential. The performance of individual -o-operatives would have to be 
given publicity, a healthy spirit of compefition generated, public
 
criticism of irresponsible units and a
greater civic consciousness
 

generated.
 

(vi) 
The rural credit progr&,mes depend for their effectiveness on the 
other all-important development inputs in rural sector. These include
 
extension services which impart the new technology, the supplies system
 
which ensure the timely availability of seed, fertiliser, agro-chemicals,
 
the marketing system which ensures timely disposal of produce, the
 
infrastructure which provides suitable well-developed land rusources 
served with irrigation, drainage, transportation etc. Where agricultural 
credit forms part of a package programme a, in the case of special 
projects referred to, the most beneficial results have been obtained 
and farm incomes, recoveries of loans, savings have come up to 
satisfactory standards. Therefore, a pre-condition of effective rural 
credit is a well-conceived package programme which reaches the farmer.
 

(vii) Any rural credit programme depends for its success on careful 
credit planning. This was achieved under the new Agricultural Credit 
Scheme where individual cultivation plans were drawn and credit needs 
were closely estimated. 
But credit planning under a comprehensive
 
credit scheme may have to go beyond these limits. Credit planning
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may have to take a longer time span, project productivity improvemeits 
and rise in income levels over this time span based on efficient farm 
management and estimate the capital and working capital needs for 
creating the capacity to reach a high standard of living. The 
incentives in the form of a larger package of goods and service and a
 
better standard of living will have 
 to be spelt out in specific terms
 
and should demonstrably be realisable in the near future. A credit plan
 
linked to a farm development plan which may include capital improvements,
 
housing, redemption of debt etc. would receive more ready acceptance of
 
the farmer who will subject himself .-̂ re willingly to the disciplines of 
the credit scheme. Pilot projects based on this concept could be 

implemented and examined for their feasibility. 

(viii) While non-institutional lenders have generally operated
 
successfully protecting their loan capital, effecting recoveries 
and 
increasing their capital government proqrammes have invariably run into
 
difficulties. As statsd earlier this was largely attributable to the
 
beneficiary's attitude to the government which is regLuded as a source
 

of charity. In such a context the entry of commercially oriented agencies 
into the credit schemes can have a salutary effect. Such efficiencies will 
of course be entirely different in character from the non-institutional 
lender whose relationships with the farmer are personal ones and therefore 
not regulated by public norms as in the case of a bank. These agencies 
would have to be institutions such as commercial banks, public companies which 
undertake one part of the development activity such as marketing, or 
well-established voluntary institutions. An example is available in 
the Ceylon Tobacco Company which provides a package programme including 
credit and marketing to the tobacco grower. The Ceylon Chamber of 
Commerce has undertaken the integrated development of a cluster of villages 

in one of the least developed zones, and expects to provide a similar 
programme of extension, credit, marketing, and overall village development. 
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Business firms which could organise small holders to cultivate crops 
such as kenaf, cassava, castor, maize, and a wide ranee of other 
agro-industrial crops for the purpose of industrial procesning or export 
could under appropriate agreements provide credit schemes wihich fall 
within the pattern of the national rural credit programme. Well 
established voluntary movements such as the Sarvodaya which is a rural 
developent movement could also enter into the credit programme and 
undertake the supervision and administration in selected areas. 
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PART IV 

Role of Technical Assistance 

A. 	 A.I.D. Inputs
 

A.I.D. has not given any aid to the Institutional Credit 

Programmes in Sri Lanka. 

B. 	Other Donor Inputs 

No other technical or capital assistance has been provided 

by any international organisation for the institutional credit
 

programmes.
 

C. 	Effects
 

Does not arise as no technical assistance has been 

forthcoming so far. 

D. 	Recommendations
 

1. 	In the first instance A.I.D. could help programmes for
 

providing assistance, sponsor a much more comprehensive
 

credit survey to study the credit needs of the different
 

categories at different income levels and the dependence
 

of the farmer on different sources of credit institutionalised 

as well as non institutionalised. Such a survey could examine 

in greater detail the reasons for past failures in operating 

the credit systems and also inquire how both institutionalised 

and non-institutionalised forms of credit could be integrated 

into total system of resources at the farm level for the 

implementation of agricultural development programies. 

2. A. I. D. could also participate directly in the credit 

progrFame by channelling different aid in support of the 

Agricultu-al Credit Programme such as improved fertiliser, 

agro-chemicals and agricultural machinery. 
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3. A.I.D. could sponsor a pilot Project in selected areas 
to implement a model Credit Scheme. Such a scheme could 

explain the purposes of credit to deal with both the 
agricultural and non-agricultural purposes and provide a 
comprehensive scheme on land cultivation suggested in the 
Evaluation Part. The Project could also attempt an integration 
of both institutional forms of credit as well as non-institutional 
forms. It would be based on a much more intensive supervision 
of use of credit and its recovery. 
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Dates 3vents 
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QOci6e tes. 
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to 
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(the firet secx~ary7 Society to be rejistered . 

Uion 

1926 W.1. !I. CE&.x)to11 aszo-ed 
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1929 

1930 
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Reietration Of the Cir±3t Co-3,Ier~t*Vc Contru1 B a:.ik- in Jaffna. 
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D-ei- :Annexe I - (contd.) 
D ate_. Su ent s _s 


1935 TIr Campbell ceases to be Registrar.
 
r Calvert ta:cs :ver duties as Registrar for one year.
 

1936 	 The consolidatiun und amendment of the Co-operative
 
Sociaties Ordinance
 

Registration of the Tholpuraa-Moolai Co-operative Hospital.
 

1937 Registraton of the Northern Division Co-operative Federation. 
stablisment of Supervision and Audit Fund. 

1938 	 Appointient of first Ceylonese Registr x of Co-operative
 
Societies (Krx G. de ZojOs).
 

1942 	 The gejinrinj of the "drive" forw Constunerto 	 Societies 

in large 	numbers during World 'Jar II. 

Registration of the Coconut Producers' Societies Union. 

Reistration of the Northern Division Agricultural Producers' 
Co-operative Union.
 

1943 Inauguration of the School of Co-operation.
 

Beginning of the Co-operative Wholesale Establishment. 

Cu-operative Wholesale Unions began to be formed. 

1945 Formation of a separate Department of Co-operative Development. 

1947 Co-operative Agricultural Production and Sales Societies
 
began to 	be forwed. 

Co-operative Provincial Unions began to be formed.
 

1949 C.4.2. is established aa a Corporation by an Act of
 
Parliament.
 
Estal.lihment of a Co-operative Federal Bank.
 
The analgamation of the Department of Registrar of
 
Co-operative Societies and the Commissiuner of Co-operative
 
Development under one head, namely, Commissioner of 
Co-operative Development and Registrar of Co-operative Societies.
 

1950 Co-operative Congress attended 	by delegates from 6,000 Societies. 
New schemo of government financial assistance to Fishermen's 
Co-operatives and Industrial Co-oleratives.
 

1952 Registration of Ceylon Co-operative Fish Sales Union.
 
Establishment of the Jaffna Training School. 
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-(i)-Annexe I - (contd.) 

Dates Events 

1955 Registration of the Co-o,.erative Federation of Ceylon. 

1956 

1)57 

Creation of ar. Extension Divisiun in the Cu-otirative 
Departaunt. 

The leeiL.ing of the drive tu form Mult±-purpose Co

o.ertive !ocieties. 

1961 BstabliLI..ent of the People's Back. 

1962 EstLbli:' uziet 
Union. 

of the Cuylon Akriculltural Producers' 

1963 In&u&uration of the 
Bark. 

.xtended Credit Scheme by the People's 

1964 For~jation of 

Inau6uration 
Bank. 

the Ceylon Co-oerative Industries Union 

of the Rural Barks ScLme b the People's 

1966 Rejistration of Ceylon, Cons,.uers' Co-operative Union. 

1967 The inauguration of the New Agricaltural Credit Scherie. 

1068 Appointwent 
Movement. 

of the Royal Comxicsio, on the Co-operative 

1970 Roorganisation 
M.ovement. 

of the structure of the Co-operative 



ANN1EZE 2 

THE STRUCTUE OF TE CO-OPERATIVS 

(Prior to reform) 

DEPAR iT 

Minister of Internal & External Trade 

Secretary 

A11-Ceylon Co-optrptive
Federatic 

Comissioner of 
Co-operative Development and Registrar 

five Deputy Commisaioners 

Senior Assistant 

Northern Southern 
Division Division 

Head Asficesistant Commissioners of 

HQ.sst.Couuissioners I ' Agriculture, Co-operative Co-operative 

Consumer, Inspectors Inspectors 
Legislation, I I 

0xtewdon Multi-p se Yxlti-p se 
Co-operative Co-operstive 
Societies Societies 

eoiasioners 

Central 
Division 

Co-operative 

;Co-operative 

Inspectors 
I 

multi-purpose
Co-operative 
Societies 

Western 
Division 

Devlopment 

Co-operative 

Inspectors 
I 

Multi-purpose
Copperative 
Societies 

Administrative, 
Legal and Audit, 

Consumer, 
Industries, 
Agiculture 

Tunctional 



THE IhNISA.TIOMA STRUCTURE OF CO-OPERATIVES 

(Prior to reforms)
 

Assistant Com=issioner, 
Co-operative Development
 

(Departmental control
 
and supervision) HQ Co-operative Inspector
 

Co-operative Inspectors
 
District Level
 

Co-operative Co-operative

Federation - Wholesale Co-operative Unions - (Distribution, Agriculture, Fisheries, Industries, Consumer)

Branch Establishment
 

Multi-urpose Cogperative Societies General Council 

Board of Directors
 

Manager
 

i i I 
Co-operative Stores 

Society 
Iulti-purpose 
Co-operative 

Multi-purpose 
Co-operative 

Agricultural Produce 
& Sales Society 

Co-operative Credit Society 

Society Society (Agriculture) 
(Consumer) 

Committee Committee Committee Comnittee Committee 
Village
Level Co-operative 

Society 
Co-opertive 

Society 
Co-operative 

Society 
Co-operative 

Society 
Co-operative 

Society 



AIMEXE 4 

TME STRUCTURD OF TIM DEPAMT OF CO-OPFAWIVE D:"rLOP IT 

Minister of Internal & External Trade 

Secretary
I 
National o-operative) Commissioner of Cc-opezative Development 
Council of Sri Lanka £ 

Five Deputy Couissioners 

Head Office Administration, 
Asst. Commissioners Legal and Audit, 

(Agriculture),
(Consumer) 

Consumer, 
Industries, 

Functional 

(Legislation), Agriculture 
(Extension). 

Four Senior Assistant Commissioners 

Ifesteim Division SouthernDivision CentrgJ! Division NortherA Division 

Asst. Commissioners of Assistaat Co -dssioners of Assistant Commisioners of Assistant Co zn-ioners of 
Co-operative Development Co-operative Development Co-operative Develorment CW.-operative Development 

Co-operative Inspectors Co-oerative Inspectors Co-operative Inspectors Co-operative Inspectors
 

Primary Co-operatives Primary rrY Co ti-operatives%rm,-operatives Friia. -opeeraties .-

Regional Co-operatives Regional Co-operatives Regional Co-operatives Regional C"o-operatives 

Village Co-operatives Village Co-operatives Village Co-operatives Village Co-ooeratives
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W 

T 02 I=IsA VIc::L STRMCTLR CF Cc-OPrAIVUS AFTER TER CIS 

Assistant Commisioner of 
Co-operative Development
 

Co-operative Inspector 
I 

Priwary Co-operative Society ........ (advisory) ..... District 2ranch of the National
 

Co-aperative Council of Sri Lanka 
The Central Council~Co-operatiie Rural: o i RThe Board of Directors 

Baak 

:"GenwL Hanger
Ianager 

*Other Zqlojees -
Village Co-oeraLive Society Other loyees Accountants Clerks etc.
 

or Branch 3ocietym

i 

Committee
 

Manager ana other Eployees 

* 372 Primary Co-operatives
 
** Branch Societies exceed 10,000
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AL U1.11 ST PILMB THAT T A 

6bold and finey bound wAto tba Coimmluonst of Agrarian ServIci s, AiM aelm~r Inthe 0= ithhisse 

hwfai money of Clyton, bw which paym well and truly to be mad. the aid Society WA& ftaalflamtr "In 

WH ERRAB the maid Sockly, reglimred =%et the prsonlo of ection 6 of" TheVsva bddi
 
Ordlnese. No.16 of 1938-. having it&retqered addre at ....................... 

self'.halp awl eo-oeaesn emoug agriculturist. arisan and pmem m Ihltud sm a 

WfD WHEREAS application haa been made by l maid Society to the Clommlslonse md Araan 

a tpusterms of th by.,ws made under Section 48 (2) (w)of the said Ordinan for the has ##w o 

Sokt of the maid cum of Rupooe ................................................................
 

................ ................................ a t t 
.. ( n Ieta e oftwsPsent= 

pe &mum.which amid Soc binds Itself to repay with interest thei due by the .
 
..... dayd . ..
....... . .... ". .
 

AND WHEREA8 the Comm-ioner of Agrarian Services has paid the na d upes.
 
....." " . ...... . ....................... ... 
 . ...... . . . ,...... 


to the redlt of the funds of the said Society j 

NOW THE CONDMtON of this obligation b such that If the said Society shall ! nd t0ly repy 
h ea m an o Rupees ...........................................................................
 

(l.... with Interest due thereon in the manner provided by these Premhi. than this 

of kicahal be null and void, but otherwis shall be and remain In full form and eoI6 

IN WITNESS WHEREOF the .............................. ....... ................
 

Multi-purpose Co.operative Society, Limited, hath rsued Its common to bemeal atzed to these Pteens 

at this. ........ dyf ........................ 
One Thousand Nine Hundred and .....................
 

The OmmonBel of the ........ 
...................
Multi.purpose Co-operative Society 

IJmuted, Is hereto affixed in the presenoe of the 
Chirman, and the Secretary of the ag Boa6fy. who 
hmby ates the sMUMn "VesOL 

L,.,, a-,. 4? 
.S'"rco._:. Dc t.off Arariarn Sorvico.. 

S I I I I iNi 



1.t 	vleek Julj 

2nd 	 Week July 

3rd 	Ueek July 

4th 	Week July 
to 

September
 

Ist Week October 

2nd 	Week October 


Time Table of Credit Operations
 

Food Production Officer gets individual farmers to
 
apply to the Society for loans on the specified form, 
certifying on these forms that the amount of credit 
requested by the farmer is in keeping with the requirements 
of the production plan for thLt area. 

The Committee of the Co-operative Society examines 
the eligibility of the meLter for the loan applied for. 
The Co-operative Inspector test-checks 10 percent of 
the individual applications to ensure that they are 
equitably and expeditiously dealt with and conform to 
the 	conditions laid down. 

The Co=iittee of the Co-operative Societj meets to work 
oat the Laximum credit limit to be given to individual 
members and prepare a composite application to be sent 
to the neErest branch of the Dan1 with which it has its 
usual dealings, after the Co-operative Inspector in charge
 

certifies that the loan applied for is witLin the 
maximum credit lihit sanctioned by the A.C.C.D. for the 
particular Society. 

The lending Bank processes the loan applications and 
decides on the maximum amount that can be given. 

The Committee of the Society meets to examineeach 
individual application once again the light of the actual 
conditions and the extents actually cultivated and makes 
an amended application to the lending authority supported 
by the necessary documents. The Co-operative Inspector, 
the Food Production Officer, the Divisional Officer, the 
Village Cultivation Officer and the Agricultural Instructor
 

will attend this meeting. 

The lending authority credits the Society's Bank Account
 
with the cheque covering the loan befo'e the end of this
 
week.
 

NQ-	 This time table will apply only to the Dry Zone areas where the North 
East Monsoon commences about October. 

Annexe 	8 gives how the waxi:aum credit limit of a Society should be assessed. 
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A8';ISZ'T(bOYA I-ITI-PUILPOSI CC-OPUrATIV2 Z0CITY'S

MAXI!XTI: CIMfT LI;IT
 

RS ots. 
A. Fuazs reluized for the iJU.inecs 

1. For consumer oos.
 

2. For cultilation
 

3. Fror other aricultural Iurioses 

4. For uaztiket&r of - (a) paddy ...
 

(b) ot~zr commodities ... 

5. Fox ex3cution of contracts ......
 
6. For purchase of fixed asLets 
 s.e
 

7. For Lural banking yarposec.
 

Totul
 
B. Owned CfAwi -byoi 

1. Paid-up shares
 

2. Zarr...va 

j. UndistriLutEd profi to ...
 

Total
 

C. Fixed Assets
 

1. Land and Duildin6s... 

2. IRhchiery ... 
3. Equipu.ent #.... 

4. VehiUles 
 ...... 

Total
 

D. Difference betweeL,B' a:d 'C'(3-C)
 

E. Li"Uaum Credit Limit (A'-'D')
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CROPS TLDII TK GUAPk: ,jDPAICS, SCI!.;fl 

Rs. ots 
.pe bushl 

I. Paddy ... ... ... 14.00 .. fromI 1.1.71 to 31.12.71 
CieCt. ) 

2. Ia-ze ......... 24.64 . -do.
3. KurakLan, Grade I ..... 15.03 .. -do.

it Grade I1 ... ... 13.00 .. -do.
4, 3orchum 
 ... ... 20.16 .. -do.

6 
5. Toor Dhal (Mrole) ... ... 56.30 .. -do.-


Cotton, tGradc I ...... 
 75.30 .. -do.
" Inter Grade ...... 
 60.00 .. -do.
" Grade II ..... 
 45.00 .. -do.
" Grade III ... ... 30,00 .. -do.7. M4ustard ........ 
 67.20 . -do.
;.Ln,;-elI1
..... 
 38.O3• -do.

, Chillies (All v&zr:eties of chillies
 
that do n, t contaiii ve._ite or black
 
pous) ... ...... 
 3,2.00 .. frou. 12.2.71 to 31.12.71

10. Gre,;n Gram, Grade I... ... 67.20 .. fro.a 1.1.71 to 31.12.71 
" Grade II.. ... 61.60 .. -do.

11. Tamarind ......... 33.60 • -do.
12. Black Pepper ... ... 140.00 • -do.
13. Cow (ArligtO)... ... 67.20 .. -do.
14. Cow ...Pea ... ... 42.56 .. -do.
15. Grouid Nuts ... ... 49.28 -do.106. 1,>urwex,c ...... 130.00 .. -do.
17. Zoffee, Grade I ...... 224.00 .. -do.

" Grade II ... ... 154.00 .. -do.
18. Potatoes ... 
 ... ... 44.80 .. -do.
19. Red Onions:, January ... 48.16 .. fror 1.7.71 

February •.. 43.68 .. -do.-
Ilarch .. 35.84 • -do.-
April •.. 38.08 .. -do.-
M4ay ... 40.32 • -do.-
June •.. 43.68 . -do.-
July •.. 35.84 .. -do.
Au~ust •... 36.08 . -do.-

September • . 40.32 -do... 
October ... 43.68 .. -do.-
November ... 48.16 .. -do.-
December • 48.16 .. -do.20. Bombay Onions ... 44.80 .. from 1.1.71 to 31.12.71 

21. Garlic ... .. 168.00... .. -do.-
S : Department of Agrarian Services. 
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