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." ,.~'Development.of Small Farmers"is a term of the day .frequentlY',used' by the
(1ev~!opment , planner~> policy;-makcrs, politicians, I intellectuals and the farmers
themselves. Small farmers, in fact, represent the vast majority of the population and
their aggregate development is the country's developm.;nt as a whole. It would have
been incomplete and perhaps wrong statement and injustice to the real phenomena of

, the CQUl1tr,y if we ,attempt to picture it out by taking the small farmers out of the
column. A small farmer by virtue of his existence as n human being in the society,
naturally ponders upon unlimited wants, desires and expectations. Rather, his basic
needs are required to be fulfilled - a multi-disciplinary activity is automatically born
and hence a complex problematic situation starts to grow up which needs to
be discussed and solved with multi-disciplinary approaches and action. This is
the case prevailing in all the developing countries including Nepal. In order to
cover all mch established facts and aspects in relation to small farmers, a work­
shop lJaving a wide range of topics on "Small Farmers Development and Credit
Policy" was held in April 1980 under the joint collaboration of Ministry of Home
Panchayat, HMG/Nepal, Agricultural Credit Training Institute (ACTI), Agricultural
Development Bank/Nepal and Department of Agricultural Economics and Rural
Sociology, The Ohio State University, USA and USAID/Nepal. The contents and
quality of this workshop have been enriched by its materials, as they are worthy and
valuable, presented by distinguished scholars and intellectuals of Nepal and other
countries. This proceeding is a product of that workshop.

I am extremely grateful to Ministry of Home Panchayat, HMG/N for arranging
this workshop. I am very much indebted to Department of Agricultural Economics
and Rural Sociology, The Ohio State University, USA which contributed to the
workshop with resource persons. I would like to express my deep Sense of gratitude to
USAID/Nepal for providing financial assistance to the workshop. I cordially thank
Prof. Dale W. Adams, Dept. of Agricultural Economics and Rural Sociology,OSU,
USA for his inspiring enthusiasm to organize this workshop. I am grateful to Agricul­
tural Development Bank, Nepal for providing its full support and encouragement to
organize and materialize the workshop.
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I would like to extend my sincere thanks to learned speakers and intellectual
paper writers for their scholastic paper writings, whose findings are based on empirical
research and personal experiences. I am equally indebted to distinguished and learned
guests for providing their valuable time to chair for full time sessions with great morale
and untiring patience. I am also obliged to the respected participants for eKpressing
their sound and reasonable view points and taking active participation, without which,
this workshop would not have been successruI.-~~

'("

Miss Ishwari Karki, Section Officer, ACTI, deserves special thanks for fully
devoting her time and energy for the publication of the workshop proceedings in this

, ,shape." I:.astly, 'Iwould'Iike' fothnnklthe:cbficerried!s'taff dt Ag'ric-u1 titral' Development
Bank for assistingarduously:in 'th:ei cdhducc'(jf:this 'Workshop: and 'publishing its
proceedings.: ,

June 1981
c. M. Ptadhlltl i :AI

Aci .Dircctri;Genera/;;JJ
ACTI. -'f



Introduction:

The crucial fact that has been conceived at present is that small farmers who
constitute the largest segment of the population have always been by-passed from'
the mainstream of development process in almost all underdeveloped countries.
Although certain progress towards the development of economy has been made mainly
due to planned efforts, yet the benefits of development have largely. been derived
by the relatively well-to-do sector. The gap between large and small farmers has
continued to widen. Under such circumstances, economists have arrived at a
consensus that the pace of development could be augmented through the participation.
of the small farmers as well in the development process, whose welfare in terms of
income and employment assumes to be significant.

Realizing the irrelevancy of the outmoded concept of dispersing developmental '.
inputs and benefits on the basis of trickle-down theory, a new approach has in the
recent past, emerged to directly reach the target group in the form of Small Farmer
Development: Project. Nepal surely did not lag behind in entering' this new era and
undertook the task of reaching such target groups with necessary developmental'
support since 1972. The concept of group organisation waS widely propagated since
then. From its infancy to the present stage, the programme has significantly grown
and as a result, there are 24 Small Farmer Development Projects in: operation ~

throughout the country. Now that a foundation has b.:en laid, it becomes important to
exchange ideas and settle pertinent issues that cre~p in time.

Furthermore, it is noteworthy to mention that several countries have adopted. :.,
different courses of actions varying from integrated approach to filter down approach
in accordance with their local conditions, social values and attitudes. The integrated :
approach we have chosen for Nepal has to be frequently. reviewed" to'as,sess its
applicability. '.



Since its onset, we have always been benefitted trom the discussions workshops
and seminars held in Nepal and elsewhere and it is believed that the proposed workshop
will reconcile ideas and experiences born in different soils . for settling major
issues.

Objectives:

The objective of the proposed workshop is to provide a forum for exchange of
experiences in formulating' and implementing Small Farmer Development Programmes
within the integrated rural development framework and to explore appropriate ways
of bringing structural improvements that may be needed for making sma.II farrii'etS
self-reliant. The specific objectives, however, ""ould be as follows:

1. To study the' ways of integrating Sniall Farmer Development PrbgraItlrtie with
the' Irltegr'ci.ted kural Development Programme of His Majesty's d6\rerIi~

ment.
2. To study ways Of stre'ngth~ri.ing the small fanner g'rolips s6 that they receive'

adequate services froludistiictlevel agencies under the Integrated Rural Deve­
lopment Programme.

3; To study the effect of grbup lending programme in redticingthc transaction cc)sf
to both knMi as well as borrower.

4. To study the present strategy for th~ development of small farm'ed and suggest
W,lyS in improving the Small Farmer D,?velopment Programme.

5. To slhire the experiences Of Third World Countries regarding Small Farmer
D'erelojJinent Programine.

6. To Study the ways of making interest policy effective in n'Iobilisilig riifalsavitlgs'
and in diverting the' resources to productivesedors in rural c'ommUIiity.

7. To study the ways of effectively financing the ciedit n.eeds ofnon:..fatl'l1 enterptis'e's
particula'i"ly th'ose'run by small artisons.

Sponsorship:

The workshop was jointly organised "by ACTI, Agricultural Developmeiit"
l\ankjNcpal, Ministry of Home Panchayat, HMG Nepal and Department of Agricul­
hl'ral Economics and !tural SdCiology, Tnt: Ohio State University, USA.

Date:

..
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"" . ,"'



Venue:
Shanker Hotel, Kathmandu, Nepal.

Pattern of Participation:

A number of intellectuals and distinguished personalities from various govern­
ment, semi-government and private institutions of Nepal participated in the work­
shop such as Ministry of Feod and Agriculture, Ministry of Home Panchayat,
Department of Land Reform, Integrated Hill Development Project, CEDA and other
Institutes of Tribhuvan University, Agricultural Development Bank, Agricultural
Project Services Centre, Agricultural Input corporation, Nepal Rastra Bank, Rastriya
Banijya Bank, Nepal Bank Ltd, Bio-gas and Agri-Equipment Development Co.
Integrated Development System, New Era etc. A number of participants were of the
foreign nationals representing different foreign offices located in Nepal and outside.
Besides, the bankers and credit specialists from India, Bangladesh, Thailand and
USA also participated in throughout the workshop

Field Trip: A field visit was arranged for the participants to Small Farmers
Development ProjectfTupche, Nuwakot.

iii
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fJddress

WELCOME ADDRE~~ .

Mr. Chairman, Hon'ble Minister of State for Food,
Agriculture, Industry & Commerce,Fellow Participants,

. Distinguish~d Guests, Ladies and Gentlemen,

I feel happy to welcome you all to this work­
shop on Small Farmers Development and Credit Policy
on behalf of ADB and on my own.

First-of-all, I would like to thank Ohio State
University, Ministry of Home Panchayat, HMG/N
for provIding opportunity to organise this international
workshop in Nepal.

Many governments of developing countries
and international organizations like FAa, UNDP and
UNESCO, seem to be very much anxious in improving tho
socio-economic standard of the rural poor, i. e. small
farmers; who constitute the vast majority of the total
population of most of the developing countries. It is
indeed a happy notion for the people, who are engaged
in the production of developmental work among the rural
poor of developing countries.

We, in Nepal, are quite eager and dedicated
to do our best to improve the socio-economic. status of
the small farmers. In this regard, the first step was taken
in Nepal in 1975/76; on the initiation of ASARRD (Asian
Survey for Agrarian Reform and Rural Development)
and His Majesty'i Govt./Nepal by launching two pilot
projects - one at Mahendranagar, Dhanusha, and another
at Tupche, Nuwakot of Nepal. The responsibility
of implementing these projects was given by HMO
*0 A~icultural Dovelopment Bank/Nepal, for which



WELCOMB ADDRMs

l personalty feel it to be our great privilege. Group approach is a unique feature
adopted in the small farmers development programme of Nepal. Different groups of
small farmers were organised in these two projects and various services like credit,
seeds, fertilizers and other agri-inputs were provided to small farmers through these
groups on joint liability. Other socio-economi~ activiti~s such as family planning,
sanitation, adult-educa.tion etc., have also been provided to small farmers. Thus,
small farmers have been quite conscious "and 'their socio-economic standard has been
raised to a considerable extent in two projec~s. The Project-Chief of the Small Farmer

"Development Project works as a motivator a~d extension agent in these projects.
" '

Food and Agriculture Organization, Regio~al Office, Bangkok and Agricultural
Project Services Centre, Kathmandu have made an evaluation of these two projects

" independently. The impact of the programme has been found to be pretty good.

Seeing the success of the programme on" these two projects, ,Agri~u.ltUfal

Development Bank has expanded small farmer development ,programme 'in 30
districts by FY 1979/80. The total number of the projects including 'the sub~centres

comes to 35 by the end of FY 1979/80. The Bank has plan to repJicate the
programme in the comirg Sixth Five Year Plan and the total number of the p,rojeyts
during the plan period throughout the country will be 210.

Regarding the achievements made in the Small Farmer Development
"Programme so far, 528 groups have been formed in the ~boye" melltion.ed .~5 .
. projects and 5,833 small farmers have joined the group. The dedit amounting'to

Rs8.89 million h'as been disbursed to small farmers and Rs. 2.34 mi1li~~ has been
recovered from them by the end of FY 1979/80. Awareness has- been created among
the small farmers as ~regards to their right to demand various services from the

" government and other agencies. After the" inception of the programme, the income
" of the small farmers has been increased to a' great extent and our goal is to

make them self-reliant. I am quite confident that; if the momentum and speed of
. the programme is continued; the small farmers of this country have a bright

future and through this programme, ",e will be ,able to gain social and economic
justice to the society and to the country as a whole.

Once again, I would .like to extenqrny hearty thanks to the organizers of the
programme and participants as well.

Thank· You!



Dr. Dip Raj Sharma, Ccneral Manuger of A DB/N delivering
lhc! we/come l.ddress on the workshop.

Dr. Dip Raj Sharma giving his remarks on the workshop.
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Opening

O<en1;arks

Piof. Richard L. Meyer

USA!D/Thailand

OPENING REMARKS

Mr. Chairman, Distinguished Minister,
Ladies and Gentlemen,

It is my pleasure on behalf of Ohio State
University along with Alb, the USAID Mission in Nepal
and, the Agricultural Development Bank to welcome )OU

to this Workshop.

This is the seventh Agricultural Finance
worbhop that Ohio State University has participated in
during the past 2~ years. We have held workshops in
Jamaica, Dominican Republic, Tunisia and Calgary.
About a year ago, we participated in a workshop with
the Bangladesh Bank. We are pleased to have with us at
this meeting Mr. M. A. Majid Molla of the Bangladesh
Bank who was responsible for organizing that meeting."
Mr. Molla has just completed publication of those procee­
dings and you may want to talk to him about getting a
copy_ At that workshop, we became acquainted with
Prof. Mohammed Yunus of Chittagong Universit.y.
We are happy we could bring Prof. Yunus here to
report on his interesting work. We also have with us
Mr. Gary Adams of the USA£D Mission in Bangladesh
to report on the interesting experimental credit project
they are undertaking. We also met B.M. Desai at that
meeting and he is with us to report on his research' on

, group lending. III June last year we cosponsored a Work­
shop with the Overseas Development Institute (ODI). held
at Wye College outside London. The proceedings should
be available in June from ODI. At that meeting 'We met
Dr. Barbara Harriss currently conducting research in
India and we are happy she is here to present some of the
interesting 'Work she'intrQ,duced us to:utW.ye,College., '.:'

vit
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bPE~ING REMARks

We have a two-fold objective for participation in these workshops. First, we
are interested in learning about the institutions and activities of the country in which
we are holding the workshop. Second, ~e want to bring in selected outsiders who
have done innovative work in agricultural finance and give them an opportunity to
share their work with us.

The participation of Ohio State University in these workshops is sponsored
by the Agency for International Development in Washington. I'm pleased we have
at this Workshop Dr. Cliff Barton from that office. Cliff wears two hats when he
attends these meetings. First, he is monitoring OSU activities. Second, he is an
established researcher as an economic anthropologist. He has done interesting work
in the area of informal finance, particularly the finance of non-farm firms. He is on
the agenda and I'm sure you will be interested to learn of his work.

One of the objectives of our project with AID is to stimulate a discussion and
exchange of views which will take place during this workshop, To facilitate that
exchange, We try to make available a wide range of pu~lications.Later today; we will
set up a display with a sample of th:lsC plblicJ.tions. W~ invite you to be placed on
the mailing list for the quarterly Agricultural Finance Newsletter and to write for
specific publications that may be of interest.

I share with Sri Krishna our disappointment that Dr. Dale Adams is not
here. I know that a number of you know Dale and were looking forward to seeing
him again. Because of an illness in his family, he cannot be here. He visited Nepal
about a year ago and discussed the idea of this Workshop with Sri Krishna and the.
USAID Mission. Upon return to Columbus, he was very enthusiastic about the
possibility and was eagerly looking forward to it. He found this to be a unique country
and found people in the ADB, Ministries and elsewhere eager to talk about their work
and learn from others. Unfortunately a couple of weeks ago, he called me in Bangkok
to say that an illness in the family prevented him from attending and asked if
I'd take his place. In just the few hours I've b~en here, I've learned something
t)f the enthusiasm he found and I'm delighted to be here and look forward to
the meeting.

At this time I w.:>uld like to direct a qUJstion to Sri Krishna. I noticed
that our meetings are scheduled for next door in a room with a sign over the
door' reading th'e '''One-eyed Bar". I've' "onderedsince: then what he is trying to

VIii
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OPENING REMARKS

tell us. t suspect there is a message. Is it that in most of our work in agricul­
tural finance we look at it with just one eye ? May be Sri Krishna is hoping
that through this workhsop we will begin to look at it with both eyes.

Let me say in conclusion that the subject we are dealing with-small
farmer development and agricultural finance--is extremely complicated. I look
forward to learning about the experiences of ADB and other agencies in Nepal to
see if you have been more successful where frankly most other countries have
failed. In fact, I will go so far tomorrow as to suggest that most agricultural
finance projects have failed. I will discuss some of the reasons for that conclusion.
This is a terribly difficult area. We have not found the solution. I hope that in
small measure this workshop will help us open both eyes and look at the issue
a bit more clearly.

Thank YOU!

ix



2JnauCj[tral

fJ-ddl'ess

Hon'ble Mr. Bijaya Prakash
Thebe

Minister of State for Food.
Agriculture, Industry and
Commerce

~NAUGURAt ADDI<ES~

Afr. Chairman, Distinguished Delegates and Friends,

It is indeed, an honour for me to inaugurate
this workshop on "Small Farmers Development and
Credit Policy" organised by Agricultural Development
Bank in cooperation with Ministry of Home Panchayat
and the Ohio State University, USA. I would like
to say a few words 011 this occasion. First of all, I
cannot help butthank the coordinating committee of the
workshop for giving me this opportunity.

I feel, the workshop is very timely because it
is being held at n time when our attention is being focu­
ssed on how to achieve the overall devel0pment of smull
farmers during the Sixth Plan period.

As you all know, Nepal being a country
mainly of small farmers, I don't have to tell you the role
of credit as a major input required to carry out a.gricul­
tural production programmes by the small farmers.
Although efforts are made to deliver institutionalised
credit through the cooperatives and other village level ins­
titutions, the bulk of the credit requirements of the poor
farmers are still being supplied through non -imtitutional
sources with exhorbitmt rate of intere5ts.

Our past experiences have shown that develop­
mental benefits by-passed the majority of small farmers
due to the fact that they could not be able to mingle in the
ma'n stream of developmental activities. On the other
hand, the big and middle size farmers received most of
the agricultural developmental services and facilities which
further boosted their producticn and income thereby

41
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INAUGURAL ADDRESS

creating wide gap among the small, middle and big classes of farmers. Realising the
fact, a workshop on Development Support for Small Farmers was organised in 1974.
This workshop has focussed its attention on the basic problems of small farmers and
suggested some action-oriented policy for the amelioration of the socio-economic
conditions of small farmers by bringing them into a group. As a result, two experime­
ntal Small Farmers Development Projects, came into operation. The experiences
gained from the implementation of these projects have been helpful to extend such
type of programmes in other 34 panchayats.

Since the main objective of this programme is to assist the rural poor in their
efforts to raise their economic standard and improve their social well-being; the perfor­
mances made so far by this programme have shown a favourable impact towards the
fulfilment of this objective. I, therefore hope that this workshop will help His
Majesty's Government by providing pragmatic recommendations and constructive
suggestions for the expansion and effectiie implementation of the programme gradually
throughout the kingdom.

I wish every succeSs of the workshop. Now I declare this Workshop on Small
Farmers Development and Credit Policy to be opened.

Thank You!

xii
~I .,.
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Hon'ble Slate Minister Mr Bijaya Prakash Thebe inaugurating the workshop by burning

"Panas Lamp" tradil iOl1ally.

Hon'ble State /vlinisler Mr, Biiuya Prakash Thebe delil1ering Ihe ina:tgural

speech 011 tile workshop_
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Whairn1an's

(}<en~arks

Dr. Yadav Prasad Pant

Chairman, Economic
Commission

<:HAIRMAN'~ REMARKii

Only three decades ago, economic develop­
ment was treated as a synonym of industrialization. In
the light of our recent experiences of development process,
this view stands discredited. To day modernization and
rapid growth of the agricultural sector look a better and
more solid way for a developing cOllntry to initiate the
process of economic and social development rather than
setting up a few industries only with the help of borrowed
technology and imported machinery. Even if it is being
increasingly realised that the development policy should
be one of integrated development of all sectors, the
development of agriculture has rect>ived a topmost priority
in the developing countries. However, in this process, the
benefits of development have largely been derived hy
relatively well-to-do big farmers. While addressing
this problem the World Food Conference in 1975 men­
tioned that governmental policies have not apparently,
either by design or in resulting execution, helped the
small fanners but instead have often encouraged large
scale operations.

In recognition of the constraints faced by
small farmers who are economicaI1y weak and numerically
large, many developing countries recently have designed
programmes to uplift the economic condition of this
group. If economic and social development is to take
place particularly in terms of employment generation,
increase in grain output for growing population and
provision of social equity instead of polarization of farm
groups, the development of small farm sector left-behind
in the process of economic development has become
of economic development, has become of critical
concern.

xiii



CHAIRMAN'S REMARKS

Like many developing countries, Nepal is trying to increase the growth rate,
particularly by bringing improvements in the structure of agriculture and by develo­
ping appropriate institutions that help achieve increased income, employment and
equity as well. The conventional approach of developing agriculture based on a
trickle-down policy has not shown any favourable impact on agriculture. On the

. contrary, it has led to wide disparities in the income levels and levelling off of the
aggregate produr;tion in recent years.

Despite substantial efforts by the Government to diffuse new technologies and
improved inputs, the Nepalese farmers, in general, are reluctant to switch over to new
set of production inputs and package of technology available, and suitabie to their
local environm~nt including monsoon rain and terraced cultivation and the subsis­
tence economic standards. Farmers do not prefer to risk their family survival by
switching over to costly new technologies that have r.ot been yet tried in their
unirrigated farms. .

Nepal started to provide developmental support under the programme of the
Small Farmers Dev(;]opment Project in the selected villages in 1972. Such projects in
total are now twentyfour. This programme, obviously, fits well into the national
agricultural policy. In the country, 83 percent of the total farm households have less
than 3 hectares of cultivated land, and use only 28 percent of it. The main philosophy
behind the SFDP is to improve the economic status of the small farms assuming credit
as a lead factor through an integrated rural development approach.

Technological break-through for increasing productivity on small scale farms is
accepted now by most development planners. But to assume that new technology is
available to them, and it is profitable, is the major error committed by the institutional
credit planners It is realised that profitable technology is not always available when
the credit is extended. Low profitability is due to the lack of research on output
increasing or cost reducing technology based on the farmer's felt needs. Hence,
appropriate technology accompanied by credit is necded for developing income status
of the small farms.

The small farmers, as I mentioned earlier, have low risk bearing capacity in
terms of yield and price variability. Hence product as well as input price guarantee
is needed from the institutional and government side. This calls for streamlining all
infrastructural support system including research. extension, supplies, marketing,

xiv
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CHAIRMAN'S RE:'IARKS

credit. tenure system and so on. A multi-disciplinary approach to study the problems
of the smal1 farmers is needed to understand the complex socio-economic system of
the smalI farmers, and devise the means of helping them.

The way the small farmer is defined also influences the contents of the smal1
farm development policy and its target effectiveness. The SFDP for operational pur­
pose bas defined the small farmer as one who has an annual income of Rs 950 from
the agriculture and cottage industry activities. But I have a feeling that in conditions
prevailing in our country this net income approach is rather ambiguous. In Nepal where
the workmg of most of factors of production is such that no opportunity cost is
involved in their usc, and farm record keeping is still in inf~ncy, the net income concept
may not be a good criterion. Perhaps a s:ltisfactory measure, as in some other develo­
ping countries, could be a farm business income approach (the di1T~rence bct\veen gross
income minus variable cost of production plus land tax).

An integrated rural development approach of the SFDP in our country ha:5
Shown, to some extent, favourable effects in rural areas. This approach takes care of
measures required to solve a set of problems interrelated with each other The Comil1a
integrated project in Bangladesh was successful because of the unimodal society where
the majority of farms have more or less equal1y sized farm units. But similar projects
in Mexico have not been very successful in integrating activities with the fabric of
regular governmental services. One of the factors responsible for the poor perfor­
mance has been that the research and extension of Pucbla in Mexico are largely
outside regular governmental channels. The IADP programme in India as an
intervention strategy also has oot been able to create a dynamic system for the small
farmers.

Therefore, what I would like to suggest is that in designing SFDP in Nepal,
caro should be taken to select homogeneous groups of small farmers based on their
cropping pattern. Decision making process varies from one farm to another particulary
in Nepal where farmers live in isolation, without much communication ill remois
areas in the hills as well as in some of the Tarai regions.

Since our uderstanding and experiences of the Smal1 Farmer's problems ar~

still in an initial stage, the SFDP should not proliferate in number alone but should try
to intensify the current level of programme on a more compact and coordinated basis·,
because of the complexity of the issues, the limited capacity of the Government iii

xv
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CHAIRMAN'S REMARKS

terms of financial and skilled manpower resourceS and lack of political will and capa­
bility to carry out special programmes.

From what I have said, one can deduce that the Nepale.se agriculture has not
reached the stage where the farmers can make a productive use of credit, and thereby
augment agricultural production. It is, therefore, highly necessary thzt the financial
institutions should strive for dec~ntralizing credit to rural areas and to make them
more effective in serving the small farmer. To day, small farmers receive relatively
smal1 amount of institutional loans and in majority of cases are forced to rely on
informal credit markets \'there real interest rates, higher than 50 %, are not unusual.
Therefore more attention should be given to the broader interests of the small farmers.
In addition to delivering credit and other services to the small farmers through the
project approach, it is also imperative that they are strengthened by creating awareness
among them through group approach on a more intentsive basis and provide them
with credit and other services meacJ.t for their development.

As so adequately emph~sized by the Hon'ble State Miniter for Food and
AgriCUlture in his inaugural address I also hope that this workshop on developing
small farm development strategies as specified in its objectives, will take care of all
these critical issues while developing action plans.

Finally, I express gratefulness to the organizers of the workshop for asking me
to chair this inaugural session and to speak a few words relating to the small farmer
development.

:tvi



Strategy Of The Development Of, Small
farnlers Th~"oughGroup Appro'ach

-B.:S. Pradhan

"The concept of economic growth as tbekey t6 national development,
received a jolt, when despite two' decades of development efforts, tlie number
of tlie poor and hungry people in the developing world continued to rise,
and'the islands ofrriodernisation' stood" in stark' contrast to' the da'rk seas of'
backwardness." Development pundits and political leaders' bemoaned the neglect
of social aspects' of development.· "The growth is' not equitably" rea.ching' the"
poor. And the' poor arc' not significantly cori.tribllting~ to gr'owth." 'Mahbub tii
Haq, the articulate economist of the Third World was one of the pioneers
in exploding the myth of GNP growth: "We are taught to taKe care 'of our
GNP as this ,will take care of poverty. Let us reverse' tliis and take' car'cof'
poverty,as thiii will take care of th~ 'GNP." IIi the' wake' of this rethinking'
on the developm~nt process, a bewildering array of reports, studies,' resol utions'
a>ppeared' on' the issue. All these unmistakably pointed to the imperative need'
for reorienting the developnient strategy to 'redistribution \vith growth.' This'
theme don~inated the fi~ld of developmerit· both' at the national and"
international levels' in .19705. A spate of readjustments iii' the development
policies and priorities swept through the developing' world. In the interndtiorial
scene the enthusiasm was more vigorous. The Second Development Decade, in'
contrast to the' Firs't Development Decade which' had set only a quantitative
goai of 5 percent overall aimual rate: of growth in GNP, adopted' iri'
integrated approach embracing both economic and social fado is: The ILO
advo~ated a 'basic-needs approach' to development with the aim of achieVing:
"A certain specific minimum standard of Iivingbefo~e the end of the dcnturY."
The first concrete international action addressed to this issue 'heall-on' is;'
however, the solemn undertaking by the World Bank, "to increase production
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of small farmers so that by 1985 their output will be growing at the rate
of 5 percent per year" which, it fulfilled and the momentus maintained will
"double their annual output between 1985 and the end of the century." In a
similar vien, there was a reappraisal of the aid policies in the donor countries
with the consequent shift of their aid programmes towards projects benefitting
the poor.

AUeviation of poverty thus became the focus of development in 1970s.
The initial steps taken to address this issue were increased emphasis on
agriculture and basic social services. There was a noticeable increase in the allocation
for these sectors with considerable widening and deepening of the investment. But it
was felt that this was not adequate. By mid 19705, a comprehensive approach was
developed in the form of 'integrated rural development since the population of the
.developing countries is predominantlY rural and poverty is endemic in the
c(}untryside, the 'assault' on poverty has necessarily to be launched in the rural
areas. Rural development was thus advocated as the strategy for eradicating poverty.
It has· been well received by most developing countries. The donors, both multi­
lateral and bilateral, are enamoured of it. There is virtually a scramble among
them to assist the·LDCs in rurul development. It seems this is not another fad in
this 'fashion-prone discipline' of development. This donor interest, I believe,
will not only sustain but will get reinforced in the coming years.

Except for a brief spurt of industrial venture at Biratnagar and Birgunj
before the Second World War, Nepal started its development from virtually
a scratch since mid 1970s after the political change in 1951. The First Five
Year Plan was launched in 1956. Prior to the inception of this plan, a few
development activities were in operation. Of particular relevance to our discussion
here are the Tribhuvan Village Development Programme and the Rapti Valley
DevelDpment Project which started in 1952. The First Plan placed great
emphasis on the Village Development Programme which topped the list of
sectoral programmes. It is interesting to note the statement in this context:
"The Government attaches great significance and accords high priority to the
Village Development Programme. Because it is through this programme that
th~ nation will prosper with the rapid improvement in the economic conditions
of the majority of the population." The conception of Village Development
was a multi...,sectoral one with both hardware and software components of
direct relevance to the rural community. Adopting a pragmatic approach. the
programme was divided into three stages: i) the minimum level called nucleous
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development which caters for the improvement of existing local infrastructuro
and facilities like school, playground, wells, roads. etc., ii) middle level caBed
Dehat (rural) Development which, in addition to the nucleous activities,
includes provision of improved seeds and fertilizer, horticulture and -livestock
development, basic social services like primary school, first aid kits, drink·jog
water etc" and finally iii) the intensive level called Village Development which,
besides the middle level package incorporates soil survey, propagation of
scientific farming techniques, ~xtension of health and maternity services,
cottage industries, cooperatives etc. Training of different levels of personnel
required for the programme constituted an integral part of the programme.

The First Plan envisaged coverage of the whole country with nucleous.
programme and establishment of 34 Dehat Development and 12 viIIage

Development centres. The plan achievement was 6 nuc!eous, 34 Dehat Deve­
lopment and 12 vilIage Development centres. The impact of. this programme
as noted in the second plan was. 3800 villages and 2.25 milIion people were
benefitted. Alongside the Village Development Programme, the first plan also
incorporated the area development projects. Besides continuation of the Rapti
project already under implementation, two other projects were contemplated.
But only the Rapti project made headway. The nchievement under this
project was, 5,000 families were settled and 19,000 bighas of additional
land were brought into cultivation. The increase in food production was
estimated at 800,000 mds. Considered in the context of the situation tl':tan
prevailing, with formidable constraints in administrative and technical manpower
transport and communication and so forth, the programme was both concep.
tual1y and operationally, a great success. It was no doubt a programme
conceived and delivered from above. But shorn of rhetoric, most of present­
day programme continues to be so. Those who were associated with the
programme cannot help looking back to it with some nostalgia.

The Second Plan, while acclaiming the fulfilment of a variety of targets
under the village development programme, ironically dep lored the ineffectiveness
of the programme which was attributed to (i) the limited coverage of the
programme, (in the lack of people's participation, and (iii) the dichotomy
bet\'ieen the U. S. sided and Indian sided programme. The plan adopted a
differellt approach to village Deveiopment-politicisation of the local develop­
ment process. The Panchayat, the heart of the new political set-up, was
assigned the role of medium of local development and the village develop-
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ment programme as such was deleted from the programme. Thus village
dcvtHoprrient; It priority sector with the third highest financial allocation,S.3
percent of the total development outlay in the first plan, fell a victim to the
caprices of, the politicians, technocrats and no less responsible donor agencies.
.Along with it the Rapti valIey' development project also got submerged
within 'the respective sectoral programmes.

The Third Five Year. Plan upgraded the role of the Panchayat from
~' minor sub-sector to a full-fledged sector. The initial success of the com­
pulsory savings scheme generated an optimistic outlook towards mobilization
or' local resources. The plan, therefore, projected a considerable step-up in
local development activities. But the decentralization of development adminis­
tration which was vital for the implementation of the local development
programme did not in fact take place. So the programme could not make
~,u.ch headway. Bihari K. Shrestha's remark on this problem is to the point:
"The bureaucratic distaste of the departments for parting power and. of the
individual civil servants' for being answerable to non-bureaucratic and alien
institutions like panchayats also certainly played its role." Various alterna­
tives have been tried in the field of decentralization but yet to no avail.
The present model, district administration plan, which is conceptually and
operationally a sound institutional arrangement is not yet fully operational.
"Even after many years of the passage of the plan, it still remains to be
rully operationa1." remarks Shrestha. Perhaps chastened by the poor perfor­
mance in the Panchayat sector, the Fourth Five Year Plan allocated for this
sector a much lower amount compared to tbe Tbird Plan alloc"tion, both
in absolute and percentage terms-2G million rup~es of government grant as
against 40 million and projection of 100 million rupees of local resources
generation as agrrinst 200 million in the Third Plan. The Fourth Plan, however
initiated a new concept on Regional Development - the north-south growth
Axes and Growth Centres along the Axes. It hc:s some bearing on the. local
development process. Also two projects of local development import were
started during the Fourth Plan. Despite some of these initiatives, the Fourth
Phlll did deemphasize the local development programme and moved more
towards the sectoral programmes.

The Fifth Plan wa.s II 'turning point' in the development process of
Nepal. PhysicClI infrastructure which dominated the earlier plans was deem­
phasized for the first time with the agricultural sector and the social sector-
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receiving the first and second priority in financial aHocation. Maximization
of output consistent with the minimum felt-needs of the people was the

declared objectives. Married to this objective was the strategy of maximum
utilization of manpower for the spread of benefits. Local development, through
the medium of the pallchayat, received great emphasis. A variety of progra­
mmes were incorporated under the panchayat sector. In addition to the two
ongoing projects (liri multi-purpose development and Remote areas develop­
ment projects), Rasuwa-Nuwakot Integrated Ruml Development Projects,
Regional Intensive Development Programme (formerly known as SADP). Hills
Transport Development Project were incorporated. Meanwhile four more
IRDP, not envisaged in the plan, have been launched. Small Farmers Deve­
lopment Project is an addition to this family. It was not also envisaged
in the Fifth P Ian, nevertheless it was introduced as an experimental project.

With such a multiplicity of the local development programmes already in
operation, what was the need for yet another typ~ of project,. the
SFDP? Is it just another version ·of rural development confounding the
already confused rural development sector? To answer this question it is
necessary to look into the concept and design of these various programmes.

Let us review them briefly.

1. Local Development Department Projects (LDDP):

LDD projects are primarily small self-help schemes undertaken by district

and villrrge panclJayats with local resources in the form of voluntary

labour, cClsh and kind contribution from the local people supplemented
with the grants from the LDD. The project selection and implcmentQtion

under this programme is primarily in the hands of the rcsp~ctive pancllayats
with the occasional technical support from the line agencies where
necessJry. This is the only programme which, in effect, is controlleu by the
pauchayat. In a sense It is the development content of t1:e paneha)"t system.

'1. Remote Area DCH:lopmznt Programme:·

This programme is addressed to the sparsely populated remote northern
areas which, in the ordinary course of development, will be always left

behind. There is a committee to administer this programme. It invites,.

often through personnel contact with the people in the areas, suitable­
projects, scrutinise them and approves them for implementation, The LDD
then get them implemented through the local panchayats. It is more a social

than an economic programme.
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3. Hill Transport Development Project:

As the name itself suggests. it confines to construction and improvement
of tracks and trails, according· to the local needs. It is a product of
the World Food Programme aid. Provision of work is the primary objective
of this project, construction being just a consequential activity. The
labourers are paid in food items. There is a committee within the LDD
set-up to administer the project. The committee makes the project selection
and the LDD shoulders the responsibility for the execution.

4. Regional Intensive Development Programme:

This programme, originally called Small Area Development Programme
was designed to impl ement the Regional Development strategy conceived
in the Fourth Plan. Twenty small areas were located along the four
'Growth Axes' with potentialities for growth. It was planned to concentrate
investment in these 'Growth eentr, s' in order to "Achieve full economics
of scale and encourage agglomeration economies" with their spread effects
thus distorting the very basis of the strategy. With this fundamental
revision in its concept and the multi-sectoral package (agriculture, forest,
cottage industry, health, education, cooperatives, etc.) in its content, the
programme-became just another version of integrated rural development
on a district basis. Resource constraints came in the way of expansion
of the programme as stipulated in the Plan; it has, therefore. been
limited to the districts where the programme had been started. This
programme is directed by a high level committee headed by the Minister
of Home and Panchayat and is implemented in accordance with the
District Administration Plan.

5. Integrated Hill Development Project:

The concept underlying this project is to make optimum use of the
road as it is built. The project thus covers areas within one day's
walk from the Lamosangu-Jiri Road now under construction. It is, in
essence, an integrated rural development project. The difference lies on
the organizational structure and the direct linkage with the road infra­
structure. This project, unlike other local development projects, is under
the Ministry of Agriculture. The organisational design of this project is
that it has enlisted in the field, cooperation of local leaders (volunteers)

named Tuki 'who are trained in and used for agricultural extension, with
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community health and education also claiming some of their time. Each
Tuki operates in. 'Intensive Agricultural Centre' which serves its influence

.. area comprising t 6 to 145 households. The Tuki assesses the needs of

the areas, and planning of the project is done at the service centre on
that basis. The help of the village panchayats arc generally enlisted in
this exercise. These micro-plans are then put together and coordinated
into an integrated annual plan. The central coordination committee
approves the plan which is then submitted for budgetary approval. It
may be noted here that the Tuki, the n:ost important agent in the

Project, generally belongs to the existing local leaders who come from

the upper social strata.

6. Integrated Rural Development Progmmme:

Rasuwa-Nuwakot Project was the first project of this kind. Three more
projects bavegone into operation- Koshi Hill Area Rural Dcvelopment
Project, Sagarmatha IRDP and Mahakali IRDP. Rapti IRDP and Karnali­
Bheri IRDP, though still under preparation, have made a start on what
is called an interim basis. Thus investmentwise and area coveragewise
IRDP occupies a very important place in the development plan of Nepal
(see Annex I). Let us take Rasuwa-Nuwakot Project for a look into the
concept and design of IRDP. The Rasuwa-Nuwukot Project is "to support
HMG developmcnt strategy which seeks to balance economic growth with

income distribution, provide for more equitable regional development and

ensure prod uctive benefits from previous road in vestments. This would
be brought about by increa~ed agricultural and livestock production. by

the provision of health sen'ices and vi1l8ge water supplies and improvement
of communications and cottage industries, all reflecting the needs of the
people living in the project area." The Project is supposed to benefit
35 percent of the farm families in the project area from agricultural,
irrigation and livestock development under the project. It is claimed in
the Appraisal Report that "In arriving at the final concept and content
of the proposed project, due consideration has been given to the different
ethnic 2.nc. sociological background of project fanners, their expressed

needs and attitudes towards change," Measures Proposed to take care of

these ethnic and social factors are: "(a) decentralization of government

services to sub-centres so as to ensure equal and more effective coverage

of all project residents ; (b) provision of training centres, so located as to
cover both major ethnic groups; (c) encouragement for the more effective.
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dr.velopment of the Panchayat system, to allow greater participation in
project development." Notwithstanding these prOVISions, "the project
continues as if it were addressed to an economically homogeneous population."

The essential features of the project administration are a Project
Coordination Committee under the chnirmanship of Home and Panchayat
Secretary with respresentation from all concerned line departments, and the
Project Coordinator who has no executive functions but nevertheless plays a
vital role in assisting the district agencies in planning and plan implementation,
establishing liaison with line departments and monitoring the progress and
impact of the project. It provides for administrative sub-centres, 5 in Nuwakot
and 3 in Rasuwa with, among other things, facilities for treatment of farm,
animals, vaccine, storage and office accomodation for agricultural, veterinary,
credit, local' government and other district staff. The project is implemented
basicaIly according to District' Administrat'ive Plan. However, since the DAP
itself is not fully operational. there is a hick of genuine participation at the
local level. The" programme, in essence, follows a top-down process, orientated
,of course to the local needs and aspirations.

With such' ,an array of uie existing programmes and more in the offing,
-3' reas'sessinent of the approach to rural development was' overdue, A m~eting

of the local representatives' of Nepal Aid' Group Members was convened by
the; Minist'ry of Finance in February 1978; Out of its deliberations came
a' "Strategy for Rural Development." The basic features of this strategy are:
I} "Involvement of the 'pe'ople" in the development process ; 2) "Basic Needs"
orientation in project components; and 3) "Planning with reference to micro­
conditiOlis"; It stressed" ort an integrated approach and on· elimination of
intra-regional- and inter:"personal differences along-side inter-regional disparities.
On' the iristitutioilalside, it sought to utili"le the District Administrative Plan
and the Sajha Movements as the medium for development. "The Sajha
Movemertt should be incorporated where possible as the means of channeling
basic inputs to development projects", the strategy points out. While it
recognised the' need for "a sep~rate administrative body at a higher level to
implement and coordinate various ac'tivities", the strategy recommended, for
the time being; a Projcct Coordinating Committee at the Centre, in line with
the'set-up under the Rasuwa-Nuwakot IRDP. It was in fact an endorsement
-of the' Rasuwa-Nuwakot IRDP model.

The above strategy did fill a gap of a Dltional approlch. A Dlulti-



sectoral programme such as rural development when integrated with the political
Proces's is bound to contain some incongruities. There are no doubt some
organizational lapses in the strategy. On this ground and more on fundamental
issues, there was a thorough re-examination of the concept and approach by
the government. Consequently a new concept, 'Integrated Panchayat Development
Design' was born in November 1978.

The m.lin thrust of the 'Design' is the development of village and
district panchayats as the institutions for rural development. "Panchayatisation
of Rural Development Programme" has been declared as a major policy.

The 'Design' lays great emphasis on ~he institutional aspect, in terms of
botil quantity and quality. Besides a cabinet, sub -committee for policy
matters, a high level central coordination committee to be chaired by the
Minister for Home and Panchayat has been provided for. There are a host
of committees at diff~rei1t levels. The most substantive provision is the "Service
Centre," nille in each district with a Panchayat Supervisor as the Coordinator.
The main function of the Centre is to help the Village Panchayats within
its jurisdiction in planning and implementation and to organise necessary
straining. There IS to be considerable strengthening of the District Panchayt
and Village Panchayat organization, the line agencies providing the necessary
'technical, m:lterial and administrative support'. A strong institutional set-up
right from thl~ top to down has been envisaged under the 'Design'. As for
the project components, they are essentially the I ltDP package.' '

The 'Design', as its title 'Integrated Panchayat Development Design'
sugsests, is no doubt politically biased. The process of rura't development
presupposes a change in the socio-politico-economic power st~ucture:' Hence
cmphrisis on the political aspect is not unwarranted. It is good that there is
no ambiguity about it.

The weakness of this 'Design' is that it has not adequately addressed
to the nJ.gging issues -th,.:: luke-warm support of the line agencies, the lip
s~rvic~ ta til: DistricC AJministntion Plan, the iGherent contradictions in
the Panchayt system due to the social and economic stratifications in the
Nepalese society. The "Design' was forthright in pinpointing the shortcomings
of the existing programme:s. Commenting on the people's participation in the
current programmes, it says: "There is very little room for the people to
participate in the identification of the needs or in plan formulation itself".
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In regard to the -distributional aspect of the present programmes, the Design
has made this remark: "Considering the nature of economic and social
stratification characterising Nepaleese Society, these development programmes
are neither addressed to any specific target population nor have the necessary
policy or organizational instrumentalities to bring the fruits of development
within their reach". How has the 'Design' addressed to these vital issues?
A very simple solution has been put forth killing two birds with one stone:
"In order to ensure that the projects benefit the greatest number of people,
authority for final decision making in regard to them (the projects) is vested
with the Village Assembly at the village level and the District Asscmb!y at
the district level. Under suchan arrangement it is more likely that resources
to be mobilised and allocated for village development will directly benefit
the ma30rity of the people in the villages, particularly the underprivi1cdged.
Further more attempts will be made through regular monitoring and evaluation,
to cause the benefits of development to be distributed more widely to the
,poor". This is a naive assumption. If the participative and distributive
process could be ,as simple as 'that, Nepal would not have been in this
miserable state.

The 'Design' ha!l exceIlentIydiagnosed the disease but could not
come up, wiihthe effective -remedies. And there are no simple ,remedies.
ei'ther.Withoutnecessary (political will,the disease cannot be cured. These
shQrtcomings notwithstanding the 'Design' is a well articulated concept and
approach to runil development. It provides a national framework for this.
:sector.

'Wfiile the IJDesign' 'was apprdved 'as 'far back as November 1978, its
addption is moving rather 'haltingly,ihe inertia of the existin~ arrangements,
ihegrudging acceptance by the aid donors and some difference of views at
the policy level impeding the transition. It is now catching up and wilI perhaps
have the full coverage by the end of this fiscal year.

The foregoing gives in brief the background of the current situation
with regard to the rural deVelopment sector. Two programmes stand out
among them-the LOOP and the IRDP. We have to examine them critically
in order to find an answer to the question before us.

The LDDP is the economic counterpart of the existing political system.
It is' committed to bring about sustained development of the community'
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through the medium of the panchayat system. It is a national programme
covering the whole country and embracing the. entire population; It entertains
no specific target, peoplewise or areawise. Wedd~d to, tbe poli~icat :5y,stem, its
effectiveness and success is naturally linked up with tl),a~ of the pa,ncbayat
system in general and the local politic~l leaders in, partic~lar. To the extent
the present political set-up, tb~re allows is, real, participation of the 1,0cal, political
heirarc1)y in the conduct of this programme, which could not, be, said, of
other programmes, despite their pI:ofession of popular participation. Implemen·
tation of this programme is carried out in accordance with the D.A.P. with
L.D.D. as the central administering agency, While it has b~en falterinPi in
many ~ project. D.A.P. has been reasonably effective in this programme.
T,he~e are reasons for this succ,es~. Since the 10caJ resourc~s c.onstitu,te a
significant input and the g~vet:nm~nt grant, whatever it goes direct to the
District }>anchayat and through it to the Village Panchayat, there is no
bottleneck in the finan~ial flow. Further the projects are too &maU to cause
apprehension amon~ the line agencies.

Self-reliance being one major objective, voluntary Ioca] contribution
in cash, kind and labour is an essential feature of this programme ~there is
unfortunately a noticeable trend of erosion in this resou~ce). Panchayat
Development Land Tax (PDLT) is a potential source of local SOU.fce of Focal
resources for this programm~. In a couple of panchayats in Jhapa, whef(~

it has long been effective on an experimental basis, it is a remarkable success.
An attempt was made in 1978 to top this source in a bigger scale' for
augmenting local resources. Unfortunately there was a backlash and it,
was abclrt'cd. Since th!s programme is financed essentially with domestic resources,
with limited foreign input from UNICEF, volunteer services and similar
agencies, the finlucial resources ba~e is narrow and witn a national coverage,
it is therefore thinly spread out.

The Integrated Rural Development Programme though not new to Nepal,
is eS5~ntially product of external initiative and dispensation. It is therefore,
appropriate to examine its concept in that setting. The World Bank was the
leader in propagating this programme, so let us see its thinking on this
subject. In its Sector Policy Paper, rural development has been defined as
"a strategy designed to improve the economic and social life of a
sp::cific group of people-the rural poor. It involves extending the benefits of
development to the poorest among those who seek a livelihood in the
rural areas. The group includes small farmers, tenants and the landless,"
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The paper goes on, "Operationally, this concept of rural development requires
that target groups be specified among the rural poor, for 'whom specific
measures to raise production and income can be designed and in whose case
the resulting flow of benefits-direct and indirect-is both identifiable and
potentially measurable". The other characteristic which has been stressed is
decentralization and participation at the local level: "Also important is the
need to involve local people in planning, in making decision and in imple­
mentation". The importance of inter mediaries has been emphasized too:

"The establishment of effective, group organizations. such as farmers' asso­

ciation and cooperatives, should have high priority". These are no doubt
ideal features of rural development. But what do wc find in practice: On

the "target groups" aspect, the illustration of the Rasuwa-Nuwakot Project
has been already given. It is not just an isolated example. An enluation

report on 18 rural development projects in Africa states: "The appraisal
reports for the projects reviewed for this paper implicitly assumcd th3 t tbere
was no differentiation or stratification among the rural poor, all families being

equally poor. However, several people interviewed by OED, as vlen as some
reports on African agriculture, have stated or suggested that the relatively
better offfalmers and village families are morc readily prepared to partcipate
10 the project."

The concept of rural development envisaged by the Asian Development

Bank is in essence, not much different from that of the World Bank. It
also lays stress on the distributional aspect: "the emphasis in the poorer countries

should be on achieving a substantial distributional impact in addition to growth."
It has. however, adopted a more down-to-earth approach in regard to the
'target gronos'. The Sect')r Pap~r cautions: "The BJok should be realistic about
its ability to concentrate projects benefits in the hands of particular target group

such as small/marginal farmers and landless workers. It should not be preoccupied
with trying to design projects exclusively to meet the needs of these people -for

such projects will very likely fail. The essential requirement is that the majority
of beneficiaries of Bank-assisted agriculture and rural development projects
should be from these relatively disadvantaged groups". In the Sagarmatha

IRDP financed by it, tbis very approach has been adopted. While 'reduction
of income disparities' constitutes one important objective, the benefits' flow has
been, envisaged this way, "whereas all farmers may not fully participate in the

Project, the majority would benefit directly from the Project". A very simplistic

assumption has been mlde in respect of the nnjol'ity p:uticipation. "The activ~

involvement of Village Panchayats aed cooperatives will provide a base for
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diffusion of economic activities in favour of tbe rural poor".

Credit and inputs supply is a very important component of any rural
development programme. Nepal bas evolved its own institution, called the
Sajha, for this purpose. Tbis was formed in 1976 by converting the existing
{;ooperative organization. The Land Reform Saving Organization was subsequently
(1979) merged into it. It is a multi-purpose instituti~n handling both credit
and other inputs. The significant feature of this institution is that the local
panchayat members are ex-officio of the executive board and obviously they
influence its operation. This organization was started with great z~al. The
enthusiasm has since very much flagged. The figures of delinquency
indicate it is not in a healthy state, the main reason being the withdrawl of

the management support by the Agricultural Development Bank and the

politicisution of the executive board. Since it is mandatory for the development
agencies, to use this medium, wherever possible, the rural development
programmes have to depend primarily on this institution for delivery of the
credit and other inputs. One hop~ful feature of institution is that the
amalgamation of th2 Land Reform Saving Corporation has inducted a large
number of rural household including small farmers into its memberships, This may
facilitate it in becoming a participatory organization in due course. At

the moment, it is just a 'Standard' cooperative organiz~tion.

What are the implications of the on-going programmes vis-a-vis the
small farmer? It 'is clear from the above observation that none of the
programmes has addressed to the issue of the special and economic stratification
of the Nepalese society in a meaningful way. There is the implicit assumption
that as braod-based as the Panchayat system is, all section~ of the society
have ample scope for participation in the system and, through it, in the
development process. It is too simplistic an assumption. The long tradition
of fuedalistic exploitation cannot be just wished away. The Panchayats are
dominated by the rich in the society. It may be noted that in Nepal the
social and economic stratifications more or less overlap with consequent
reinforcement of the power structure. The rural leaders are therefore, formidable.
The local development programme, when decided at the local, is virtually
dictated by them. Hence, people's participation in decision making and benefit
sharing which is professed in every project of this nature is in the present
context, just wishful thinking. It may be of interest here to note the observation
of a prominent Indian economist on the Indian situation: "The rural rich.
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hold ~olitical and economic sway. They preempt the rural credit. They demand
1>ubsides. Fertilizer, seeds, water and electricity must be given below costs. All
this is done in the name of the rural poor who have no staying power. The
slogan of rural development is a convenient cover to satisfy the greed of the
Tural dch and to sustain the exploitation of the vast multitude of the rural
poor". The Nepalese society may noi be as skewed as the Indian counterpart.
But the difference is only in the degree. It is better we acknowledge this
fact, unpalatable thQugh it is.

People's participation has another meaning which needs some mention
here. That is so-called voluntary contribution of labour .. It is an integral
feature of the L6C:ii Development Department Programme. In the Nepalese
<:ontext this is perhaps the most common connotation. In this sense, of
~ourse, there is ~ample participation by the rural poor, the better-off farmers
playing the mobilising role_ While the me of idle manpower cannot be decried,
ib iridiscriminate use and equity aspects leave much to be desired. The rural
poor hear the brunt of this kind of participation.

The weaknesses of the current rural development programme Doted above
are but the reflections of the existing socio-economic structure. "The character
and methods of rural development were directly proportional to the commitments
of the political leaders", the Round Table on Adaptation of Administration
to Rural Development in India has observed. Only a strong political commitment
can alter the situation. It wiil be naive to expect a project to correct this
malady. These shortcomings notwithstanding, the trickle-down effects of these
programmes are definitely much more substantive and pervasive than those of

-capital -inten,ive il1frastructure development. III the development process of Nepal,
rural development has an important place. It is heartening to see increasing
priority being given to this sector.

Short of a radical approach, what then can be done to better look after
the interests of the poorer section of the rural community ? This brings us to
the theme of this paper. "Small Farmers Development Project" came up as
an answer to this baffling problem. The concept of this project discards the
myth of harmonious development of a stratified society. It undersources the
fact that as individuals, the small farmers are weak and exploited; however,
if they can be helped to acquire a 'group-persomlity', they can assert their
-voice and exert their influence in the community. Such a group has necessarily
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to be homogeneous and voluntary association. And there should be certain
social and economic activities of common interest to hold them together. A'
homogeneous functional group is the basic tenet of SFDP.

In the mid 1970s as stated earlier, the internationnl and the national
agencies in the field of development were desperately searching for ways and
means of addressing to the p oar and deprived. In this milieu FAO/As ian
Survey on Agrarian Reform and Rural Development adopted a novel approach
of orgnnising multi-level, multi-agency and multi-disciplinary field workshops
with the participation of the small farmers in a number of Asian countries.
In Nepal it was held under the joint auspices of Ministry of Food, Agriculture
and Irrigation, Ministry of Land Reform and Agriculture Development nan~

in .January 1974.

,The objectives of the w.orbhop was,tbro~gh the .J:lrocess ,of .the
discussion ,of ,local problepls ,rela.ti~g·to ,small ,farp1~rs, ,to "(i) ;p~!Jpose e,arlY
action for improvements and ,adj~stment in the .ongoing ;programmesin specific
areas. so as to bring the benefits to small farmers; (ii) recommend the institutional
structure and policies that would facilitate &!ctive involvement of small farmers
'in; their development process; (iii) indi~cat~ lIpeci;1 field action projects for
.sman 'farmers Bevelopment; '~nd (i~) 'explore possibilities of future' 'regional
c'Ooperation and 'action". It submitted a c<?mprehensive list of recommendations
eovering the' entire agricultural'sectorinduding land 'reforms. 'The 'initiation of
Field Action Project, one each in Dhanusha and Nuwakot 'was one 'of 'them.
In persuance of this recommendation, Small Farmers Development Project was
initiated in September 1975 in Sakhuwa and Hariharpur Panchayats inDhanusha.
and in March 1976 in Tupche ;and Karkimanakamana in Nuwakot by the
Agricultural Development Bank with the support from FAO/ASARRD. Mean­
while the AD B has extended the project to 32 more Pancilayats in 22 districts.

Before going further into this subject, let us take a look at the profile
of the rural poor in Nepal. The rural population constitutes 95 % of the
Nepalese population. The average per capita income of the rural population
is Rs. 950. as against Rs. 2094 of the urban population. On the basis of
minimum subsistence level of per capital income of Rs. 720, the households.
and the peopl~ below the poverty line is as given here under.
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Household below Population below
Category of poverty line in poverty line in
Household percentage percentage

Rural 37.33 32.89

Urban 27.58 22.20

National 35.50 32.89

The World Bank's assessment of the farm households below the poverty
line shows a much higher figure. Based on a minimum subsistence income of
Rs. 2750 for a farm family of 5.5 members (equivalent to that in the
neighbouring Indian States of Bihar and Uttar Pradesh) at 1968/69, "Imputed
net fillm incomes showed that about 97% of the farQ} families in Hills. and
about 79% in the Terai were below this line".

Another important feature of the rural economy is the' profile of the
land holdings. On the following assumptions, the percentage of the marginal
and small farm households are 31.14 and 25.79 respectively; If the landless
are excluded from the total number of households, the percentages go up
to 34 85 and 28.76.

Farm Size in Terai Farm Size in Hills
Category

IHectar e Bigha Hectare Bigha

- !.Marginal Below 1.02 Below 1.5 Below 0.2036 Below

Small 1.02 to 2 38 1.5 to 3.5 0.2036 to 0.5090 4 to 10

Medium 2.38 to 5.10 3.5 to 7.5 0.5090 to 1.0180 10 to 20

Large 5.10 &above 7.5 & above 1.0180 & above 20 & above
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A more revealing data are to be found in the table below:

HOLDING DISTRIBUTION BY SIZE IN NEPAL

c '~-------_;_-----·-

Size of Holding

Less than 1 hectare

10 c hectare and above

Household in
percentage

68.5%

Q.8%

Area in
percentage

10.5%

59.5%

While 68. 5% of the households own 10.5% of the total cultivated
land 9. 8% household hold 59. 5%. This clearly indicates a very skewed land,
distribution.

Under-employment is a basic malady in Nepal. It IS more acute in
the rural area. The following table depicts the picture,

~~-~

! Annual ave- Annual ave- IAnnual ave r Percentage•
Area rage working rage utili- rage unuti- I of under-

I days sed days lised days c employment

Rural 323 ItS 205 63.47

Urban 280 155 125 44.64

The "Household Baseline Survey" of Rasuwa and Nuwakot provides a
typical description of the rural situation, albiet for those two districts,. "The
project area is notably heterogeneous in a number of dimensions. One aspect
of this heterogenety is the econcmic stratification with considerable intervillage
as well as inter-household disparIties. The picture tbat emerges is familir,
there is a large section of the poupulation, that is comparatively disadvantaged.
Their holdings are small, their alternative sources of income are limited, their

nutritional stand ..rd is below or way below acceptable levels, their level of

investment is low, they arc less likely to use improved inputs etc." If this

is the condition in the districts adjoining the capital district with all the
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benefit of its spread effects, the situation in other districts, particularly the
hill districts, could not be any better.

The foregoing gives an idea of the conditions of the rural population.

Now let us take a look at the development service in the rural area. To be
concise, only the credit supply-a very important component of the project

we are talking about-will be examined The finding of Agricuitural Credit

-Survey on this is "Failure of i'l,titutional credit agencies to penetrate into

the rural areas is not only confined to the extent of the area coverage, more
than this, the low..:r strata of -p~asantry as represented by the small sile group

of farm families have not -;)e~n able to utilise whatever supPJrt the institutions

have extended. Thus far, only 9.98 percent of the f~rmers in the small size

group have been able to get cn'dit from institutional sources as compared to

16.11 percent of the medium size group and 48.80 percent of thc large size group.
Wnatever institutional credit the small farmers h~\e obtained is largely confined

to ward/village committees. The other four instirutio<1ul credit agcncie:; have

mostly limited their operations to the the bigger farmers". :-,1 ore prifnant

finding is "in the case of loans from private sources, the rate was ns high

as 50 perc~nt. Such higher rate of interest arc charged mostly to the sm:dl

farmers". This survey dates back to 1972. Meanwhile the credit operations

particularly of ADB have considerably expanded. However, the relative coverage
of the small fann~rs In, not improved-if anything, it lias deteriorated b~c,~use,

"The bulk of ADI3!Nlending has been directly to farmeL, with the consequence

that most s:nlll farm-ers were un3ble to obtain crdit, either because they
did not own enough land to be c;>nsidered credit-worthy, or were far ;:W<lY from

the nearest ADB-N branch".

The above scenario clearly shows the miserable state of rural Nepal in

general and still more deplorable conditions of the small farmers in particular. The
Integrated Rural Development Programme with its increasing cover3ge is dealing

with the general area development. Complementary to it is needed a programme
to address specifically to the disadvantaged among the rural population. Small

Farmers Development Project is _a strategy devised for this purpose.

Before we proceed further, it is desirable to spell out what 'Small

Farmers' stand for. According to the Small Farmer Development Mannual, "The
term, small farmers/fisherman and peasants. broadly the includis low-income

producers of agricultural, livestock and aquatic products, and in partic'llar,
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refers to t<3n;"lnt~, informal tenants such as share croppers, landless agricultural
labourers and small owner-operators". The main deterinants used in the
identification are: (i) income, (ii) productive assets, (iii) inputs, services and
m:lr~(eting, and (iv) control over own affairs. In Nepal, the main critcrian

used is a ceiling of per capital income of Rs. 950 per annum, which happens
to be the average per capita income of the rural population The secondary
criterian is land Iwlding per family of 20 to 25 unirrigated or 10 to 15
irrigated ropanies in the hills (a hectare is equivalent to about 20 ropanies),
the equivalent in the Terai being 1.5 to 2 bighas of irrigated and 2 to "~

bighas of unirrigated land (I hec'are is equivalent to about 1.5 bigbas). Apart
from the income and assets criteria. there are other personal attributes which
are gone into while identifying the small farmer.

A brief description of the operation of this project will be given now.
The first step in the process is the selection of the project area. A broad.
guideline has been drawn up for this purpose. Obviously a large population
of the small farmers and the availability of infrastructure constitute two
important requirements. In tlle area thus selected, the household survey and
identification of the small farmer are then carried out. Next comes the group
formation. A group l;cnera!ly consists of 12 to 15 members, the limits being
5 to 25. In organising the group, homogeneity with respect of pro fession,
residence, work place etc. are taken into consideration. The group will then
elect among themselves, a leader, a deputy leader and a treasurer. The other
members are also encouraged to assume as assistant leaders, responsibility
for some sub-sector such as, agricultur~, veterinary, health sanitation, family
planning etc. In Luger groups, sub-committees are formed to look after these
sub-sectors. The idea is to "distribute responsibilities and leadership among
its members". The basic feature of this group organisation is that it is informal
-there is no ~egistration of the group with any government agency as in the
case of the cooperatives.

It must be mentioned here that though the process of group organization
is essentially based on voluntary action, th~re is the need for someone to
initiate the process and help the small farmers until they become self-reliant.

This job is entrusted to the Group Organizer/Action Research Fellow (GO/
ARF). He has a very crucial role, not only in the formation of groups,
more importantly in subsequent activities. He must carry the confidence of
the small farmers and be able to stir them into action. He must also have
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the knack to deal with the representatives of the development agencies stationed
in his area and enlist their cooperation in the SFDP programme. The GOI
ARF has to be a versatile person with empathy for the small farmer.

After the formation of the group, planning of activities begins. The
group is helped by the GOIARF and his associates in assessing the poten­
tialities and working out sub-projects for individual as well as joint ao::tivities.
Income-raising activities are generally given top priority. Social and commu­
nity sub-projects also feature promInently. These sub-projects, p8rticularly the
latter, usually affect more than one group. In such cases the concerned groups
join together to undertake them as intergroup sub-projects. The modus operandi
is the group discussion and consensus- a real participator process. One essential
activity of the group is the establishment of a savings fund which is to be
used for extending credit to the members for their social and emergency
purposes.

The implementation of the plan obviously needs vanous inputs from
different agencies. This is where the real crux lies. Matching the receiving
mechanism of the small farmers group with tbe delivery mechanism of these
agencies is the most important goal of SFDP. One major inpClt-credit-for
individual and group activities is provided by ADB, the sponsor organis:J.tion.
There is naturally not much problem in this area. As for the other ir;puts,
the local line. agencies have to be depended upon. The experience so far
has demonstrated that the small farmers group, with the assistance from the
GOIARF, ha5 been reasonably successful in receiving the inputs, both materials
and services. The 'Group-Personality' has worked.

One interesting feature of the SFD is the evaluation. There is six­
monthly self· evaluation of the activities by the groups and an annual parti­
cipatory evaluation in which the representatives of the line agencies concerned
also participate. Free and frank discussion of the problems and constraint~

take place in these evaluation sessions leading to constructive recommendations.

It should be mentioned here that the small farmers group is still in
its infancy and needs a lot of support. The GOiARF is no doubt the sheet
anchor. But he alone cannot deliver everything. The sympathy and support
of the district administration is an important factor. A committee consisting
of the representatives of the concerned line agencies presided over by the
Chief District Officer has been devised to oversee the project and extend
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necessary support to the project.

Training is an important aspect of the project. First of all the training

of the GOs and AGOs itself is of vital importance Then camcs the group
leaders. The members too need some training for enhancing their efTectiveness.
The SrDP has an built-in training arrangement for all these needs. Traioing
is essentially job-oriented. In fact the project could be called an action-cum­
training programme. The successful projects are used as the training ground.
The comprehensive nature of the small farmers training will be noted from
the traini ng activities of SFDP-Tupche, given in Annex 2. .

SFDP, as mentioned earlier, started in the form of two pilot projects

in latc 1975 and early 1976, each project covering two panchayats, in DhaDl!sha
and Nuw,J::ot districts. The programme has since been extended to 32 more
pahchayats in 22 districts. The total number of groups involved are 564
with an Llverage of 9 members. The toted number of households covered
are 5073. The details of this coverage is given in Annex 3.

On the investment side, only the figures on credit operations are
av~ilnble. Tbe total credit since the inception of the project to FY 1978/79
is Rs. 74.54 million. t\ breakdown of the disbursement, co!lection and outst~nding

amounts is given in Annex 4. Out of about Rs 5.6 outstanding, the overdue
amount is ahout Rs. 0.9 million, 16 percent (this much better compared to
the delinquency in the A DB operation as a whole which is about 25~~). The
highest investment is on livestock, claiming almost 50 percent. Cereals and
cash crops account for about 10 percent. Another significant financial feature
of the SFDP is tbe swings. The tot~1 savings upto 1978/79 amJunted to
Rs 122,853, an ::lVerage of Rs. 50.85 per household. Apart from this, 158
members belonging to 19 groups opened up personal savings accounts of
Rs. 20,175, an average of Rs. 127.7 per member. For the people at the
poverty margin these amounts are significant.

The SFDP in Nepal has been cursorily described above. A brief review
of the salient features of Impact Study of SFDP (Nuwakot and Dhanusha)
will throw much light on the significance of the project. The study has g iveu
comparative data on various social and economic indicators about the project
farmers and the non-project farmers in the project area. The average total

incomes of these two categories Qf farmers in Nuwakot, according to the
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Survey are Rs. 61,688 (38 households) and Rs. 34,596 (28 househoids)
respectively. (These figures do not include the value of food produced and
self. consumed). The average expenditure are Rs. 61,708 and Rs. 47,095 leaving
average net incomes of Rs. 0.53 and Rs. 446 per household (see
Annex 5). This shows a remarkable improvement in the financial position
of the project farmer. [n the social scene, the achievements are most impressive.
The literacy figures among the project farmers and the lion-project farmers
are 23% and 16';~ respectively, the percentages of school-going children 51~~ and
30%; in family planning 26% versus 14%; in sanitation 97% of the project
farmers have improved latrines as against 50 % of the non-project farmers.
The per capital cereal consumption per year :lfe 173 Kg. among the project
farmers and 151 Kg. among the non- project farmers. The most significant
indicator is the enhancement 01 the social slatus cf tbe project farmers: "45
small farmers have been elected to the village council of these two panchayats.
Similarly all of the project farmers are members of the local cooperative and
;'5 of them are in the Board of Directors". These figures speak adequately
about the impact of the project. it is worth noting observation of a team
of foreign experts assigned to evaluate the project. This is their comment:
"The SPO groups have functioned exceedingly well in both economic and
social terms. Family incomes IHLVe increased significantly, more employment
has been generated particularly among women and youth; substantial group
savings have been generated and utilized wisely for both social and economic
needs of individual members; group pruducti0n plans have been made. leading
to the release by ADB of production credit; loan repayments have been above
90% to-date; inter-group eeonomic enterprises have been successfully launched;

a signiticant number of mem'Jers have been democratically elected to local
g.JVernment bJdies; groups have promoted a variety of social activities induding
literacy cl<Jsses, improved drinking water systems, family pit-latrines and family
planning. To this list must be added the 'intangible' such as self-respect, a
sense of community and nation, self-reliance, release of initiative and a desire
to think and plan months and even years ahead instead of living day-by-day

as before". I wonder if anyone project has ever evoked such as appreciation.

The SFDP experiment has no doubt proved a success. The observation
of the IFAD mission is almost flattering: "The SPDP of Nep2.l appears to
be one of the best models of participatory rural development in South Asia.
The Mission was impressed by the unusually well-designed and implemented
SFDP and recommends a project that would further expand its project". The

time has come to adopt this strategy on a larger scale. A project is currently
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being prepared for substantial expansion-coverage of about 300 panchayats
within the Sixth Plan Period (FY 1980/81-1985/86). The proposed project
intends to widen. and deepen the scope of activities. It is a comprechensive
project well addressed to the needs of the rural pOOL It would be premature
to go into more details at this stage.

The SFDP is soon passing from an experimental to a full op~rtltional

phase. As an experimental project, it had a separate identity and was pretty

much self-containcd. What should be its design now? Where is its place in
the overall development process? While there is no ambiguity in its concept
and apprO[lCil, it has yet to be integrated into the total p!.m framework.
It is a vital question for the future of the project. It is not a diillcult question

however. It is clear from the concept itself thllt the SFOP is essc:ntia!ly

a strategy designed specifically for helping the rural poor to participate in
the developmer:t process in their respective areas Its present independcnt

existence ·and project type make up is due to th,:: fact that since a ne"v strategy
cannot b:: gnfted into an ongoing project, nor could it bc tested in a "accum,
there was the need for some activities for its tria1. Eventually SFD P should

be integrated into the rural development projects. In this way srDP would
ultimately b~come one of the essential strategies of ·rural development. The
merging however be a gradual process to allow this innovative strategy to
take deep roots. As for the future IRDP projects, SFD!' str::tegy cun be

incorporut~d the project de;igll itself. This point has been stressed in the
reC)mmend1tion of th~ Tllird An'lUal EvaluJ.tion Worship: "It should not be

seen as a complete programme in itself but rather as an approach to be

incorporated in every are:l-based development programme. Thus it is strongly
recommended that the SFOP approach should become an integral part of
every agricultural and rural development programme or project in the country".

It is essential to sec the SFOP in this perspective in the development

process in Nepal.

Now that the project is being considerably expanded, there is the danger
of distortion creeping into the project concept from internal as well as

external sources. First let us see the possibilities within. Excepting the sponsor

organisation (ADBjN) and a few officials concerned, the SFD P strategy is
little known among the HMG administration. It does not yet feature in the
development phnsand programmes as a strategy. In its expanded form, how
it will be received at different quarters is uncertain. The strategy for helping
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RURAL DEVELOPMENT PROJECTS COVERAGE AND INVESl'1V1ENT
Annex-i

Area coverage Totatal IEffective
Name of Project Project Cost i date of Donor Remarks

districts in Rs. '000 [ agreement
I

1. Rasuwa/Nuwakot Rasuwa & Nuwakot 135,985 30 April World Bank In full operation
IRDP 19T1

2. Sagarmatha IRDP Udaipur, Siraha, 442,680 1 Nov. l) ADB Start up difficulties
& Saptari 1978 2) IFAD

3) EEC
3. Kaski Hill Areas Dhankuta, Terathum, 113,068 24 Dec. U.K. J list started

RDP Sankhuwasnbha & 1979
Bhojpur.

4. Mahakali IRDP Baitadi, Dadel 161,140 15 Jan. World Bank Yet to start.
dhura & Darcbula 1980

5. Rapti IRDP Dang, Salyan, Rukum, US/AID Project report in
Rolpa & Pyuthan final stages mean-

while interim acti-
vities undertaken.

6. Karnali-Bheri IRDP Surkhet, Dailekh, 135,197 Canada Project negotiations
Jumla, Mugu, Humla, going on, meanwhile
Dolpa, Kalikot, interim activities
Jajarkot, Banke undertaken.
& Bardiya.

• 7. Lamosangu-Jiri Dolkha and 14 pan- 16,000 July Switzer- Present Agreement is
IHDP <;hayats of Sindhu (2.5 million 1975 land due to terminate in

Palchok Swiss Franc) July 1980.
1,004,070

Source: HMG, Ministry of Home and Panchayat.
• Ministry of Food and Agriculture.
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Annex-2

TRAINING ACTIVITIES ON SFDP, TUPCHE <

Total No: of Total No. of

S. No. Subject groups involyed members involyed

1. Agriculture leader Training 13 13

2. Haodloom training 13 46

3. Summer crops training 40 77

4. Forest prevention 49 64

5. Group leaders training 41 41

6. Vet. service (animal health

and treatment) 39 39

7. Poultry keeping (general

know-how) 23 23

8. Vegetable 35 35

9. Marketing system and development 30 30

10. Soil and water conservation

technology to small farmers 18 18

11. Horticulture 35 35

12. Fish culture 9 9

Source: Janardan Joshi-Country Paper on Small Farmers Development

Programme, Nepal.
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NO. GROUPS AND MEMBERS IN THE SFDP AREAS
Upto 1978/79

Annex-3

No. of

Panchayatsr
No. of groups I Members IDistricts
1978/79-1 Totall 1978/791 Total

Name of the

Project ,

1. Eastern Region

a) Kakarbhitta Jhapa 9 20 70 195 2

b) Dulari Morang 6 14 47 116 2

c) Nakatiraypur Saptari 4 22 - 104 2

d) Bhirgaon Dhankuta 5 5 34 34 I

e) Bastipur Siraha 2 2 32 32 1-- 63 L23T 8
2. IVlid-H.egion 26 1sT- _.

~- -
a) Khopasi Kavre 9 20 100 243 3
b) Budhanil kantha Kathmandu - 21 I 227 1
c) Tupche Nuwakot 13 52 18-! 899 2
d) Mahendranagar Janakpur 2 45 I 71 ! 509 2
e) Parsauni Bara 6 18 47 157 1
f) Udaypurghurmi Parsa 3 21 32 206 1
g) Santapur Rautahat 19 32 155 283 1

h) Korak Chitwan 5 17 31 143 2

i) Hariharpur Sarlahi 3 22 39 247 2

j) Dadhikot Bhaktapur 8 8 119 119 1

3. Western Region
""'6'8' -256 718 303S 16-- - - -- --

a' Anancaban Rupandehi 17 34 266

1

383 I 2J

b) Ramnagar' Nawalparasi 6 23 85 229 I
-c) Mahendrakot Kapilvastu 5 20 39 - 166 1

d) Takling Gorkha 6 6 85 85 1
I

e) Kahubhalam Kaski 7 7 SI 81 1--- 90 "556 9444. Far-Western Region 41 6- - - -- -
a) Chandranagar Banke IS IS 171 171 1
b) Gadaria Kailali 7 17 14 180 1
c) Latikoili Surkhet 10 10 108 108 } 2
d) Laxmipur Dang 13 13 lSI 151 2- - - ~O c;-I 45 55 444 :

t 564 1961 5073 -Grand Total: 180 36- -Source; ADBJN.
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Annex-c~

PURPOSEWISE LOAN DISBURSEMENT AND COLLECTION

IN THE SFDP AREAS

From the beginning till 1978/79)

(Rs. ia '000)

S. No. Pursose Dirbursement Collection Outstanding

1. Cereal crop production 59) 351 ~41

2. Cash crop production 237 82 155

3. Farm Mechanization and irrigation 1897 336 1561
4. Agro- business (livestock and birds) 3785 812 2973

5. Cottage industries 373 112 261
6. Horticulture 113 1 112

7. Others 457 174 283

Total: 7454 1868 5586

Source: ADD/N.
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Annex-5
TOTAL INCOME ASSESSMENT: NUWAKOT

......: -- - ---- -- =ii- "5

pdy Maize Millet Wheat Family Animal Additional Livestock Total
labour labour income

s.) (Rs) (Rs_ ) (Rs.) (Rs.) ( Rs.) ( Rs.) (Rs.) income
!
-".-~

(R

I'a

Project 2710 2400 1530 420 18255 660 15998 19720 61688*

Control 27()0 600 360 10987 1380 8969 9600 34596 *

• These figures do not include the value of food produced and self-consumed.

Net IncomeAssessment of Total Expxpenditure

Food I Annuai-J--Cost of f Totai"EX­
purchased Expenditure Cultivation penditure

Total , Total Ex-~
income penditure

Total IA;v. net
lDcome

Project
(38)

Control
(28)

9400

11025

39304

24185

13004

11886

61708

34596

61688

47095

61708

47095

- 20 -0.53

-12499 -446

-------------------...-------------,---
Source: APROSC -Impact Study of SFDP (Nuwakot and Dhanusha Districts), Feb. 1979.
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Mr. S. K Upl1dhyaya, DGM of ADB/N exclusively busy with taking

notes in relation to the lending activities and problems 0/ SFllP,



Pat"ticipation, local Organization And
Rural Development

-Dr. Mahesh Banskota

-Dr. Pradipto Roy

Introduction;

Participation, local organization and rural development have become
three key words without which no discussion of development seems reasonable.
From growth, technology and capital. this is undoubtedly a marked departure
and as with all new things, they have as yet to stand the test of time. It

took over two decades of hopless mean durings through the corridors of
nco-classical approaches, before serious questions began to arise, Similarly
the eagerness of too many to readily jump into the PLORD band wagon
does not at all suggest tllat a panacea is in sight. A closer scrutiny of
PLORD is therefore quite appropriate. After all two to three decades have
already seen a rapidly increasing Dumber of people in absolute poverty. We
certainly do Dot hope to repeat this experience once again•.

In this p3per an effort will be made to review some of these concepts
their advantages and disadvantages. An effort will also be made to examine
some of the available cases related the PLORD for an exploration of their
weaknesses and strengths.

It will be generally agreed that despite the dethronement of growth­
manship, a generally valid paradigm of development has yet to emerge.
Various objectives and mechanisms have been suggested here and there, but
there is as yet lacking a dominant paradigm of development that proposes
to extricate masses from the viscious equilibrium of poverty. From this point
of view PLORD r~presents a set of instruments and objectives, rather than
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a n:w theory of development perse. Some of these issues will be discussed
further when we deal with the prevailing c0!lcept of rur~l development.

Concept of Rural Development 1

Rural incorporates a number of items. Agriculture belongs to the rural
areas. Poverty is endemic in rural areas. A large part of the illeterate
masses are in the rural areas. Consequently when we say rural. it is generally
incorporates agricultural, very poor people who are illeterate and unorganized
and under employment. Since in most developing countries this is the larger
sector but on which is politically and economically a weaker sector.

All of this is generally seen as opposite of the urban and industrial
which are structurally very different from the rural and agriculture. Here

,people are more organized, more educated, have higher levels of living and
constitute a relatively small sector (in number) but strong economically and
politically.

The persistence of rural mass poverty has raised serious doubts about
the earlier emphlsis on urban and industrial areas. Today the concensus is
an increasing shift in programmes and policies towards the rural, and agricul­
tural 5ectors and particularly to those groups who are at or below some
poverty threshold. These are however a variety of positions as to how this

emphasis on rural areas should be provided.

(a) Rural Growthmansbip2

Some argue that the problem in the past was not with the growth
strategy peese, but with its spatial bias in favour of urban and industrial
areas. The new emphasis should be on promoting rural growth by providing
better technology, mare investm~nt and better trained people in rural areas.
All policies that had an implicit or explicit bias towards the rural sector
must be dismantled. This view underscores the ineffictiveness of embracing a
"soft" or neo -traditional approach (self-reliance, local - technology, etc) and
dismisses these are pastoral romanticism.

(b) (Employment Oriented Growth3

The focus here is primarily on agriculture, but also on an industrial
structure th:1t directly assists. agriculture. It further emphasizes the importance

of carefuiiy analysing the economic behavior of rural households in terms of
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selecting programmes and policies for different rural groups. It also underscores
the overall importance of expanding trade and the supply of necassary
commodities to increase the levels of food production in the rural areas.

(c) Basic .Needs Approach(

This is an approach advocated by the lLO and basicaIIy says that
elTorts must be geared towards meeting basic needs of the poor people.

While it is a very appealing position, its operational implications have yet
to be explored.

(d) Collective ! nstitutional Strategy

It is difficult to put anyone name bere, but a lot of literature is now
emphasizing the need for a prior change in the institutional farmework in

terms of control ev~ry resources, access to the means of production and a

s~y in tue decision m'lkiag farmework 5. while some of these issues had been
identified even earlier, this position maintains that the mechanism of decision
making and control in so far as resources are concerned should increasingly

be under a coIIcctive farmework rather than on an individual framework.
There are no reasons to invoke dictatorial rules and if a coIlcctive welfare

system can be developed. The significance of this approach lies primarily in
the fact that poor countries lack sufficient resources to begin doing everything
for t:verybody. These resources have to be used productively to benefit the
already worse offs, who also happen to predominate in numbers.
(c) Target Gro,:p Approach

This approach seeks to first identify a relatively worse off group and
help them to "break out" of their poverty through a saries of projects and
programmes. This is probably the major direct effort made to help the poor
groups, but this is also not free from problems.

First the same forces that made them a "target" group cannot be
assumed away after these projects and they may revert to their old positions

after support is wilhdrawn.

Second, how far can such a programme go in terms of embracing all
the "target" groups in the country and what sort of time horizons are' in
mind to achieve a "detargetizing" of these people ?

Equally significant have been the changes in terms' of the instruments
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to be used. In most of the above approaches, excepting the first one to
some extent, all of them also emphasize the use of participation and local
organization as far as poss ible. In the next section we will discuss some of

these instrumeuts of rurai development.

Concept of Participation

People's participation is one of the most ever-exploited and ambiguous
concepts in the armoury of development planners. Even among good parc­
tioners, it means different things to different people. A large body of literature
has grown around a variety of proiects on people's p<irticipation6•

In its broader sense, the concept of participation reasserts the funda­
mental rights of every working persons in terms of economic self- determination.
right to employment and right of access to certain basic social services. As

the political, social and economic implications of this position will\generally
signal the need for major structural transfornution in most developing countries
the central theme of participation in decision-making has been uscd with a
more hmited view. The most common view involves participation in local
projects by way of setting priorities, planning projects, implementation and
evaluation of projects7• Even this may be a very wide interpretation as

compared to others which simply state that people should be consulted on
what goods and services should be provided instead of imposing them from
higher ups.

Another variation of this "limited" vicw of participation has a spatial
twist as well. It is generally felt that governments will find it politically less
risky if increased participation is emphasizcu at lower levels than at higher
levels. There is therefore a Jot of talTe about participation at the village
level or something little higher. Another variation is with respect to different
groups in the community. Undoubtedly som~ groups arc already very active
while others may be less so and still others may have been preduded
alt03ether. In talking about participation tlierefore. references are invariably
made to some target groups who have been unable to derive any ben~fits

from policies and programmes implemmted so far. The s:::ie:::tion of the tar~et

groups from tllO strategically most extent poverty group and plannin3 with
them is the proc~dure that has been stressed by some.

Whatever view one is inclined to prop.lgate.
accepting the need for participation is probably the
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of the failure of one sided growthmanship. rt generally underscores the
importance of involving the people in those decisions which affect their
own lives.

Accepting a general premise, that we are III fact talking about
participation of some specific group proceed to elicit participation. After all
the very forces that operated to make them a "target" group, are still very
active today. If these people could colltctively put together a force that could
counteract opposing forces as well a3 harness their collective energies for their
own betterment, some solution to their object poverty may be in sight. On
an individual hasis however they will remain subject to the same traditional
pressures that have accentuated their deprivation and consequently reduced
their powers of resistance as well. This takes us to the issue of locl1l
organizations.

Role of Local Organizations

There is an increasing body of literature that has been highlighting
the role of locll !e'/el orgrmizations. Uphoff and Esman's analysis of local
organization in Asian countries shows a substantial relationship between
measure of productivity and w·::lfare and the extent of local organization, which
they categorize as 'more' or 'less' organized8 • Morss and others have also
highlighted upon the role of local org1nization, based upon local participation
(small farmers\, in terms of farmer-resource commitment, carrying out varying
risk· sharing schemes, the implementation of projects as a vehicle for encouraging
and reinf\lfcing behavioral change, as a facilitating body for the provision,
integration, and administration of various delivery schemes and as mechanism
through which development can be self sustainingo. Jou Sigurdson compares the
nature of water policies in india and China and concludes that the substantial
improvements in China's irrigation system has been on account of the incremental

year by year changes rather than through grand projects and a political
p'1ilo>v,Jhy tiut el11:J~1:lsizes decentralization, mass mobilization and participation1o•

It has also been argued in various places that a breakdown in local

institutions could ha.sten the process of a "tragedy of the commons" with
respect to different local natural resources. There is therefore an enormous
amount of work emphasizing the role of local organizations.

This general view does not distinguish the nature and type of loeat
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organizations. It just mlkes a general Clse that as a factor of production, as
a m~ch,lnism of communal control and m,lll:lgement, as a vehicle for
maint~inin;; ir:formation links with othe: organiz:ltions and, functioning as part
of a delivery sy,tem, 10-;ll organizations are extremely useful. They could be
religious institution, non-governmental organizations, farmer's Associations. etc.

Factors In!luencing Nature and Type of Local organizations

The nature of local organization and the extent to which p:Hlicipiition
is possible is significantly influenced by a variety of local ~nd non -local
factors. First, there are environmental and technic:!1 factors ll . The influence

of ecology, population density. types of human settlements, the nature of
agricultural activities-cropping systems, livestock and otllcrs-oa local organizations
has not been :dequltely u:1derstood or studied. Certain crops will be grown
only if there are tiD ne;;essary org:miz:ltional preconditions to cope with

the incre ..sed complexity of crop management. The presence or absence of
irrigation could make a lot of differen-;e to the type of local organization.
Acute shortages of resources will involve rationing and control. Highly dispersed
settlements make grouping very diffi;;ult in contrast to dense and compact
villages.

Second, the level of development will determine the type of functions
which must b~ carried out locally. Where marketing channels and input
delivery sY3tems are well developed, limited purpose organization may be
more appropriate. In other cases, more comprehensive multifunctional orga­
nization may be needed.

Third, the nature of public policy plays a very crucial role. If the
goals of public policy are vague in terms of a commitment to the develop­
ment of the poorer groups. this; will influence the formation of target groups
org:mizations quite substantially. Government attitudes will also influence the
nature of local leadership. Where the atmosphere is one of suspision, it is
likely to stultify all efforts to develop active local participation and org::ni­

zations.

Fourth, the prevailing distribution of control over resources also
significantly influence the nature of local organizations Where resources are
relatively more equitably distributed, support for local organization and
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therefore compliance is likely to be mOTe universal. In other cases, where
inequality is higher, organizations are likely to be the mouthpiece of the
well oIT group, if at all they are to be found.

Fifth, the question of out~ide support and lipkage in mo're direct

terms is also an important variable. It is not possible to expect local people
to perform mir:1cles in areas where central agencies have failed. There may

be genuine shortages of raw materials,' inappro~riate and or inadequate tools
and equipment. Alternativdy, the levels of poverty may be so low that
unless so:ne immediate assistance is made available, these organizations may
become virtually defunct, 3S by themselves they can do little initially.

Another ]Joint is that of socio-cultural differences. In many communities
there are rigid social and religious rules and insenstivity to such factors may
also render some types of multi-group organizations ineffective. This itself
may not be a static phenomenon.

It is clear from the above discussion that different organizational forms
have different types of fleXibility and adaptability, depending UPOJl the uilture
of local and non -local forces. To assume that any type of organization will
be able to serve the needs of the different rural peopl.:: in various environ­
ments is un1cceptable even on the basis of limited number of studies abou t
rural development.

Many of these factors have not been adequately studied for diITerent
types of rural environment. Nevertheless, it is clear :that rural development
projects stand a better chance of being successful with increased local parti­
cipation and the involvement of local level organi"lutions.

The above points discussed do not exhaust all the factors that are
likely t·:) hinder the growth of local participation and organizations. Let us

nolY proceed to discuss some of the actual cases av.lilable both for Nepal
and elsewhere.

Cases of Lucal Organiz1tion and Participation

(a) Some Cases in Asia12

Uphoff and Esman's. analysis. of local organizations in Asian countries
.is among the most comprehensive analysis 0 f local oqpnizations to· date.
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Different types of local organiz~tions involved in various types of rural
development activities were appraised. They found a substantial relationship

between measures of productivity and welfare and the extent of local organization
which they categorise as 'more' or 'less' organized.

(i) Local Organization in Bangladesh

The most important local organization in Bangladesh was the Thana

councils under whicll the Union councils. The major functions of the councils
were the carrying out of the provincial plans and the administration of some
of the rural works programmes. These were also supported by Union multi­
purpose Co-ops, but the extent of their involvement was very limited. The
most notable Case of Union co-op in Bangladesh was in Camilla where it
played a major role in mobilising substantial degrees of self-help proj~cts

in school construction and water supply. This was however in only one
district out of 17 in BIngiadesh. Virtually no role was p13yed by local
organizations in resources mobilization and integration of services. This
reflected the extent to which local development activities were still controlled
by the ce,lter and state level gov~rnments. According to Uphoff and Esman,
this was a case of 'less organized' system.

(ii) Case of India; The Rl1uaghat FrojectI3

This ia a second action-research project planned by tile Council of

Social Development (CSD) in which the YMCA, Calcutta, was to be the
implementing body. The project w is fuuJed by Brc:lli fot the world, who
first requested CSD to prepare a quick injicativ~ plu. Ba,d on the indicative
plan, detailed fe13ibility studies were done for shalIl)\V tube-well irrigation,
inland fi'heries, dairy and paultry aad non-formal education. This project has
not been carried into full execution. Ranaghat is part of a rich delta area
bordering Bangladesh about IOJ kms. north of Calcutta on trunk rail and
road connections.

The target group here were the landless who constitute 60 percent
of th::: rural population of 7J,000. The problem was how to transfer income­
generating assets to a class of people who were not credit-worthy and at
the same time increase their days of employment and earnings. The four
priority projects selected were a compromise between the people's priorities
.and technological feasibility. Full irrigation alone would increase employment
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from below 100 days to over 200 days per ye:lr. Land ownership fragmentation

had become so severe that no one owned 5 hectares in one place. There

are about 300 tube-wel!s owened by medium or large farmers and only about

20·30 percent of the land was irrigated. An add,tional 1,7()!) tube-wells were

needed for full irrigation nch of which would h lYe 10 -20 beneficiaries. The

legal registration of 1,700 c)-operatives would be a forr.lidahle paperwork
feat and wOllld only benefit land owners. Hence. 40 village level tube-well
co-operatives owned by the landiess selling water at the existing rates seemed

organizationaIly most feasible as it met the need for social justice and also

maximized employment.

The feasibility studies were done at the same time as cooscientization

meetings of poverty groups and many of the operational details were due to

the poorer people's suggestions. The CSD and the YMCA learned a great

deal about the conditions of proverty while initiating and operating 10-12
non-formal education classes in the surrounding villages. Village boys collected

most of the simplified questionnaire data from all the 12,000 households.
The research and planning process involved both the poorer people, and the

elected offi~ials and bureaucracy right from the begining

(iii) Cases in Nepal 14

(a\ The Small Farmer's Development Programme

This is an approach to deal with the problems of the disadvantaged,
through specific programmes, This was started in 1977 to encourage collective

aciton by the poor in applying fOf credit, purchase of inputs, some agricultural

operation, anu sile of outputs on a limited scale in a few localities, Such

applications do not requie security other than a joint statement of intent.

The degree of ingenuity enthusiasm and cooperation show by the

participants using tiny amounts of resources in reportedly great This

scheme s~cks to fulfil blSic needs by providing the opportunities for cooperative
action, fuil participation and increased productivity. Bank involved has reported

almost full recovery of loans, something that cunnot be said of their otber
programmes with richer farmers.

(b) Case or Suspension Bridges i'l Banglung

This has turned out to be one of the most notable cases of
peopie's participation, able leadership and local organization. With in a very
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'short period using nominal resources people harnessed their abilities (labors,

local technology, management) to construct a record number of suspension

bridges.

(iv) Taiwan Local Organization

Taiwan's local organization consisting of the Township Glfice and

the Farmer's Association and Irrigation Association have been discussed as
among the most successful cases of local organization. The Farmer's Association

plays a key role in the provision of services and this is limited just to the

members of the organization. The local Townsbip office is able to infiuence
planning and goal setting and is engaged in some degree of resource mobilization

for providing some services to the people. The Farmer's Association hire their

own extension agent, which is something quite unique in terms of most local
organizations in Asia.

(v) Case of Ceylon

Ceylon is also r~ported to have a fairly effective local organization

system. Local go\'~rnment units consists of the district Deve!opm~!1t Council.
the Division Development Committee nnd village councils. There are also

co-ops and rural development societies. The associational org~mizations have
been found to play a very active role, particularly the Cultivation Committee
for collecting irrigation fees and integrating the various services in rural areas.

Both Ceylon Taiwan are 'more organized' according to Uphoff and Esman's

analysis.

In general terms the more organized cases had higher levels of

productivity in terms of yields per unit of land, changing average yield over
a 10 year period and per capita agricultural production. Since yields are to be
a large measure related to the type of technology, morc organized cases also
exhibited more technological innovation. Both unemployment and underemployment

were found to be lower in the more organiz cd cases. Income distribution

and rural welfare were also consistently bigher in the more organized cases.

There is no doubt of the role played by local org~nization in terms
. of improving rural conditions. However, rural organizations themselves are
shaped and moulded by so m'any o'ther factors, that the process of arriving
·at an effective system of local organization" seem to be crucial if the lesson
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of the more organized cases are to be used for other area.

(b) Some Cuses in Arricu15

LeJe provides a more general analysis of some of the rural development
programmes and their organizational characteristics in Africa. Unlike Uphoff
and Esm:m's analysis, this study looks at rural development in a much broader
perspective and does not relate the outcomes of the programmes with the
nature of local organizations. Furthermore in most of the cases in Asia, the
type of local organizations discus:ied were those found across a fairly wide
part of the country. Lele's analysis however looks at more specific programme
oriented projects, possibly with the exception of Ujamaa Village in Tanzania,
However some of the issues she raises are quite similar.

(i) Special Rural Development Programme, Keneya

The Special Rural Development programme was undertaken with the
objective of improving institutional capability and ~elf reliance in rural areas.

It covered six areas and almost eight percent of the people. The program's
success both in terms of its impact on income, productivity and welfare
as well as the institutionalisation of rural development capacities were very
limited. The Center failed to accord the necessary amount of prestige to the
programme. Much of the administrative hurdles were left intact and in general
there was a marked unwiJlingness on the part of the center to delegate

authority.

In terms of local involvement in the formulation and management of
the project, this was practically non-existent. Since large amounts of foreign
aid were made avaiiable for the project, little effort seems to have been made
in terms of local resource mobilization. The programme was not implemented

fully in all the six areas.

(ii) Rural Development Administr:1tion in Tanzania

The Tanjanian effort under the Ujamaa village represents one of those
important cases with a high degree of national commitment and willingness

on the part of the center to develop decentralised and participatory adminis­
tration. Both the regional administration and the party have been delegated
authority for rural development planning. Although the case is still quite
new, Lele points out that more effort and resources are going into providing
social services than resource mobilisation and productivity increasing activities.
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This seems to be quite important in view of tbe growing food sbortages
within Tanzania.

Although Lele's major concern was with the nature of rural development
programmes, she also emphasizes the role of local organizations in order to
be effective in rural development. She identifies institutional development and
a certain minimum level of services 8S crucial for broad-based increases in
productivity.
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!nstitutiona~ Eequirem.ent fo." fh.a~a~

Developrrment r~Bepa!

-Kul Shekhar Sharma

In Nepal, rural development would necessarily mean the development
of small farmers who comprise two-thirds of the total farm population in
the country. These are the people who have more or less been left unaffected
by the process of econom:c growth. This may have been largely due to the
difficulty as well as the cost in reaching them, and also because of the
inability of tlle poorest sections of the rural community to make use of
the services offered by the Government owing to their weak social and economic
position and tlleir unorganized condition. A lack of interest of determined
will on the part of the Government has perhaps been another important
reason. The main beneficiaries of rural infrastructure, credit, extension and
other services provided by the Government have largely been the rural elites
who by their education, social status and economic condition were better
equipped to utilize these services.

In Nepal, the percentage of poplliation depending on agriculture is
one of the largest in the world i. e. 96 percent, while it contributes only
65 percent to the GNP. Among the total rural population of 13.3 million
estimated for 1980, 64% belong to nearly 1.4 million small farm families. Of these,
almost hllf are ffilfglllal farm families operating only on ~ percent of the
total cultivated area, and having an average holding of 0.47 hectares per
family.

In rural areas, th:: extent of un/underemployment h,lS
to add up to 47 million unemployed person~. [t has been
additional employment will be needed for more than 0.26
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every year in rural areas On the income side, 49.24 percent of rural families
have an annual income of less than Rs. 3500 per year, their total share­
being only 11.8 percent of the total rural income. Persons in the lowest
33~~ of the income bracket earn only 5.8% of the total income. The percentage
of non-farm incom~ to the total income is 42% for marginal-farm families

and 17 % for small-farm families.

About 36% farm families in rural are:lS are suspected to be living
below subsistence level of expenditure calculated on the basis of mlillmum
nutritional re~luirement> and actual consumption expenditure on other basic
necessities of life.

This gives a broad indication of the magnitude of problems that the

planners of rural devdopment have to encounter. Since the target of
rural development is man and not merely an increase in production
(though it is also very important) It transcends a particular sector uud
encorr.passes all sector,> which can contribute in the fulfilment of basic
needs for rural poor Basic to any planning for rural development would be
the creation of appropriate institutions which can effectively deliver the needed
services to the rural peo.Jle. Encouraging p:lrticip:ltion in the utilization of
these services and in taking new initiatives would also be essential if the
process of rural development is to be self-sustaining.

The following are tbe broad categories of tasks which will have to be
undertaken as pClrts of a strategy of rural development in Nepal:

a) Incrc2sing :'Toductivity in the farm- This has to be done by

enabling the <'lr'ner to make improvements in his farm by introducing

better iriig_1tion llle,hods, levelling, fencing, drainage, etc. and also

by encour.lging him to make better use· of his bnd through more
intensive cropping, more appropriate rotation of crop2, better farming
methods and greater use of inputs like fertilizer. improved seeds
and insecticid s. He has also to be provided with adequate credit
and technical assistance to make it possible for him to carry out
these activities and improvements. Assistance has also be provided
to him ill starting other activities relating to farm e. g. poultry,
piggery, dairy, fish farming etc. This will inek-ease employment and
augment his income considerably.
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b) Providing gainfnl employment during spare time-In view of the
smallness of tile holdings of the marginal farmer, it is not possible

for him to meet his basic needs only by increasing or improving

his farm activities. He needs substantial additional employment to

generate more income. A study made by the Planning Commission

in 1977 has revealed that 63 percent man days available for work
in rural areas remain unutilised. The smaller the size of the holding,
the larger is the number of man days unemployed. As such, finding
addition:d employment is crucial for the development of small

far:ner~. No in-depth study has been made yet about the numb~r

of man days employ<:d in different sizes of the farm and in different
geographical areas Nor have there been estimates about the optimum

uumber of additional day, of employment which can be created in
differcnt ,izes or categories of farms by irrigation facil ities and

improved farming methods. Careful field studies need be undertaken
on this subject as early ,1S possible. This is crucial to determine

the extent of employment outside the farm which different types
of farm families will need. Equally important is the knowledge

about the period of time and season when surplus lavour is available
for deployment outside the farm The crux of the problem is to

provide opportunities for employment to the small farmers at a

time when they have nothing to do in their own farms Plans for the
expansion of c·)ttage industries, construction of rural infra-structure

and other local developm~ntal activities will provide such opportunities.

These wlil be dealt with later in this paper again.

c) Improving Conditions of Living -Since fulfi Iment of basic human

needs is the most imm~diatc objective of all efforts of development,

it is essential tbat the small farmers be provided better housing as

well as better education 2nd health services. ff any degree of
success is to be achieved in providing these services, an all- out

effort must be made to introduce family plr nning program as

possible.

Appropriate policies and institutions are required to accomplish the
objective of providing these services to them.

In view of the magnitude of the tasks to be undertaken there is hope

46

BEST AVA/LADLE COpy



for progress only when rural development is made one of the main economic
objectives of the Government. The formost institutional requirement, therefore,
is a Government having a deep commitment to rural development and especially
the development of small farmers. This commitment is likely to be translated
into action only when interests of the governme"t are integrally linked with
those of the rural poor Without this no institutions created for rural development
would be effective. Nor would any organizatioa meant to encourage initiative
among the small farmers or secure their interests likely to be permitted by
the Government. Appropriate policies for rural development may be difficult
to follow.. And, the programme for the development of small farmers is likely
to be confined to afew experimental green house projects Superficial
show of support and patroage by the Government of the initiative and efforts
of a handful of enlightened' bureanerats would. however, not make a dent'
in the problem. It will need massive dynamism of the whole governmental
machinery and a co -ordinated channeling of the efforts of different government
departments towards the goal of providing basic needs to the poorest among
the farmers.

Given the political determination of the Government, the next problem
in order of priority, would be to map out a strategy to reach the small
farmers for supplying them with credit, inputs, and extension services. Equally
essential is the need to develop initiative and self-reliance in them which will
enable them to participate more fully in the activities of political and economic
institutions, and to search for new ways to improve their condition.

The Agricultural Development Bank initiated the Small Farmers Develop­
ment Programme in 1975 on an experimental basis with the following objectives.

1. to increase the income and standard 0 f living of the low income
smail farmers, tenants, and landless agricultural labourers.

2. to develop self-reliance among the farmers, i. c. the ability to
organize themselves In a group and to plan and carry out their
own projects.

3. to develop the receiving/utilising mechanism of the disadvantaged
farmers by organizing them into small homogeneou, multi· functional
groups around specific income-raising activities
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4. to adapt the local d~livc:ry mechanism to the needs of the small
and disadvantaged farmers.

In addition to the activities meant to increase the income of the farmers
directly, the project also aims at initiating social service programmes such as

adult education. heallh. sanitation, water supply, family planning. maternity
welfare. etc. with assistance from different line agencies of the government.

The project was first initiated in two districts-Dhanusha in the Terai
and Nuwakot in the Hills. An impact study of these two projects undertaken
by Agricultural Projects Services Centre in 1978 shows that· the projects
have made substantial impact on the farmers by incrc:asingproductivity
and employment. Improvement is also noticeable in the fields of social
activities. Most of all. perceptible awareness seems to have developed among
the small Llrm~rs leading them to make greater group efforts to improve their
economic condition, There are indications tint their participation in the
political process nnd social a1f3irs may also have increased.

The initial success of the two pmjects led to the establishment of 22
m jre projects in d iff~rent districts. Till July 1979, 561 groups consisting of
5075 LHm Llmilies are e,tinl1sed to have been covered by these projects, In
the absence of any eV,lluation study its not whether these later projects have
been able to make impacts similar to the first two. It is ,lanned that by
the end of th~ Sixth Five YeCH Plan i. e, t985, there will be 210 Small
Farmers Development Programme in operation.

The concept of organising groups in order to make co· operative efforts
to o';,t lin a;;eS5 tCl th~ ~~rviccs provided by g wcrnment agencies and also
to stut other e;;,i1omc activities, seems to bcr quite effective in the Dhanusha
and Nuwakot Projects. There can be no doubt tInt this strategy of group
organisation should be continued and expanded further to cover larger areas
as early as pJs~ible. The groups are orJlnized by the official appointed by

the Agricultural Development Bank, called the Group Orpnil':er. He also helps
the group plan add implement economic projects anu keep the group
functioning effectively. The appointment of the right kind of Group Organizer,
therefore, is crucial to the success of tbe project. The a';ailability of trained
manpower is, therefore, likely to impose a serious constraint on the
replicability of the project. It is perhaps with this in view that less than 200
projects are planned during the coming plan period. On the basis of the progress
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made so far by different projects, it may be estimated that the rtumber of
families that may be covered by the projects at the end of the ~Ian 'i,n 1985
will be approximately 60,000 small farm families. This will he only 4.3 % of
the estimated 1.4 million small farm families, at present. In the meantime,

thdr number would have been increased by more than 10%. and their economic

condition will have worsened further. And, it is doubtful whether they would

he willing to wait till the programme comes to their doors. This puts a compulsion
on LIS to find an alternative method or institution capable of delivering at
least three of t!le services, credit, technical advice and input~, to the small
farmer in the shortest possible time.

Institutional sources of credit available to the farmers, at present are:

I. Sajha or the Co-operative Socieites. numbering 1058.

2. Agricultural Development Bank with 140 branches.
3. Commercial Banks with 216 branches.

Among the imtitutions mentioned above the Sajha or the Co-operatives seem
to be the organisations best suited to serve the small farmers in view of their
number and the complfative speed with which they can be opened in the
most outlying areas. A stuciy made of these institutions recently by the Nepal Rastra
Bank has revealed that desired exp!lnsion in their activities has not taken place. The
study shows that out of the 1500 households living in the average area covered by a
Sajha only 7 percent or 106 households borrowed from Sajha. According to another
study, 37 ~~ of the small farmers reporting borrowings from institutional sources,

borrowed from Sajha. But out of all small farmers reportings, borrowings 80 percent
borrowed from private agencies and only 20 percent form institutional agencies
in 1976·77. against 91 percent and 9 percent respectively in 1969-70. It also
reveals that the share of the farmer in the total borrowings from institutional sources
h.$ d~clined from 11.6 percent in 1969-70 to 10.9 percent in 1976-77. The Rastra
Dank survey of Sajha Institutions points out that the overall average overdue loans
per Sajha amounted to more than Rs. 49,000 or 48 percent of the total
outstanding loans. All these, point to the fact that significant progress has
not been made in the supply of credit to the small farmers from institutional
sources.

The slow rrogress in this respect has been due to several factors.
Firstly. there has been a serious dirth of trained personnel willing to work
in the co-operatives in rural areas. Secondly, there has been a lack of
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adequate incentives in the officials of the co-operatives to take initiative
ill reaching the small farmers and serving them promptly and effectively. Thirdly,
lack of flexil:>ility in matters of collateral, which is a built-in constratentin
ail institutions, has worked as an inhibiting factor in the expansion of credit
to the small farmers. Fourthly, elaborate procedural requirements which the

small farmere cannot fully understand and which take appreciable time to complete,
makes institutional credit actually cJstlier than borrowing from traditional
sources inspite of the higher ratcs of interest charged by them.

It does not seem likely .that the limitations mentioned above can be
overcome substantially and in a short period of time. An agency has. therefore,

to be found which can avoid the shortcomings of the present institutions of
organized credit as well as those of the informal money market i. e. moneylender,
landlords. agricultural traders. The new agency should be clpable of excersizing

close supervision over the borrowing farmers and also of imparting to them
the much needed technical advice. It should also have sufficient incentive to
supply the services to the small farmers and should h:lVc the f1ixibility of
waiving or altering requirements relating to collateral.

It would be extremely difficult to find a single agency or institution
which combines all these elements. Several experiments may have to be made
until we hit the right channel which should then be replicated. Infact, an
additional requirement for the institution should be that it should be capable
of b~ing replicated at a compJ.ratively quick pace. One of such channels for
providing credit and technical services to the farmers could b~ the enlightened

and successful farmers in the area who will operate at the sub-cooperative

level. The basic outline of the system is decribed below.

1. Some of the successful farmers having good reputation in the
village society wiII be invited by the Agricultural Development
Bank to work as its credit agents in the village. Their main function
would be to provide agricultural credit and also technical advice
to the small farmers of the area. Of the farmers equally qualified
those with smaller holdings may be selected.

2. Those who are willing to work in this capacity will be provided
with funds, ag:linst collateral of land, buildings or other assets,
by the Agricultural Development Bank for further lending to the
small farmers. The funds to the agents can be provided by the
Bank directly or channelised through Sajaha institutions.
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3. General guidelines will be supplied by the Agricultural Development
Bank for the use of the agents regarding the purpose of loans,
p<:riod of repayment. requirements of collateral etc They will, however,
not be b:Hllld b'l any rigid re~trictions and will have the -full
flexibility to waive these requirements if they consisder it desirable
to do so. They may even suggest changes in the guidelines in the
light of their experience.

4. The agents will earn a commission of 4 to 5 percent per annum
on all lo~m advanced by them. A small allowance of 3 to 4

percent can also be made for non-repayment of loans by the

farmers.

5. The interest rate to be char~ed on the loans will be fixed by the
Nepal Rastm Bank and should fully reflect the opportunity cost
of capital, the cost of administering the loam as well as the risk
involved. In view of this, it will be SUbstantially higher than the

present rates. and could be between 20 to 25 percent per annum.
The purpose of the high rates is to reduce the possibility of the
funds being diverted by the agents to other purpose, and the farmers

being deprived of the funds meant for them. Credit at this interest

rate may actually be cheaper to them in view of the time they
would be saving in obtaining credit.

6. The agents, who are already successful an d experienced farmers,

would be given training periodically in hew agricultural methods
and techniques already; tested by research so t1:1at they may not
only be able to use it tllemselves but may transmit them to the
sman farmers under their direct supervision and guidancc. This will

enable the small farmers to make proper use of the innovative
methods and thus increase their productivity and income, and make

repayments quickl)'. This will reduce ch:lIJces of delinquency and
would mean higher profits to the agents. Th,~ enlightened farmers, thus,

become willing and effective extension workers motivated, among
other things, by the financial incentives thus offered to them. They
would also receive training in matters relating to credit as well as
in other farm vocation e, g. poultry, dairy. pisciculture etc.
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7. In order to eliminate the posslbilty of the agents acting as a monopolists
and charging higher than authorised rates to the farmers, the Agri­
cultural Development Bank, as a matter of policy should advance
funds to all those who are qualified and willing to work as its
agents. This will, by encouraging competition, increase the chances
of the system functioning in the desired manner.

8. The high interest rates wil1 cause a flow of funds to ru ral areas.
It will make possible the mobilsation of funds from within the
rural areas. If the rates are fixed say, at 20% it should be possible
for the Agricultural Development Bank to issue negotiable bonds
yielding upto 14% per annum. These bonds too, could be sold by
the agents who would earn an additional commission on it. They
wil1 thus also have the incentive to mobilise savings. According to
the Survey Report on Sajha Institutions five SJjha institutions were
active in mobilising deposits. They colJected a total of Rs. 550,000
as deposits with an average of Rs. 110,000 'per ,Sajha, a figure
which is by no means negligible. Of the total amount of deposits,
Rs. 223,000 was in current account yielding no interest and the
remaining Rs. 327,000 in Savings account which carries an interest
of only 8 %. It C:ln be saf<!:ly as>um~d that the rate of mobilisation
would be much higher with bonds having much higher ratie of
return available in vil1ag~s.

Credit channelised in the manner described above. would increase the
chances of the small farmers getting credit on time and easily. Moreover,
this channel is capable of being replicated quickly throughout the country as
there would be no manpower constiaint in the process of replication. The
constraint of financial resources would also be less in view of the substantial
amount of additional resources which can he mobilised in the rural areas.
Most of al1, this chan~el can combine credit with extension very eITectively.

Crucial for the success of this proposal, hO\vever, is tbat the rates of
interest are kept at the rural market level. Unkss this is so, distortions will
occur and the scheme may flot work. Frequently it happens that institutions.
or agencies do not work properly not as much due to own shortcoming as

due to the inappropriateness of the policies they are called upon to enforce.
In most of the developing countries interest rates in the informal money
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market in rural are high because the llupply of capital is Jow and because
of the absence of an unified capital market in the country. As such a flow

of capital should be induced from the urban to the rural markets. but this.
cannot happen unitil interest rates are kept artificially below the real market
rate. Furthermore, low interest rates also work to the disadvantage of the
small farmers in two ways. Firstly, it makes access to credit diJl1cult for
them. Secondly it discourages them to save by denying to them a realistic
rate of return on their s:wings. A market rate of interest, thus, actually
helps the dis'ldvantaged farmer more than it harms him. If it is felt that
the farmer cannot afford to use inputs because of high interest rates, it would
be more logical to subsidize the inputs as it will reduc'~ possibilities of
diversion from one purpose to another,

It can be argued that the enlightened farmers employed Q.S their agents
by the Agricultural Development Bank may gradually d;,;v.::lop vested interests
of their own and overtime degenerate into the former money lenders. it may,
however, be mentioned in this connection that this aiternative has not been
presented as a perm:ment solution, but only as a temporary expedient mainly
because it is not po';sible to (>rovide services to all small f~rmers in the'
immediate future through institutions because of the various constraints the
institutions have to face. While experiments are made on the above proposal,
we should proceed with the expansion (:)f institutional services. The agents
will continue to operate only till the institutions C<ln take over. Small farmers,.
in the meantime. will not be deprived of the services crucial to their development.

An institution which is vital for the development of small farmers is
the P<:asants Or.'pliz1tion which would give them organized strength to·

safeguard and promote their interests. This organization will act as a pressure
on agencies or institutions in the field of agricultural development to function

smoothly and to prevent a d~terioration in their services.

Lesson can be learnt from past experience in organising peasants association
nnd likely pitfalls avoided. Previous experience with the Nepal Peasants Organization
has been that instead of being an organization of farmers for promoting
their interests, it bec3m::: an organization to influence the farmers into doing
what the elites considered desirable in their own interests. It also served as·
an extension of the arm of bureaucracy in performIng various tasks assigned
to. It only served to pre-empt the establishment of real org~ir.iz:tlion of the
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farm~rs capable of concerted move to influence government ~nd other

institutions into actions and policies designed to further rural development.

In order to become effective the farmers organisation must be based

on the tru'~ e:::lilomic inte eSls of tl1~ farm::rs. Such an (}rg<1nis~tion which

can b::gin 'is a group of farmers built around some common economic
acti'.'ities and meant to obtain aeces, to services and fclcilities offered by public

ag:=ncies, C3!1 later develop into a distr:ct level. zonal or even national organisation

capable of exercising political leverage to extract benefits for the neglected

farmers. The Vrocess of organising groups under the Small Farmers Development
Programme should, therefore. b~ continued. These groups could serve ~b the

basic units of the peasants' orgi~nisation and be permitted to have links with

other simihr groups to form the district level of organisation. When the

groups start functioning well, they should operate as channels through nhlch all
services meant for the small farmers are channelised. It is important that the
GJVernment or bureaucrac/ should in n3 way intervene.:: in org:lllisational matters
of the group or the orgl'.nisation, and initiative of the farmers should be given frt:e
play. Tt is this org1nis3tion of sm:llJ farmers which can ultimately become the

n:edium throu,;ll which they increasingly participate not only in matter which directly

affect them, but also in matters relating to the government of the country.

The real participation of [he people Caines only as a result of the moves

made by them to achieve the objectives they seek. Tht: pea,ants organization

could s~rve as th~ m;:dium through whieh they can make such a move.

When tllinking about rural development we generally think of creating

new institutiOns, bJsed mostly on new concepts, to ::chieve the desired goals,
In this we sometimes overlook the f:.lct every il13titution has to function within
the larger social, polit'ical a:ld cuitural sy~te1U :tnd environment in which we

live. It is possible that the objectives which the new institutions seek to

achieve may be inconsistent with the larger social milieu. In such cases these

institutions cannot be integrated with the large social economic and cultural
system in the country. Quite often it is a change in this la~ger system which

m:1Y be indic1te:J. 3Cl~ if t1l~ larger milieu Cll1l1ot be changed substintially it

may be more eiT~~tiv~ to try to ac::o'llplish what we want, not by creating

n~w institutions. but by trying to modify existing ones.

EX;Jerience has shown that the development of new institutions h:1s to
face s'Jb,tJ.nti,ll c:JHtraints rdating to trained manpower and its motivation.
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It is an additional reason why possibilities of utilizing existing channels with

necessary adjustment should be more fully explored. It i~ with this approach
that the idea of using the successful and enlightened farmers as vehicles for
supplying timely credit and extension services, was 'presented earlier. As a
further extension of this approuch, I would suggest that we consider the
possibility of using private s~ctor· in various other wa) s also in advancing
rural development. This sector, through a system of incentives. can be
eff~ctively used in supplying agricultural inputs and equipments, inputs for

cuttage industr,es, family planning services, irrigational needs, drinking water
supply, means for more hygenic living etc. In the meantime, full efforts

should continue to b~ mJde supply these services through institutions. Tasks
to be p~rformed in the fidd of rural development are of such magnituae
that privati: enkrpreneurs and agencies <:s well <.s public institutions C:1n work
side by side for decJdes It mlY a[,o be pos,ible to induce the private sector

to develtn 11~··V equipm~nts and m Iteria!s for rural developmc!lt and also to
promote them. A fuller study of these possibililies by approprite au~borities

may be fruitful.

There is. however, little hope of bringing about a rapid improvement
in the condition of farm~rs, without creating opportu:1ities for substantial
additional employment, as 63 % of their total available days in rural areas
rem:l.in ul1utilis~d. It is possible to increase employment to a certain extent

by imprond methods of cultivation and more intensive cropping. Employment
may further be increased through additional farm activities like poultry, dairy,
pisciculture, piggery etc. and through cottage industries. Enough days will

still be available for utilization in cases of most of the farmers. The pace
of rural development will depend on how best these mandays of labour are
employed in gainful employment. Building of rural infrastructure which may
directly contribute to increased pruduction (e. g. irrigation channels) or which
may fulfil the felt needs of the community (e. g. drinking water, bridges etc)
seem to be the kind of activities obviously suited to generate such employment.
The dif11culties in such projects seem to be mainly three. Firstly, tbere is

question of appropriate organization to plan and undertake the projects.
Seconely, there is the problem of financing. Thirdly, there is the question
of obtaining technical skill in the im;Jlem~ntation of the project.

The organization to undertake the project may be the sn;all-farmer-group,

a joint committee of a number of such groups or even the village Panchayat­
depending upon the Juturc of the proj~ct, its coverage in terms of popllbtioll and
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area or its cost. A new. instituti0n of financing rural development may be desirable

to finance viable projects at the local level. This Rural Development
Corporation may indentify and select projects for financing at the request of J

any of the farmer's group, a co-operative or the village panchayat or any
other org:l;lisation Or committee formed for the project. Technical advice could
also be provided by the Corporation during the construction stage. The
corporation m8Y also appoint persons to run or maintain the project afrer
completion, on the advice of the local organization which undertook the
proj-.ct. Further detni1~ about this institution and its methods of working
could be wod(cd out once the idea is acceptable in principle.

I wish to repeat that the adoption of right policies especlnlly in the

field of agricullure is critical to rural development especinlly the development

of small farmers. It has frequently nappened tbat policy decisicns affecting
agriculture directly, have been taken by different agencies of the Government
keeping in view only the limited objectives of that particular agency. It is

however, crucial that the entire agricultural policy should be conceived, planned
and implemented as a co-ordinated package so that no irrationality or con­
tradictions may develop. Series of isolated decisions by the differeIJt authorities
on mallers affecting agricultural production and incentives often work at cross

purposes one negating tbe affects of another. As an example, while the
Ministry of Agriculture attempts to provide incentives for agricultural production
through various means, actions of some of the other agencies of the Gove­
rnment to keep the price of agricultural produce low by direct administrative
action or by restrictions on movement or through levies. act as strong

disincentives.

In view of the above, a high level committee preferably under the
chairmanship of the Prime Minister seems to be desirable to co-ordinate
and supervise rural development. All policy decisions affecting the fmmers
should be taken through this committee. The Prime Minister's office may work
as the secretariat of this committee and should also monitor the progress in

the implementation of programmes for the development of small farmers.

This brings us back to the question of bas:c institutional requirement
for rural development. There must be a series of institutions, at different
levels, which have a vested interest in the development of the rural poor.

The first and foremost among these is a government with the highest commitment
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to rural development. Other institutions working towards this end can bo
effective only when the political and social environment created as well as
the framework of policies adopted, by the government are geared towards
advancing the interests of the poorer sections of the rural society. Also
desirable is that all possible channels, including the non-institutional sector, be
used for reaching the poorest and for furthering rural development, which
must be recognised and acted upon as a national goal.
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"E::tperience In Group Approach To
Small Farmer Lending"

-Narendra K. C.

1. Genesis:-

1.1. Historical records show us that the productivity of Jand labour has
given substantial gain to big and middle-sized land owners. In other
words, economic progress in the field of agriculture over the last decades
gave substantial benefits to those who have sufficient resources in the
form of land and capital. However, the ~development benefits received
from agricultural development programmes could not reach out to small
farmers who constitute the majority of rural agricultural population. This
tendency of developmental programmes created further the hiatus between
the rich and poor classes of people. Thus the small farmers, agricultural
labourers, who have meagre productive resources in the form of land,
labour and skill remained outside the purview of developmental process.

1.2. Basically, two main activities in our socio -economic melieu seem to
luwe existed in the rural areas. They are in the form of money lending
and marketing, dominated by the rural genetry towards the general masses
made -up of small and m :lCginal far mers, landless laboures and village
artisans. The available resources and services, either through the district
or primary institutions mostly congealed round the rich and the benefits
accrued therefrom could be helpful to consolidate the hold of the richer
farmers over the poor in the form of controlhng the available inputs
and outputs. This process of controll ing helped further the richer farmers.
to get cheap labour and enabled them to get maximum benefits out of
their running activities. In short, development seemed to be directed only
for the rich. On the other hand, the deteriorating situation of the rural
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economy made th e poor farmers virtually dependent on the rural money

lenders, traders and land· owning people. As a consequence, these rurai
poor have not been able to receive reasonable wages for their labour.

Thus the prevailing circumstances are compelling these rural poor to loose

their possessions whatever they have and turn them into a position of

destitution.

1.3. Recognising the predicament of small farmers, a workshop on
development support of small farmers of Nepal was organized from January

4-14, 1974 under the j oint auspices of Ministry of Food, Agriculture and

Irrigation, Ministry of Land Reform, Agricultural Development Bank and
FAO/ASSARD (Asian Survey of Agrarian Reform and Rural Development).
The main objective of the workshop was to focus attention and suggest action
oci~nted policy options for their benefit.

1.4. The outcome of the seminar gave birth to two experimental small

farmers development projects. One came into operation from September
1975 at Dhanusa district representing terai (the plain area of the country)
covering 2 panchayats-Sankhuwa and Hariharpur and other at Nuwakoe

,district representing hills covering another two panchayats'-Tupche and
Karki Manakamana from March 1976. The main objectives of these projects

are to enable marginal and small farmers to participate in developmental

activities through group action in raising their level of output and living
and to make tllis process self-sustaining overtime. With the experience

gained from these two projects, this programme has so far been extened
to areas reaching 34 projects in the country.

2. Objectives of the Paper:

2.1. The first objective of the paper is to give brief sketches of the
performances of Small Farmers Development Projects.

2.2. The second objective of the paper is to find out advant<!geli and
successes of group lending as well us identification of group lending problems
and provide suggestions thereto.

3. Past Vs Prescnt institution.lI Approach to Small Farmer Lending:
3.1. The institutionali sed agricultural credit programme dates back to

1963 when the first Co-operative Bank was established in the couiltry. The

role and scope Co -operative Bank being limited and inadequate from the
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stand points of meeting the requirements of· agricultural sector, the Agricultural
Development Bank was established in 1968 incorporating all the functions of
Co-operative Dank in order to make its operations broader and more adequate.
Prior to launching the experimental small farmers development projects, the
bank used to extend loans thm its field net-works to individual farmers who
were basically large and mendium size farmers as well as to Co -operatives
which in turn reloaned to its members on the basis of crop production plan
timing of operations submitted by the member-farmers to the co-operatives.
It clearly shows that the co-operatives engaged in the limited functions such
as providing production credit in kind and in retailing agricultural inputs on
the one hand and the predominance of sm:lll size farms not operating in the
economics 'of scale and small farmers barely eking out their living on the
other hand could not be instrumental to mobilize maxmimum number of small
farmers by participating them in the developmental activities. As such, it was

Jelt to broaden the scope of co-operatives in order to bring majority of poor
farmers into the mainstream of development. The flow system of Agricultural
credit then Agricultural Development Bank prior to launching small farmer
development projects is presented in Annex-I.

3.2. The previous approach in small farmers lending thru the medium of
co-operatives was found inadequate since most of the co - operatives fell under
the influence of the well-to-do farmers which could not take care of majority
of poor small farmers. On the other hand the· small and marginal farmers
being socially and financially too weak ano dispursed could not be able to
develop their own receiving mechanism to reinforce themselves to participate
in and take-up risk trying new developmental activities. As such, the self­
perpetuating plight of small farmers and landless labourers called for building
their own receiving system-the process of seeking, planning lind receiving
and utilizing the production programme. As mentioned above, due to the
incapacity participate in and benefit from the institution of development by
the small farmers individually, the need for grass-root level organisation of
small farmers had been indispensable. The organisation of· small farmers is
below the level of co-operatives and village committee which is vital aspect
of small farmers development project. Therefore, at this moment, at least,
informal group organisation of small farmers into groups help develop their
receiving system which implies group level planning and create an access for
them to receiving and utilizing productive resources to implement their pro­
gramme constitutuents. This group planning and implementation by the
beneficiaries themselves would help safeguard their own interest through grou{}
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personality which is highly essential in· the. process of· their development.

The Agricultural Development Bank has thus found a system to land on
tbe group level activitie~ ihru the medium of co-operatives. The co-operatives

itself is experiencing a'l ,.ppropriate mechanism to channel its activities

thru the medium of sm ill farmers· group. In short, small farmers group has

been a support to co-operatives rather than a substitution to co-operatives

(vide Appendix 2). Moreover, the Agricultural Development Bank is also
directly lending small farmers group wherc the co-operatives have not been

able to reach there.

4. The Role of Small Fu:ners li'cvelopmcllt pf(lject:

4.1. As a field action project. tbe small farmers dcvc]opn',cnt prcjccts ~re

specially established at the field level to organise and start working an effective
grass-root level mechanism for the socio-economic development of small fai'lners

The main objective. of the field workshop is to organize the target group­
small farmers, landless labourers by motivating and creating awareness to them
through individual and group approach and assist to making aV<lilable the

various services of the delivery system.

4.2. The basic needs of smull farmers and pt:usants differ to th~t of other

developmental progr:lIume. The role of the field action project is to assess

the basic needs of the small farmers <lnd assist the small farmers group to

prepare their farm plan and budget and maintain the proper accounts in

the group.

4.3. Anotber significant role of small Llflners development project is to

enable the small farmers to rc c,,' ':~ developmental services froIll different

agencies. In other words, it \h. ;.v ~s ~n effective media between the delivery

and receiving mechanism which was conspiciously absent in the past.

5. Lending Procedure to Small Farmers' Group:

5.1. The formal meeting of small farmers group decides on how much

Joan to apply for th~ activities to be undertaken in the group individually

and jointly. Since the group organiser also attends most of the formal meeting

to discuss on the loan agenda, generally there does not arise the need to

make pre-loan supervision. The recommendation of loan by the group depends.

.on the economically and feasible activities identified by the group organiser~
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8.2. Dhanusft:
8.2.1. The average size of family members were 6.2 and 6.3 before and after

the project respectively. During this period the percentage of farm worriers
per family also increased from 55.0 percent to 56.7 percent However, the

average size or holdings per family has remained 78. hectare both before
• and after the project.

8.2.2. Value of livestock per family before the project was Rs 1372 whereas
it went up to Rs 3501 after the project The reasons b':hind it was the
provision of livestock loan which prompted the small farmers to borrow for
the purchase of livestock which has been a prime factor in the increase of
tneir income. The average value of other assets in the form of land, farm

buildings agri-tools per family of small farmers was only Rs 15742 before
the project which went up to Rs 17634 after the project

8.2.5. An indicator of farm improvement is taken from cropping intensity
due to increase in total cropped area. Before the project the total cropped
area was only 61.2 hectare having a cropping intensity of 120.2 percent but
after the project the total cropped area went up to 73.8 hectare and tho
cropping intensity reached to 133.0 percent. The reason is attributable to the
provision of irrigation facilities after launching the project (Table 3). Effect

on gross income before the project WIIS only Rs 3747 whereas it went up

to Rs 5070 after the project. Basically thus increase in income came from
livestock products, agricultural production.

8.3. Trisuli:
83. I. The average size per family before the project was 5.91 and it went

up to 6.10 after. the project due to addition of famiiy members in the family.

The farm workers out of the total members of the family, however, remained
constant hefore and after the project. On the other hand, the average size
of holdings per family before the project was .25 hectare but after the project
it went up to .26 hectares per family. It is because of the fact that some
small farmers could be able to purchase lands in the area.

8.3.2. The total cropped area before the project was 37.4 hectare which

increased to 40.6 hectare after the project. The cropping intensity in Trisuli

case has incrc:ased from 185 percent b~fore the project 193 percent after the
project respectively. ,On tbe other hand, the total income per family before
the project was Rs 6670 whereas it went up to Rs 10838 after the projet.
The contribution to gross income came mainly from livestock and agricultural

productions.
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9. Ger,eral Observations on the Nucleus Activities:

9.1. One of the successful nucleus activities is carried out by group No.
3 of Dulari panchayat of Morang district. The total number of members in
this group are II. They had taken a sum of Rs 19414 to construct a dam
which irrigates about 50 hectares of land. Prior to the construction of this
dam, these farmers used to construct temporary dam for which they had to
spend Rs luaoo every year. Now the construction of this permanent dam
has provided them multi-bendits their farm income has risen more than 50

percent, th~'y have not to borrow from money-lenders' to construct this dam

every year and the members are now trying to introduce improved method
of cultivation since water is available for them all over the year. This group
is repaying the Bank's loan satisfactorily. This irrigation nucleus activity has
been helpful to bring about stability and viability in the group for which
the Bank can rely on for more activities even in the future.

9.2. Another example of nucleus activity is the construction of dam by a
group of farmers which is directly organised and financed by the Jhapa

Branch office of ADB/N. There are 15 farmers in the group who took loan
of the order of Rs 55615 and the voluntary labour contribution of the order
of Rs 24321 was provided by the farmers themselves. The total land to be
irrigated is about 40 hectares. This is the example of directly handled group
by the Bank's office which is a success case in maintaining the required
level of stability and viability. According to the farmers of the group, they
were highly satisfied with the performance of ADB/N since they were about
to migrate in other place since they always had to suffer from flood and
loss of money due to futile efforts to construct temporary dam. They were

heavily indebted due to such losses. But after the construction of the dam
they have now been able to generate more than double income than the
previous period and gradually they are paying off the old debt of the money
lenders as well as of the Bank. This group seems to have united for a
common purpose and the personality of the group is found out so infiluen­
tia! that no other effort can break it up.

9. 3. Unlike the previous successful nucleus activities which united the

group successfully, group 2-B of Kakarbhitta panchayat of Jhapa have taken

different individual type of loans such as buffalo keeping, bullock
cart, sewing machine etc. Although they are trying to find out a suitable

·common incDme-raising actIvities yet they have not been able to finalise a
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suitable nucleus activities that could bind this hetregeneous group together.
Mostly their invesment at present seem on livestock which has given them
good income yet due to lack of veterinary and other support services they
have to bear a hIgh risk which they realise themselves. At present the average
income per merllber seems to have risen by 30 percent before the project. But
unless a suitable: type of common/joint activity is introduced in the group and

supporting services are not reached, it will take much time for the group to

bring out cohesiveness and stability in the group.

10. Advantages and Successes of Group Lending:

10. \. Since the small farmers group are organised for broader purposes
than credit, credit as an entry point is playing a vital role in small farmers

development projects. Around a nuclem economic activities, many other

socio-economic activities are being introduced to achieve the broader objectives

of socioeconomic development of small farmers. As SUCh, group credit has

shown the following advantages and successes both to the borrowers and lenders.

10.1. \. In the successful groups the Bank has the exprience in extending

credit at least cost of supervision since group itself take the responsibility for

this. Such groups, on the othe:: hand, has been dble to receive loan timely
and- easily.

10. 1. 2. The successful groups from the point of view of stability, viability

and good leadership ha~ shown clTective cantrolover tlJe activities they had

undertaken which has been helpful to the leader to receive timely payment of loans.

10. l. 3. The group credit has been advantageolls to reach larger number

of small farmers. Moreover since most of the target group are identiSed from
among the poorest segment of farmers, there exists the possibility of more

equitable distribution of income among themselves.

10. 1. 4. Some of the groups bUilt around successful nucleus activities
and some income raising individual activities along with their quality of

leadership have shown successful handling of credit. The rate of defaults of
loans - is negligible and are showing eagerness to accumuiate capital to forge ahead

in new venture that would provide them sound economic base.

10. 1. 5. In some of the groups credit (IS an entry point has worked

as a force to unite members resulting in stronger and viable groups. The.
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benefits derived from the activities due to the use of credit has generated
confidence among the members that it is acting as a liberating force from
exploitation.

10. 1. 6. Although group credit was started 4 years ago yet

different obstacle in re tcllmg out maximum number of poor small
it can be counted as succ~ssful extending access to credit even to the
and village artisans who were categorised hitherto inviable groups.

de~pite

farmers,
landless.

11. Basic Problems:
11. 1. Lending is not be all and end all for agriculture. Provision of

other facilities in the form of inputs, services and marketing facilities is a
must for agricultural development. Around credit other supporting services
hav-: not reached satisfactorily and as a result failures of agricultural operation
lJave been identified in the groups.

11. 2. The proliferation of the number of projects and groups without
providing proper attention and services wil! only bring negative impact in
small farmers development endeavour. As to organised groups so far only

25 percent of the groups are found functioning satisfactorily. For the rest
adequate attention in term of motivations and services should be provided
otherwise with few activities or no activities these group might disintegrate

sooner or later.

11. 3. In cretain cases tbe group is found effective in implementing the loan,
in other it is found less effective. Lack of group responsibility and real cohesion

in the group due 10 lack of group loans and group prHctices has made SCllje groups

ineffective.

11. 4. Generally similar type of cr~dit programme seems to have' been
implemented in all the small farmers development project focussing speci~l1y

on farm implements, irrigation, livestock und cr01-' production etc. Lac], of proper
programme mix for a particular area may create various problems in the

. long run. Unsuitability of credit programme simply for organising the group
will not be helpful to bring about successful group functioning.

11. 5. Another basic problem is the lack of good and proper group leadership

and its continuity since it is the key ~tone determining the success or failure
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of the group. Although group leaders originate from the same locality. Yet

lhey ne9 appropriate training to understand and communicate with merr:bers.

12. Conclusions antI Recommendations:

12. I. It has been clear that group approach is being attempted to deliver
loans to smaIl groups. But the experience gained so far may be inadequate
and insuffIcient to answer various issues that may stand in the way of its
functioning. Yet from the point of view of lending institution the following
suggestions can be offered to make this programme all the more successful.

12' I. I. Small farmers development projects should be established only in the

areas where its need and potentialities exist most. Moreover, group organisation

should, be cautiously made and proper service delivered to the few' organised

groups rather than increase its number without catering services.

12. I. 2. General exp~rience shows that successful nucleus activities have
:generated group cohesiveness and responsibility which is vital to group functioning.

As such, at least a; common income raising activities such as irrigation. fmil
orchard, etc. should be introduced in a group in order to bring about
cohesiveness in the group.

, '. 12. 1. 3. Unlike individual loans, group loans is easy to administer both for
. delivery and collection provided proper programme mix could be introduced

in the well organised groups. Moreover, it will facilitate to curb significantly
default of loans.

. 12.1.4. Small farmers development should be viewed in a total system
,approach rather than just a credit injection. Credit may serve as a ha!ldle
to mobilize rural poor and start some income raising activities but credit

:alone. will not be productive unless required amoua! of back stopping and

other services could not reach in the area.
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Table No.2
TOTAL NUMBER OF GROUP ORGANISED AND mE TOTAL MEMBERSHIP

(in No.)

S. !

"No.:
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Nuwakot

. '58 ·.. 61:2 ; 509 ,.; 'T20:2' ""73:8'--"';" 55.5 133.0 .....·

70 37.4 ·'·:;'!toit' " 186.1 40.6 21.0 193.3
----------------....,..------------------- --------"'-

Source: Two Experimental Small Farmer Projects, Dhanusha & Nuwak{1t.



Annex-}

FLOW SYSTE'v1 OF AGRICULTURAL CREDIT

(Thru Agricultural Development Bank. Prior to Launching Small.

Farmers Development Project)

ADS
(Central)

-J,-----_._------------- -,_._...._._-_._.------
Regional Office' Regional Office Regional Office Regional Office
(Eastern Region) (Mid Region) (Western Region) (Far Western Region)

-J, -J, -J, -J,
Branch,Sub-branch Branch,Sub·branch Brancb,Sub."7~ranch, Branch,Sub -branch

& Depot Office & Depot Office . & Depot Office & Depot Office

-J, t t -J, -J, t -J, t
Coope- Indivi- Coope- Indivi- Coope- Indivi- Coope- Indivi-
ratives dual ratives dual rativei dual ratives dual

I farmers I farmers \ farmers \. . farmers
-J, -J, -J, t

Small Small Small Small

Famers Farmers Farmers Farmers

- -,.. Agricultural Credit Service Relationship.

-1-.



Annex-2

, FLOW SYSTEM OF AGRICULTURAL CREDIT
(Thru Agricultural Development Bank After Laun;;hi ng Small Farmer D~v elopment Project)
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A scene of activities of COllage Industry inside the room

The participants seen in a happy jolly mood.
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Smail Farmer
Integrated

Development Thr~ugh

Rural Development
f

-Bihari K. Shrestha

Introduction ',i

The history of rural development effort in Nepal has now been three
. decades old. However, in the fast five years it has gained In prominance
and priority with the implementation of donor-inspired Integrated Rural
Development Projects in the country. The first such project was launched
fom years ago in two hill districts of Rasuwa and Nuwakot in Central
Nepal under the rubric of Rasuwa-Nuwakot Rural Developmen! Project with

· a total outlay of 136 mil.lion Nepali rupees (US $ 1.00 = NRs 12.00) of
which 8 million dollars were obtained on loan from the World Bank. With

· additional assistance from the World Bank, the Asian Development Bank'
· and the Government of Great Britain the number of such projects has now
increased to four covering a total of 12 districts with an estimated total
outlay of 850 million rupees. With two new projects in the offing with the
US and Canadian assistance in Far Western Nepal, the volume of investment
is expected to rise up to one and one-half billion rupees in th~ near future..
And what is more, donors are looking still farthe r a field for ~Jllore projects
in the area of rural development in Nepal. ~

has also been
di stricts in the

Government
in all the

Besides these donor-funded projects the
implementing programmes of rural development

. country although with smaller resource outlays.

The activities included in all these projects are more or less common.
They consist of development programmes in the fields of agriculture, cottage.
industries, rural transport, social services, forest, erosion control, rural credit.
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marketing etc. The totality of these activities are assumed to contribute to
the enhancement of the standard and quality of life of the majority of the
people living in rural Nepal.

Structure of IRD Planning and Implementation in the COuntry:

In the last three decades of rural development planning and implementation

in the country its organisational structure has undergone several changes in
keeping with the needs of the programme. Although during the earlier days
of the programme the Government relied very heavily on the models provided

by the donors namely the US Government and later also the Indian Govern­
ment, indigenous quest for developing and instituting necessary and suitable
organisational structure was increasingly made as the time went by. Accor­
dingly the Government drew up a District Development Plan in 1974 which

provided for a unified district administrative structure. a system of planning
at the local level and an institutional mechanism for ensuring people's
p:uticipation in it (Home Panchayac Ministry, 1974.)

I~ 1978 the Government further developed and implemented what it
called the Integrated Panchayat. Development Design which, while being a.
complementary document to the afore·said District Administration Plan, for the first
time laid down tne objectives and policies for. an RD programme· in Nepal, its.
areas of activities and an institutional struc(ure to plan, implement and evaluate it
(Ibid 1978). It is withinthe provisions. of this design that all rural development

projects in the country are planned and implemented.

According to this Design institutional development is to be the keystone
of rural· development in Nepal.· Rural . development progranimes are to be
based on the felt need of the people which is dealt with as a dynamic
entity subject to change and growth· on the basis of input of new informations to
the people. People's participation' is defined to mean their p:uticipation in th·e
decision-making process in the· pbnning of programmes and allocation of
resources. Because of close interreiationship between rural development problems
all programmes of rural development are to be planned and implemented

in an integrated mannner. A rational and permeative organisational structure·
is to be created which would build itself up from the grassroot level culminating

in the highest decision-making level in the Government. And the service

givers i. e~ the RD workers are to be m'lde accountable to the service users
i. e. the rural people.

In persu:mce of these principles the Design profidcs for the formulation
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of integrated village d~velopment plans each year which are put together

into an annual District Development Plan. The dis aggregated sectoral components
of these plans constitute the basis for sectoral plans at the national level.

Pianning at all levels is to be the result of a participatory process. At
the lowest level the vill:lge panchyat (executive) and Its constituent bodies
namely the village Assembly (Vil1age parliament), ward committees and pro­

ject-specific management committees are to function as the basic popular
institutions at the lowest level. In the midst of 3 to 5 Village Panchyats
there would be a Service Centre comprisJng of service units of different
sectoral agencies providing necessary backstop to th~ Village Pancbyats in the

area in the planning implementation of their multi sectoral Village development
plans. Each Service Centre is to function· under a service Centre Supervision
Committee comprising of all the presidents of the local Village Panchayats

presided o\'er by the District Panchy"t member of the area.

The next level in the hierarchy is the district adminjstration parap­
hernalia where the seetoral: representutivc function more or less as a team

under the coordinatorship of the Chief Dirtrict . Officer who is the .supreme
representative· of Ihe Govanment in the district and has also the responsi­
bility of maintaining the Jaw and order in his· area.

The District Panchyat, a body of eleven elected members, is the exe­
cutive committee of the district parliament' called the District Assembly. All

the District Development paIns have to be approvcd by lhe latter before they

are submitted to the government for funding.

Above the district is zone which is prtsidcd by a Zonal Commissi­
oner, a nominee of His Majesty the king. The Design provides for a project
Committee under him where donor-funded IRD projects are in operation.

Elsewhere, it requires a· quaterly review of the RD programmes at the Zonal
level and tries ·to enlist the involvement of one of the important and pow­

erful functionaries in Nepale5e bureacy in rural development.

At the national level there is a Pil1l.:hayat Development Central Coor­

dinating committee under the chairmanship of the Minister for Home and
Panchayat in which the Vice Chairman of the National Planning Commision
and all the permanent Secretaries of the relevant Ministries arc members~
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Above it, there is :llso a Cabinet Committe on panchayat Development
under the Chairmanship cf the Prime Minister of the country for providing
basic policy guidelines for RD in the country. And finally, the Design
profides for a review of p~rformance and status of rurltl development in the
country each year in the presence of His Majesty the king.

In sum, while the Design represents one of the most comprehensive
Document ever prepared on rural development in Nepal, its inception has
been fairly recent and its provisions have not been fully operative yet, part
of the reason for this being attributable to the transition that is currently
taking pbce in Nepalese politics.

'Small Farmers as the Beneficiaries of IRD Projects:

Given the facts that 94. 4 percent of the population in the count~y

are engaged in "Agriculture, forestry. hunting and fishing" (Central Bureau ,of
Statistics, 1977: (75) and that the per capita distribution of agricultural lal} d
in 1974175 lUIs been only 0.2 ha. nationally with a geographical variatibn
-of 0.1 ha. in the more heavily populated mountains and hills and 0.3 ha.
in the plain (terai) area (Shrestha and Jain, 1978: 12) it can be safely
stated that Nepal is mostly a country of small farmers and that with a
population growth rate of around 2.5 percent per annum, their proportion

·inthe population is certain to increase in the days ahead. Given this kind
,of a context it is only natural that one of the primary objectives of the
IRD projects is to ameliorate the living conditions of the poor majority .in
the rural areas. Therefore, the Design explicitly lays strong emphasis on
increasing the quality of life of the poor majority and donors' mandate to
render ass:stance to Nepal also have more or less the same basis and
.objective.

Achieving this objective in practice however, is a different story
·altogether. To take the case of the IDA-assisted Rasuwa Nuwakot Project
for in~tance the per household distribution of agricultural land is 0.3 ha.
in Nuwakot and 0.4 ha. in Rasuwa. Industrial sector which means mostly
the cottage indmtries is of little commercial value. According to the IJaseljne
'survey done for the project in 1978, 75 % of the sample households repoqed
some kind of cottage industry activity (average value US $ 5.00) 94% of
which were home consumed (Biegegard, 1978; 94-95). Emphasizing the inter­
household econom ic disparities the Report stated that no less than 51.2?~

76

REST I1VAILABLE COP;"



of the farm holdings are 0.26 ha' or le55. 18% of the farmers own 45% of
the land. 38% of the farmers cannot satisfy more than 1500 calories of their
daily requirement from on-farm production. And these very small farmers
also happened to have fewer livestock. The Report continued: '"The picture
that emerges is familiar; there is a large section of the rural population tbat
is comparatively disadvantaged in a whole series of inter-dependent ways
which limit the possibilities for those families to break out of their vicious
c~rcle and improve their lot It is clear from the survey that only

60 % of the project area population constitute the target population defined
by the prime objective of the project; the remaining 40 % manage from their
domestic production to satisfy their nutritional needs with a smaller or wider
margin ..... , If the project is to meet its prime objective, project activities.
·have to be directed to reach the target population defined by the same
objective .

"The project design and current project operation do not reflect these
circumstance and the. implication of its prime objective should steps
·not be taken to reshape the project for reasons given above it seems a safe
forecast that the project will be a failure in terms of its own prime obj­
ective. The larger farmers and the richer villages will capture a dispropor­
tionately large share of project assistance, and the poorer sections of the
farming community will hardly reach subsistence le\'el" (Ibid; 114-118).

Despite these findings the project, even after baving gone past Ilalf of
its life time remains unchanged in its structure. Wha.t is more interesting is
that the triangular interest in the project namely those of the local people
(mostly represented by their leaders). the government and the donor is focu­

.s·sed on achieving as speedy an implementation as is possible for it and it
is my obsvervation that all of them have one belief . in common which is
that the benefits of development will sooner or latier be availed by all the
people in the project area, only if it were to be implemcnted on lichedule.
What is also worth Doting is that despite the stated objectives of the project
as well as the official policies of the government and the donor in favour
<:f conferring benefits of development to the poor majority in the country.
-the monitoring of the project performance in terms of its distributive aspect
has indeed been very very rare. This is not only true for the Rasuwa Nu­
wakot Rural Development Projec* but also for all other RD cfforts in the
country.

71

REST AVAILABLE COP'.!



'Slr~tified Structure ~f society- A Problem:

The fact that the distributive justice of the RD projects is limited to.

rhetoric· has, its roots in the stratified structure;;. of the soci~ty itself. It i~

common knowledge that the Nepalese society is stratified along social and econo­

mic lines with considerable correspondence bet\veen social and economic

statuses of the: i~dividual. If a person enjoys a higher social status in th~

hierrarchical reckoning of caste or ethnic statuses it invariably follows that

he also ~njoys a higher eC0,nomic station in life. S:nc::: political power follows

~oci31. and economic power in a str3tified setting the majority would have

~nly li~ited influence, if at all. over the decision making behaviour of th~
elite'in the allocation of scarce resources, A few studies done in this area'

hav~ 'pointed out differential ,access of people to resources and. developmentai

be~efits on the basis of their social and ecnomic status in society (McDo­
ugall 1968; Shrestha and Gurung 1973; et. al.) In a different study of the
Rusuwa-Nuwakot project area also such differential access to resources bave
been reported. For instance, in a Village Panchyat area called Bc:lkot, out

of estimated 1100 households only about 400 of them are shareholders in
the local' coop'erative society and are the beneficiaries of short and medium

term credit The ones who are left out of the cooperative fold are mostly the

poorer households' and' their ability to compete against more favoured villa­

gers . for credit is simply limited (Sbrestha. 1979: 23-24). In a similar otber

instance in 'Chaughara Village Panchyat only the upper third of the local
households are members of the local cooperative society (Ibid: 39).

-The Small Farmers Development Programme- ASfory of El:ception:

Given the kind of socio -economic context discussed above the succe­

sses scored in the Small Farmers Development Programme in the two experi­

mental projects in Nuwakot and Dhanusha Districts are certainly an except~

ional story_ To use the example from Tupcbe Village Panchyat in Nuwakot

district. it is the total transformation of the small farmers and their socio:'"

economic context that is taking place there in tbe last few years.

The village Panchyat represents one of those regular hill villages with
.a mixed wet and upland farming . systems based on subsistence agricultur~.

The population is an immense heterogenety consisting of caste Hindus like

the Bahuns, Thakuris and the Chbetris, the untouchable caste groups like the

Kami, Damai and Sarkis and a large segment of autochthonous and Mongo­

loid Buddhist Tamangs, the last constituting the single largest group in the
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village.

Economically too it IS one of those regular scenes;. in local reckoning
only 20% of the pe0ple have enough land to support them for the full year
and are considered prosperoous. The rest including 24 landless households
cultivate less than half a hector and can provide for themselves for o,nly
half a year or so and the balance h<1s to be made up by an assertmeflt· of
alternatives like working for richer neighbours in the village, workmg qn
de\elopment projects in the village if there are some occasionaiiy, or stag­
ing an exit from the village on short-term or long-term migration ,to work
pn project sites in other parts of the country or in India.

For the last three years development process of the village have been
revolving around the Small Farmers' grou'ps established under tbe Small
Farmer Development Project of the Agricultural Development Bank of Nepal.
The Project area comprises of two 2dj~ining Village. Panchayats and in t~.e
Tupche Village Panchayat along there are nineteen SG groups .with a total

• . . j. ' .,

membership of 366 persons including twenty female members. Since each male
member mostly represented a household in tbe villnge. tbe population covered

",. " , ..

.by the Project has been quite sizeable..Since the group members obtained
individual project loans on group liability basis the groups consisted .of
mostly trusted friends and relatives in the beginning and did certainly exclude
landless and smaller small farmers because they were 'considered a risk factor
by the rest of them But as the project Management stationed in the village
guided them from success; to success, tbey saw the latter not $0 much a

risk fac,tor any more .. Tt was the estimate of the Project management in last
year that the organisation of a few more groups would saturate all the small
farmers population in the village. a small farmer being defined as a person
owning 0.4 ha. of agricultural land or less. It is only recently that the
Bank has decided to use a per capital income of Rs 950 per annum as
the basis for identifying a small farmer.

One of the conditions of membership 1D the SF. groups is th3t all

of the members are required to be shareholders of the local cooperative
society. As a result, of the 1120 shareholders in the cooperative society which
2.lso services the other three vil!age panchayats in. the area (two of them
recent entrants accounting for only about 50 shareholders) 80 percent of
them are small farmers, a definite contrast from other cooperative so c.ieties
mentioned ab:)V~. Sixt:en different kinds of Joan are available to the members
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for projects such as livestock keeping, cereal crops, cottage industries, land
buying, horticulture, vegetable farming, cash crop (potato) farming, imecticides,
fertilizer and agricultural implements as well as other consumption commodities.
Average number of loans per small farmer member has been three and in
some cases there has been as many as five. rt is the unsubstan tiated but
noteworthy claim of the project management that each longterm small farmer
member has been able to increase his annual income by an estimated Rs.
1800 on the average per annum.

The small farmers' group are the basic institutions for planning in the
village. Each member plans his individual projects and tbe group as a whole
plan group project too. Both these projects are discussed by the entire
membership of the group which are then presented to the project management
for approval. The projects are then presented to the local cooperative soci­
ety which in turn presents them to the local Agricultural Development Bank
for financing. On the basis of the availability of funds which are seperately
worked out for SFD Project each year on the basis of previous year's expe­
rience, the Bank approves or amends loan applications in the meeting of the
Board of Directors of the District Cooperative Union in which all concerned
agencies including the Bank are represented. For the curent year a sepl:rate
budget allocation amounting to 929,000 rupees has been worked out for
loan to the small farmers with a total membership of 964 in the two
panchayats.

Devlopment projects of the SF groups are not limited to income boo­
sting individual or group projects. They also have othe: projects to their
credit. For example, they have constructed through the cooperative society
a godown with 100 MT capacity. 20 loom capacity cottage industries building
with a grant from tbe ADB/N. an irrigation cannl with a grant from the
Rural Development Project, a drinking water scheme with pipes from the
Local Development Department and severa I successful forest conservation
projects.

The smooth functioning of the Small Farmer Programme in the village
owe much to the supportive role that the local village Panchayat plays in
that direction. For many of the above projects representation to the govern-­
ment or the RD Project was made by the IJanchayat, although it was
assisted by the SF Project management also. Once the projects are obtained
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the panchayat simply places them at the disposal of the relevant SF groups

for their implementation and subsequent maintenance. In the case of the

forest conservation too the panchayat framed rules to levy flnes of 50 rupees
on any trespasser 50% of which would be paid to the informer as reward.

In another move it also requested to Government to de~ist itself from

issuing permits to individual contractors for felling trees from the forests of
its area.

The primary reason for such a conducive atmosphere is the leadership

structure of the p31Jchayat itself. Although only four out of eleven members
of the village patlchayat are small farmers and members of SF groups the

entire leadership is be holden to the small farmer majority of the village

for their support. The president of the panchayat is a member of small
farmer groups himself. Before tile inception of the project the village was

indeed a scene of tyranny by a rich individual in the village. But this is

now a thing of the pJst and a permanent transformation in the power

structure of the village has taken place and put the small farmers in command.

The small farmer groups also function as the hub for otber social

development measures in the society. The members go thwugb literacy

classes, adopt improved health and sanitation practices (e. g. making and use

of a private latrine is a must), practice thrift (all members have to contri­

bute to group s~1Ving on a regular b:lsis), introduce social reforms and adopt
family planning. In one recent instance the SF groups last year observed·

a life cycle ceremony c~lled Bratabandha (initiation of a boy Into adulthood)

on a community basis instead of the traditional individual basis. Each

participant household could have the ceremony performed for a token expense

of five to ten rupees where otherwise they would have gone into large
debts in feasting their neighbours and relatives. This was a benefit which

was availed not only by about 30 small farmer households but also by two

bigger ones.

Similarly, in the area of family planning the condition of membership

require that they should undergo vasectomy operation after the birth of

three living children. nut this condition hardly needs to be enforced any
more because the metl1b~rs themselves take the initiative even before the

permissible number has been achieved.



lri: sum; tbe- story of small farmer development is not only a success­
story of riri economiC development progrttmme but also one thar ushers in
a rie'w and' e"tlhanced quality Of life- all the members concerned. It holds out
the promise of being a new culture of development for rural Nepal.
liitegrated Rural Development and Small Farmer- Dcnloprnent: A

Case of Symbiotic Reldtionship :

The Tupche Village panchayat however also owes its success to the
lRO' project being implemerited iri the district. The input of materials needed
(or such individual o-r gro'up' project as livestock keeping, cereal crops;
bOfticult'urc, vegetable's farming', etc. has been' made available to them through
tile provisions made at' the disttict level by diflhelit line 11gencies within
tlnc' frame work Of the IRO' projeCt there. Si-milarly, projects such as irrigation

carial aria; a recently completed chees'e faCtory whe're the local people sold

th(:ir milk~ -have been undertaken also under the IRD project. The Marketing
office of the IRO projcCt has also established a weekly market in Tupche
where increasing amounts of local producc such as textile, vegetable,.
fruits. and other daily necessities are marketted. The IRO project has also
established a service Centre there ftom where services in the field of agri­
cultural extension, vaterinary aid etc. are made available. The soil and water
conservation office has done important conservation work to safeguard the
canal project mentioned above. Therefore. local opinion has it that without
the material and programme support of the IRO the SFO programme in

-Tupche or Karkimanakamana would not have been able to ac hieve that
proportion nor that success.

_ This question however ~eeds to be turned around too. O'ne of the pro-
blems of Rusuwa Nuwakot IRD project is its nonabsorption syndrome. Al
the end of three years of the p-roject life it had spent 66 percent of time
but only 22 percent of estimated' resource outlay. Grarited the fact that the
iRD project suffers from several serious @ottlenecks like unavai1:lbility of
of adequate manpower, relatively low level of motivation of the RD workers
and the lack of adequate streamlining of administrative and planning process,

the fact still remains that there is also the lack of permeativc organisational
structure to' the project which would reach the maximum number of vilJage­
rs nearest to them. The Small Farmers groups in TU;Jche and Karkimana­
kama'na certainly has provided such a structure wh,:reby each small farmer
household in the vilIage has been made a participant ill the process of local
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and personal development As a consequence tHe demand' for' developmental

resources has also recorded commensurate increase The allocation of a sepe­
rate budget of 929,0(10 rupees plus the cost of all the aforesaid projects

undertaken in the village are testimony to this phenomenon. what is more,

these small farmer groups also function as institutions at the local level n::s'"
ponsible and equipped for an on-going process of amelioration of the qua~

lity of life of its members. ProjeCts once undertaken are attended to and

maintained. From this point of view it is the interest of the IRD that is

augmented by the functioning of the small farmers' groups as much as
tlie small farmers' groups doing better through a program of fRO in
tnc area. It is simply a relationship of complimentarity and symbiosis.

Some [r,lplications for Expansion of tile SFD'programme:'

Because the SFD programme has much, to offer potentially to fullfill
the populist rhetoric common to the political and bureaucratic system like

that of Nepal, temptation to expand this programme on a nationwide scaH~

Would always be there and intense at times. This has been borne out

adequately by our experiences in the past. However, there are a few impli;.
cations of this programme that enjoins Utl0n all of us a special responsibility
to careful about if it were not to meet the same fate as a few good but

aborted projects in the past.

First of all the SFD programme', the way it is organised at present
is very demanding in manpower. It is a very supervision intensive programme

requiring people with adeq'uate training people with adequate training artd

PR capability to work intimately with each SF group and its members.

Secondly, Village and District P'anchyat would contiuue to be an

integral phenomenon of the Nepalese society. So if the relationship of the

SF grouj)s \vith VP in Tupche and similar other pockets worked out rather

well, it docs not however assure a success in a. wider context. The fact that

the SFD project could not pick up in Didur, the district capital of Nuwa­

kot district before it was brought to Tupche must not be forgotten. Recently.
the ADD/N has come up with directives to constitute the SF Promotion

committees at the village panchayat and district level (ADD 2036: 11-17).
But the fact that this system has not yet gone through the test of time
should not be lost sight of either. The relationship of a SF Project with

il. leadership structure which is the outcome of the stratified socio-economic
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~slructure eould have potentially explosive contents.

Thirdly, in Tupche and in other areas the programme was implemented
in a situation of abundance of resources, primarily credit. But if the
programme were to be given distrietwise coverage, that abundance will cease

to exist and competition for resources is bound to emerge. What kind of
a class struggle this wil1 lead to and what kind of an impact will it make

-at the district and national political arena are hard to predict.

Fourthly, integrated planning from below has to be the mainstay of
a successful Small Farmer Development Programme. However, it is a very

difficult phenomenon to achieve, given the kind of sectoral planning practice
that still govern the national development planning in Nepal.

In short, the SmalI Farmer Development Project is a beautiful but very

meticulously designed approach to development of rural poor. Therefore,
its indiscriminate expansion is fraught with many unpredictabie dangers­

sumething that could undermine the very fabric of such a promising

.innovation.

Pllnchayat Development Land Tax-A Good Innovation that Failed:

In this connection the history of the panchayat development land

tax experiment in Nepal £hould provide us with some lessons of experience.
The tax was designed to stimulate a self -su staining and self-reinforcing
development process at the village level. It was levied In lIeu of the regular

land revenue and unlike it the tax was collected from alI the farmers involved
namely the landlord who paid J5 ~~ of his Sh;lfC of produce, the tenant
who paid 3 to 5 % of his shar0 of produce and the ownertiller who paid
6 % of the produce. Of the proceeds from the tax 35 % went to the govern­

ment as compensation for the loss of land revenue, 10 % went to the
District panchayat as district development fund and the rest 55% were
retained· by the vilIage panchayats for local development.

As a result of this tax the village panchayats did get a lot of resources

to play with about 100,000 rupees a year on the averase. Thr. concerned
VPs did invest these new found resources Oll all possible development projets

locally. If in some cases the resources were not properly used it was

because of constraints external to the VPs themselves. Since this was a novel
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experiment, there were also some built-in fIIaws. For instance, if the tenants
who were not required to pay any tax under the regular land revenue system
did not pay their share of tax there were no recourse provided in the
rules. Another basic problem was that the Panchayats were deficient In

planning as well as technical manpower capabilities which contributed to the
wastage and misallocation of scarce resources. A constant monitoring of the
problems by the Government and the gradual development of soiutions would
have taken care of the problems that faced the experiment.

As it happened, however, the Tax was introduced in twelve village
panchayats in the district of Jhapa between 1964 and 1968 and stangnated
there for almost twelve years before it caught the attention of the polticians.
at the national level. In keeping with the style of their populist rhetoric
they decided to extend this programme to ali the seventyfive districts· of the
country in five years' time and in the first year it was introduced in five·
full districts including the rest of the VPs in the Jhapa district.

Unfortunately, however, the Tax was extended to other districts without
making even the much neoded improvements in its structure as well as its
environs. Even the preparation of the population in terms of provision of
information was not done before the introduction of the tax into a new
district. As a result confusion mounted and the Tax itself became a political
issue in the political turmoil last year. Ina bid to pacify the situation
the Government then summarily suspended the Tax system in all the district
in the country including in those twelve Village Panchayats where some
kind of modus operande for making it work had locally evolved overtime.
In other words, the Panchayat Development Land Tax, an experiment poten­
tially worthy of emulation by other underdeveloped ngrnrian countries. had
to be subjected to an unfortunate end because of a course of events which
was chracterised by political neglect in the begining. unpragmatic and
mindless expansion of the Tax solely guided by opportunistic political
rhetoric and an utter lack of political will to salvage it when it went
through a crisis period. The paradox is clear; such innovative projects need

political will to make it work but it happens to be such an elusive concept
in a 'soft state' that it lets the programme down when it needs it most.

Conclilsions:

From the foregoing discussion there arc a few ieSSOIlS to be learnt
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and it is in this context that expansion of the SFD Programme 5hould be

considered.

Firstly, the chances of success for the Programme is highest only
when it is implemented as an integral function of nn IRD Project.

Secondly, if the story of the Panchayat Development Land Tax is
any relevant to this Programme, uncertainties about its .future continue to
be there. Therefore, in order to evolve a modus operandi that is replicable
on a nationwide basis its expansion should be undertaken in a manner that
would make it harmonious with the existing system of development pbnning
and administration in the country. .It then ,follows tbat tbe test of the
:succ~ss of a SFD, programme does not . lie in its performance in a few
selected pockets; the concept and programme organisation sbould be able

·to develop a viability whereby it can integrate itself with the regular programme
formulation and implementation process in the country as a whole. The

first requirement therefore is to extend the programme on a district-wide
basis and to study the pushes and pulls to which the programme will be
sUbjected in the process.

Thirdly, since the small farmers have limited ability to compete for
resources against their stronger counterparts, separate allocation of resources,
·particularly, cr~dit, should be made for them. This should' go a long way
in averting potential conflict situation between tbe two classes of farmers
'which could otherwise have disruptive consequences for the novel progrmme.

Fourthly, trained and motivated manpower plays a critical role in the
•success of the SFD Programme. Therefo~e, two-pronged effort has to be
·made: on the one hand careful calculation and training of manpower should
be undertaken while at the same time search should be mounted to find
out means of economising on it on the other.

Fifthly, a strong monitoring mechanism is an ;) bsolute necessity for
this programme. If necessary expertise is not available in the country for
the purpose it should be liberally imported from outside the country.

Most important of all however, is the question of politics. There
should be no question that tbe SFD progamme is designed to benefit the
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"dispriviledged majority of the rural society and that al1ocation of scarce
resources for it would naturally imply lesser resources for the more priviledges.
Such a programme undoubtedly need the backing of the national political
will wbich, as stated above, is mostly an exercise in political rhetoric.
Therefore, in order to provide this programme with assurances of stability

'even in the context of changing political climates, specific policies sbou{d
be specifically designed and implemented so that the political transformation
that took place in Tupcbe in favour of the small famers should be a
recurrent phenomena wberever this programme is introduced. Such an arrange­
ment is more likely to build necessary pressures from below which in a
democratic set-up would have the strength to constrain the national political
decision-making process to attend to the priorities of the local people.
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","" h· [ . . h ~ .. ~trengt !enlng tile re(;elvlog meet arusm an
the g-ural 2u"eas through the· organization

of Smaii farrne,l"s Groups"

J. P. Joshi

. Theme on the problem:

After a painstaking trek for one hour in the foothill and uphill

we rested for a break in Village Balthali near the village tea shop. We
rested under a big tre~ surrounded by the farmers. Beside the tea shop is
the milk collection centre for that village where the small farmers of this
village deposit milk two times a day. The small channel whicn flows in this
village is repated to be used for irrigation and also as a source of drinking

water.

We were talking with the farmers and getting information from
them up out / about their life nnd village the passerby women folk to

. other village were just standing behind the farmers and staring curiously at
us and listening our conversations.

This is village Balthali, one of the villages covered by SFDP .Khopasi
implemented in Nepal. The talk with the farmers is documented below:

Q. Do you use improved seeds ?

A. We are preserving seeds from our own harvest since last six
years. 1 remember that one of our friends brought it (improved

variety) and we got it from him and further morc:- we are not
sure of getting timely supply of seeds from the cDoperative so we
set aside the seeds we need for different crops.
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Q. Do you use chemical fertilizers?

A. Yes, we use a little bit because we do not have enough money
to pay for the fertilizers and furthermore we do not get credit

from cooperatives in time of need. We use complex, complete and
amonium sulphate and others whatever is available in cooperative,
and we also use m03tly the compost fertilizer.

Q. Is there any J. T./J. T. A. and do you get any technical information.
from him?

A. There is J. T. A. for technical information but we have not seen.
him since last six months, we do not know whether he is transfered.
or busy in some other village.

Q. What is the source of irrigation in your village?

A. The main source is monsoon and we have a few old channels•.
So at the mercy of nature we get one or two crops only.

Q. What is the difference in yield between irrigated and non irrigated.
land?

A. An old man who claimed himself to be eighty-one came in front
of us and told that the yield is only ~ as compared to the total
yield of a irrigated plot. He was furthermore relating his hard­
ship days in farm work.

We talked with the farmers a lot and they related their problem
they have in livestock treatment and mortality of livestock specially buffaloes.
and problems of credit.

While talking with the farmers we happen to know that in their
village six S. F. Groups were trying to implement an irrigation with drinking
water project with the help of loan from cooperative. They hope to irrigate
their land by improving the traditional channel existing in the village.

They were planning to attach a milling system and electrification.
system by using the water of the proposed channel.
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However we found that it is an inter group project aimed at the selr
reliance for these groups which wiIJ increase their production with the use
of water from the irrigation project.

In the afternoon we visited the group orchard project of a group of
this SFDP project. All the members of the group have decided to start

tbi5 project in the land given to them by the local punchayat in lease. In
this or~hard they have planted and different fruit plants. They used all their·
labour voluntary in the land preparation and other activities. We found
the members busy in tbe construction of a shed where they plan to put 6/7
buffaloes and run it as a group project.

However the members were preparing themselves to get credit from

the local cooperatives.

After our visit in that village, in the late afternoon we treked down
and we were showered by the rain and rushed for the shelter and thought
nature is favourable to the small farmers with rain as the final touch for

their blooming crop.

Bacli.grollml 011 SFDP/Nepal

The above story i. e. my interface with the farmers of that village
is depicted just to show how a village in a district near by Kathmandu

valley (with SFDP project action just started) shows the multiple problems
of small farmers in credit, input. irrigation, livestock problems, techninal
know-how and their efforts in individual setting to solve that problems in
a village level accompanied by a group approJch of self reliance which is
just started. A villag~ is a economy based on self reliance which tries to
struggle for the development of their residents. Development aileets and

encompasses the eccnomic, social and environmental situation of man in
micro and macro level settings.

In fact peopk do not think and plan for development as such in
totality but in household level they just think of improving· their quality
of life w,th an efforts to r~eeive basic minimum requirements of life. They

do think development in their own way and try to develop some perspective
incorporating some risks which involves the use of new technologie$ for
their improvement in the household level.
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Even though it is a well established fact that the combined efforts
-of the governmental sector and action, plfticipation and decision making

proceS3 of household communities and specially of those of small farners
who compose a high majority leads to the development of any economy

·decades of experiment in planning process in South East Asian countries and

Nepal saw a wide variety of development models of growth equation regional,

sectoral. multi sectoral and balanced d:::v. approaches based on tricle down

theory for economic growth basing more importance on GDP/GNP total
growth etc.

However the main emphasis was laid on the development and strengthening

.of the institutional structure and the service so provided by the delivery
mechanism were mainly shared by the rich and literate farmers. So the high

percentage of small fMmers who were supposed to get services were deprived
of due to their numerous problems and basically the lack of effective orga­
nization of their own with their total participation.

Even though the services were there from the delivery mechanism
the lack of effective receiving mechanism & organization of rural poor
hampered the development and showed non operative tricle down affair.
The initiation and development of village organizations like cooperative cooked

like a pre-cooked model of rural organization at the central level without
.encompassing the needs and aspirations of rural masses and this could not

promote the peoples participation in these types of organization as it is
controlled only by the well-to-do literate and rich farmers.

So developmo:nt must be thought in a p:uticipatory approach, a

combined efforts of rural masses participating in development fields and efforts

of the government at the lOp. This demands the need of efT~ctive receiving

mechanism development OT poverty stricken masses smal1 farmers and in

harmonisation and schrynconisation with the selvices of the delivery system

of the different government institutions at various level. This is the main
philosophy of the 5mall farmer development project of Nepal started in
Dhanusha (plain ttrea) and Nuwakot (hill area) district since 1975 covering

two panchayats as the t:;nget area for the total deveJopm~nt of small farmer

Landless and sharecroppers initiated by the UNDP /FAO/ASARRD project
in a pilot project basic. The project concept has seen its extension in other

hilly and terai district of Nepal and by now rhe total SFDPs in ope~aticn

in Nepal are 24.
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Basic Phiiosophy and Concept of SFDP/Nepal :

The main aim of the small farmers development project/Nepal is to­

increase the standard of living· and economic status of the small farmers

landless and tenants by forming them into different groups for making them
working around a common economic activities Simply speaking it is to
strengthening the receiving and utilising mechanism of tbe group and harmonise­

it with the services of the delivery mechanism.

The l~asic philosophy and concept of the project IS as fo!lows:

(I) To organise the small farmers, landless labourers and tenants into·

grassroot groups composed of 12-15 members.

(2) To provide and support for their different economic income raising
agricultural activities as well as subsidary activities like crop production

cottage industry, handicrafts, livestock production and so forth to make

them self reliant.

(3) To increase their c2.pacity to raise tbeir voices for different services
provided by different line departments by the effective mechanism of group
concept so as to mutch their receiving and utilising mechanism with the

delivery mechanism (of line agencies) and to initiate different socia- economic
programmes like health, sanitation, nutritioneduc:ltion, population education

family planning, water supply, adult education etc. with the support from

different line agencies. In other words it is to make the small farmers
come with their groups plans and in the long run the development of the
concept of th,-, "pbnning from below" for their development.

\4) To initiate a action cum research study so as to see the replica-

. biJity in other areus and to make the smJlI farmers programme as an integral
part of districts regional as well as area programl11e without making it to
be a duplicatory or competetive but a complementary and assistance progrumme
focussing high attention on small farmers groups.

The programme provides high importance of field level workshop to

get information as problem and feed backs from th;: small farmers so as

to come with a solution seeking acti0n and implementation with their

effective participation in different fields.
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The initiation of the group organizer/action reasearch fellow is anoth.er
·vital part and novel idea of the SFDP. GO/ARF help in motivation of the
organisation of group & in formulating the individual. group plans and in

· the long run to crelte an atmosphere of ID0tivation for inter group action
and village panchaylt level plan with different innovative action and basically
by making the farmers to take part in decision making.

Basic points on receiving nod delivery mech:mism:

As described in foregoing sections wi th respect to experience of the
small farmers development project development demands the need of thl)

-development of effective receiving utilisation mechanism and its harmony
with the delivery mechanism. The concept of development and its imple­
mentation must be people oriented and with the participation of the rural
poor. Interventions and introduction of any programme naturally disturbs

·the existing situation which needs to be tailored with the patience attitude
of the people for its acceptance and really the acceptance and involvement
of people in the programme is a gradual process. However we have

·many experiences and many failures and I think m0stly due to optimistic
target fulfillment approach of development without involving the small
farmers in the process of development we failed a latin programmes which
made us to be in vaccum between and ourself and target group. So development
·of small farmers demands the need of the organization of the small farmers
group.

This paper is based on my experience in SFDP/FAP Nuwakot Dhanusha.
In this paper I'm going to relate different steps needed for the organization
& development of receiving mechanism and supportive actions needed from
the delivery side and different aspects of both system with respect t9 reflec­
tion from the SFDP/FAP. In the end this paper tries to provide a basic
model for the development of the small farmers in a village panchayat.

A brief highlight on both system will be of vital signiacance in
this stage.

Delivery mechanism:

Delivery mechanism means the services and facilities provided by the
government sector non government sector in a area. The services may vary with
~respect the ecology of the area (i. e. terai or hill variation may be there.)
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The services may be agriculture extension services, credit, inputs, veterinary.
health, family planning and other government agencies in the district level

and bank and semi -govt. org~mization from a part of delivery mechanism
where as village levelpanchayats credit and other cooperatives agencies .Iike

sub-centre, school and other voluntary organization providing a vital servi­

ces in the village level also form the part delivery mechanism.

Receiving r;:echanism:

Refers to the informal organization' of the small farmers, tenants share

croppers divided' into different groups· with their purpose of demanding,
planning, utilising and receiving the different services and facilities from' the

delivery m~chanism. The group always and must be of the segment of small

farmers. tenants share croppers i. c. of the rural poor' because ·the middle
and high~r olf farmers with their level of knowledge and other factors can

progress individually with respect to their reSOllrces, risk taking natue,
approach to new technology. Contrary to the rich the rural poor must
find their developmet in the group 9pi~it and group action to overcome their

low capacity of risk taking, resoucesless nature which makes them unable
to work and develop th~ms~lves in indi\iidual settings.

Harmony b~tl\'ecn tWQ system:

For the owrJl1 developn~ent of a village with a high concentration

of S:111ll farm:rs' household the harmonisat'on and schrynconisation of the

b1th sy,tem is a most important thing. This refers to the over all deve­

!opment of rural life encompassing the individual, group plan, community
plans where the role of the delivery. mechanism is seen. However the help
of delivery m~ch:lI1ism will lead to the different stage of group development

in v;llag~ level st;lrting from small ~roups to inter group actions to the
fi'1al stage where the village(pmchayat will be working as a big association

of group in the end: which will shape and influence the whole rural and

agricultural development of any villJge.

Som~ experience from NunakotjSFDP:

.For the' effective . development of any village composing a high

percel1tag~ of small farmers, landless and share croppers the stages from

individual farmer to group development, from a few groups to ward level
in'er group action and finally to the association levd IS needed and here

the role of cytalist; agent with 'the help of line.agencies at different level
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is a must.

Before proceeding to these steps of group development it is better to
throw light on the experience of Nuwakot project in this case.

The group organiser & action research fellow started his action in
Tupche/Karkimanakamana panchayat in motivating the small farmers in form­
ing them .elves into various grou ps after the preliminary works of bench
mark surveys has been finished. This vainstaking efforts in motivating people
was unable to produce any result very soon. The formation of group was
a little bit slow.

The concept of group approach it~elf is a new idea which was unabled
to be canvinced to the farmers. As the farmers are individualistic hetreogeneous
and more than that the structure of the society itself which is 3 non communist

one could not permit this idea and further more it made some confusion
to the farmers about the joint liability mechanism etc.

With respect to the group liability linked with the easy
of loan from the cooperative society a few groups were formed
found credit as a force playing behind the group formation.

availability
and they

The acceptability of any programme in the village with a low
concept depends upon attitude and sense of feeling in them that the programme
is for their well being. So the acceptability of the programme is always
a gradual process depending upon cJllfidence of the farmers to the programme.

The farmers in the same village were reqluctant to form a group &
were observing the operation going on in the newly formed group and in

cases it took 12-18 months for the new group formation for which farmers
wera convinced by observing their fellow member in village doing different
activities in the same village.

The acceptance of any new concept demands upon
standing of the farmers and how it gradually developes
below as one of our experience.

the level of under­
is detailed down

"In Nuwakot project area we advo:ated th~ need for and advantage
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of toiletpits in creating a healthy and £ood environment in the village. The
motivation by ARF led to one group's construction of 16 toilet pits in
a ro\\' besides a h.ll trekking route.

Group members frequently asked the ARF whether their families
could also use the toilet pits. Farmers even constructed a toilet pit but

never used it, thinking -that it would small bai when the ARF come to
inspect it. Further more some group members thought the pits were to be
constructed for the slke of the ARF on his visit to their homes."

The levels of understanding has been developed gradually in Nuwakot
project and within this period the grOup formation covered almost alI
the target group of small farmers. The group farmers started the individual
income raising activities with joint liability and further more activities like
decision making by the group in different aspect. group meeting every month
starting of the group nucleous project. inter group projects, group savings
division of work responsibility among themselves and other activities like
trairJing, socio economy activities. So it has becan:e a process where farmer
with the help of line ugenccs. ARF und other are proceeding ahead for
th~ total development of the project area. Thus the concept of group
approach has seen its development with a two way process of learning
part for delivery mechanism (line agencies) and receiving rnecbani~m (groups)
with a partiCIpatory approach of action in this project area.

A model for tile strengthening of receiving mechanism in SFDP:

Small farmers development project idea is based on the over all

development of small farmers with their own group efTort leading towards
their self reliance structure This d(mands difTe;ent steps and situation where
the receiving mechanism, the group, develops from its starting point to
the final structure of small farmers association. The main idea is to make

groups plan, receive and implement their production, group and community

programmes with their own plans the resources supplied by the delivery

mechanism line agencies.

Development is a two way process combined with participatory 2ction
of two system receiving and delivery mechanism. So this section prestnts a
model, in light or the experience of the ongoing small farmers development

projects, for the strengthening of the receiving mechanism of the grass root
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groups with supportive structures roles to bepJayed by delivery mechanism.

A. Steps in group development:

(I) with respect to experience in the ongoing SFDP projects of Nepal
SeQ farm families are found in an average to be of the small farmers
catogory in a paDchayat. So in this case also the assumption is same.
Chart I shows how the small farmers before the group formation are
unable to receive the services and facilities frum the delivery mechanism
agencies. This is just· illustrated to sho\v the need of group organization

at a village level.

llI) Group formation (see chart II)

(a) Intution of. the cytalist agent ·GO/ARF is a must who is dedicated
to work in the village level with the small farmers. He must be given
intensive training on work procedure and rural behaviour. Role of change
agent etc.

(b) GO/ARF to do preliminary household survey visiting each and
every household to identify eligible small farm household with respect to
the established norms on the definition of small farmers, landlesss, share

croppers etc.

(c) Analysis of data and house to house visit by GOjARF . will be
a learning process for him about the rural situation of the village and
this will make him aware of rich farm:rs trying to sabotage the programme
from the starting.

d) 10-12 groups only must be formed in the 1st. year compared
of 12-13 members in each group which will provide enough time for the
GO/ARF to supervise and follow up tho activities of the group.

(e) For the effective strengthening of the groups and for making them
cohesive small farmers must be encouraged to have regular group meeting
to Increase their group decision power. Group leadership development and
division of work responsibilities among members must be encouraged.

(f) Group member to s'lpparted in their diffaent economic income
generating activities like crop production, livestock,cottage industry, handi-
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·crafts activities. The support of credit, inputs and services to be provided
by the delivery mechanism line agencies.

(g) Under group decesion the initiation of self help activities group
savings, socio economic activities, supported by line agencies must be started.

(h) 1he Ist., 2nd. and 3rd year will see the formation of 40 groups,
individual economic activities, group projects like orchard, cottage industry,
b::e keeping, handicrafts etc. The inter group action between groups in the

spirit of coopcwtion and launching of the project must be initiated.

(i) For the effective execution of the job responsibilities and the deve­
lopment of group spirit different types of training must be devised and

departed to the group members.

(See training section)
(j) Review of the group works, self evaluation must be conducted so

as to learn from the group which is two way process of learning and tea·
ching for both groups and line agencies which will be helpful in solving
and revilalising the functions and activities of the group and line agencies.

(Ill) Situation of village after intergroup action (see chart III)
After 3 years the formation 40 groups covering the 500 farm families

eligible for the small farmers will be seen in this stage. The inter group

actions are already in start in different ward levels which is a base for tho
final stage of tbe association level in the village, ward level committee doing
planning and programme formulation in surr.mation for the small farmer of
the ward areas must be Initiated. The development of the ward level centre
which will be like a meeting place must be encouraged while in the long
run it will be like a entertuinment venue, market place and the service centre ( to
be served-by trained smalI farmers) of the area serving 50/60 household of the area.

(IV) Formation of association: (see chart IV)

Formation of the association is the peak point in case of SFDP for
the strengthening of the receiving mechanism of the small farmers in the
village panchayat level. Two members each chosen by the ward level commi­
tte from each ward forming the association will have the main role for the
matching excercise of the small farmer summation plan in village level with
the district plan of the line agencies with the possibility LJf safe guarding the.

reservation of inputs, s.::rvices for the small farmer of the panchayat.

For matching the overall plan of the village levd the association has

to play a key role in harmony with the villag~ panchayat. The posibility of
disharmanis:ltion with the rich farmers also must be avoided by the associa.
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tion. This makes the aSSOcIatIOn to playing a· big role with the advisory
assistance of panchayat members. rich farmers, GO/ARF and other village
level line agencies in matching the small farmers programme with the basic progra-
mme 0f the village panchayt.

(1) Situation of the village before the group formation:
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Diagram shows how the services of the delivery agencies are tapped mostly
by big rich farmers only (denoted of squar~) and masse.s of the small farmers.
in a village panchayat are unable to receIve the servIces.
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{2) Situation of the village after the group formation:
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Formation of group through the motivation of action research fellow in a
village leads to trends of group small farmers getting services and Jinkages
with different line agencies. This creats a situation where rich and poor
{in group) get the servIces from different line agencies. A harmony between
receiving & delivery mechanism and between rich and poor.
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(3) Situation llf the vi1lage after the inter group action:
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500 eligible SF household in village divided into 9 wards. The crcation or-
the ward level intcr group action in the village level forms a back ground
for the a~sociation.

(4) Situation of the village panchayat after the association of small farmers;
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-Representive~ of groups from ward, big farmers, panchayat, coop. and oth>'::
village level agencies form a village committee and work for a village level
-programme comprising of individual group inter group community level
projects and receivi ng the s~rvices from the delivery mechanism of distr i ct

level.

B. Training to the Small Farmer;

Training and oreintation programme plays a vilal role in the streng­
-thening of the group approach and the receiving utilising mechanism of the
small farms in totality in different stages of group _ development. Any way
the SFDP philosophy which targets the self reliance approach among the
group members must be supported by adequate training 10 aid the illiterate

-group members for the effective operation and implementicJn of their income
generating projects and basic concept of group approaches etc. for making
the group a cohesive and workable in nature.

Experience in the Nuwakot/Dhanusha project has shown the develop­
ment of the shared leadership pattern in the groups. For the effective perfor­
mance and the better group organization the groups divided the work
responsibility among the member by the decisi0n of the group. Among the
work responsibilities divided are apart from group leader, deputy I assistant
leader. health, sanitation, compost pit, latrine making followup man, livestoc1c
and veterinary man, crop and insecticides man, accounts keeping secretary.

The eff~ctive receiving mechanism which means a way towards the self
reliance in a group sipr:t & its linkage with different line agencies in district

and village level for their problem solving actions the groups must devise the
shared leadership pattern by dividing the job responsibilities in the prelimin­
ary days of SFDP and group formation. (chart 2)

The division of responsibility in itself wiII not solve the problem the
members in each group must be given training in different skills so ns to

perform their duties i.e. the dessimination of knowledge nmong fellow
members.

The tralDmg must be of a remedial first aid type in
means a new approach of training for the smal1 man for his
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standing and memorisation and thinking the possibility of dessimination among
fellow members. So the training must be of a practical nature wilh lots or­
field demonstration etc. This training programme must be designed by the

appropiate line agencies which in turn is a challauge for them also who are

more experienced in training the progressive farmers.

(a) Training the first 3 years of group formation and ils action diffe­
rent training programmes may be devised to make the group effective in
performing their function in different skills and for a better understanding.
of the group concept. The training thus devised may be as follows:

(1) Crop production

paddy

wheat

maize

millet

(2) Cash crop production

(3) Horticulture I kitchen gradening

(4) Irrigations & water management system

(5) Group planning record keeping of group savings...

group concept and dynamics.

(6) Livestock treatment and livestock development.

This practical type of training must be for the duration of 5-7 days­
with the inclusion of different refresher courses to see the effectiveness of
training and modification with re~pect to need.

These trainings will be the basic moving force for the development of

the group concept and strengthening of receiving mechanism.

Apart from these general training members from each group can be trained.

on special skills like bee keeping, sericulture, cottage industry and other

handicraft activities with respect to the need and functioning of group­
project.
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(b) The next stage (see chart Ill) of training need will be in the 4th
year of the SFDP in operation. By this time all eligible households are sub

-divided into groups "nd have started different activities. The development

of intergroup action is already developed among different groups in mutual

help, inter group project and others.

This stage demands the need of intensive training to be given to diff­

erent group members selected from the ward level base. T11e selection of
participants is to be done ward level committe out of the participation from

different groups in one ward who have undergone training in different skills

and performing effectively. The intensive training course must be of 4 weeks or
more depending upon the nature of skills and the trainees must be equipped
with a kit for performance or demonstration in the field. The training areas
which is more or less same as of section (a) and to be designed by differ­
rent appropriate line agencies in the district and vill<Jge to develop a
cader of village level intermediate technicians supposed to work in the ward
level and create a harmony in the group and create a inter group action
help among 45 -50 families divided into 4-5 groups.

With the skill development of the participants they will naturally feel
the need of being paid as agricultural assistants under agricultural develop­
ment offices of the district. nut with respect to the nature of self reliance

-and self help motive of the training the payment for their services must be
in the decision of the group or inter group committee and that of the

household.

The traditional system of the payment to the witch doctor· in the
village, village postman and tolls in hand driven pully and suspension bridge
shows that villages in Nepal have some traditional self reliance approach. So

in this case also the payment system can be decided by the group member
of the ward OF village itself. In case of the need of revolving fund for

medecine, insecticide, pesticides diffc:rent groups in ward level must create a
revolving fund out of the group savings. The following chart will show the

inter action of the services between receiving & delivery mecbinism after tbe
-training: (Example only for Agricultural extension)
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E,aluatioD system. for the dev. of receiving mechanism:

Steps of group development with different process; the shared leader­
ship pattern and training to the members followed by the training of inten­
sive nature to the farmers in ward level must be supported by the review
and evaluation mechanism of participatory nature for the effective develop­
ment of the receiving mechanism of tho small farmers.

Evaluation is a two way process by which both farmerrs and delivery
mechanism line agencies can learn, improve and execute the programme and

activities in a effective way.

(1) Review meeting:

After the lapse of every 3rd month the cytalist agent the GO/ARF
must initiate representatives from each group to participate and hold a review
meeting. The purpose of meeting will be to review the situation and pro­
blem encountered by the groups and the solutions devised by the group
decision. This will lead to environment of the exchange of ideas betwet:n
groups and further more they can be guided by the GOjARF and other
line agencies in the village level. The out put of the review which will be
a list of achievements and problems, solution will definitely be]p the groups
to come closer and establish a link among themselves.

Once a year a project level evaluation must be conducted in the pro­
ject village itself with the participation of the district & village lavel line
agencies and representatives from different groups. This excercise is to review
the yearly situation of the programme in action.

The evaluation which will be of the participatory nature with the
initiation of group reports, field visit to the group area and then leading

to the input of the list acheivements, problems and solution wil1 naturally
hle a significant thing for the reshaping of the policy and the implemention
procedure of the diffirent line' agencies for the next year to come. Further
more it wil1 be come a venue where both mechanism (receiving & delivery)
meet, face·different problems of the small farmer with respect to their income
raising project, group project community project and plan a strengthening of
the services in totality from line agencies and the receiving mechanism trying

to develop its own footing, witb the coming of a large number of grout>
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in 4 year and after that in the stage where there is the establishment of
SF association the review and evaluation to be done in quarterly basic is
supposed to be convened in ward level and whereas the association has to
play a key rule in the 5th year. In higher stage of group development with
association has to plllY a role of intermeditory for the execution of the solu­
tions prescribed ill the annual evaluation with the help of delivery mecha.
nism line agencies. This will be the main basis of the strenuthening of the
receiving mechanism in the high stage of· group development..

Review ~€, iew yea rl , "?vdluation
Review 12

8
3 6 9

yearl.y
month month month

1-3
yeMs

Delevery mechanism

Revise pi icy by I
delevery mechanism I

Group
self development·

t
Wdy to Intergroup

action.

.. ~.

4th.
'(ear

and
After

'In Ward centres
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C. Ward level centre;

Inter group action which is one of the steps of the group develop­
ment and toward the strengthening of the receiving mecllanism of the small

farmers will find its parts smoothened with idea of the ward level centre.

The initiation of this idea is' based on the FAP/areas where farmers have

built group/inter group meeting places used for different types of meetings,

education programmes entertainment activitit,s plus the guest lodging facili­
ties. This low cast building ball is built ny the nJi;mbers pooling their

labour and I,lcal metcnuls.

This model finds that the building of the waru level cen.tre will inte­

grate different types of programme in the vilLqc/ward level for the support

of small farmers groupe,. The ii1tution can De done in the 4th year and
the valu:: will b~ the focal point for 4-5 groups in the ward for the meet­
ing place in the initial days. With the programme like ward level review

meeting, trained group members can use this place as a service centre,
adult education. population cducatio!i programmes motivational activities, re­
creation stage shows, Services by family planning offices of the districts and

finally with a chain of activites the centre can become a focal point as a
marketing centre etc. In the presence of this type of centre in each ward
inter group nction activities i.e. a step in the strengthening of thc receiving
mechanism of the small farmers can be seen meterialised.

E. Co-ordination mechanism for the dnciopmcnt of the rccei,'ing mechanism:

With respect to the dc\'cJopment of the receiving mechanism and

members of the small farmers groups coming up an effective co-ordination

mechanism must be developed from below to match, integrate and coordi.
nate different 2.ctivities and harmonise the relation or' the small farmers with
the big farmers in a village level. Individual household plans, group plans
and community plans of ward level must see a matching excercise with

the panchayat level programme and with the district level programme
allocations.

Based on experience of the FAP/Nuwalwt-Dhanusha the following tier
of co-ordination ffi-;cbanism is proposed.
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Ecc I

$
/1~"

Shared l"adership

Group level ct;m:nittc:

A group having the shllred leadership pattern dc,.cloped with rcspon­

sibiliiies divided among members may find the need of some subcommittees
for enhancing the group programmes and for the effective control among
themselves. The committes may be for loan, repayment ::.nd group project~.

Intcr group 'committe:

A village jward which constitutes 4-5 groups of sma II farmers (45-50
households) needs a intergroup committee for making a effective harmony

bctween the groups for their sdf help activities, villa:;e level programmes.
The committee has to harmonise groups relation with the big farmers of
the areas also. The committee may compose of one member each for every
group and the coordinator to be selected by the repr~sentatives of the group
themselves.

Pl1nChllyat Ic\'c1 co-ordination committee:

With respect to the operational experience and for maintaining the

barmony of small farmers group with big farmers and the need of integra­

ting panchayat plan with the group plan in SFDP panchayat there must be a
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PLCC body for the eff~ctive operation of the programme.

The body is supposed to harmonise the group plan with the panchayat
plan and bring a total plan of the panchayat composed of community plan
group plan area' and individual plan. The panchayat level committee will be
composed one representative each from groups based on ward level, chief of
the village Panchayat, two active pancbayat ward members.

The committee will invite GO/ARF, co-operative manager l. T.ll. T. A.
·of the village panchayat as per the need as these agencies plays a advisory
role in shaping the programme in the panchayat level.

However after' the formation of smaII farmers association the matching
excercise of the panchayat levcl planning will be done by the association.
The association will have two member each from ward based groups and·
will have a dialouge with the village panchayat and other bodies in the
village level.

G. Conclusion
.',

The main concept of SFDP which is based on the group ap£!.oach
with self rellance and a effective development of recelvlllg mecharii'lirf'is .,;
challenging issue for us. The project philosophy with its replic<!tivn forsees'

"the possibility of the m:uked shift of leadership and control of socio eco­
nomic political situation in favour of the small farmers majority. The effec­
tive development of receiving mechanism and support from the delivery side
in different aspects will eventually lead to a' situation with possibility~fsmall
farmers federation in future. With the possibility of the marked shift in th'o
situation and social structure poses a question before us arc' we fully
committed and prepared for this situation for the overall development of
small farmer otherwise it may look like a flash of plan in development
and a lip service approach only.

To see in totality the development of the receiving mechanism depends
upon not only in the change in policy the support and effective implemen­
tation of the programme by the line agencies but also the must important
thing is the total commitment from our part how much we are committed
for their development. It is a questio'n' regarding how far we as bureau­
crats can change our perception, ideologies; f concept for serving the cause of
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small farmers. It is easy to plan and think of development but in imple­
mentation sets of problem forces us to ask ourself are we really helping the­
small farmers. Development has become conceived as an abstract or modern
art but for small farmers it must look like a fine art. So the real deve­
lopment is only possible wnen we can equate our thinking and action with,
that of the small farmers.
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TOTAL INCOME ASSESSMENT NUWAK01

e

Additional I ._ ..._-

Wheat
Family Animal

Livestock Total

lRs )
labour labour income I (R s.)
(Rs) (Rs) mean:.

\Rs.) I- ~---~--~-~i ---~_.~-- --.
,

420 18255 660 15998 I 19720 61688~

I
- 10987 1380 8969 I 9600 34596·

i 1-- .- _.W~ ...,·~.__._.._~_~__---------.---

Paddy Maize Millet

(Rs. ) I

(Rs.) (Rs )i

i

Project 2710 2400 1530

Control 2700 600 360

* These figures do not include the value of food produced and self-consumed.

Assessment of Total Expenditure Net Income

---Food - I Annual 1 Cost of I'-~T~tai-- Total Toial-r~;~rAv. net
purchased Expenditure I Cultivation EXIJenditl~ income Expenditure t--. income

--=------ - --~.~ ..._- . I
Project

9400 39304 13004 61708 61688 61708 I -20 I - 0.53(38)
•I

Control 11025 24185 11886 47095 34596 47095 -12499 I - 4.:16

(28 ) \ !
I

I

Source: APROSC - Impact Study of SFDP (Nuwakot and Dhanusha Distrtcts), Feb. 1979.



PURPOSEWISE LOAN DISBURSEMENT AND COLLECTION
IN THE SFDP AREAS

(From the beginning till 1978179

(Rs. m 'ODD)
S.No PU-'cse Disbursement Colleclion Ontstanding

--&-~.

I. Cereal crop production 592 351 241

J) 2. Cash crop production 237 82 ISS
111en'., 3. Farm Mechanization and irrigation 1897 336 IS61
~

~
~ 4. Agro -business (livestock and birds) 3785 812 2973--...,.
t::. 5. Cottage industries 373 112 261r-
rr;
("")

113 112a 6. Horticulture
"t:
"'<

7. Others 457 174 283

Total: 7454 1868 5568

Source: ADS/N.
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Impact of SFCP on farm output, net

income and adoption of nev\t' methods

A Nepalese case study

-C.M. Rokaya

1. INTRODUCTION

1.1. Bacl<ground:

As in most less developed countries (LDCs), agriculture is by far the
most important and largest sector in the Nepalese economy in terms of gross
domestic product (GDP), national employment, export earning and raw mate­
rials to industries. Approximately 93 percent of the total population relies on
agriculture for subsistence; it alone contributes about 66 percent of GDP
and nearly 80 percent of the total national export revenue is drawn from
this industry.

Realizing that no head way can be made without deveJoping the agri­
cultural sector. this sector has been receiving high priority since Nepal has
undergone planned economic development since 1956.

With an 0 bjective to accelerate the process of transforming the country's
traditional agriculture into a modern self- ~uotaining one, the use of modern
inputs such . as improved seeds, fertilizers, chemicals and machineries has
been very much encouraged in the past two decades by His Majesty's
Government through the educational work of the extension service and the

provision of other services such as the network of cooperative societies,
Village committees, the field net work of the Agricultural Development Bank.
the Agricultural Inputs Supply Corporation und other related services.
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Agricultural Development Bank (ADB) established in 1967 has at present, a
working net work throughout the Kingdom with 138 field offices, four
regional offices and central office in the capital. Besides its field offices, the

ADB/N, runs 30 Small Farmers Development PIoject (SFDP) at present and
plans to launch 180 SFDP in next 5 years.

It appears, however, that despite a lots 0f hard efforts in the past

to develop agricultural sector, the growth in agricultural productivity has not

been satisfactory. The statistics for some recent years reveal a disturbing
situations. Population appears to be growing at about the rate of 2.0 percent

per year while food grtlin production is increasing at a slower rate of about

1.2 percent annually which was far less than the 3 percent increase annually

projected for the fourth five year plan (\970-1975).· Dr. Hista 1976 reports

that, " with the present 2.3 percent annual population growth rate and
lower growth ratc of food grain production, it is estimated that there will

be a deficit of 93 thousand metric tons of food grains for home consump­
tion in the year 1980."

One of the main reasons for the slow growth rate of agricultural
production in the country is currently felt to be the fact that the smal1

farmers who constitute the bulk of rural society could not participate in the
development process (Rana. 1978), As a consequent their productivity could
not improve, they remained poor and also despite the slow growth rate in
agriculture, the disparity between big and small farmers became wider
(Rana, 1978). The national objective of growth with justice did not seem

attainable.

At present the main concern of the planners and policy makers is to
bring the small farmers into the core of all agricultural development efforts.

This involvement of small farmers in the developmnt proces3 gained mOIlle­

ntum with the launching of the small farm credit programme (SFCP). The

first two such programme were . launched in 1975, one in hills (Nuwakot

district) and the other in the terai (Plain) - Dhanusha district. At present

(by 1978/79) the number of SFCP is 30.
Tn Nepal, about 75 percent (Appendix 1.1, Table 1) of tile f:Hm po­

pubtion in kingdom operate holdings of up to 1.0 hectare in size. Only 8

.. C.R. Anthol : Unpublished working paper, Agricultural Sector Assessment

for Nepal. 1974.
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percent of the population operate farms of 3 hectares and greater (see Ap­
pendix 1.1 - Table 1). One estimate suggests that the peasant farmers may
represent more than 50 percent of the world's popuiation.* If indeed peas­
ants are so numerous, they may be expected to represent the major pro­
portion of decision makers in a traditional agriculture, consequently,
considerable attention will be given in this study to the various views
concerning the behaviour of the peasant (the small farmers).

1.2 The problem:

There appears to be general aggremcnt among policy makers and eco­
nomists that, in order to transform subsistence farms into commercial farms,
the injection of new agricultural methods into the peasant economy is most
es~ential. The peasant farmers' weak financial condition is thought to be the
constraint on the adoption of new methods and on increasing their productivity.
The Small farmer credit Programme (in LDEs) seems to have launched
based on the general preposition that the provision of cheap institutional
credit to small farmers is positively associated with the adoption of new
methods and thereby with increasing output and income of small farmers.
However, there is no general consensus among economists about the role
of institutional credit in the adoption of new methods and in increasing
farm output and income of small farmers.

Some economists argue that non-economic factors such as social consi­
derations and farmers' personality attributes are also important in influencing
small farmers' adoption of new methods.

Nepal is one country which has introduced small farmers credit pro­
gramme (SFCP) with the objective of inducing small farmers to adopt the
new methods and thus raise their productivity. There is general optimism
about the programme but experience in ot>,,;- less developed countries sugg­
esst the need for a degree of caution.

The present study was designed to evaluate whether or not the Nepa­
lese credit programme is likely to achieve its specified goals and if not

*Rockfeller, J. D. (1970) "The challenge of population
-Wharton (ed.), subistence Agriculeure and Economic
company, Chicago, 1970).
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bow it may be made more effective. Are the social aad attitudinal factors.

barriers to tbe auoption of new methods?

1.3 Objectives of the Study and Hypothesis:

The objectives of the study were;.

a) To assess the imrnct of institutional credit availability on:

i) farm output and net income, and

tbe adoption of new methods;

b) To analysing small f,muers' personality variables and examine their

relationship with the adoption of new methods and borrowing; and

c) On the basis of the findings to suggest Policy alternatives.

In meeting the above objectives it was intended to test the following

hy potheses:
a) The availability of agricultural credit to Nepalese small farmers was asso­

ciated with increase in farm output and net income.
b) Farmers who use the available credit facilities were more likely than

those who did not adopt the new agricultural methods.
c) The adoption or non-adoption of new methods could be rdated to far-

mers' attitudes to fatalism, to change and to risk.
d) The adoption of new m;:thods waS Positively related to level of income

and educational achievement of farmers.
e) Farmers view toward cr~dit affected their borrowing bella-vi our.

2. THEORITICAL BACKGROUND & CO~CEPTUAL FRAi\1EWORK*

2.1. Theoritical Backgronnd:

Small farmers appear to cUl~;\i~ut,-, the largeat fwction of the rural
population in LDCs. To bring this section of the populatiou into the main
stream of agricultural development seems to be an important objective of
planners and policy makers in LDes in recent years.

One of the most dramaatic and dynamic forces including change in trad­
itional societies seems to be the New agricultural techniques. Although new te­

chnology constitutes a major dynamic force for the modernization of peasant
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agriculture, its adoption has been resisted by farmers and this has led to
what is oalled "Technological Gap". This technological gap is seen by the
planners as a potential source of higher productivity. The meagre pre-adoption
capital of small farmers is regarded as the main constraint to the adoption of
the new methods tby small farmers. The availability of cheap institutional
credit along with modern input is considered to be an important instrument
to overcome this constraint. The implicit hypothesis of the agricultural credit
programme of LDCs seems to be that small farmers, will make use the credit to
adopt the new methods necessary to increase their farm output and resource
productivity thereby obtaining greater income and also increasing total national

.agricultural output.

However, some studies in LDCs show that the availability of institutional
eredit along with modern inputs does not necessarily induce small farmers

to adopt new methods. The relationship between the availability of institutional
credit and the adoption of new methods, output and income is not clear
out. Social and personality variables such as attitude towards risk, to change
etc. seem to be important factors influencing small farmers' decision to adopt
new methods. It appears that the behaviour of small farmers with respect to
the adoption of new methods is a complex matter involving not only economic
factors, but social and personality factors as well. The decision to adopt or

not to adopt the new methods is probably a result of the interaction of all
tbese variabies.

2.2. Conceptu:l1 Frame Work'

The notions and insights distilled from the theory indicate that the
diffusion of new m:tl1ods into the p~as3.nt economy is necessary in order to
increase food production and income of farmers. The tneory also reveals that
the news methods demand comparatively high capital outlays for the purchase
of modern inputs. As such, without the availability of cheap institutional
credit along with modern inputs the poor subsitsence small farmers may be
unable to adopt the new methods and so would be unn01e to increase their

output and inc0me. This implies that the adoption of new methods and farm
productivity are, to a large degree, positively correlated with institutional
credit availability. Intutively the borrowers (the credit users) would be in a
better position to adopt new methods tban the non-borrowers. A positive
relationship between availability of credit and small farmers' adoption of new
methods and their productivity are, thus, expected. Investigation of tbis
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proposition is one aspect of present study.

However, one school of thought suggests that the adoption of new·
improved methods by small farmers may not be determined solely by credit

and input availability done but may be the product of interaction of economic

as well as social and person:llity (individuals beliefs, attitudes, educational
level, etc.) variables. Small farmers personality variables such as attitudes
toward credit. new methods, risk, and toward change together with income

and educational level may well affect decisions to make use of institutional
credit and to adopt neW methods. Therefore, as justified by the theory,
analysis of snnIl farmers st:lected personality variables and their relationship
with the adoption of new methods and credit use will form . another aspect
01 the investigation III the stduy.

It is expected that personality variabks are associated with the adoption
of new methods. It is alo;o expected tbat small farmers' person::!Iity variables

such as the general attitudes towards institutional credit alIect their borrowing
behaviour.

3. METHODOLOGY

3.1. Sluuy Area:

The small farmers credit programme (SFCP) selected for the present

study lies in Nuw:\kot District, Nepal. It is one of the two first pilot
programmes launched in 1975. The Nuwakot district is one of seventyfive

administrative districts and lies in the central hilly region of the Kingdom,
N::Pll. In the district ~';FCP covers only two village p~nchayat (i. e. two village

administrative units). The two panchayats arc Tupcbe and Kar~;imallakamana.

For the purpose of the siudy Tupche W:lS selcctd bec:mse of tne homogenity
of it3 topography ::md climate.

The total area of Tupche panchayat is 31.0 square kilometers and the

area under cultivation is 2950 ropanies (one ropani =0.05 hectare). The pa nchayat

consists of both 11at arld sloping terraced land and conti!.ins irrigated as well
as unirrigated farms. The main crops grown III the area are rice, maize, finger
millet and wheat.

The total population of the panchayat during the study period \Va s.
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·4,800. There were 854 households of which 498 (58.38~~) were small farms
(below 8 ropanies). The balance were households with farm sizes above 9
ropanies and the landless. Thl: latter constitute 2.8 % of the total households.
Agricultural extension and land reform services in the area were introduced

.more than a decade ago.

3.2. Methodological Framework of Analysis:

A diagramatic representation of the methodological framework developed
-for the study is shown in Figure 3.1, on the next page. The conditions
required, assumptions made and the procedure followed in the analysis are
discussed and explained in Appendix 2.1.

The objectives of the analysis consist mainly of two segments. These were:

a) The investigation of the relationship between institutional credit, net
income and the adoption of new methods, and

b) The relationship between small farmers' personality variables and
the adoption of new methods.

The first segment involved two approaches. The fi rst approach was an
-analysis of changes within the sample of borrowers (for participants in the
programme). The second approach was a comparisio n of the borrower and
non-borrower groups. Significant changes in farm output, net income and
the adoption of the new methods with respect to borrower group would
imply that institutional credit is associated with these objectives.

The selection of one viIlage panchapat as the study area ensure a
high degree of similarity between farmers with regard to environmental conditions
thus minimizing the difference in the. various performance variables due to
such conditions.

Perhaps the most convenient and direct way of

impact of agricultural credit on the performances of
is to compare the loan borrower with similar
have not borrowed. Thus, a simple experiment
effect of institutional loans on small farmers' farm output.
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Figure 3. I: Dia~r:J.m:l.tic representation of proc~dnre for assessing the impact
of SFCP on farm output, net income and the adoption of
new metllOds.

new methods were unde~taken by eXJmining the performance of two randomized
groups from the sam~Universe. l.>ne with loans and the other without.
Additionally, comparisons were made of the situations of the loan borrowers
at two different points in time, one before borrowing and the other after
borrowing. This latter comparison would enable the before borrowing performance
to act as a check.

In case of the examination 'of small' farmers' adoption of new methods
behaviour and borrowing beh'aviour, the focus is on personality variables
(defined ther~ to include ifl'di~idual's beliefs, attitudes, ed ucational and income,
level) and their relationship with the adoption of the new methods and
borrowing behaviour.
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Besides personality variables, various other social factors may have
some influnce on the adoption process but small farmers' persunality variables
are thought to be dominant factors infiuning individual decisions to adopt
the new methods.

3. 3. The Survey:

3.3.1. The Questionnaire:

The objective of the field survey was to collect enough
relating to the agricultural production process, small farmers'
other personal chdrdcteristics of both the borrower and the
(that is, the control group).

relevant data
attitudes and
non-borrower

The questionnaire designed to collect relevant data and information was
tested in a pilot survey and some modifications were necessary. In particular, it
wa'! found that farmers were unable to give information relating to:

a) The number of days or hours worked in the field, and

b) The cost of production in acurred in 'the pre-borrowing period.

Accordingly, questions relating to these aspects were discarded.

Most of the questions (for example, relating to the characteristics of
farm operation such as input-output coefficients relating to various main crops
grown. information sources used, credit used) are straight forward.

In order to elicit individual attitudes and beliefs, a single question or
several somewhat similar questions can be asked. However, in the latter
case, there appears to be some diftlculty in determining the weights to attach
to the nominated measur~ of an attitutional variable for the purpose of the
construction of 'indexes'. For this reason it was believed tbat the use of a
carefully chosen single question would b;, preferable. Therefore, the respome
to single questions rather than indexes of responses to several somewhat

similar questions were used in this study.

Selection of these single question was guided by the relevant literature.
For instance, questions relating to attitudes toward change, fatalism, inter­
personal trust and like are based 0n Rogers (1969) and Hoffer et. aL (1958)
while those relating to risk are based on Hagan (1968).
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Rogers (1969) states th at fatalism is a characteristics of the peasant
sub culture and defines the concept as the degree to which an individual
perceives a lack of ability to control his future. To elicit the Tupche small
farmers attitude toward fatalism, the single question used was: "It is not fate
that really matters, but to improve ones situation is in one's own hand.
A~ree/Disagree" The small farmers who agreed with this st3tement were

expected to be non-fatalistic and vice versa.

The small fllrm~n;' g~neral attitude toward new methodll was of particular
interests. To elicit the general attitude toward new methods the question was put;
·'What do you think about n~w method!?" Good/Bad? The expectation is that these
who view. new m:tho:ig n~gatively would respond "bad" while those who have
favourable views would rC'ipJ:1d "goad". The response thus would represent
the general attitude toward new methods.

Tupche small farm::rs' general attitudes toward institutional credit
W~re also of interest ill the study. The statement intended to elicit small
f.um::n' general attitudes toward cr¢dit was: "Now-a ·days, government credit
is available locally at low~r interest rates, so it is good to take a loan for
production purposes. Yes/No." It was assumed that small farmers who agreed
with the statement had a p()3itiv~ attitude tow.ud institutional credit while
negative response would indicate unfavourable views.

Farmers' attitudes toward risk or their willingness to accept it and
the relationship of risk to the adoption of new methods was of considerable
interest in this present stndy. While approllching this matter directly would
be quite diffi::ult. it i5 pc)3sible to exa'lline certain indicators of small farmers
willingness to accept the uncertainty of new methods. On the average, one
who is willing to accept risk might be more innovative than one who is
average to risk. As snch, a v]riable reflecting the farm~r's attitudes toward
trying new methods may be one method of measuring the importance of the
risk factor in decision making with regard to the adoption process. Therefore,
one way to :Jpproach the issue of risk was to examinetbe sm:tll farmer's
willingness to try something nry new before other in his community had
tried it.

. Accordingly, the st3tement used was: "When new meth'Jds come in the
vi1l3ge it is hettor to wait . and see what happens when others have tried
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them? Agree/Disagree" The negative response should indicate a willingness
to accept risk while a positive response would indicate risk aversion.

Another approach was to utilize the following statement which was
designed to determine the small farmer's risk preference in order to obtain
additional profit: "I would rather take a chance on making a big profiit
than to be content with a smaller but more sure profit.. Agree/Disagree."
the under lying assumption was that an individual's response to the statement

involving a value judgement would provid~ som~ insight into his attitudes
concerning risk aversion/risk preference. It was expected that disagreement
with the statement would indicate risk aversion and vice versa.

Much has been made recently of the unwillingness of farmers in LDCs
especially "peasant" farmers to trust outsiders· (Roger 1969, pp. 26-28). In
order to examine Tupche small farmers' inter-personal trust the following
question was used as a measure of an individual's willingness to trust outsiders
(i. e. people who are foreign to the village): "Who d'o you trust more as
a· source of informltion about new things? Governl11e1lt people or villagers?"
The question should elicit the extent of tll::: ·farmers distrust of outsiders.

3.3.2. Sample, Sampling Technique and the Survey:

A simple size of 40 for each of the borrower and nonborrower group
was selected. A complete enumeration was made of all the small farmers
(104 borrJwers and 266 non-borrowers, make a total of 370 farmers) of the

five wards of the study area along with the farm size of each family.

Each group was then stratified into two sub-groups 011 the basis of
farm size, The two sub-groups are:

a) Those with farm size of under four rop~ni, and
b) Those with farm size of fOUf to eigh~ ropanL

The stratification of the bJrrower and non-bJrrower groups into correspon­
ding sub· groups on the blsi; of farm size, was don~ lUlinly with the objective
of analysing the more homogeneous sub-samples. These size groups were

represented in the sample: in th~ sam:: prop:Htions, within both the borrower
and the non borrower groups as they appeared in the total population.
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After determining the sample size a table of random numbers was used
to draw the sample. A list of farmers to be interviewed was then prepared
for both the groups.

The 80 sample farmers were then interviewed during February to March 1978.
Informatiun relating to crop prnduction was gathered from Marcb 1974 to February

1975 period wet and dry season crops and November 1976 to October 1977
period dry and wet season crops. All the other information collected related
to the su.vey p~riod.

3.3.3. An:;;yHc.ll Technique Used:

The ~cgments of the analysisis and the types of analytical techinques,
used were summarized in Table 3. I.

Tuble 3.1.
ANALYTICAL SEGMENTS AND TECHNIQUES USED

Analytic,,} Segmonts Description
a) C0111parison of out, net

income resource productivity
and the adoption of new
methods.

b) Examination of small farmer's
attitudes toward new methods,
credit, risk. to charge, etc.
Analysis of selected perso­
nality variables and their

relationship to the adoption

of new methods.

Analytic:! I Techniques Used
Farm level accounts, produc­

ctivity ra:ions, cross tabular
comparison, statistical
hypothesis testing.
Percentage, cross tabular
analysis, chi-square,
Fisher exact probability
and Kolmogorovsmirnov
analysis.

Espeeial1y in the first segment, the farm will be viewed both as one
enterprise and a combination of main individual crop enterprises. The analysis
will, therefore, at times treat the whole enterprise and other times each of the

individual main crop enterprise.

The statistical technique5 used were regression analysis, t-test, aIid
chi-sqare, fisher exact probability and Komogorov Smirnov techniques. The
former two techniques arc paramatric statistical procedure while the latter three
lire non-p;;ramatric procedures.
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3.3. A Brief Note Productivity Measures:

Productivity measurements would form one of the principal techniques
u5ed in the study. P:,lductivity is usually measured as the ratio of output

to associate d inputs. When productivity is measurel in relation to a parti­
"Cular input it is called partial productivity, but when it is measured in
relation to all the output taken togl:tller, it is called total productivity.*

4. Impa:t Of Institution Credit On Farm Output And Net Income

One of the main objectives of the present study is to assess the
impact of small farmers' credit programme (SFCP) on farm output and net
income. SFCP's impact on the stated objectives was assessed ass~ssing the
p~rformance of b:>rrowers (puticlpant farmers) on the stated objectives agai­
mt th~ir pre -borrowing condition and agains' their non·-borrower Lnon··par­
ticipants) cJunterparts. The assessment was done in two steps.

a) On overall sample basis without farm size classification, and

b) On farm size basis.

Both stelPS involved statistical hypothesis testing. The technique used in
form~r case is regression analysis and in the latter case the usual t-test (see

Appendix 3.1, A & B).

4.1 Impact on Farm Output:

The detail aS3essment of the impact of the SFCP on farm output sho­

wed that th~ program n~ h 1d a positin impact on farm output indicating
that _t!-le av ai lability of i astitutional credit was positively related to overall
output. The borrower group's output per farm and for ropani of net
cultivated area was significantly higher than both those of its pre-­
borrowing situation and of the non·-borrower group, regardless of farm
size (see Appendix 3--2, Tables 1,2,3 & 4). The primlry factors expected to
b~ responsible for the increased farm output of the borrower group's were
examined: 'The - analysis showed that among the primuy factors, crop mix,
area expansion arid crop yield productivity. only the area expansion factor
\V.as important in making a statistically significant contribution to the ov·­

·erall output performance of the borrowers. In other words, borrower group's
" :,' - .
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siEnificantly higher output over their pre-bororrowing situation and the non-bo­
rrower group was only due to the fact that they were able to incre1Se cropped
area signiiicantly over that of the pre-borrowing situat ion and non-borrower count­
erparts. The reasons for this significantly higher cropped area was that the bo­
rrower groups was able to double crop (and even triple in sane cases) more

frequently than they could in their pre-borrowing situation and could
the non-borrower counter part group and thus their croping intensity in
both low and high land was substantially higher than their own pre-borrowing
situation and the non-borrower group (see Appendix 3-2, Tables 5 to 14).

This frequent double or triple cropping might bave been possible due to
the avaibbilityof credit, however, the availability of institutional credit had no
impact on crop mix: auJ crop yield productivity. In absolute terms (i.e., without

comparison b~tlVeeu the borrower and the non-borrower groups)the yeild produced
by the borrower farmer was substantially below the potential yield indicating
wide scope for increasing the crops yield (see Appendix 3-2, Table 15).

4.2. Impact on Net Farm Income

The analysis of the impact of the availability of credit on net farm in­
come suggests that credit was positively related to oversll total net per
farm income and per ropani of net area of the borrowers were significantly
higher than that of the non-borrowers. However, small farmers' ability to
produce profit per unit of gross cropped area did 'Dot appear to be asso­

ciated with the availability of institutional credit regardless of farm size,
since the net farm income per ropani of gross cropped area was not statio
stically significant between' the two groups(see AppendiX 3-3 Tables 1,2&3)
The probable r~ason for the significantly greater overall net farmiucome of
the borrowers farmers over the non-borrowers was possibly due to their 'sig­

nificlntly higher cro::,ped :ue~1 due to multiple cropping (refer 10 above seetion
4.1 ).

The co nclusion that can be drawn frtJm the 8nal)'sis is that the borro­
wers were able to obtain greater total net fum income (tban non borrowers) by
ultilizing thier total base land more intensively by taking multiple cr~ps

However, their efficiency in producin.g profit per unit of cropped area was
not better than the non-borrowers. This indicates that the borrowers were on
belter in the effici:mt use of inputspe~ 'un'it of cropped area than nOllborrowers.
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5. Institutional credit, farmers' personality factors and their relationship to

borrowing behaviour and the adoption of new methods.

5.1. Credit nnd Adoption of New Methods:

One of the hypothesis tested in the study was that the availability of
institutional credit was postively related to the adoption of new methods.
The analysis revealed that the data from the study area did not support
this hyptothesis. It was found that neither the adoption of new high yielding
varieties of crops nor the use of fertilizers was related to the availability
of credit.

The availability of credit was not associated willJ the adoption of
new high yieldil1~ varieties (NHYV) in the sense that borrowers' perfor­

mance in the adoption of NHYV was ess~ntially similary to that of the
non-borrowers and before borrowing situation of borrowers. Regardless of
whether ,they were borrowers or non-borrowers, all farmers elevoted all or
most of their land to traditional varieties rather than to NHYV (see App­
enpix 4-1, Tables 1,2 & 3).

The, analysis also ,howed that the availability of institutional credit
was not associated with the use of chemical fertilizer. The difference in the

amount of f:rtili7:er" used per ropani of cropped area betm;en borrowers and
non-borrc)wers was not significant indicating that the groups were essentially

alike in this asocct. In addition, the amount of fertilizer used was small in
th,e absolute terms (s~e Appendix 4-1, Table 4 & 5). There would appear to be

under investment in crop production despite the availability of subsidized

institutional credit.

5. 2. Small Farmers Personality Variables, Borrowing Behaviour ~nd Adoption of

New ~.hthod5:

5. 2. L Attit'Jde Toward Change & New Methods:

On the basis of the theoritical insight it may be assumed that fata­

lism is· an attitude which might be expected to inhibit. the adoption of

new methods.

Majority of the small farmers. of the area were fatalistic. 77 percent
of the responents disagreed with the statement. "It is not fate that really
matters, but· to improve one's situation is one's own hand."
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The analysis indicated that fatalism \Vas not associated with education
and income level. As a matter of fact the poorest fanners in the sample were not
significantly marc fatalistic than their wealtheir counterpats.

The analysis shov.ed that the fatalistic farmers exhibit considerably less
knowledge about new methods and were also less motivated to learn about such
methods. However, the (fatalistlcs) werc not significantly less likely to adopt new
methods indicatillgthat fatalism was not associated with the eventual adoption of new
methods.

Thc findings thus contradict the postulation that fatalistic farmers would be less
willing than non-fatalistic farmes to entertain the notion, the adoption of new methods
will improve their situation.

The datashowcd that 48.57 percent of the sample farmers vicw ncw methods
favourably. The remaining 51.43 percent hold negative attitudes taward the new
methods. The likelyhood of positive/negative attitude toward ncw method was not
found to be associated with income or educational level.

Analysis of the data indicated tbat small farmers' adoption of NHYV, use
of fertilizer and chemical, was not related to their overall attitude toward new
methods. The finding thus seems to be in opposition to the general contention th;;
attitudinal variables may affect adoption of new methods.

Attitude Toward Risk:

It was fourtd that a majority (62.86 %) of Tupche small farmes were risk
avcrters. Risk aversion was an important factor influencing small farmen.' decisions to
try new methods; risk averters are reluctant to try new methods and were less likely to
adopt them.

Attitude toward risk was associated with income level. The analysis indicated
that as the small farmers' level of income decreasd he had a greater tendency to be
caution in using 10cally untried new method and they were less innovative

A further finding was that the majority of small farmers (61.43 %) preferred
to smaller but more certain income than the bigger uncertain income. This suggested
tha.t small farmers of the area were more concerned with risk of not surviving by not
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tri~eting subsistence needs.

These farmers were significantly less innovative than the ones who preferred
bigger but uncertain income.

Small Farmers' Inter Personal Trust:

Much has been made recently of the unwillingness of farmers in less
developed countries, especially "peasant" farmers' to trust outsiders (Rogers, 1969).

It is expected that the farmers who distrust outsiders would more· frequcntly
rely on local people as a source of information about new mctllOds than would the
farmers who trust outsiders.

The analysis on this aspect showed that only 30 %of Tupche small farmers trust
outsiders while the majority (70%) distrust outsiders as sources of information about
new methods The analysis also indicated that the data supported the hypothesis that .
the non-trusting farmers more frequently concentrate on villagers as a source of infor-··
mation about new methods.

Small Farmers' Educational J~evel and Adoption of New Methods:,

Welch (1970) and Khaldi (1975) argue that increased education may enhan~e a ..
worker's ability to acquire and decode information about cost and productive charJ.cte­
ristics of other inputs. As such, a change in education can result in a change in the use of .
other inputs including the use of some "new" factors that otherwi se would not be used.

Based on this, is may be expected that a farmer's educational level would be an
important factor influencing his decision to adopt new agricultural methods.

The analysis showed that the adoption of NHYV was significantly associated
with educationallevel,!but the use of chemicals (insecticides and pesticides)was l'elated
to educational level.

Further analysis indicated that a higher educational level seemed tobe fe1ated M
knowing about chemicals and how to improve yields in general.

There was a significant association between educational levels and income levels.

1J2
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. Ilicome LcvCl and Adoption of New Methods:

In some of the analysis it was found that farmer's attitudes toward such things
as risk and their educational level were related to income levels. One may expect that
these associations will lead to an association between the adoption of new methods

... and level of income. Such expectation is strengthened by the fact that, as new
agricultural methods generally demand high capital outlays and so the financial
capabilities of higher income level provides still another reason for expecting income
to be· related 'to the adoption of new metleds The data seemed to sllpporl these con­
tentions. The results of the analysis showed that there was a significant relDtionship
between the income levels and the adoption of new methods by small farmers.

Attitude of Farmers Toward ·Institutional· Credit:

The analysis on this aspect showed that 57.15 percent of the sample farmers' had
negative attitude toward institutional credit. On this basis, it appeared that the
majority of small farmers of the area unexpectedly hold uufavourable (negative) attitude

.toward institutional credit. The result, thus, did not provide support for what seems
to be an important assumption of the credit programme.

The analysis also indicated that farmers' attitude toward credit waS independent
. of their'income level, but was related to educational level.

One may expect that· the borrowers hold favourable attitudes toward credit
However, surprisingly enough, it was found that the borrower farmers were not signi­
ficantly more favourable toward institutional credit than the non:"borrower farmers.

Small farmers' attitudes toward )nstitutional credit affected the borrowing
behaviour. The analysis of the sums borrowed sho\\ed that the actual amount of loan
borrowed was substantially lower than 'the amount that would be needed in order
.to implcment lecommendedfarm practices. By the non-borrowers and for not
borrowing more on the part'of the borrowers indicated that a majority of the small
farmers of the arca view instituticnal.credit as risky. They were reluctant to borrow
more because of their perceived fcar (risk) of getting into debt or loss of assets on
account of credit: Risk involved in institutional credit thus appeared· to be an. impor­
tant· factor inhibiting borrowing behaviour.

In most cases members of the borrower group could borrow larger amount of
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loan and so conduct more efficient farming operations anq r~source utilization, but
declined to do so due to their attitudes and values concerning risk Risk was an
important consideration to those who borro\'{ed as well as those who dilJ not,

Risk as a deterrent to credit usage appeared to be associated with small
incomes. Relatively wealthier small farmers tend to ~ive non-risk related reasons for
eIther not borrowing or for not borrowing more.

A considerable portion of small farmers did not borrow or did not borrow
more because they lack knowledge about lending procedures and the amount required
by them or were not familiar with the officials.

Conclusion an~ policy ImpHcations

.Conclusion:

Based on the findings of the study the following conclusions can be qra,wn;
a) The availability of institutional credit was positively rela~ed. to farm output and

net income.

b) Among the primary factors responsiblo for increase outputand.net income the
area expansion factor which was due to. increased cropping intensity made signfi~

cant contribution to increased output and net income. The borrowers achieved
Cropping intensities of about 194 percent on average.

Crop mix and crop yield did not made any significant contribution to in~reased

output or net income. Wide scope for increasing c.rop yield apparently exists, for
the yield achieved at present is far below the potential yield.

c) The availability of institutional credit was not related to the adoption of new
methods by the small farmers of Tupche. The finding thus negates the general
contention that fhe provision of institutional credit is positively related to the
adoption of new methods by small farmers.

Despite the availability of institutional credit the majority of Tupche sm~H

farmers devoted their land to traditional crops. The· proporti.on of land devot~~
to new high yielding varieties was small and there was under-investment in
modern inputs.
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d) A majority of Tupche small farmers were fatalistic and held negative attitudes
~owardnew methods. Fatalism and attitudes toward new methods were notfound
related to the adoption of new methods. However, fatalistic small farmers and
those who held negative attitudes toward new methods used local people as a
Source of information about ncw methods and were less knowlcdgeabl~ ~bol1t new
practices, .

e) A majority of Tupche small farmers 'Nere risk averters. Risk aversion was an iplpor­
tant factor influencing small farmers decisions to try new methods; .risk averters
were reluctant to try nt'w methods and were less likely to adopt them; they
preferred smaller but m0re certain incomes to larger but riskier incomes. The
lower his income the more likely a small farmer was to be risk averse.

f) Most orthe Tupche small farmers were very poor considering the fact that neatly
81.42 %of the population had annual incomes of less than ~s. 5qQ per capita..

Farmers income and -::ducational levels were related to the adoption of new
methods and knowledge about them. Wealthier or more educated small farmers
more frequently adopted new methods and were kno'Nledgeable about them
(new methods). Educational achievement was also· related to farmers attitudes
toward institutional credit. More educated farmers held more favourable attitudes
toward institutional credit.

g) A Jtlajority (70%) of Tupche small farmers distrusted outsiders (people who were
foreign to the village). Fanners' interpersonal trust was:associated with the sources
of information used by them about new methods.

h) More than 50 percent of the small farmers, regardless of whether they were
borrowers or non-borrowers held negative attitudes to\yard institutional credit.
Attitudes toward credit was relat~d to educational level, but not to income l~vel

of farmers.

Small farmers' attitudes toward institutional credit affected their borrowing
behaviour. "Risk" perceived in institutional credit and in crop production was th~

underlying factor inhibiting small farmers from borrq\\ing or borrowing larger a~ri~

cultural production loans. Risk was an important factor to those who borrflwed. a~
'Nell as who did not borrow. Lack of knowledge about the lending procedure'apP~aJ:ed

another factor affecting small (armers' borrowing.



To sum up,· the avaihibiiity of institutional credit increases small farm output
and net income through crop intensification. However, the availability of cheap
credit does not seem to be a sufficient condition for the adoption of new agricultural
methods by small farmers. Thefinding negates the general contention that'the avai.
lability of cheap institutional credit is positively associated with the adoption of new
methods by poor small farmers. Rather, personality variables (except small farmers'
belief in change and attitudes toward new methods) seem important factors affecting

.smalt" farmers decisions to adopt new methods and response toinstitutionaJ credit
programmes.

The evidence was that small farmers' inco'1le level (economic condition),
educationallevel,sources of information used and attitudes toward institutional credit
were factors which determine the adoption of new methods and use of institutional
·credit by them, at least in the 'context of small farmers of Tupche, Nepal. Risk
perceived by small fanners has emerged as a significant dt'terminant of the use of
institutional credit as well as of the adoption of new methods. Income level influences
'risk attitudes (in the sense that risk attitudes. are related to iocome level). The be­
haviour of Tupche small farmers of Nepal is in line with the proposition that the
poorer farmers' desire to avoid risk is important in the adoption of new agricultural
methods and use of institutional credit and the adoption of new agricultural methods
by poor small farmers.

Policy Implications:

Availability of institutional credit was important in helping small farmers
to increase their productivity through cropped area expansion. Therefore,· the
continued availability of institutional credit should help sustain the intensity of
cropping achieved by the borrowers and should enable potential borrower to increase
cropping intensity in future provided they are encouraged to borrow.

However, the limited total land base of small farmers and crop life cycles limit
the role of area expansion in increasing farm output. The small farmers have small
farm sizes in absolute terms and most of the crops (exc.ept some crops such as vegctables
as mustard) have life cycles of about five months' duration. This would permit onlytwo
crops a year (that is, cropping intensity of only 200%). So, with the current cereal
croJH)riented crop mix (crop composition) there is not much potential to increase
cropping intensity bcyond 200 percent, unless the crop mix itself is changed to include
some short duration crops such as vegetables. Consequently, the implication is that
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poiicy mcasures should also focus on other output increasing factors (crop mix and
crop yield) while sustaining and encouraging the achievement of maximum cropping
intensity at the same time.

Change in the current cereal-oriented crop mix to a cereal cash oriented crop.
mix would increase small farm output and not income substantially, Calkins (1976),
in his study of impact of horticultural development on income, employment and
nutrition in the district found that cash crops (such as vegetables and. fruits) have
higher levels of output per unit of land and other resources devoted to their production.
A change from cereals to crops such as vegetables and ground nuts would substantially
increase small farm income. Devotion of some proportion of land to such cash would
thus be beneficial to the small farmers of the area.

Ho\\ever, the cash crops are more sensitive to market and marketing factors.
Calkins (1976) found that lack of marketing and transportation facilities to be
important barriers to the production of cash crops. In addition. such crops are exotic
ohes and the relevant practices would be an important factor retarding the adoption of
such crops by the small farmers. Therefore, arrangement of proper marketing facilities
and the diffusion of ideas about the cultural practices of cash crops would have to be
considered in order to induce farmers to consider a cereal cash oriented crop mix.

There were indications that small farm output and net income could be increased·
further by increasing crop yield. Helping the farmers to overcome the present under
investment and inefficiency in crop production and encouraging them to adopt the new
high yielding varieties of crops would greatly increase the crop yield and thus farm
productivity.

The foregoing discussion of the primary factors responsible for increasing farm·
output and net income and the findings in relation to the adoption of new methods
by the small farmers all imply that, besides the availability of cheap ;institutional
credit, some other inportant policy measures have to be considered in the small farm
credit programme in order to induce changes in the directions that are felt to be
desirable. The additional relevant policy measures would relate to the removal of
factors that inhibit small farmers in altering the grain-subsistence oriented crop mix,
the use of credit and the adoption of new methods. The paragraphs that follow focus
on the policy measures that should he integrated with the credit programme.

The observation that small farmers who make use of direct sources of informa- .
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tlon about new mcthods werc iikely to adopt new methods, implies that direct sourceS
of information about new methods must be in contact with small farmers. Sufficient
and accurate information from the direct sources, which are close to the point of origin
of the new methods must be fed to the small farmers so that they learn a sufficient
amount about the new methods to formulate the expectation that they will
benefit from altering their present farming methods. Ho\\ever, the objective Of
diffusion of information a bout new methods into the peasant community is not
likely to be achieved through the use of conventional extension workers if the results
of this study are any guide. The majority of the small farmers of the area (70 %of the
population) do not trust outsiders as sources of information about. new methods. A
majority of small farmers rely on other villagers as a source of information about
these methods. The policy implication for this sort of problem would be to train a few
selected local personnel themselves for the extention work.

Training of local personnel (having a few years educational background) to
replace the conventional, government extension workers could prove an effective
extension service to the community. Being a local person communication problems
due to problems of dialect and the like should be less and a high level of contact
with farmers should be possible

Such local agents would provide on thcir farms early field trials or expe­
rience with new methods and could tLus set an example to their fellow villagers
Demonstration plots on their [arms would be an additional means of assisting the·
farmers to develop realistic expectations about new methods and thus reducetbe "risk"
they perceive to be associated with new methods.

Such local trained personnel would also assist farmers to understand borrowing
procedures and could also assist programme officials in loan collection and in otber
related ways.

Many things would be possible through using local people in this way. In
particular, they would dose the gap between the local farmers and government officials.
Through them, not only could the information about new methods be diffused, but
also many other types of illformation relating to the credit programme could be disse­
minated into the commt.7Dity.

In addition, such an approach would also lighten the pressure on the scarce
governmental personnel. The local person trained for the purpose would also benefit,
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he would be earning something from the government as well as' being able to_carryon
farming with his family.

In addition to the above approach, organization of a local agricultural exhibition
show could be another focal point of the extension programme. The role of such shows
in influencing farmers' attitudes to new methods is obvious. They would provide

.farmers,'not only with an opportunity to see what others have done, but also.will.bring
farmers together, leading them to learn and to discuss the new methods.

Having observed the role of risk aversion in small farmers' .considerations. of
the decision to adopt new methods and to borrow institutional credit, the elimination
of "Risk" from their mind seems an another obvious policy objective which could
help small farmers.

Improving the farmer's knowledge of new ·methods through .the approaCh
discussed in the earlier paragraphs would be a necessary condition to the alleviation
of farmers' fears but would not be a sufficient condition. The elimination of the risk
element completely from the minds of the small farmers undoubtedly will involve the

'provision of-some mechanism for insuring the farmers against undue losses, perhaps
. specifically as a consequence of trying the new methods. Insurance schemes .which
would guarantee a certain minimum income in association with approved new methods
would eliminate the possibility of disaster and make these methods more attractive to
small farmers who cannot afford a crop failure. Such a mechanism would aIlQw
farmers to,shift. the risks to the insurance system and they, would be protected against
the element of risk in crop production. Such a scheme would stabilize small farmers'
incomes and induce them to adopt new methods.

. Suchan insurance scheme, integrated with the credit programme, wou.ld .also
're'duce small. farmers' 'fears of borrowing to finance new methods: by assuring, his
ability to repay his loan. As their investment in crop production is protected, such an
approach would thus encourage small farmers to invest in crop production adequately

: (that is to overcome under investment) and help them to achieve greater efficiency in
resource use.

However, for such a scheme to be successful, the new methods must be basically
profitable and, if they are, the farmers must, in addition, be convinced that the new

,methods are indeed profitable. Here again th", role of local personnel trainedJor
extension purposes is in. evidence. Insurance .schpmes accompanied by an.effective
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extension service would greatly increase the security of small farmers and would
encourage them to adopt new methods. A good extension service and insurance scheme
should thus be viewed as complementary to each other in any programme aimed at
hastening the adoption of nev" methods by small farmers and raising their productivity.

The use of land as collateral and the risk inherent in crop production are
probably important factors contributi.1g to small farmers' fearfulness in borrowing
institetional loans. Alternative approaches of securing loans, provisions for refinancing
and flexibility in loan repayment or insuring loans which are defaulted due to crop
failure would undoubtedly serve to eliminate much of the risk pereived by small
farmers.

Arrangement of proper marketing facilities for agricultural commodities.
especially for those which arc perishable in nature, would also serve to eliminate risks
from the minds of small farmers. The local cooperative soc;cty could help the small
farmers in marketing their agricultural products.

Euucation (even of a limited nature) of farmers appears to be an important
factor to b~ considered in the small fannars' development programme because it
enhances their basic skills and concepts in rcbtion to new methods and understanding
of governmcntal services (for example, crcdit programmes). This suggests that a free

, educational programme (for a'Jout 3-6 years) for the children of small farmers \\ho
. could not aITorJ to ed'.!'~ate their childr-:r. might he justified. Such a programme would
. probably have positive imp,tct on incrl':using agricultural productivity in the long run.

In addition, an auult education or training programme in the community
would have substantial impact on agricultural productivity in the short run. Obviously,

.such programmt.'swould involve some cost and would impose demands on the scarce

.educated man power in the country. However, the benefit from such programmes wou­
ld l'ndoubtcdly be quite high, both directly and indirectly.

Tile shortage of cdac::tcd personnel for the above purpose could be alleviated to
some extent if the governmental officials working inthe field could devote a few hours

a day fOf this purpose of adult ;xlucation. They could, for example, run night classes
'for adillts. Thestudcnts of National Development service (NDS)' could also be encou­
raged t6 participate in such adllit education campaigns in ::!.duition to their stated task
9. '[lJe pustgraduate stltd~l1Ij' of li'/!JIl:Il'(l:1 University, Kathmandu, Nep:ll, are assign::d

one year.'s teachi,!g work in village schools as u part of their academic. course.
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of teaching in the local schools.

Most of the policy measures ~uggc~tcd in the study (for cX8mpJe, training lora}
people as extension agents, insurance scheme, a type of ::'odult education campaign)
would be new to the country, but they must be introduced if the obj:::ctives of raising
small farmers' productivity is to he achieved. The urgenc:y of this ohjective indicate~

tlie desiroabilit!' of the early init;atlon of such progr:cmmes,
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The, Grameen, Bank Project
B'angladesh Bank

-:Muhammad Yunus
and

-Jowshan Ara Rahman

Finally Zarina became a begger woman. She tried to avoid it in all possible
ways.•.hul she could not. help it.

Zarina saw nothing but struggle in her 45 years of life. She was married off at.
the age of nine. Two years after the marriage her husband lost his mentalbalar:ce
when be lost all his property through litigation. He abandoned the family and got
lost. Zarina spent another six years with her husband's family. But when the
harrassment from her brother-in-law became unbearable she came back to ber
uncle.

She was married off again within a year. Her second husband·was a cruel man.
He would beat her almost every day. He abandoned her when she gave him two­
daughters. Again she came blCk to her uncle. This time with two daughtr:.rs.

Despite her resistance villagers married her off. for the third time Her third
marriage also ended up in desert:on.

Zarina tried to make a living for her two daughters by making homecrafts
She waS barely making it when her second husband came back and imposed himself
on,her. He became a· burden on her rather than a support. When she could not find
any ether way to feed all the mouths she took to begging.

Whatever small amount she could save she would hid it between the pages of
the Quran. She was trying hard to get back to selling her homecrafts.
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ArotlOd this time she came to know about the bank loan. Initially she was
afraid even to think about taking a loan from the "Government". She had heard
they beat you up, take you to court, put you to jail. burn your house and many each
terrifying thin;s.

But she wished she could have some money to invest. She watched other women
from her village take loan from the bank. It was so easy. They ask you to form a
group of five m(;'mbers and sit together every week. A girl from the bank comes to
them. She collects their weekly savings of one taka each. She also collects weekly
instalments on their loans.

Zarina talkd to the girl She was very friendly. She explained the procedure.
Zarina mustered hcr courage and formed a group. She became the chairman at the
group.

She took a loan of Tk. 250.00. She invested the money in trading grocery
goods in the neighbourhood. She paid off the entire loan in weekly instalment of
Tk. 5.00. She did net have any prohlem. As soon as the first loan was repaid she took
a second loan. This time she was bold. She borrowed Tk. 1,000.00 Now she is an
independent business woman.

She encouraged her elder d[lughter to join a group. Her daughter took a loan
or Tk. 200.00. She also paid it Back. Then she borrowed Tk. 800.00.

Zarina now finds no problem feeding all the mouths. She has repaired the roof
of her hut. She is now dreaming of a new life for her, her children, and her gran­
children with whom She would like to share her little fortune.

Similar to Zarina's group there are 80 more women's group in Jobra and two
other villages of Hathazari thenas of Chittagong District. There are 508 members in
these groups. AU of them are poor women like Zarina. Many of them, along with
their "hildren, have been desested or divorced by their husbanc!5.

Of these 508 members, 81 have undertaken bamboo works,47 are doing small
business--like vending in the neighbouring villages, 176 urc raising much cows, ·11
have expanded their puffed-rice making trade, 138 arc in cow and goad fattening,
3 in p8ttery m:lking, 12 have started gr0ceryand shtioncry shops at th~ir residence.
Total amount taken as loans by these WOITle~ comes to Tk.7,00,000.OO. They have
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already repaid in weekly instalments over Tk. 3,OO.OOJ.OO. Their combined savings

in the Group Funds come to a total of Tk. 75,000.00. Members can borrow for any

purpose from their own Group Funds with the consent of the remaining group

members.

Jobra Gram~en Bank Prab.lpa (Rural Bank Projt;ct) was founded by Dr.

Muham:nad YUl1u:>, Prof~3sor of Economies, Chittagong Univeesity, inlhe mOl,th of

December. 1976, The Project started functioning in a villag~ called JOJra adj:Lcent to

Chittagong University campus. Since then it has spread around in other villages.

Landless men form [lve-to-ten member groups and meet every week to take

adval1ta~e of b:mk's credit facilities extendcd to them without tl;e requirement of

providi;lg any collateral. They have, so far, formed over 200 groups with total

membership of 1305 and borrowed a total amount of Tk. 25,00,000.00. Almost half

that am JUnt Ins alrcJ.dy been pJ.id b.l::k in w~ekly instJ.lm::nts. Number of activities

in which they have investcd this money includes manufacturing, processing, trading,

agricultural production and services.

When I (J. A. R<thman) visitcd one of the weekly meeting spots of women

groups, rnanibala Dey, a widow, whispered, "I had to coilect firewood evc:n when 1
felt drowsy we could eat only if We could sell th;:: fir<.'wJod. This wor1<. was hazardous,

going up to the hills". Dut now she is a loanee, a member of Gmmeen Dank Project.

Took a loan of Tk. 1,000.00 and pm-chased a cow. She also \\orks in a Panel' bar
(Betel-leaf farm) and carns Tko 1.5) p~r tby during til;:: seison. Sh~ has b.xome more

mobile after b:::coming group members anli repay tho;; insta!m~nt::; regularly.

Kalpana, th0l1g:1t herself v,;;ry fortunate to have become a 111:':111])"r. After

beboming a 103.nce, she st2rtcd a betcl-Ic:af vending businsss throu!:;h \\hi:::h she earns

livelihood for herself and live d,mg;ltcr,;. With deep sigh she sa:d "'N.lat' would 1 do

with five daughters, I would not bc able to get tllem married even Guu 11 1'; nol blessed

me with a son, who would look after me during myoid age. N,)w I would have some

savings and also could use group savings fund in case ofe;nl~rgcacy".

Another lady lamented that she gwe birth to .five children and all of lhem died

for lack of medical treatment. She fdt by virtue of her gwup rnem'.Jership, she ean

now usc the Group FUl1d when she neeus to spend all medical help.

Sabiran of Joom Centre used to wark as domestic lUJ.id in th~ neigilbburhood.
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With the little wages she could not even provide one meal to her three children. She
had to beg mo~t 0: the times for more survival. "It was so humiliating to beg alms
from another lady. I used to feel so small within myself". About a year back she
became member of group No. 35. She took a loan of Tk. 100.00 and with this seed
money she started selling dry fish in the neighbouring villages She goes for selling the
dr) fish in the same houses ""here she used to beg. It is 'now a matler of pride for her
that the women bri.lg her a 'Piri' (low stool) to sit on instead of frowning at her. Sabiran
attends group meetings every week and is repaying the 10':1ll regularly. "1 am much
benefitted through this project. 1 can provide two means a day to my children, some­
times even with fish and meat". Her son goes to school. She dreams her son to be a
"big person", not poor like her. Tears run dowll her checks as she says "nobody
wants to lend money to the poor, because they are afraid of not getting it back.
Grameen Bank Prakalpa is a God's gift for us."

Sufia KhaLun is amemb~r of Group No, 4 under lobm Project. Her husband
died 20 years back leaving behind 2 surviving girls out of 7 children. Finding no other
alternative she took up begging. One stormy day Sufia could not go for b~gging.

Children starved. She borrowed TK 25.00 from a lady b:lOk worker and sold bangles
soap and hairpin in lobra. Tl1at brought her a sm:lll profit. With this new experience
and encouraged by the bank worbr she took a loan of Tk. 50.00 from the bank.
Within a fortnight she paid back the personal loan. Since then she has been in the
business. She has borrowed another Tk. 350.00 from the bank. Till lanu:uy 1980 she
paid back Tk. 284 and put into her individual savings account Tk.144. She wants her
grandson (4 years) to be sent to school for proper education and for that'reason she
wants to expand her business so as to make more profit. "No food for an illiterate
begger--one should have proper education to liv~ a decent life" she said.

Through self-employment Sufia has achieved status in the village and earned
self-confidence.

When Rural Economic Programme, Department of Economics,Chittagong
University launched this action-resear.:h in finding a new format of banking to reach
the unreachables, Bangladesh Krishi Bank readily agreed to set up an Experimental

'Branch in 10brato experiment with Grameen Bank Project.

Around four-fifth of the rural credit still comes from the vil!age money-Ien'der.
The process of ever-increasing landless and impoverishment finds a very effective
vehicle through the operation of the money-lender. 'A person, "who,' for any reason,
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has to borrow from a mon~y-kndcr, stands very littIe chance to extricate himself from
the burden of the loan. Most likely, he will spend his remaining life as condemned
men.

Gramecn Bank Project aims at designing an organisational framework which
will provide reasonably dependable forum through which the banking system can
extend credit to the disadvantaged segment of socicty Wilhout collateral, so that they
can be protected trom the grip of the mO:lcy-lenders.

Encouraged by the success of Jobra, Sonali Bank offered itself to undertake the
Project in the adjacent union. It started operating in January 1979. Krishi Bank
expanded its operation to another area with another exciting experiment. This time to
apply Grameen Bank Project in settling landless people on the barren hills of Betagi,
Rapgunia. Twin problems of nakcd hills and empty stomachs were merged together
""ith the matchmaking of the bank. Bank providcd the credit to the landless who turned
thc barren hills into green orchards and vegetable gardcns. Sixty landless familics
have been settled in Batagi hills to turn 240 acres of empty hill into a green belt.

Recognising the potentiality of the Grameen Bank Project, Bangladesh Bank
took up this project in collaboration with all commercial banks rand the Krishi Bank
to undertake the Project in a wider area to cover the entire district of Tangail,
Hathaz3.ri Thanas of Chittagong. Bangladesh Bank launched its Projcct in June 1979.

Grameen B3.nk Project hopes to bring thc bank to the door-step of many more
persons who never had a chancc to know what a bank is all about.
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GRAMEEN BANK PROKALPA, BANGLADESH BANK
TANGA1L

Activity-wise di~bursement of Loan IIII to Dec. 31, 79

SUMMARY

Blmmiheen Mohila Total
Items

No. of I Amount of No.of [-Am-auntof No. of I Amount of
Loanees Loan Lo~nee~ Loan Loanees Loan

1. Processing &

Manufacturing 83 1,05,000.00 166 82,550.00 249 1,87,55000

2. Trading 334 5,50,100.00 37 35,150.00 371 . 5,85,250.00

3. Peddling 19 18,300.00 69 30,100.00 88 48,400.00

4. Shop keeping 98 1,47,500.00 14 11,350.00 112 1,58,850.00

5. Live stock Fisheries 431 7,12,050.00 511 7,19,550.0n 942 14,31,600.00

6. Services 178 5,26,200.00 178 5,26,200.0)

7. Agriculture & Forestry 62 87,595.00 5 7,000.00 67 94,595.00

Total: 1205 21,46,745.00 802 8,85,700.00 2007 30,32,445.( 0

-
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Bhumiheen Mohila Total

2. Trading
No. of IAmount of No. of I Amount of No. of I Amount"
Loanses Loan Loanees Loan Loanees (Taka)

2 2,000.00 1,000.00 3 3,000.00
1 2,000.00 1 2,000.00

1 1,000.00 1,000.00
9 13,000.00 9 13,000.00

33,l 5,50,100.00 37 35,150.00 371 5,85,250.00

2.1 Rice
2.2 Pulse
2.3 Salt
2.4 Red Paper
2.5 Vegetable
2.6 Molasses
2.7 Fire wood
2.8 Timber
2.9 Chicken
2.10 Fish
2.11 Dry fish
2.12 Cattle
2.13 Seeds
2.14 Banana
2.15 Thatch
2.16 Onion
2.17 Tobacco
2.18 Betal Nut
2.19 'Pan' (natal Leaf)
2.20 Soap
2.21 Fruits
2.22 Cloths
2.23 Bamboo
2.24 Milk
2.25 Fertilizer
2.26 Tea leaf
2.27 Broom
2.28 Potato
2.29 Goat
2.30 Coconut
2.31 Spice
2.32 Flour
2.33 Stationery

Total:
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66 90,000.00 20 20,000.00 86
4 6,000.CO 4

6 9,000.00 6
5 7,00000 5

32 37,500.00 250.00 33
2 2,000.00 2

13 26,000.00 13
23 59,000.00 23

3 3,000.00 3

22 26,100.00 26
20 30,000.00 20

46 1,12,500.00 46

1 1,000.00 1
1 1,000.00 1
9 13,500.00 500.00 10

4 4,000.00 4
12 14,000.00 2 900.00 14
26 46,500.00 2 1,500.00 28

6 9,500.00 6
11 22,500.00 5 6,000.00 16
6 7,000.00 6
1 1,500.00 5 4,500.00 6
1 2,000.00 1

1 1,000.00 1

BEST.4VAILABLE roP\'

1,11,000.00
6,000.00
9,000.00
7000.00

37,75000
2,000.00

26,000.00
59,000.00
3,000.00

26,100.00
30,000.00

1,12,500.00
1,000.00

1.000.00
14,000.00

4,000.00
14,900.00
48,000.00

9,500.00
28,500.00

7,000.00
6,000.00
2,000.00
1,000.00



Bhumiheen Mohila Total

3. Peddling
No. of \ Amount of No. of IAmount of No. of I Amount of

Loances Loan Loanees Loan Loanees Loan
I

3.1 B~lm1Joo Basket I 1,000.00 5 2,000.00 6 3,000.00
3.2 Dry Fish I 700,00 8 3,450.00 9 4,150.00
3.3 Second hand cloth It 12,500.00 1 300.00 12 12,800.00

3.4 Cloth 6 7,500.00 6 7,500,00
3.5 Tobacco & Betal

nut 1 500.00 2 700.00 3 1,200.000
3.6 Broom 1 1,000.00 1 1,000.00

3.7 Soap 1 1,000.00 1 1,000.00
3.8 Utencils
3.9 Grosery Goods

3.10 Stationery Goods 14 4,950.00 14 4,950.00
3.11 Pottery Products 1 1,000.00 15 2,500.00 16 3,500,00
3.12 Snacks 2 600.00 7 3,000.00 9 3,900.00
3.13 Sari 6 3,000.00 6 3,000.00
3.14 Bangle 5 ·2,400.00 5 2,400.00

Total: 19 18,300.00 70 30,100.00 88 48,400.00

4. Shop keeping

4.1 Grocery shop 48 72,000.00 7 7,000.00 55 79,000.00

4.2 Stationery shop 14 18,500.00 7 4,350.00 21 22,850.00

4.3 Medicine shop 11 19,00000 11 19,000.00

4.4 Tea stall 18 24,OOO.OQ 18 24,000.00

4.5 Rickshaw parts

4.6 Iron shop 2 4,500.00 2 4,500.00

47 Bakery 3 8,000.00 3 8,000.00

4.8 Pan-Biri shop 2 1,500.00 2 1,500.00

Total: 98 1,47,500.00 14 11,350.00 112 1,58,850.00
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Fisheries . No. of Amount of No. of I Amount of INo. of 1 Amount of
ILoanees Loan Loanees Loan ILoanees Loan'""""'.......~-""""'-~~..-<~~~--~~~~----~~.

5.1 Milch Cow 286 5,52,950,00 293 5,39,850.00 579 10,92,800,00
52 Bullock 38 71,500,00 1 1,500.00 39 73,000,00
5.3 Cow fattening 68 58,000.00 182 J,61, 150.00 250 2,17,650.00
5.4 Goat fattening 27 12,100.00 35 17,050.00 62 29,150.00
5.5 Poultry farm 2 3,000.00 2 3,000.00
5.6 Fish fry culture 5 11,500.00 5 11,50000
2.7 Fishing net 5 3,000.00 5 3,000.00

_1IlJII~~""':zaA tAlili!iJaO""-_

Total: 431 7,12,050 CO 511 7,19,550.00 941 14,31,GOD.OO
~~ = "~~·""Q'''''''''''''''''NM

ft" N"!___~~~~__~"""""s~"""",~

6. Service
6.1 Rickshaw 170 5,10,200.00 170 5,10,200.00
6.2 Barber shop 4 3,500.00 4 350000
6.3 Irrigation pump rental 1 5,OeO.00 1 5,000.00
6.4 . Newspaper 1 3,000.00 1 3,000.00

distribution
6.5 ·Push cart 1 1,5CO.00 1,500.00

6.6 Cart 1 3,00000 3,000.00
~-=-'~ ~~d,~_""'~'.'!-~

Total: 178 526,200.00 178 5,26,200.00
~~~~~

36,550.00
7,OUl.CO
7,6Gu.00
2,OG;).00

10,995.00
8,650.00
2,600.00

3,000.00
2,OOO.OJ
4,600.00

..~~.~
94,595.00

5

6
1

67

7,000.005
36,550.00

7,600.00
2,000.00

10.99500

8,650.00
2,600.00
3,000.00
2,000.00
4,600.00

9,600.00
~~~~---

62 87,595.00 5 7,000.00

7. Agriculture & Forestry
7.1 Plantation
7.2 Vegitable cultivation

7.3 Water melon

7.4 Pan ( Betal Leaf)
7.5 Paddy cultivation 6
7.6 Roboy crop cultivation 1
7.7 Fertilizer sappling
7.8 Labour
7.9 Banana suppling
7.10 Pond digging

7.11 Dam
7.12 Polithing bag

__7._1_3_~_Te!.!..5lL[gi.ng
Total:
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~ ,.. d' '! n·" {' 0 .uroup Len Big: Its If-otential :rOt vercomlng
1'"'" 'II F. 0 I 1-\ t:! ] • B .
jr,~urali ,.. InanC!8. v!ar!.~etarne:rs

- B. LVI. Desai

Ii is no\'/ well recognized that the poor ruf:ll households' acce~s to formal Rural

Financial Ivlarket (Rfl'vl) is unequal and disproportionate to the size of their credit

needs. In recent years, thererore, vurious po;icy mCG.sures have been altcmptcd to

overcon:c this problem. Group lending is one such measure. This paper attempts to

identify the conditions nndcr "hich this policy instrument can overcome the barriers

of the fcrnd RFM in rcaching the low in~ome households.

RFM D:m:icn; for Low Incm::c HO~'::C:lOhls

Low income rural households require prop,wt;onatcly more credit to l11e.;t their

needs for consumption (RBI 1954, 1963, 1%9, 1977). The ltc-mand for consumption

credit being needy, they arc wmint; to p:1.y higher interest rate. Since loans for such

nceds arc not provide,l by the f,mn:t1 credit agcnGil~s, tluji P~\y 011 jnf,'rJ~nl agc;ncits

for such loans (RDT 19Ti). TllG consequent supply-ckm:l!ld il11~1"h:1C(;for SLiC~l credit

IC:ld~ to higher interest f::ltc for thes.: hcuscholds in tlie ink:·m:1! credit m:1,-kct These

forces ar0 multiplied further, because dcfavit risks ancl unit tra:ls;\.ctic1il costs in

providin:s credit to such households are higher. (Bottomley 1962, ]%3, 19G,1, 1965,

1971, J975, Gbatak WIG, Long 1968, Krishna R:'.j 1979, Singh K. 1908, Vh\i 1957).

Since the col!at\~r<21 pwvicL:d by them is sl11:111 and inadt;quJ.fc, tho;;i:- c;,'dit-wortlliness is

considered to be small. To overcome many of these problems, C:e infonnal lenders

devise contractual credit arrangements which require their ciicHL;; tv 8eB produ\.:e

anu/or !ao)ur at prices predetermined by the lenders (RBI 1954, ChanchvilTkar 1%5).

As a result, not only the assumption of all agents being price "takcrs" is vioiatcd, but

tli'.:l markets themsdvcs are alleged to be interlecked and interdependcnt ralher than

indepcnd..:nt (Bharallwaj K. 1974, BJ.rdhan ct al 1978, Braverman et al 1979, Desai

1976, Raj 1975, Srinivasan 1979, Vyas 1977). The prices for the goods purchased/sold

.153



by the lenders are hypothesized to be lo\\erjhighcr than the fre~ market prices. The
"elfeeti\c" JIltcrcst rates are still higher for the poor house holds in the informal credit
market. We further hypothesize that these forces c~use shifts in the lean uemand and
supply schedules to the left. as is shown in Diagram.)

Obviously, when the low income households attempt to enter the formal RFM
they arc considen d risky and costly to serve. Even when iTtercst rates arc common
for all types of clients, these households encounter higher non-interest costs of
borro\ving due to higher ur.it costs of providing innumerable documents, more VIsits
and time in negotiating formal loans and the lower probability of success in these
negotiations~ (Krishna Raj 1979, Matthai 1978). Consequently, access of low income
families to the formal RFM is not only skc"'icd, but also shifts their unit costs of
package inputs upward. This forces them to use inputs much below wbat is socially
optimal, though their private efficiency is maximized (Diagram 2). Again, the loan
supply and demand schedules in the formal RFM shifts to th~ left in a manner similiar
to that shown in Diagram 1. This is because, (~t a given interest rate both the agents
are willing to transact smaller loan amount all account of higher unit transaction costs
including unit risk permium for them.

The preceding discussion clearly shO\vs that the main RFM barriers, in both
informal and formal markets, for poor rural households are manifested through
higber umt non-interest costs including unit risk premium. Further, we hypothesize
that these arc inversely related to owned farm size, extent of tenancy, extent of
dependence on informed tcnnncy, credit, labour, and commodity markets, and also to
the non-existence of formai Burkets for inferior products, t\:111al labour, and so on.
In as much as such unit costs stIllcture is iniluenC'eu by imtitutional factors like land
relations, land ownership inequality, etc. (Bhaduri 1973, Raj 1975, Srinivasan 1979),
notbing short of institutional reforms can ovcrcom~ the RPM barriers.

Yet another set of instruments cau be viSUCllized to (Jvercome such cost
structure. These could include providing risk cover funds to bad and doubtful debts
and subsidy for higher ffilnag,;rial costs to the knders, and. preempting some supply of
loanable funds to provide to the poor at concessionary interest rate lower than the
market rate. While the former instrument has a potential to encourage a shift of loan
supply scheduie to the right, it is doubtful whether the latter instrument would shift the
loan demand schedule, because interest costs form a very small proportion in the
total costs. Moreover. simultaneous use of both these mJasures cannot possibly sustain- ._~_.,--_._._.- ~ --_._-,---~ ---
1. For a similar finding for other countries see Atlams et aI1977, and Donald 1976.
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Diagram 1 Hypothesized Impact of Non=--Interest Costs on Loan Demand ~nd Supply
Schedules.
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Diagram 2 Hypothesized ~mpact of Higher Unit Costs of Borrowing and Lending
on Input Package.
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any favourable shift in the loan supply schedule associated witb the formar i·nstrument.
;\Iso, both these instruments tra~sfcr the burden of higher unit transaction costs
to the society and can enC01Jrag,~ social inefficiencies. Gorup lending is yet another
instrument which may have a potenti:.tl t) correct 1:11::: CJ5t srt'.l:t'.lrc d~scrib:::d earlier

- for both the lenders and borrowers.

Group lending: Conditions for its Success:

, Under this reform, loan are transacted between the financial institution and a
"group" of individuals as one entity or agent. Such loans are given to individual
members of the "group" for theirexcIusive use. Neither the loan nor the inputs/assets
purchased with the loan is jointly owned/used by the members of the "group". How­
ever, these members stand' as guarantors to each other to obtain the loan. Two other
types of col1aterals to transact loans are the "mortage" of an immovable property and
the "third party" guarantee, besides the hypothecation of movable assets and goods.
In our context, the choice for one of these three types of collaterals would depend on
the relative strengths of the potential advantages and disadvantages of these alterna­
tives. These advantages and disadvantages can be categorized as influencing shifts in
loan supply and demand schedules, since each of the three alternatives has associated
unit non-interest cost for both the lenders and the 'borrowers.

Assuming, for the time being, the absence of disadvantages, the supply advan­
tages of a group guarantee as compared to the other two collaterals can be hypothesized
to include: '

(1) , Lower default ri~ks which would arise from the mutual pressure of the members
of the same group. Such peer pressure and collective responsibility ",;ould
invoke recalcitrant borrowers to repay, and thereby reduce the ri5k of default
for the lenders. Neither the mortage nor the third party guarantee would

provide such peer pressure.

(2) Lower unit transaction costs to the lenders that would result from making,
administering and collecting one sizeable loan rather than a number of small
individual loan which would have to be transacted if the borrowers were'to

give mortage or a third p:lrty gurantee.

(3) Scale economies implied in providing technical and other supporl services more
efficiently and also in spreading scarce manpower to"rea-;h tllarger number:of



clients when organized in a group.

While the last 1'.'10 factors conld easily be interpreted as influencing the supply
. schedule, the first one of lower default risk could also be interpreted similarly, since

it implies providing lower allowance for default risks. Such allowance in the forro?f
bad debts reserves is provided by some lenders.

The demand influencing advantage is the lower unit transaction costs to the
group borrowers as compared to the mortgage or third party guarantee borrowers.
Borrowers' cost in transacting every 100 Rupees group loan would be lower becal;l,se
they would save time, transportation costs, expenses incurred in obtaining the nece­
ssary documents and certificates before loan sanction, besides saving in costs required
for giving mortgage or third party gurantee as a security for the loan.

In India, many banks have aimed at only two of the four potential advantages
, of the group lending innovation. One of these is the borrowers' advantage in transac­

ting a group loan, while the other is the advantage of lower default risks. The former
is a demand advantage, where as the latter is a supply advantage. Despite such restric­
tive aims, we will conceptualize the conditions for the success of group lending
considering all the three supply advantages and also the demand advantage of the
innovation.3

From the preceding discussion together with the initial assumption that ~he

innovation has no potential disadvantages, we can hypothesize that at a given interest
rate both the supply and demand schedules for loans could be more to the right when
group lending and borrowing innovation is introduced. It is in this context, group
lending is an innovation.' Depending on the extent of shifts in these two schedules the
new equilibrium interest rate and loan amount would be determined. Three distinct
scenarios can be hypothesized in this regard.

Scenario 1: Where supply shift is smaller than the demand shift (SS<DS)
Scenario 2: Where supply aed demand shifts are matching or equal (SS=DS)
Scenario 3: Where supply shift is larger than the demand shift (SS>DS)

, 2. T~is choice has a clear merit in as ,much as the conclusions derived from a
framework which incorporates all the four advantages would de reinforced more
sharply if they were based on a framework incorporating only two of the four
potential advantages.

3.. F()rasi~ila.r.definition of fiipancial innoY::itioll, se~ Bh;ttt -0979)
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'Diagram 3 shows the impact of the introduction of the innovation considering
these three scenarios. .

. Diagram 3 Loan Demand and Supply Schedules Defore and Aftar the Introduction
of the Group Lending and Borrowing Innovation Under Three Scenarios
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Note$: (1) m represents the equilibrium situation prior to the introduction of the
innovation

(2) t represents the equilibrium situation of Scenario 1 where SS<DS.
(3) n represents the equilibrium situation of Scenario 2 where SS = DS.
(4) k represents the equilibrium situation of Scenario 3 where SS >DS.

Before we introduce the potential disadvantages of the innovation into this
model, we should clarify that even the Scenario 1 represents an innovation, despite
supply shifts being smaller than the demand shifts. This is because the interest rate
of Oa 1 under this Scenario is lower than the interest rate of Oa4 at which only the new
demand OLt can be satisfied if the supply schedulo were not to shift from
So So to Sl St.
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let us now introduce potential disadvantages to evaluate the "netH
( i. e. 6)

impact of the innovation. On the supply side, these disadvantages can· arise, for
example, from higher probability of "collusion" among group members which would
be counter productive to the advantage of lower default risk. Other supply disadvan­
tages are higher costs in forming groups, and much thinner spread of manpower
leading to lower repayment rate because of selection of untested new borrowers and
poor supervision. On the demand side, the potential disadvantages can arise from
loss of individual discretion involved in being a member of a group, and also from
the individual costs of maintJining group membership. The main implication of
these disadvantages is that they would shift back the supply and demand schedules
to the left. We, therefore, introduce disadvantages to hypothesize positive, negative
and zero "net" (i. e. LJ shifts in each supply and demand schedules. These are
presented in a 3 X 3 matfic in Table 1 in which "Yes" and "No" are marked to convey
whether ,group lending is an innovation or not.

Considering all the nine cases, we can identify the following "necessary" and
"sufficient" conditions which must hold for group lending to remain an innovation:

1) Necessary condition:

2) Sufficient condition:

6DS >0 or ,6SS >0

(a) (,6DS) (,6SS) >0
(b) If (,6DS) (,6SS) <0, then

1,6DS/>1 ,6SS1 or 1,6SS/>1 ,6DSI
constitute the sufficient condition.

In four out of nine cases, the necessary condition itself is not satisfied. Thcse
are caSes 1,3, 7, and 9 in which m )rc loan amount at lower or same or even higher
interest rate is not possible. Cases 2, 4 and 5 satisfy the "necessary" condition as
well as the "sufficient" condition (a) stated earlier. The remaining two cases 6 and 8
satisfy the "necessary" condition as well as the "sufficient" condition (b) mentioned
earlier. Part A of Diagram 4 represents case 6, while part B of this diagram,
portrays case 8.
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Table 1

HYPOTHESIZED "NET" IMPACT OF "GROUP" LENDING
AFTER THE INTRODUCTION OF POTENTIAL DISADVANTAGES

Net Damand
Shifts (6DS) 6SS=0

Net Supply Shifts (6SS)
6SS;,> 0 6SS <0

6DS=O No. Yes No.
Case 1 Case 2 Case 3

6DS;> 0 Yes Yes Yes*
Case 4 Case 5 Case 6

~--

6DS<0 No. Yes* No.
Case 7 Case 8 Case 9

Notes:- 1)
2)
3)

No. stands for "Group" lending is no longer an innovation.
Yes stands for "Group" lending continues to be an innovation.
Yes* stands for 'Group" lending continues to be an innovation,
provided 16DS/;,> 16SS1 or 16S5/;,> 16DSI
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Case 6

Point 'p' represents (,6DS) (,6S) (,6SS) <'0
and / ,6DS/ ;> / ,6SS/
Distance ab;> distance ac

Case 8

Point 'n' represents (,6DS) (,6SS)
<0 and / ,6SS/ ;> / ,6DS
Distance uv;> distance uw

To .conclude,both the necessary and sufficient conditions must besimultan~
eously satisfied for group lending to be an innovation. Moreover, when (,6DS)
(,6SS) is expected to be negative due to ,6SS <0, it is critical for the banks to
mobilize as large a demand advantage as possible so. that "net" demand shifts
(,6DS) more than outv,eigh the ,6SS resulting from shift to the left in the loan supply
schedule: Converse would be the case if (,6DS) (,6SSJ <:0 due to negative ,6DS.

4, This kind of situation appears to be applicable to those banks which aim at
only one of the three potential supply advantages, namely, lower default risk.
Since the probability of realizing "net" advantage from this factor is tenuous,
it is critical to enlarge the advantages on the demand side. For this, in addition
to saving the mvrtgag.:: fees of the b.:>rrowers, the bJ.nks can undertake such
measures as reducing the number of certificates which borrowers are required to
submit along with their loan applications, minimizing the time required in the pro~

cessing of loan applications, and requiring only one member to visit.the bank for
certain selected work.
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These conclusions would hold as long as intelest-rates are·even:riiarginatiy
varied as is the case with the commercial bank credit in India. However, they would
not b~ applicable when interest rates are ri~id as is ths case with cooparative credit..
providing varying amount of loan at one single interest rate implies a perfectIyelastic
supply of credit. Undesirability of such supply schedule when lending risks vary
inversely with the amount of net-worth of the borrowers is too obvious to elaborate
here.

Further, it can b~ shown that providing group loans with a ceiling on loan
amaun.t is also not desirable. This is because such practice has a potential to create
an excess loan damand when the demand schedule shifts to D IDI, as is shown
in Diagram 5, and intersects the loan supply schedule in its verticle
segment associated with the ceiling amount. In this case also the very purpose
of group lending is defeated since this practice would restrict the net shifts
in loan demand schedule.

Finally, the success of group lending in overcoming the RFM barriers lies
in mobilizing as many demand and supply advantages as possible so that the earlier
describ~d necessary and sufficient conditions can be fulfilled The financial institutions
can achieve this through a multi-functional role by organizing not only the supply of
credit and technical services but also the supply of other services including making
available inputs, and output rn-lrketing services. Such role is very critical for the
success of a credit programme for low income households. In performing suchlrole yet
another condition which is required to be fulfilled relates to the "homogeneity" of
the menbers of the group identified This condition is essential to realize the potential
net advata3es asso:;iated with both the loan supply anddem3.ud." Financial institutions
cannot pJssibly meet this tall order, without pursuing flexible and po~itive.

interest rate policies.
5. Precisely for this reason Adams and Ladm:tn have questioned the promise of

the group lending innovation experiences in Philippines, Ghana, Bolivia, etc.
See Adams and Ladman (1879).

6. In a pilot empirical study carried out by this anthor, it was found that lack of
"homogeneity" in respect of location, and technology of group borrowers
larg,;,Iy contributeJ to raising thair unit C.Jsts of borrowing and also the default
rate. For a sub-sample of group borrowers in whose case this condition is
satisfied, both the default rate (17 as ag:tinst 31 per cent) and unit norr"-interest
costs (Rs 6 as against Rs. 6 for every Rs. 100 IO~lll) are lower·,than',-those
for the sub-sample of mortgage borrowers (D~sai 1979)



..... lJiagram 5· Hypothesized Iml?act of Loan Ceiling Policy under Group -Lel~ding
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. The existing formal agencies' have inadequately met the credit of :fhe:.poor
households ..The main RFM barriers, in both the formal marketsJor these households

. are manifested through the higher unit non...:.interest costs including unit risk premium.
We further hypothesize that such costs shift b?th the loan demand and supply schedu­

:.les to the left (see Diagram 1 ). This then results into.the use of inputs which is much
below the socially optium level (see Diagram '2), bes.ides .influ;:r:cing the equity
objective adversely. . ..,' .,,': ;.~.; '-
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Group'lending has'apotentiul to overcome this problem,ptpvl,d;ed tlte' follo-wing'
conditions are satisfied; , , ,'-

(1) Necessary condition:
(2) Sufficient condition:

then

L",DS >0 or t>SS>O
(a) (L",DS) (6SS) ;>°
'(b) If (L",DS) (l>SS) <0;

1!:iDS/>1 I\SSI or 16SS/.>1 L",DS

"r··

To fulfil these conditions the financial institutions would have to mobilize asmany
demand and supply advantages as possible. They can do so through a multi-functio'nal
role by organizing not only the supply of credit and technical services but also' ]he
supply of other inpilts and servicesincJuding marketing outputs to the group borro­
wers. Such role is very critical in'reducing the unit Done-interest costs including unit risk­
premiuin for both the lenders and the poor' borrowers; In performi!1g, this rolethe
financial institctions must ensure selection of those': group 'borrowe'rs who! are
homogeneous in resped of their location, technology, farm size and' soon. Finally,
the potential success of group lending to overcome the'earlier described. problem
would also x:equire flexible and positive in,ten,:st rat~ po1icie~,
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Small Farmers Development Programme
In Nepal

-Dr. Prakash C. Lollani

Section I

Introduction

Nepal is a small landlocked country sandwiched between the two Asian giants,
India and China. Nepal is also very much an agricultural country with one of the lowest
per-capita income in the world. Even among developing countries Nepal's dependence
on agriculture as a source of output and employment remains at a relatively high
level. Agriculture's contribution to GDP is around 65 percent.1 It is a source of
employment to 94 percent of the labour force and generates 80 percent of the ,total
visible expert earnings of the nation.2 These statistics alone are enough to highlight the
fact that economic development in Nepal basically means an increase in the produc­
tivity of labour employed in agriculture. It is necessary to support a rising population,
to increase export earnings and to prepare the bas~ for industrial 'development both
in terms of resource accumulation and the provision'of necessary· raw materials and
technology.

The latest estimate regarding the population of Nepal is 13.7 million" The size of
the country is 54,360 sq. miles. This gives ~ man/land ratio of 1.02 ha~ which compares
favourably with other countries in the region. But Nepal's\ man/cultivable land ratio is
only 19 acres which is one of the lowest in the world.

1. A~riculturaJ Statistics of Nepal, (1977), His Majesty's Gover~ment of Nepal (HMG),
1977, pp. 3.

2. Ibid, pp.3.
3. Population Projections for Ne,pal (1971/86) Central Burea~ of ~tatistics HMG, 1974.
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, the reasons for tbetwo man/cultivable'land ratio has to clo with the'topography
of the country which largely, consists of, hil1y (68 percent) and· mountaineous (17
percent) areas with numerous micro climatic zones, scattered fertile valleys and
plateus. The southern portion of the country that is 15 percent of the total land area
of the nation, however, consists of an almost unbroken strip of fiat land extending
all the way from the east to the west: It constitute's 'a partoftheindogangetic plain and
is rich in forest and productive agricultural land. It provides 60 percent of the tot:l.l
cultivable area and is a home for 35 percent of the total population.

:' Politica!ly; the Nepali people overthrew thcfeudalfamily rule iii 1951. During
. the last 29 year, Nepal has launched Four Five Year Plans and one three year plan for

modernizing her 'economy and to initiate a pattern of sustained increase in income
and output. But the r~sults so far have remlined disappointing. The number of people
below the poverty line is 40 percent. Percapita income has remained virtually stagnant.
Population has'beengrowing at the rate of2.16 percent (1971/76) but average annual
increase in cereal" grain production has not been able to rise above 1.91 percent
(1971/76).' This growing imbalance is reflected in the decreasing availability of per
capita cereal grain from 301 kg in 1971 to 266 kg in 1978. G

, For the vast· majority of small and mlfginal farmers especially" in the hills
and the mountain region survival even at a bare subsistence level is' a grim nightmare
getting worse over time. In their desperate search for food and employment people

,- have~elY forced to distroy forests and -pasture land ana illigrate' from'the hills to
. the plaiil. In:this process the relationship b(}tweenman and nature is, turning into
:an antagonistici>trugglc with man loosing everyday.. It is in this context that the
,Small Farmet: Development Programme (SFDP) comes as a promising strategy for
.tuial m.obiliiation and development, It isblsed on the concept of developing self­
reliance with the participation of the poor in effecting a transformation in their
lives, the socialstructiire'whi6h they face and the Iillldscape on 'whichthey live
and work.. :

In Section II we pre5cnt' a brief history of. rural de\elopn,cnt stralcgj aild
the emerging relationship between man and nature in the nation. In S;::ctionIlI & IV,
the SFDP experiment in Tupche and in different parts of thecouatry is analyzed to
study the involving perception of the poor towards group concept. Based on analysis
4. Agricultural Statistics of Ncpal, 1977, p. 3.

,5. MJ.hcsh ihnskota, "B:lSic Needs and-Agriculture in Nepal; The role of Agricultural
". _·inputs'.', CEDA; Nov. 1979: '.- .
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in Section V we discuss future' difficulties as weB as the opportunities and potentials
of this concept for the development of the nation.

.Section n

AHISTORY OF NEGLECT & EXPLOITATION

Past Exploitation

Before 1951 Nepal was under a family autocracy that considered the whole
country as a private estate. Technically all the cultivable land in Nepal belonged to
the state but various forms of teneural arrangements to sustain a feudal and auto­
cratic system had a· firm hold in the country.

, The most important forms of tenure that have evolved in Nepal are the
Raikar. Birta and the Jagir system. Land owned by the state given to the tenants for
cultivation on a taxable basis is known as the Raikar system. But if the state alienated
its ownership in favour of some individuals or institutions for political, personal,
philanthropic or religious or any other consideration it is then known as Birta.
Furthermore when land' grant· was used as emoulments to civil and military
employees of the government it waS known as Jagir.

In the· historical context, both Jagir and Dirta system were used as a
powerful incentive mechan~sm by King Prithvi Narayan Shah, to establish the Nepali
state. Soldiers and commanders were then assigned Jagir land in newly conquered
territories; Similarly those who supported the king in his military conquest would
be rewarded with Birta land. Those who ~opposed had their land confiscated.

In the 1840's political; struggle in Nepal was fierce among competing elite
factions. The climax of this conflict was the Kot massacare where the Rana faction
virtually wiped out all its opponents and was able to monopolize power all in the
name of the king. However, once they achieved pow.:r the Ranas virtually kept the
king as a prisoner and ruled in his· name. Any body outside the Rana family
waS excluded from the p:>st of the Prime Minister.

The Ranas pursued with full eagerness and vigor, the objective of enriching
themselves and rewarding their follo\Vl~rs. In this scheme the ~outhern flat lands of
the country or the Terai waS liberally distributed as Birta land to Rana families
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and th<;ir supparters. The ranks of the land owning elite that was allowed to receive
half or more of the peasant's produce without perfurming any economic service
swelled consider:l'J]Y. Thus by 1951-the year ,vhen the Ranus were overthrown over
50 percent of clltinble land was in the form of Birta tenure. Out of this the Ranas
owned 75 percen:.

In the vilI::gcs and the countryside the Rana bureaucracy which was nothing
more than a crud ~ form of household official dom was not strong enough to make
itself felt for the purpose of doing an eITective job of collecting taxes. It needed
an intermediary :;tructure to help collect taxes. Similarly, the land-owning elite
needed an effective mechani~m sanctioned by the state to coHeet its share of the produce
from the peasants for financing its luxury consumption in Kathmandu. Thus a new
class of local funejonaries who would collect taxes from the peasants and hand it over
to the gOyerlll11en, or the land-owners \'verc established in the villages. In return for this
function it was all )wcd to cam a commission or profit. In the hilly region of the
country the new rtcnctionaries came to be known as Muklziya. Dlwre Zil/llllva!s and
DllOkres. and ChCldl/ilri. Jilll!d,lrs Ta!ukdars in the Terai. They constituted the village
clites and had cOLsiderablc freedom in exploiting the peasants long as they fulfilled
the tax collection i'ul1clion and .showcd their loyalty to thc family rule in Kathmandu.
The magnitude or exploit2.tion on the other hand is indicated by the fact that in mid
19th century tholsands of farmers from the hills abandoned their farms and
immigrated to va'ious places in India anJ Burma. They were simply unable to bear
the burden of SUI porting a parasite la,nJlord class, a revenue oriented family rule
and a whole host 'Jf local functionaries all working in an implicit grand coalition to
squeeze the maxil!lum from the peasantry.

After Democracy:

Wilen the Rana system was overthrown in 1951 the new rulers influenced as
they were by the llarch of events and ideas in both India and China promised demo­
cracy, equality be:'orc law, a modern economy g~ared to the benefit of the many and
a redistnbution of income generating assets in the nation. These were revolutionary
promises made in the face of a social and economic structure that the political change
had barely touched. Gur in those euphonic days of new ideas about change and
progress, the unc;langed social structure was not a matter to be taken seriously.
Even the fa;;t that th..: first pJst revolutionary prime minister was a Rana patriarch
who was the prime minister under the Rana regime and therefore symbolized the
system against which the political struggle was directed in the first place did not cause
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any concern in the new atmosphere ot victory and jubilatiort

Once the initial enthusiasm started fading in the background politicians in
Nepal found that the key to social and economic change was to a great deal related
with the structu~c of asset ownership in the nation. nut a farmer after the revolution
was an insecure individual, defenceless against landlords, exploited to the maximum
and unable to comprehenJ the forces that have emlaved him in a state of dependency
and despair. On the other hand the land-owning e!ass and the village elit~s, a
burdensome legacy of the past, remained intact. They \\ere not now the formal
rulers of the nation bA as a class they retained t.heir economic power and continued to
supply the new officials needed for the bureaucracy.

Pahaps the greatest weakness of the Nepali political revolution of 1951 is
reflected in the f.let that the po~t revolutionary regime committed to the changing of
property relations in the society did not enn dare to declare in the First Five Year
Plan ( 1955-60) the principle of making the cultivator, the owner of the land he
ploughed as a long term goal to be realized in the distant future. The strength of the
feudal interests meant that questions of property relations were often discussed but
never taken seriously. Thus while discussing land reform in the First Plan, planners
did not even care to state that la:1dlordism as represtnted by the Birta system would
be abolished. They took a sofwr line and went on to state tlut measures necessary for
reforming the Birta syst~m will be properly analyzed to be eventually followed by nece­

ssary legislation."

In 1959 the first elected government in Nepal was formed. It introduced the
first major piece of legislation designed to prevent some of the worst exploitativ~

features of landlordism as represented by the nirta sY5tem. Under the Birta Abolition
Act (1959) the Birta tenure WCiS converted into Raikar tenure. This Was a commendable
step. It abolished privute ownership of land in f"vour of the state. But the act had best a
6 For a discussion of land relorm measures from 1950-1960 see:

(a) The First J i~'e Year plan ofNepal Government of Nepal 1956;
(b) Ram Bah,ldl'r K. C. Land Reform and Land Adminiltratioll with Remedies

Department of Land Reform, His Majesty's Government of Nepal 1971.

(c) "Trend in hand distribution and handlesness in Nepal and their Implications
for Agrarian Reform" (Cyclo) CEDA 1979.

(d) Kali Prasad Rijal (editor) Nepal Ma Bhumi Sudhar HMG 1973.

(e) Badd P. Shrestha All Introduction to Nepalese Economy Ratna Pustak Dhandar
1962.
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margInal impact in ameliorating the conditions of the peasants.?

Under the Panchay:tt System:

The partyless panchayat system introduced a programme of land reform in
1964. Under the land Act (1964) the government aimed at: (a) providing legal protec­
tion and security against arbitrary eviction to the tenants, (b) imposing ceiling on
landholdings both on the tenants and the landlords, (c) fixing of land rent that a

landlord cl1Uld ex.tract from the tenant, (d) and establishing a method of mobilizing
rural savings to be used as working capital fund for the tenants now protected under .
~la~3 .

The desire to strengthen the political legitimacy to govern by pushing the theme
of modernization has been a phenomena that has been of great importance in the
Third World countries. In Nepal it was largely responsible for the land reform progra­
mme of 1964. However, the essentially feudal character of the ruling elites and the
lack of consci011<ness about the objective of social reality among the peasantry virtually
assured that the basic spirit of the programme would not work in favour of the poor
and the do\vntroddcn. Thus, legal loopholes were liberally inserted in the land reform
legislation. The landed class took ample advantage of these implicit escape routes'
designed to dilute the changed potential of the programme. Ceiling laws Were evaded,'

----'----
7. The Act c1assifierBi;iaJand.into two c1asses:Class Ctilrta land included large

estates wherc the Birta owner was primarily a collector of fixed rent. Such large
estates normally employcd intermediaries as tcnants who in turn allotted it to
peasants for cultivation. Abolition of class I Birta and its registration in the name
of tenants therefore meant that in many cases the intermediary as the tenant became
the owner. For thc cultivator the ~ituation remained unchangcd.

Eirta land that was classified as class II mostly consisted of small parcels of·
land with the holder enjoying occupancy rights.

8. Land Ac: (1964) H. M. O. 196~. Regarding the rent that the tenant has to pay to
the landlord it is interesting to note That the governm~nt legalized the traditional
rent level as long as it \vas not above 50 percent of output. This amounted to a
virtual acceptance of the status quo.

9. A. N. Seth, Land Reform in Nepal National Seminar 011 Land Reform HMO 1970.
According to Seth "The ceiling provisions \\crc well conceived but they were
evaded through benami transfers on a large scale due to delayed implemelltation"
(p. 19). As regards distribution of whatever surplus land that had been acquired
the National Pbnning Commission states, "There has not been any noteworthy
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tenants were evicted and land rents in most parts of the country were fixed at SO·
percent of the main produce.10 Similarly peasants organization even though provided
in the constitution of the nation were kept in a perpetual state of stagnation and
torpid. An attempt to link credit reform with land r;form in the form of a
compulsory savings scheme on the other hand found badly after two years of its
launching. lI

Ba~ic;llly llnder the scheme both peasants and landlords were to contribute a
portion of their output to create a working capital fund for financing production.
Interestinglyenough, collection of funds under this scheme did not prove difficult;
what became unmqnageable was its proper use. The accumulated funds were not used
for the poor. In many ca<;es they were swindled by the political functionaries of the
new system. When it did find an outlet in productive investments the large farmer were
able to take the maximum advantage.h The small farmer Was ignored, as usual and
the reform programme did very little to change the dependency relationship betv,een
the privileged and the poor characteristic of the past.

success in the distribution of surplus land 8cquired under the land reform progra­
mme." Impact of the Fourth Plall 011 the Masses.

10. There is evidence that points ont to the possibility that the land reform programme
may hzve led to large scale eviction of tenants and the introduction of under~

ground share cropping arrangements. In 1962 before launching of the land ref:>rm
programme, 27.8 percent of land holdings were under cultivation by tenants. In
1971 it had decreased to around 18 percent. Such a dramatic decrease after the
land reform in the face of a rising population and lab,mr force employed in
agriculture strongly suggests that eviction of tenants has become a normal
phenomena. See: Agricultural Statistics of Nepal H. M. G. 1972.

11. B. P. Dhital, Compulsory Savings Scheme ill Nep(,[ Ministry of Food & Agricul­
ture, H. M. G. June 1971. Concluding his discussion Dhital writes: "The
apparently successful implementation of the programme over the first two years
only showed that success does not necessarily breed succe~s. It now seems that
the initial successes may be forfeited in a return to a more comfortable status
quo." (p. 21).

12. According to a study by the Central Bank of Nepal (Rastra Bank) Credit by
Government sponsored institutions plovide only 20.87 percent of the total credit
requirements of the rural sector. Out of this total supply from government
sponsored institutions the share of the small farmers is only 8.18 percent. See:
.Agricultural Credit Survey of Nepal. Nepal Rastra Bank. 1972.
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Tn recent years the oriBinal enthusiasm for land reform has all but vanished.
Even in Budhabare where the first successful pilot programme in land reform was
launched in 196-1- it was found in 1972 that 42 percent of the farm'~rs are either unSecu­
red tenants or landless labourers of just unregistered settkrs. As for land ownership

11 9 percent of the household virtullly own 100 percent of the land in the Panchayat
area"

The lackluster performance in land reform has been m::ltched with an equally
disappointing accomplishment in creating an institutional dC'livery system to reach the
small farm,;:rs with modern agricultural inpats and failme. The cooperative movement
started in the country in the early 1950's, By 1970 there were as many as 1900 coope­
ratives but even the Planning Commission went on to point out that 85 percent did not
function at all... The plann,;:rs saw the heavy hand of bureaucracy as b;:ing primarily
responsible for this dismal performance. The Fourth Five Year Plan went on to state
that "these co-operatives were not developed by those people who accept the principles
and ideals of the co-operative movement. They were formed primarily by the depart­
ment of co-operatives with government grants." And yet when a new programme of
co-operative revitalization programme was introdu::ed the approach v,as again heavily
bureaucratic with no conceptual thinking on people's participation. The result was that
even where th-::. c'J-operatives were 'revitalized' and succe-ssful in their credit expan­
sion progr3mmc, the m:ljor b~neficiaries were ag:tin the large farmers who had the
collateral, inform ltlon and other linb.ge resources to augm)l1t their \VClalth position. 1O

D;;spite such trcnus, however, agricultural development plans in recent years regularly
make it a point of stressing the need for augmenting credit supply to sm:lll farmers.
The Agricultural Development Plan (1973-1983) for example scts thc targ';t or crcuit
distribution to small and middle farm';rs at two third of the tot;.!.1 amount available.!'
But the instituti0nal form visun.lized for this task is again the co-operatives \\hich
have so far failed to achieve such objectives.

13. Mohan [vlan Saiju, ct al. Rerisit to Budhabare, Ct.DA, 1972.
14. The Fourth Plan, National Planning Commission, 1970, p. 82.
15. Ibid.

16. According to M. Saiju, a member of the Planning Commission 50 percent .of
credit extended by the Agricultural Development Bank of Nepal, the only one of
its kind in the nation, goes to large farmers. See: M. Saiju, "Institutional Growth
for Rural Development Programme: Saj!la Programm~" (in Nepali) cited in
Diwakar Chand, Crith'al Appraisal of the Rural Ecollomy of Nepal, 1976.

17. Agricultural Development Plall, (1973).
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Reviewing the poor performance of the coor)eratives so far the Agricultural
Development Plan considered to be one of the vital dOCllments dealing with Nepal's
agricultural development has very little to say except to stress the need to strengthen
them in the future. Why have the co-operativeg failed to reach the poor? Why is
it that only the wel1 off farmers are able to take maximum advantage from such
institutions? These are questions that are largely left unexplored.

The experience of the c0-operatives has been repeated in the field of agricultural
extension as \\lell. The basic approach has been to concentrate on the so called·
'innovators' with the hope that the rest of the peasantry will follow them. But who
are these "innovators"? They are ag1.in most likely to be owners of large holdings.
This me:ms t11at the delivery systpm has again ignored the smalI and the marginal
farmers. Since it was not designed with their special constraints in view it did not
reach them in an effective manner. ls

Indifference of the Political Elites

The inability to reach the small farmers has not been much of a concern to the
elites of the nation. Political It'ad~rs as well as planners have been primarily concerned
with meeting the targets regarding the supp'y of modern physical inputs and not with
the actual opportunities and constraints characteristics of different classes of farmers
in the nation. The wide variation in the social and material conditions of different
classes of farmers and the interaction of each class with the political system has been
quitely ignored. II Jn fact the word "farmer" has been used until the early 1970's in a
very vague and g.~neral sense. It included everyone fro'll landless labourers, tenant
farmers and smal1 owner cultivatClf to large landowners or capitalist type farmers
18. -Ludwing-SiiiTcr & R. Yadav, Planning for People Research Centre for Nepal and

Asian Studies, 1979.
19. It is a remarkable fact that up to 1970 the problem of small farmers was seldom

mentioned in the planning documents. In the Fourth Five Year Plan of Nepal for
example the whole empha~is is on the supply of "modern physical inputs" to
farmers with no consideration about the constraints facing the majority of small
farmers in the nation. See: The Fourth Plan Chapter 5. By 1976, however, the
NI'C had come to accept the logic that while evaluating the impact of the Plan
upon the people "it is necessar) to find out as to what extent the small farmers
in the nation benefitted from difTerent inputs and facilities made available by the
government, especiallyagricultral inputs, credit, irrigation and other technical
services". See: 1he Impact of the 4th Plall Upon the People (in Nepal ).
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""orking with improved technology including modern machines. Obviously it would
amount to nothing more than a caHous indifference towards the objective-economic

reality to assume that the access to modern technology and the work motivation of a
small knant farmer holding a temporary tenancy certificate woulJ b.:: th-: same as that
of the owner of a large farm The bter will have ac;css to better information,
improved technology and also the funds or finance through governm:nt sponsored

institutions. Naturally, he will be more oriented towards the market. The small
farmer on the other hand is likely to have access to none of th~se advantages. On top

of this if there is any increase in productivity he will have to share it witil the landlord,

under the 50 percent crop sharing formula as laid down in the law. Naturally, under
these conditions it would simply make no sense to specify a given set cf policies and
assume that it will serve the requirements of the Nepali farmer'. The fact remains
that like in most developing countries with a long colonial or fewhl heritage farmers

as a group in Nepal are simply not homogeneous. In terms of their access to capital,

technology and various other forms of institutional support they remain highly
unequal, diverse and fragmented.

The assumption of a 'homogeneous farmer' employed in planning documents
has seldom been qu;:stioned by the politicians. TI,e top clites in the political fiel<;l have

in fact a vested interest in the continuation of a set of policies that ignores the small
farm:rs. This is b:cause they themselves represent the landed clites. Thus, expansion
of state supportcd institutions to support agriculture is welcomed and encouraged; but
when it comtS to taking advantage frum these agencies the large farmers and landlords
become the protulype of farmers employed in ceonomil: models. Naturally, un1er such
conditions the optimum production level that applies to the minority has no relevance
for the majority who are share croppers, tenants and small farmers yet unorganised and

therefore, relatively ineffective in making themselves fdt in the nation. 2Q

Antagonistic Struggle between Man and Nature

Our brief review of some of the important aspects of Nepal's development

LV. '1'Jll: aqparent cuntraJlclI0n bC;Lwe.::n the Intt:rt:st of the JUung elItes and the
majority of Nepali farmers in the nalion is noted by the Planning Commission
albeit in an indirect manner. According to one document, ,·It is the policy to
adopt labour intensive techniques in production but simultaneously mechaniza­
tion in farming is also being stressed. Similarly progress in land reform in making

the actual cultivator the owner of the land he cu'tivates is not satisfactory". See:

Mid Term Eralualion of tIle Fijilz Plan. National Planning Commission, HMG,
1978.
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experience present a d:sappointing scenario. In quantitative terms mest of the availabie
macro economic indicators present a vision of lethargy and stagnation. Undoubtedly
there has b::en some imi'~essive progress in the building of physical infrastructure
primarily with foreign aid. There has been significant progress in education. Health
facilities of ten with fl)fcign aid have cxp:mded and life expectancy ar birth has
increased from thirty two in the early 19:0's to forty Five in 1976. Simiiarly the
task of state building in the form of expansion of the bureaucracy has b::cn impressive.
State enterpreneurship even though highly inelliciel1t has continued. The number of
public enterprises have increased from less than h:J.lr a dozen in 1959 to fifty eitht in
1974-75. Despite all these statistics however, for the vast majority ot people living
in the village and the countrysiue survival even at a bJrc subsistence level is becoming
increasingly difficult. The 'push' effects of developmental programmes have been more
the concelled by the 'pull' efr~cts g~nerateu in the proc~ss. As a dialectical process
every forward mom~lltum in the dev~lopm~ntal process has also produced new forces
to stop this progress. In its most exposed form this contradiction is rel1ected in
Nepal in an increasingly antagonistic relationship b<:tween man and nature. Thus,
deforestation is progressing at an alarming pace raising the spectre of severe ecoio­
gical imbalances having its iJ11pact 011 ever)tlling from energy supply to flood level and
the productivity of land. These are no longc:r the nightmarish vision that may c@me
true in the distant future. They are alIeady ma~.;:ing their presence felt in the
economy. Despite increasing usc of fertilizer and other inputs yield per hectare has
at best remaitled constant.'" Fuel and fodder shortage is already a serious problem
in many parts of the country and soil erosion ia finally b.::ing r~cogniz~d as a grave
there at to survival.'" There arc indications that in the far western reg:on of the country
desertification may be gaining momentum unless reckless agression against n".ture
is controlled quickly.23

The causes for this increasingly a'1tagonistic relationship with nature at the
21. Econo;llic Surv.:y Ministry of Fmance, HMO, 1979.
22. Energy Research & Denloprnent Group, Nepal: The Energy Sector Institure of

Science Tribhuvan University, 1976. According to this report "with the increase
in population mostly in rural areaS the present over-reliance on forest as a
primary source of non-commercial energy will lead to further dcpthon of already
dwindled iorest far beyond the regenerating capacity. The present study has
estimated that at the current rate of exploitation the forest resources may be
exhausted bdorc the end of the century with irreparable damage to the
ecological system of the country.

23. Eric Elkholm: Loosing Around.
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· more superfidallevct may be attributed to the increase in population. The annual
rate of increase in population between 1960 and 1970 was 2.07 percent. Demographic
experts predict a further increase in the growth rate. Even basic health measures have
had significant impact in decreasing the death rate. The birth rate on the other hand
has not continued in the forseable future. The country does have a family planning
programme but its impact has yet to be observed.

Attributing the increase in population as b~ing solely responsible for the evolving
structure of an antagoaistic relationship between man anet nature however is too simple
explanation for a very complex phenomena. Ultimately the inability to develop a
non-antagonistic relationship with nature has at its root the evolving mode of
production and the configuration of societal forces in the allocation ofeconomic values
in the social system.

While large feudal estates are breaking up in the country the reliance
of the small farmers and tenants on the village elites for economic purpose
continues. The structuring of the political power in a manner that favours the
traditional villag~ elites has helped them to maintain their psychological as well
as material domination over the masses. The small farmer in Nepal finds himself
virtually ignored by the state with only the traditional money lender and the
local political· functionaries under the partyless system drawn from the old class
of village elites as the major source of economic help and protection. The
societal environment thus facing the small farmer reinforces a dependency relationship
even though its outward form may not be the same as that of the prerevolutionary
days. The essense of this relationship is material exploitation of the rural populace.
The state becomes a part of this scheme since its delivery system never effectively
reaches the poor so as to enable them to stand on their own.

An exploitative relationship that we have outlined above thrives on an disinte­
grative individualism that is not capable of seeing the similarity of interests between the
same classes of farmers. For the village exploiters a staunchly individualistic farmer who
is willing to outbid other farmers like him to receive some economic favour even at an

. high economic cost is an ideal peasant. But, in the race of a rising population the conti­
nuation of such an exploitative dependency relationship impoverishes the rural
peasantry, limits their ability to accumulate capital and forces them to launch an
aggression against nature in the form of deforestation, cultivation of steep mountain
slopes thus contributing to soil erosion and the claiming of pasture land for food
production. Rising population thus interacts with the social balance of power and
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· the evolving mode of production to unfold an increasingly antagonistic· struggle bet­

ween man and nature in the nation.

Section III

THE SMALL FARMER DEVELOPMENT PROGRAMME

By the beginning of the 5th Five Year Plan (1975-80) planners in Nepal w~re
beginning to realize that the agricultural development strategy pursued so far had paid
no need to the vast majority of small and marginal farmers in the country. The
increasingly antagonist relationship between man and nature in the mean time\'ias
creating a whole lot of tension in the socio-political system. There was therefor~.

unwillingness to search for a new strategy that would address itself t? the needs and
requirements of the small farmers without necessarily leading to any major change in
the social balance of power. This last proves, as we will show later hasbeen and is
going to be of crucial factor in the implementation of a development strategy that
focuses its attention on the downtrodden aDd the poor.

The first major impetus to thinking on small farmers was provided by a work­
shop on "Development Support for Small Farmers" jointly sponsored by FAO/
ACARRD and His Majesty's Government of Nepal. The purpose of the workshop
"vas "to fucus "ttention upon the problems of small farmer's development and their
possible solution from field operational angle and in the context of a few specific
and typical mial ar;::aS in th:: c;)uo.try-:-su~h as Terai and Hill regions"!4 The work­
shop came with a long list of recommendations in the area of tenural -relation,
agricultural resettlement, credit, marketing and co-operatives, agricultural extension,
production technology and farm organization. As a field action project, it proposed
two projects one eacl~ in Nuwakot and Dhanusha district to be implemented with
institutional support and arrang~mentsnecessary for raising the income and employ­
ment opportunities to the small farmers. The overall objective of the prograinme was
to "illlprove the income amd employment of participating fanners and labourers
through institutional and other specific development support rathedhall it concerned
with the overall areaS development".·s

24. Proeceedil1gs of It'orkshop on Development Support for Sma" Farmers. Ministry
of Food, Agriculture and Irrigation HMG, Jan 1974,1'1'. 15.

25. IbiJ, PI'. 52 Also See: J. P. Joshi's SFDP Nepal: "Field Action Project" (Cyclo)
ADB/N, 1974.
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The, workshop was held as a succees and its recommendation were almost viewed
as a ne\y revolution !. The'then" secretary of agriculture in his concluding remarks;
reflecting the mood and enthusiasm of the participants observed. It's seriOlisly' fclt
that approxim'ately 88 percent of the total farming community in this country who
ar'e' real small farmers have' been ignored and neglected. Can we aITord not to take
this bulk of the agricultural population into consideration? It seeni.s ~o me that there
is definitely a de'parture from convention this time. We held so many seminars and
conferences in past.. But we never cared to review the position of small farmers
who are the major contributors towards the growth of GDP. The exercise in this
workshop' has defenitely given us an opportunity to suggest ways and means to
correct the mistakes done' in the past. The report of this workshop will be seriously
considered by our ministry."

At the end of seminar and workshop responsible speakers who have to under­
take the task of delivering concluding remarks tend to be irresponsibly optimistic
than warranted by common sense and experience. There was no 'reason v, hy the
secretary of agriculture should have been an exception to this general trend.. Most
ofthe recommendations of the seminar that suggest institutional changes or alteration
in the distribution of assets and income have so ["rremained safdy in libraries and
government offices as research materials for students in agricultural economics of
Nepal. 'But two pilot projects for small farmers to be launched with the financial
assistance of the' FAG and the overall management support of the AD13/N were
undertaken in two Panchayats'(i. e. countries) each of Nuwakot and Dhanusha rlistrict
in the Hill and the Terai region of the country. The pr0jects were Iaunched on
September 1975, in Dhanushaand March 1976 in Nuwakot, this marks the beginn­
ing of the· Small Farmer Development Programme (SFDP) in Nepal

The SFDP starts with the basic premise that the institutional infrastructure
established for agricultural development so far !Jas had a service domain limited to
only a small set of the total farm population. In terms of institutional efficiency
and effectiveness the limited nature of the service domain has been a negative deve­
lopment' in establishing the material as well as a psychological basis for the economic
upliftment of the small farm ~rs in the nation. hhas gre;J,t1y restricted the
strengthening of various linkages between the ne\\' institutions and the masses
and has indirectly reinforced traditional forms of dependency between' the previleged
and the poor.
26. Bas'udev Pyakurel "Concluding Remarks" III Development Support for Small

farmers. Ibid, pp.l54.
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The primary reason for the failure of the past strategy, as indicated previously,
has been the nation of a homogeneous farmer. It has formed the basis of all the
institutional design and evolution so far. The SFDP represents a departure from
this theme. The very idea that small farmers have special needs and requirements
not catered by the existing instituitons may seem nothing more than reasonable
commonsense which most human being could be assumed to be amply endowed
with. And yet, the application of this concept at the operational level, represents a
radical shift from existing thinking on farmers and farming. Implicitly, the concept
of class as the basis of agricultural development and related institution building noW
becomes the primary conceptual tool for action. Thus, the idea that small and
marginal farmer have seminar needs, requirements and aspirations leads to the
logical conclusion that programs must be designed to consolidate their class solid­
arity and consciousness so that they can view the existing social reality not as a
constant to be endured in a fatalistic manner but as a variable capable of being
transformed over time. Naturally, then, the service domain of the new institutions
must now include the largest subset of the system which means small farmers who
constitute the vast majority in the nation. Institutional efficiency as well as effective­
ness requires that the new relationship that is to be established with the teeming
majority must be symmetric and reflexive as well. Thus, when an institution for small
farmer comes into being, it means that both the elements- i. e. the farmers and the
institution-must be able to engage in a process of interaction that denies fixed
ordering and consolidates two way communication and control, leading to a heigh­
tened awareness of class strength as well as new capablities for taking advantage of
opportunities open in collectiYe action in resource accumulation, utilization and
distribution. The process of interaction should change both the psychology of the
oppressed as well as the service capability of the institutions in a dynamic context so
that new opportunities of improving the material standard of living as well as
challenges in the application of technology inherent in the process of development are
faced with a sense of self-reliance and confidence.

The acceptance of class consciousness as an integral component of the develop­
ment process indeed represents something of a revolutionary shift in the agricultural
development strategy of Nepal. It's in this sense that the two pilot projects started
in Nuwakot aud Dhanusha become significant even though their coverage initially
included no more than four counties out of a total of 3300 counties in the nation.

In operational term~ the ~Illall Farmer Development Program itwolved the
following major steps:

182



(a) At the field level Small Farmer Development program office headed by an
official of ADBjN, was established. The head of the field office \Vas known as
the group motivator (GO). The GO was given the responsibility of conducting
a socio-economic survey af the area. He would determined the number of small
farmers and try to comprehend the forces of stagnation and under-development.

(b) Once (a) is completed the GO would start holding consultations with the small
farmers and explain them the nature of the new program. He would stress the
fact that ADBjN has opened a office to help small farmers in improving their
economic condition ifthey were willing to help themselves. The tanners, could
help thettlselves, if they formed groups of ten or fifteen people consisting of
only small farmers and agreed to conduct their transaction with. the bank as a
group rather as individuals.

(c) Once the small farmer grol1ps are formed the general guidelines for their functio­
ning are as follows:

i) Each group must elect a leader.
ii) The group must hold me:tings at least once a month and decide on an

investment plan based on individual member's credit request and
requirements. Any group plan of action must be based on group con­
sultations and discussion.

iii) Loan applications will be submitted to the field office of the ADBjN
indicating the group's investment Plan, total requirement of Funds and
the allocation among individual members.

iv) when loan is approved by the GO the local cooperative which is financed
by ADBjN would provide the money.

Generally, the most pressing need of the poor is credit. The promise of credit
is therefore the greatest incentive for group formation. Once farmers organize them­
selves into groups for the purpose of acquiring credit, they start gradually realizing
that there are many more things that they can do collectively which they had not
thought before.

When the group receives funds from the local cooperative it becomes
responsible for its proper utilization· and repayment as well. In case an individual
member did not utilize the loan for the .:stipulated purpore or failed to repay it in
time the bank will hold the group responsible and rcfuse it further loan facilities in
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th.e future. 17 It is thi~ concept of grout' lia\>Hity,that make! members concerned in
each others activity, especially regarding th~ use of credit. This acts as a strong
deterrent for an individual memer of the group to mlsutiliz~ the new facilities since
tllis would directly affect the well beingof other memb~rs in the group. Individual
r~payment failure, if it occured becomes the concern of the group asa whole. This
accounts for a generally better repayment record of the small farmers where SFDP
has been launched so far.

General Problem Areas:
" ' -',,). ,".'

The formatiQn of groups ev~njust for the purpose of getting credit creates new
interdependence among group member.It contitutes the first step in raising the level of
self-confidence among the members, in terms of their a1.?ility. and willingness to look at
the future with hope and some cctlfidence.But success even atthis stage requir~s a reori­
entation in the thinking of governmental line agencies in the field. Once the bank star~

ts lending to the groupB for new income generating a9tivities: necessary technical' supp~
ort from line agencies must be forthcoming. This can represent a big problem because
agricultural develoment programs have generally been geared towards meeting speicfic
input or output targets. Everything else beyond that is seldom seriously considered.
If the objective of a program is say, to plant 10.0 trees, government officers try to
meet this target. Next year seventy percent of the sapling may h~ve died but this does
not become an issue for concem. The targets of planting IqOtrees has been fulfilled
and that is what counts in official records. Naturally, such a 'target approach' yields
poor return on investments.

The success of the SFDP requires a complete change in the established ",ark
pattern of the govemmental agencies in the field. What has to be 'aimed at is not just
fulfilling thf'J targets, but also of providing adequate complementary services so that
the rate of return on investments, remains attractive. Take for instance a situation
where the bank starts new credit 'program for livestock deyelopmeilt for small farmer
groups. If necessary techn,ical assistance to the small farmers is not forthcoming whoI':
eheartedly from the field line agencies Jhe program may fail and may only go on to
reinforce the resistance of farmers to new approaches towards progress and change.
Whether or not such help will be forthcoming can not be taken for granted. Apart
from the wrong emphasis on target approach as indicated above, most line offices
are traditionally oriented towards providing services. to "innovators'." or progressive
farmers who invariably tend to be the more previleged 'and the affluent. Thus a change
27. Procedure for the Grant of Joint Loans to the Group: ofSmall Farmers, (Cyclo)

ADB/N, August 1975,
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in'rocus, that SFDP demands would n6t be forthcorilirtg :easity.

Once the small farm group is, succe:ssful in 'handling credit from the bank,
to be used for the private investine'n'tprdgranirrfe of individual members, it
developes enough 'iriteractionbase and mutual confiding towards a higher level of
co-operation. Usually this means undertaking soinenewproductivo activity as sideline
economic venture under 'collectivb owhership uhdergroup 'ownership and manage­
ment. The role of the Go becomes c'rucialiil lielping to achieve this transition.
Succes, at this stage, again require's 'mor'e than 'the 'availability of funds even though
it undoubtedly remains as the most important input. Th'ere is now need for
technical input, extension facilities 'and silpport in marketing the produce once the
number of groups engaged in such sideline cash crop type economic activities
starts increasing in number and complexity over time. The focus of governmental
line agencies and the utilization of their resources, 'Will need a much great
orientation away from their traditional client, i. e. innovators or affluent
progressive farmers, towar'ds th'osmall farmers. This require changes in economic
thinking as well as the style of operation beyond the village of the country level.
The shift in favour of smallfarniers 'must 'staitbecoining a basic input at
progressively higher Ievels6f 'government. Invariahly'such a process cannot go
independently of the' social and 'political b'aIarice of power in the nation.

Even at the village level success of the SFDP is likely to generate
opposition from lo'cal p:)litical elites who are mostly'the l:i.rge farmers and money
lenders. Their resentment, on the other hana canpos'e as a major hurdle in
mobilizing the poor since they, the rich,represeilt the administration's major link
at the village level. For example, take the case of the village level co-operative
\vhich has to sanction funds recommehdedby the GO :inthe SFDP area. Local

,village level eliiesknown as Pancha.sareex-officemenibers of the board of
directors 'of the co-operative. The success 6ftlie SFDP will mean that an
increasing share of bank resources will be channelled to the poor. Dut the people
who will have to officially approve this at the village level will invariably the
relatively rich and af11uent large farmer's. Beyond a point, the diversion of reSOUices
towards the poor is bound to be resented. The resolution of this emerging
contradiction \.vill require a 'sharing of power by the 'village po~r and small
fanners who have gained 'enough 'experience working -as 'a group to perceive and
protect tbeir class interests. The' point to note here is that, it is not simply a
qu'estion of having small f.ii:mers in-th the governing board of the local institutio'ns.
The real issue at hand to have small farmers,who are conscious of their
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interests gained from working in the groups, involved in the management of local
institutions like the co-operative. This is indeed a tall order and amounts to
nothing less than a peaceful revolution. It can not be achieved or progress made
in this direction unless this strain of thinking represent!; if not the major, at least
one of the main conceptual basic political and et,onomic thinking in the nation.
It is with this perspective that one has evaluate the achievements of pilot
projects like that in Nuwakot district. It is relevant to note in this context that
the lack of co-ordination and integration of official governmental agricultural
policies with the requirements of the SFDP concept is already emerging as a
major problem at the fi~ld level. Similarly, the opposition of local level elites
who are active in local politics is also showing signs of emerging as a major
hurdle in the future.

Section IV

THE SFDP EXPANSION

The success of the SFDP in the two pilot project area waS impressive. After
some initial hurdle, group formation proceeded rapidly, farmers were found to be
quick to perceive the benefits from the group approach. Apart from economic benefits,
it did provide an interaction base to undertake increasingly complex task of economic
management. In the process, small farmers were also found to be developing a new
senf>eof solidarity which represented the beginning of a new consiousness to view the
social realit» in a dynamic frame of reference. All these aspects, were most notable in
the two Panchayats of Nuwakot district, which we call as the Tupche experiment (TE).

The experiences of the Tupche experiment has considerably encouraged the
young professionals in the ADB/N to view this approach in a much broader context.
The bank, decided to launch similar programs in difIerent panchayats of the country.
The expansion record is as follows:

Table

Total No. of
Groups

(Jan. 1980)

490

186

Total No. of
Panchayats
(Jan. 1980)

41

Total ADB
Investment
(1978/79)

(Rs.)

210.02

Total Investment
in SFDP

(Rs.)

1.09
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Even though the number of groups have increased rapidly, It is still very much
in an 'experimental' slage. There are more than 3000 Panehayats in the country and
SFDP has in only 41 Panchayats. Similarly the Bank's investment in SFDP programme
was less than one percent of its total financial activities in 1978/79.

In order to evaluate the expansion of SFDP as an institutional vehicle to uplift
the poor and to instil in them a sense of self-confidence and self-reliance we noW
briefly outline the achievements as weII as the emerging problems of the Tupehe
experiment. This wiII be followed by analysis of field data collected from the di1ferent
SFDP areas in various parts of the country.

The Tupche Experim~mt: The Overali View:

. The SFDP was launched in Tupche and Karkimanakamana in March 1976. The
project area is about 75 km. from Kathmandu and 5 km. northeast of Trisuli Bazar
which is the headquarter of Nuwakot district. The two Panchayats are spread over
36 sq. miles (12+24). The topography ranges from 660 meter to 1820 meter above the.
Sea level. Average rainfall is 3000 mm, much of which falIs during the monsoon.. The
other characteristics of the project aren is as follows:

Populaticn
Human Animal
Household
Small Farmers No. percent
Landless hous¢hold
Irrigation
Cropping

Social Services
Area under cultivation

14194
9305
1583

998
24
26 percent

Paddy, Wheat, Potato,
Some vegetables.

5470 ropanies.

Before the introduction of SFDP Tupche and Karkimanakamana represented
two poverty striken couGties facing problems of resource depletion in the form of
deforestation and soil erosion. Two third of the farmers in the Panchayats were small
farmers, having a per-capita income of less than Rs. 900 per year. Institutional lending
was negligible. For the small farmers, money lenders were the only source of credit at
exhorbitant rate or interest ranging anywhere from 6J to 100 percent per year. There
waS no organized marketing. The middleman and the money lender regularly took
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, advantage of the tarmer;s compu1sion to seil his output at low post harvest
prices.

According to the GO stationed in Tupche when the bank first opened the
SFDP field office about four years ago, the atmosphere for group action was discoura­
ging. It was not pDssible even to buy a meal at Rs. 5. Most villagers thought that a
new branch of ADB/N was going to open and they were eager for loan. For them the
concept of group borrowing, group liability and group management was totally alien.
As for the rich who were busy in exploitation, the prospect of having a new source of
finance at low interest rate to indirectly strengthen their suppression must have
looked attractive. They tried to act as an intermediary between the poor and the bank.
They were eager to demoralize the field staff so that they could perpetuate their
exploitation.

After some initial effort, the first group was formed in Karkimanakamana. Gra-.
dually, the number of groups started increasing. The promise of credit was found to
be the single most important incentive for farmers in encouraging towards collective
aCtion.

The Tupche experiment is already four years old. Recent studies have found
that the group concept as a vehicle for channelling resources to small farmers and
organizing them for its proper utilization has had an all round positive impact in im­
proving their income and standard of living, In the mean time, th ~ management and
organizing capability of the groups to undertake new economic activities that would
have been virtually unthinkable a few years ago is now becoming a common day
experience. This increase in organizing skill and the involvement of the farmers in the
management of their resources within the framework in the group represents new
opportunities for development and change in the future.

The four years expe.ience in Tupche can be divided into three distinct phases.
During thefirst phase the group was only a vehicle to channel loan to individual mem­

bers. But the concept of group liability and the need to present the total loan
demand of the group only afr.er deliberate discussion among the group members regar-.
ding its utiiization and repayment had significant efferts on the groups since they'
would have to justify their request Wilh the Go before he makes a recommendation to
the local co-ot'erative. Within the group each member had to justify his loan request.
If one member was asking for large loan the others had to approve it. They would
consider the effect of approving such a request only after thinking of its effect on their
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own chances of getting loan. They would also have to consider the ability of the mem­
ber to repay it in time since failure would be the responsibility of the group. Delibera­
tions of this nature minimize the chances of one particular member exploiting the group
for his individual benefits and goes on to establish an interaction base that allows
each member to gradually perceive the potential of the group concept in improving
his economic standard.

In Tupche the group as a vehicle for channeIling loan to individual small farmers
was a success. It led to the second phase, where groups now thought of new projects

"under group ownership. This was a significant transition and showed that group concept
was generating enough confiderce among the farmers so that they could now think of
collective economic activities. The bank encouraged this trend. It sanctioned loan for
collective poultry, fruit orchard, cottage industries and so on. The loan was as usual
a group responsibility but it ",as qualitatively different from the first phase where loan
was utilized by an individual member under group sponsorship. Now the loan was
borrowed by the group and utilized by the group in a group project. The protection
of the newly created asset was the responsibility of not an individual bllt the whole
group. Once the investments started yielding income, the group had to decide how
it would distribute the profit amount to the members.

It is interesting to note that group borrowing for group inve~tmel1t has all the
necessary ingredients of people's participation at the grass root level. It is the group
that decides on an investment project and approaches the bank for loan. Once loan
is sanctioned, group members decide on how and when it is to be spent. They take
part in implementation of the project and most important of all, its protection and
maintenance. Once investment start bearing income, they again have to decide among
themselves how the new income is to be shared. In effect, the members are involved in
the identification of the investment projects, selection of the investment project,
implementation of the project and the sharing of benefits from the project. In all
these phases, they have to be involved in constant consultation, negotiation and
understanding of each other's point of view so as to be able to make decisions for
the group.

It is clear from th discussion above that group borrowing for group investments
represents a qmlitatively higher level of co-operation relative to the first phase which
is group borrowing for private investment. The second phase requires more organiza­

. tional skill, and decision making ability. Since the group is no", much more than an

. ipstitutional vehicle for private loan; it also becomes a vehicle for collective economic
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as w,ell as non-economic not visualized before activity, in effect. it opens before t~e

members a new horizon about the economic advantages of collective economic activities
An a wide variety of sideline 0ccupations which they had not and could not visualize
before. This new understanding would now be based on objective experience. It is this
new realization, that represents the beginning of a new consciousness in one's ability
to change some of the social, poiitical and economic parameters in the nation.

In Tupche group borrowing for group:investment has been picking up. It is com­
mon sight to see small fruit orch:trds owned by groups. Theyare well maintained and
group members have made sure that the terraces or the boundry waIl are strong to with­
stand rain or cattle. Most orchards are 011 hill slopes that presented a sorry spectacle
of man's aggression against nature. Now things are gradually changing. The group.s
have taken over responsibility of protecting forests above the orchards. Man's Relation
with nature, is showing some sign of turning into a non-antagol)istic struggle.

The relative success of group borrowipg for group investment has led to further
innovation, which represents the third phase. In the Tupche Project' area there are total
of 40 small farm groups. With bank's advise and encouragement, seven groups (Group
No, 40,41,43,35,20 & 9) have joined hands to launch ajoint cottage industry project
based on inter-group co-operations. Under a bank loan of Rs. 250,000, the seven
gronps are co-operating to install 50 manual looms that willemply 50 men and
women who previously did not work during their spare time or were simply unemplo­
yed. Each seven group owns this enterprise. Each group sends one representative
as the board of directors who are responsible for· the overaIl management. The
directors have hired one controller and one technician, and they take an active
interest in the operation of the enterprise.

The textile company represent further advance in co-operation since it requires
inter-group coordination in decision making and also raises new problems in control.
The owners of the enterprise are all the members of the seven groups or about 146
people. The factory belongs to them and the people in the management committee are
their representatives.

The establishment of the textile venture has been a new source of income and
employment to the unemployed, under-employed and the landless. It. represent a
possible strategy of rural industrialization that will create new jobs and opportunities
in the rural areas while encouraging the process of rural accuml:1ation of capital for
further expansion and growth. It opens up new possibilities of avoiding lop sided,

190

REST.1V.J1lfjllJIY rnpv



capital int.ensiveurban based industrial development in favorof a technology that refl­
ects bett,er the factor endowments characteristics of the nation. The wide diffusion of
ownership on the other hand, di~comages the possibility of rural industries becoming
one more avenUe of rural exploitation and the export of capital from the village to the
urban centers in the nation.

The development of rural industries based on inter-group co-operation is also a
reminder of ,the fact ,that the group concept if it proceeds in stages, is capable of develo­
ping organization and management skill of considerable complexity evcn at the village
le~el. In this. sense, ,the nev.. industry atTupche represents a decisive advance from the
s~cond phase where .the activity domain. did not cxtend beyond the group. For the
management of the cottage industry, seven ·groups have to co-ordinate their action and
they have to. choose r.epresentative and delegate to them the management function. For
the member in the menagement committee, the type of decisions that will have to be
made will range from raw materials, prccurement to technology and markets, Linking

,these three elements so that the enterprise runs at a profit represents complex manage­
rial functions that a subsistence farmer working individually, could hardly be expected
to understand. And yet, within a period of four years, the acceptance of income class as
,a basis for group formation and for individual ar.djoint economic activities has changed
the psychology and organizational skill of the poor to such an extent that he can now
feel comfortable in managing an e;lterprise that employs over fifty people. This is not

'to suggest that there are no problems, with the new venture. Marketing of output is
already major worry, similar other difficulties are emerging and their solution will

'require the complimentary support of other governmental agencies. Whether or not
this will be coming is also a major question, as we will show later in the discussion.
But, the beginning in inter-group co-operation in Tupche, opens new prospects for
reducing rural unemployment and increasing rural income and capital formation
based on the participation of the poor.

Section V

PATTERN OF INVESTMENTS AND TECHNICAL SUPPORT

During the last four years ADB/N has invested a total of Rs. 1.95 million in the
project area. Out of this Rs. 6 miliion has been paid back. Loan outstanding to
various groups a~ofJapuary 1980 is Rs. 1.35 million.
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The investment pattern of the bank in the project area is as follows:

____:--A_c_ti_v_it_ie_s I __p_e_r_ce_I_It_a_ge_o_f_IO_a_n_I_n_v_e_st_ment I Type of Borrowing

Buffalow 52.82 Group borrowing for P.I.
Goat 9.80" " "
Sheep 2.54" " "
Pigs and Poultry .47 ..""&.G.1.
Oxen 4.70" " "
Production 9.75" " "
Irrigation .44" " "
Consumption .06" " "
Vegetable .06" " "
Fruit orchard 417 Group borrowing for G 1.
Cottage Industries (Type 1) 3 67 """
Cottage Industries (Type 2) 12.82 Inter group borrowing for

inter-group investment.

It is clear from table that in moat cases group borrowing has become
the institutional channel for private investments. Most farmers have invested in
buffalow as a means of supplimenting their income This pattern does not
pose a challenge to the existing attachment to private ownership among the small
farmers. And yet, the concept of group liability creates a new structure of inter­
dependence and inter-action among the members and goes on to unfold a new
framework and consciousness conducive to collective action. This is where the training
component aslo c.Jmes in the picture both as a necessary technical input as well as a
bridge to close the gap between private investment and collective action.

In Tupche, each group has been asked to select members for short duration
training in veterinary science, horticulture and so on. Once these people return
back with their neVi skill they are in effect the technical experts of their
respective groups. If the buffalow of a group member becomes iJJ, the group
veterinary expert is there to provide preliminary medical services. He is given a
'veterinary kit' free as a gift when he completes his training. If he runs out of
medicine, he Can buy it in the local Sajha store.

Training· as a comp'onent to increase the technical capability of the groups
to solve their problems represents a decisive step in self-reliance and the
promotion of a scientific spirit in dealing with the forces of tlatl,lre, Furthermore, i~
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becomes a crucial group input in sustaining the profitability of private investment
carried out under group sponsorship. Viewed with this perspective, even though most
of the loan in Tupche has been directed to private investment, the concept of group
liability and the supply of technical services under group sponsorship made possible
through the training program has created new inter-dependence, self-confidence and
a sense of belonging among the members.

Group borrowing for group investments in Tupche is only about 8 p;:rcent of
totalloan investments. The relatively low figure, however, cancels various strains
working towards a self-reliant, process of development that is not in an antagonistic
path with nature. Economically Phase II represents new investments in sideline
economic activities primarily oriented towards the market. It is a means to increase
the cash income of the farmers. Since it is a !!roup project the new investments provide
opportunities for an advanced level of group co-operation in decision making and the·
implementation of that decision for the benefit of all. It represents new unexplored
horizons for the farmers to learn abJut the process of development- a process why
they are the active participants.

Intra-group projects in Tupche has been c0ncentrated primarily in horticulture
but farmers are also taking interest in afforestation projects. A list of the projects
undertaken so far is as follows:

Group No.

8,7,16,22,23,35,41

34

20
9

22,8,9,35,15 & 33

24
20,41

Activity

Orchard

Cottage handlocm
Poultry, orchard & fish
Afforestation
Bamboo plantation
Kimbu plantation

Remarks

Average loan 10,00

The technical trainmg program has been of help for groups in udertakillg
their investments program. The nature of the group proj~cts on the other hand
promises to be a model for trying to solve Nepa\'s ffiJ.ssive problem of soil
erosion and deforestation. Investments in fruit orchard or alTorcslation slrike at
the root Cause of soil erosion. It· transforms the Nepali paor from a destroyer
to a protector of trees.
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The third phase in group co-operation as indicated by the intergroup
cottage industry projects absorbs a sum of 12.5 percent. It represents an
attempt to ta~c iadustry where the peopla are instead of the other way round.
Furthe.rmore, the widespread diffusion of ownership and the management being
in the hands of the poor represents a new social experience conductive to
the evolution of an analytical frame of reference that assigns a centaral role to
the masses in c1Tecting new structural changes in the social system. Technology,
in this process becomes a tool for increasing rural caplt«.l accumulation, impro­
ving income distribution and instilling a new conciousness among the poor
regarding the wider social structure which they had always accepted as a fact
of life only to be endured and never to be questioned.

From a planning point 0f vi,ew, the Tup;;he experiment in the establishment of
industry by the poor represents a possible strategy for preparing the base to establish
a heirarchy of development centers that act as the "missing link" between 'the villages
and the few large towns in the country. Hinter-group co-operation in rural industriali­
zation becomes an importat component of SFDP a, whole range of agro-based and
agro-related industries owned, operated and controlled by the poor could be visualized.
To serve these new decentralized' ventures in the villages' t"xpanded social overhead
facilities and services \\oill be required. This can be provided by the estoblishment of
rural centers which in turn should constitute the base for larger development centers
in the nation.

For the development center strategy to be successful, the start for industriati­
zation must be made at the village level and then proceed upward over time. Often
this consideration is ignored. Lal ge development centers are estab1isbed and only­
after heavy investments do planners in -LDCs realize that the villagers are not
in a position to take advantage of the new facilities. This leads to substantial
under-utilization of investments and the so called "spread effects" hardly reach'
the countryside. Additional reSources on the other hand continue to be allocated'
if only to justify the investments made in the past. Eventually even if the develop-'
ment center functions as an urban complex, it is not likely to develop the kind
of linkage ne,essary for supporting a self-sustaining pattern of development of
tho countryside. Instead, it is iikely to emerge as another urban center siphon­
ing off rural capital and skill away from the vi'lag~s. What, thus, start out as a
"development center strategy" for sUPP0rting self--reliance and rural upliftment"
can end up as a vehicle for, rural improvement and exploitation. To guard against
such pJssibility, requires a rural industrialization concept' that relies on the
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masses. The village industrialization approach tbat is unfolding 1U the Tupche
experiment operis neW' opportunities in this area.

It is worth noting that' Nepal has adopted th~ concept of growth center
as a means of balanceu regional development. The regional development strategy
as outlined in the 4th Plaa envisages a sources of north-south road which would
define the 'development corridor'. Growth centers would be located along these
corridors. Resources will be concentrated in the growth center so as "to achieve
economies of scale and aggloml~ration economics".oB The north-south road link
on the other hand \vas expected to "generate greater inter-regional circulation of good~.
service and people. Thus the set growth poles along an arterial link will induce further
growth in terms of agricultural transformation, location of industries, trade activities
and social services."2g

The idea that the development impulse would radiate from the growth center to
the villages has not materialized in Nepal. Attempts to impose growth centers from the
top rather than develop it alongside a viable strate~y of rural development including
rural industrialization has been the b:.sic mista!(c. While invcstm~nts have been concen­
trated in the growth centers the villages remain neglected. No institutional link to
promote new income g,~nerating activities involviug the masses has been established.
Economic lifting villages has remained stagnat thus limiting the possibility of an
in~rease in exchange and the demand for many services that the growth center is
presumably equipped to supply. If this trend continues the "suction effect" of the
growth center is likely to be far mere important lhan its "spread effect" over

time.

The disappointment with the growth center conc~pt, has led to its virtual aband­
onment by the pbnncrs. The Tupche e;:periIilent in intcr-group co operation however,
clearly reveals th:1.t the cone-ept need not be thrown overboard if it is related with activi­
ties to generate exchange surplus, employment and rural industrialization at the village
level involving the masses. It is only at this stage that the village economy can interact
with the new development centers at different levels in a mLtm:IJy beneficial pattcrn of
exchange. This will be expressed in the demand for many kinds of services (e.g. marke­
ting, storage, transportation ctc.) which the village levd economy will require for self-·
sustained growth over time.

28. The Fourllz Plan 1970-75, pp. 288.
29. Ibid. pp. 288.
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Capital Accumulation and Social Welfare:

The SFDP in Tupche has successfully promoted the idea of group savings.
Members from each of the 41 groups deposit Rs.5 every -'!10nth as group savings Funds
thus accumulated are utilized to meet the emergency requirements of group members so
that they do not have to go to the money lender. Some groups charge no interest on
such lending but there are also groups that charge as high as 4 percent interest per
month. Groups charging high illterest justify it on the ground that it is still lower
than what the moneylender would demand. Besides, high interest rates as they see, is
one \vay of quickly augmenting group fund in the future.

Altogether Rs. 66,800 has been collected as group savings and ten groups have
opened alc with the ADB/W at Trishuli, 5 km. to the south. Most of the group
savings so far has been used for meeting occasional consumption requirements
(festivals, illness etc.) rather than for investments, say as an equity base for loan. The
availability of group savings, has increased the self-confidence of the farmers and has
increased their links and solidarity with the group.

The emerg~nce of the group at the grass root level has also made it easier for
governmental agencies to dcvdop their links with the poor. Among the villagers
subjects like adult education, family planning, village sanitation, status of women are
now easily discussed, accepted and implemented since the possibility of improvement
in the quality of life is no longer in doubt. There are already six women groups in
Tupche. They a~e engaged in cottage industry type activities for manufacturing
different woollen and cotton carpets and cloth to be marketed through the
woollen and cotton co -operative society. Manufacturing woollen carpet and clothes is
one of the traditional skil1l ofwom~n in some p:uts of Tupche and SFDP is encourag­
ing women to t:lke advantage of these skills within an institutional framework that
assigns tr.em the central role in making decisions. Similarly landless peasnts in Tupche
have formed their own group. With the help of the b:lllk and the local Pradhan Pancha
they have b:::en allotted smal parcels of land belonging to the local middle school for
cultivation. The bank has advanced them loan buying buffalow and oxen, and also for
constructing housing accomodation. They are gradually standing On their own feet.
From the bJ.nk's point of view loan to the landless is a good blJs[iless since these
farmers paying back the money in time.

In g~neral for the small farmers in Tupche the parameters of the social reality
are no longer constant. The villagers, themselves have been the participants in creating
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this situation. This makes them as one of the principal actors in the process of develop­
ment. Thus, disintegrative individualism that is devoid of any concern for the welfare
of other human beings except the individual has been tamed to the extent that
farmers are beginning to see their social conditions as something they .can
change if they act collectively. This is not imposition from above, but represents the
slow unfolding of a new consciousness among the m~SSes.

The Role of Government Agencies:

At the district level, the SFDP in Tupche has the backing of the sub-project
implementation committee of small farmers composed of different line agencies in the
district. Since Tupche has becom<: some\\hat of a showp iece of rural deve]orment
involving the masses it draws numerous foreign and local visitors each year. The
projects site is connected by a mororable road to Trishuli, the district headquarter,
and Kathmandu the capital of the nation. This makes various inspection visit relatively
easy and perhaps inevitable. This factor seems to have worked to the advantage of the
project. Diffferent line agencies that are represented in the sub-project implemenlation
ccmmittee have been responsive and helpful to the project. But the fact still remains
that under tIle present system of target oriented "agricultural development planning
based on the concept of the homogeneous farmer" there is no incentive for the
government bureaucracy to direct its attention towards the poor. This PlftIy explains
why in other project areas where the "local plus foreign VIP visit density per unit of
time is not as high as in Tupche, getting support from governmental line agencies is a
perennial problem."

SFDP and Local Politics:

One factor responsible for the relative success of SFDP in Tupche has to do
,,,,ith the leadership of the local Panchayat (village level political body under the
partyless system of Nepal ). The Pradban Pancha or the leader of the local Panchayat
is himself a small farmer. He has therefore been its supporter evcr since the program
was started. During th~ last four years as the program has gained momentum with a
rapid expansion in the number of groups, the Pradhan Pancha 's enthU3iasm has
also increased significantly. It is Jl0W becoming apparently clear that is any future
election for the Pradhan Pancha, a person who has not supported the SFDP is not
going to win. The poor in Tupche are now politically conscious to the eJ-tent that a
large farmer or a moneylender is most unlikely to be elected in the leaderbip
position.



Similarly, the poor in Tupche have representatives in the local co-operative
which has to finance their investm~nt programs. They are now using the co-operative
to fight against the moneylenders :l!1d traden Before the introduction of SFDP, traders
and moneylenders advanced loan to the farmers on the condition that they would
have to pay it back imm::diately af:er harvest when prices are the lowest. This allowed
the traders to collect the maximum quantity of grain at the lowest possible price.
After a few months, when prices \\'ou~d rise traders would then take grain to Kath­
mandu and sell at a handsome profit. Since this region is a food deficit area, the
government however, would have to supply grain from Kathmandu during the months
of scarcity The irony of the situation is that the farmers would sell their grain during
the harvest season at a low price only to buy it back again at a much higher priCt;
after a few months. From 1979, the small farm glOups have made their impact felt on
the issue. With ADB/N loan the local co-opcr~tive has constructed a warehouse. It
is willing to receive paj-ment of loan in grain and also provide pledging facilities.
Farmer, now do not sell grain to th'~ middleman. Paddy is used as payment to the
bank, the price is set by the co- operative in consultation with the bank. Since the
co-operative is now controlled by small farm~rs it ha5 to be responsive to their inter­
est. The co-operative thus has to strike a balance between its own institutional interest
of survival and profit and the i<1terest of the farmers. This year (i. e. 1979) after the
harvesting season when the co-opcf~tireboard was meeting to fix prices, a rather large
delegation of small farm groups was there to press for higher prices. After much deli­
beration a procurement price of R s 95 per muri was decided as being in the best
economic interest of the f,Hmers and the c:J-perative as well. This has been the highest
harvest price that the farmers have received. The co-operative on the other increased
its volume of business considerabiy and was fully able to take advantage of the price
rise in Kathmandu. This repre~ents one instance of the maSses taking charge of their
own economic life.

Increase in Self-reliance:

The group concept has given new avenues for the emergence of local leadership
and the beginning of a participatory/democratic behavior as part of a collective decision
making process for the economic and social upliftment of the poor. The groups are
becoming more aware of their potentials for ecofiomic and financial self-reliance and
are making concrete efforts to achieve it whether through group savings or the establi­
shment of an inter-group industrial enterprise. There has b~en a rise in income and
more opportunities available for employment. The groups are nOw more willing to
experiment new ideas and concept that promise an improvement in the quality of life.



There is emerging among them a new feeling of power over their lives and social reality

is no longer viewed as a constant to be accepted in a fatalistic manner.

.Future Inputs & Problems:

The progress made so far, however, have been crucially dependent upon the
attitude of the ADBJN and its staff at the field. If the field office is moved away, some
of the dynamism observed so far is likely to vanish. This is not because people do not
want the new mrdeI. They want to move forward but the risks involved with the
traditional village structure is great. Farmers are still reluctant to severe their links
with the money lender since financial self-reliance has yet to be achieved. The inability
of ADBJN to handle the wnsumption loan requirement of the poor under a 'total
credit approach' ·still makes them hesitant to ignore the moneylender. Similarly the
fear that a bufTalow or an oxen purchased under group liability may die because
of the lack of timely veterinary services acts as a brake in undl:rtaking new
investments. ESEential s1< ill in various areas like accounting, management. etc. will
also be needed if increasingly COMplex task of village industrialization is to proceed
successfully. The link with government field agencies is another area that needs to be
strengthened. At the present, the SFDP office in Tupche is a sort of middleman be­
tween the various groups and government agencies. If farmers have problems that they
can not tackle, they approach the SFDP office which in turn acts as lobbyist with the
various government offices in the district. Farmers have still not developed the
organizational strength to take over this function. Reliance on SFDP office, on the
other hano, is not a permanent solution to the problem. If it is not properly tackled,
the small farmers may actually develop a new form of psychological dependency rela­
tionship with ADBJN. Dependency on the moneylender may simply be replaced by the
bank. One may point out that this is not bad since the bank is not there to exploit
the people. But this argument misEes the cntral roint which is that the new form of
psychological dependency on the bank, if it devlops own pose to be a very serious
impediment towards developing a sense of self-reliance as expressed in the confldcnce
of the villagers, to analyze their problems, to search for solutions and imp!emel1t it
collectively. In this process the bank or the government agencies must be viewed
advisors and collaborators but not as decision makcrs. A reliance on the bank stalf for
all external link, however, in the position of the risk of gradually putting the bank
in the position of the decision maker. This factor will be of increasing importance in the
future since the SFDP demands an integrated approach to rural development. The
bank can provide the initial momentum through the availability of credit to the groups.
But if it is to be maintained and result in a progressively higher level of co-operation
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complimentary inputs in the form of training, technical services, marketing etc. must
also be forthcoming from the various government agencies working in the field. One
way to have these services available to the poor is to make them organizationally
strong enough so that they can collectively demand for external assistance that they
are not able to provide themselves. To reach this level of organizational strength
and consciousness, ho"cver, additional financial, organizational and ideological
inputs and working experience will be required. Future banking policies must also
help to promote, financial self-reliance, increase rural capital accumulation, discou­
rage export of capital to urban centers and encourage the poor to be involved in the
management and operation of banking activities in their areas. It must become a
part and parcel of the life of the poor, something he can comprehend, understand and
manage as a tool for achieving self-reliance and growth.

The Tupche experiment, then stands at a relatively advanced stage in rural
co-operation, among the poor. It has gone beyond the stage of intra-group co-opera­
tion to inter-group co-operation. If further progress in achieving a self-reliant pattern
of development is to be acheived what are the problems that are likely to emerge? If
new institlltional innovations are necessary what does it mean in terms of concrete
organizational forms? Similarly what kind of change in governmental strategy or that
of ADBjN is necessary, to sustain further progress? Given the constriants of Nepali
politics and the social balance of power characteristics of the system at the present,
how much margin of flexibility can we expect? Or more simply the crucial question is:
"here do we go from here? These are important questions. Based on our field study
01 other SFDP areas we develop our ideas on these issue in the later see-tion.

200
r?ES: <1VAIUll?U~coP'"



Mr. Shiva Hari Achet, incharge of Soil and Water Conservation Project Office.
highlighting the services provided by the line agencies Jor the success of SFDP.

Mr. Bhola Nath Pokharel ( Second from left) a student of Ohio State University.

USA, getting acquainted with the real problems of small farmers durinfJ

Eir:ld Trip in Tupche, Nuwakot.



Small Farmers Development Programme
Problems and Prospects

-Dr. T. N. Pant

A Rc·..icw of Developmcnt Pertormance:

Witi! 25 years of planned development efforts, agriculture in Nepal is still
characterized by the subsistence type of farming with most cultivated land under food­
grains. Recent estimates indicate that 94 percent of the population is dependent upon
agriculture and that 85 percent of the total exports originate in this Sector contributing
66 percent to GDP. But the land base for agriculture is small both in terms of acreage
and as a percentage of total land area. In terms of agric.ulture output, land use efficiency
is quite high, labour efficiency extremely low..

Land holdings in Nepal are, on an average, so small and scattered that many
farmers are scarcely able to even maintain their families on subsistence level. The
problem has aggravated further by the rapidly growing population which has been
now estimated to be in the order of 2.6 percent per annum. The high growth rate of
population Ius nullified the development effort. As a consequent, nearly 50 percent
of total population is still surviving below the poverty line of US $ 60 per capita
which barely provides even the minimum basic needs. In the past though Nepal's
achievements have been very impressive in terms of institutional and socioeconomic
infrastructural development, she continues to be exceedingly peor by any standard.
Past development efforts have not yet resulted in any improvement on the quality of
life of tbe Nepalese farmers. As such the challenge has become much more complex
at present than it was some 25 years ago.

Despite the cumulative efforts made at national and. international levels, the
performance of the agricultural sector over the 25 years i has been di sappointing.
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Investments in this sector have been increasing over the decades, yet agriculturai
output has only registered a meagre rise of 1.7 percent per annum a rate considerably
below the population growh rate of 2.2 Percent Per year over the decade 1968-78.
Within the agricultural sector food grain Production increased only at 1.0 Percent.
Yield rates for most of the crops remained sluggi5h or even stagnant, \'vhereas for
some crops it has actually declined. The hill is food deficit and labour surplus while
tarai is food surplus and labour deficit. Moreover, the food surplus is dwindling
every year. As a consequence, export is declining with trade gap increasing every
year.

Until recently the pattern of Nepalese agriculture was governed by traditional
modes of seeding, irrigation practices and manuring. Efforts were made during the
second and subsequent five years plan periods to boost agricultural productivity
through the use of chemical fertilizers, improved seeds, irrigation practices. However,
the results merely displayed a cosmetic effect with achievements falling considerably
short of target goals in the use of these inputs.

Even though there undoubtedly exists great potentiality for the rapid develop­
ment of agricultural sector, the desired goals envisaged by successive national five
years plans have proven to be a more wishful thinking. Depressing proformance
in agriculture has thus pulled down the overail growth rate in Per capita earnings
which have plummeted to near zero levels with adverse effects on the general welfare
of the people.

Apart from other physical need for such state of affairs, could be attributed to
factor, the lack of proper policy aimed at helping the small farmers in the develop­
ment Process. It is, however, recognized that unless development policy is directed
towards the small farmers, trickle down effect can not be achieved. This then will
lead us to face the rising probability of slower economic growth and thus finding
ourselves amidst absolute poverty. Whether we like it or not, this is to be expected
This is evident from our development experiences. Otherwise, why is it so that after
25 years of development efforts, the relative position of agriculture in the economy
has not changed at all and that the vast majority of farmers still survive at the subsis­
tence level ? Realizing this, two experimental small farmers development Projects
were launched in the fiscal year 1975/76 for the benefit of small farmers and landless
labourers. This Project aimed at providing necessary services and facilities to the
low incom~ and blckward small farm::rs and lanllcss labourers with a view to raise
their socio-economic status and enable them to lead a morcrcspectable life.

202.



~maJl Farmers'Development Programmes!

The main objectives -of these Programmes are to raise the economic condition
& social status of the farmers by organising them into groups and providing them
necessary support as a package to carry out the following Programmes.

(a) Creation of employment opportunities through introduction of income ralsmg
subsidiary activities like cottage industry, Poultry, duck-raising, kitchen gard~'

ening, buffalo farming, sericulture and apiculture.
(b) Provision of credit, supplies and other services to the groups required f~r;,

carrying out their different activities.
(c) Provision of small farm technology.,
(d) Social service programmes such as adult education, health, sanitation, water'

supply, family planning. _ ,_ , "
(e) Programmes to train group leaders and member farmers on different fields of

activities.

As of'February 1979, nearly 840 small farm~rs and landless labourers ofNuwa-,
kot and 5161mall farmers of Dbanushahave been organized into 41 and 43 groups'
respectively. Both economic and '. social programmes have been carried out by these
groups. Economic programmes include crop production, poultry keeping, goat raising;
buffalo farming, fruit orchard and cottage industry. Adult education, family planning,
sanitation and water supply are notable social activities carried out by the groups.

As these programmes have shown a visible impact both in respect ofincreasing'
their farm income and improving their living conditions has resulted. Such schemes'
have therefore been extended to other 34 areas. "-." .

"
",. The Government is placing greater emphasis on the. development of small'

farmers in the coming sixth plan and therefore proposes to extend this project gradua~·

lIy to cover all the districts of the country.

Development Problems:

The poverty and subsistel'lce-orientation of most farmers create significant'
obstacles in the delivery of inputs to farmers. Whereproduction is largely for subsi~~'
tence, incentives to diversify traditional crops are lacking, and bence, marketabie'
surpluses and cash flow to the farm family are also negli'gible.' This makes it very'

~ .,-', ,"

203"
RESt /WAIL/ltJII COp,·



difficult for farmers to finance the purchase of p.e!y pi()ductivity~eihanCii;lg technQiog(es.
Where there are major food deficits, any incrase in output is likely' to' be' used" for
i~me~iate consumptiol1 • thus making anY1.evel()p~1~n~ of the. agricl;lltwa1. product
market difficult. ,,' , '.' . . . . . .

•. _, ,'I

Another major area of difficulty results from the logistical problems created
by the rugged terrain.. Not only are hil1 farmers subsistence-oriented" becat:se,theit
holdings are. smail a~d -;catt~ted and they ~an' barely feed themsel~es, but also:because,
despiterec~nt m~ssive i~vestnients' in transport sector, sub~tanthil areas of the co~ntry
are not in a position to move any, siuplus they may have to the markets: Likewise,
the remoteness of the areas iricreas'~ the d~livery cost of agdc~lturalinputs to farmers.
While the government may subsidize the cost of inputs to farmers and also. the' cost
of food to the. deficit art~a. Nevertheless, delivery of inputs and food tothe area' is'
bbund to reflect in our extra exp;ns~s.-The g~veriJ.rrient may als~ face other important
demands on its,financial resources which constrain the degree. to which such subsidies
~~I1'b~ provided. " , " '.' .. . .

..Smal1 {arm~rs, who own.less than 1 ha.of,land,comprise ,nearly 85% of the
f~lfming famili::-s.SmaILfarmers who, by nature, are too hesitant about accept,iog new
t~ch~<;Jlogy,ri~ed ~'p;ciai incentives. Since la~gefarmer~ a~e'better pl~ces vis ,a~is Sn1alf
far~:m,'they will b~ the pdmil-rybenefici~iesof any new pr~grammes lau~clled ~t ,tIle
v{lIage.1ev'eJ.For that matter,even programmes which are primarily launched for, slI}all
f~i-~e~s ha~e ultimately benefited, the ,bigger farme~s. This is evideet ii-~m ' th~ , ~pera-'
tional history of woperativ~s,wh'ich' have distributed only 40 %of total creditt~ 'the
smaUfarmers, whereas the Primary. objective was to direct aU the credit. to small
f~~'mers. Further, institutionalization of credit has ri~t been', suc~'essful ,~i-,eved'·

, • . .' :' , ... , . .'. . . " ' • . ." '. ' • ~ _~. • I '. " .,'

effective where small farmers are concenied, an.d only 9% of total credit re9¥.irements or
sroaJl farmers is, currently fulfiJled through institutional sources. An examination of
the performance of Agr,ic~.1lt¥ral.Development Bank reveals that production credit is the
m~st ~eglected'area; and accounts for only 20%of,the total ,credit a<;lvanced by ,the,
Bank: The areas where'most ofthe Bank's 'loans ,have been ,channeiised, are',,~elated
to tractorization, pumps, tea plantation, horti'cultu~e,p'ouitry processing' ia'd~~t~ies. ,. ,

and warehousing where benefits accrued mainly to the richer people. Since use, of,!new
technology is a function of knowledge, accessibility and incentives-all of which are
a.l~ost}.ac~i.ng II?- t~e c,~s,e of sp)-allfarmers-;-:t4euse of impr<?ved ,seeds ~nd ,f~rtilizers

by,.:1 ~aJority of such ~anri~rs is, ,understandably ser!04sly haf\dicapped., While it,
appears .that big farmers are appr'oaching,saturation points', regllla;r.use of improved
se~d~ ~ridfertilizersby sma,1I rariners is, re~ir.ic~ed. This, then is one of the primary

. .;.. - ~ . ,': ., \ " ; ," . . . .' , ~ " .
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R'ebidinithe 'supply" of inpilts', the op~nition' of the Sajha (which, are the
sellers,of inputs' to farmers and tile' buyers Of farjn' product at the" village' level' and
also the 'c'ommission agents of differ~rit ~orporations and companies) has ~o(,b~ii:l
satisfactory due to a number of fa(tors. The managers who are normally non-lo~~i~

b~long to the bureaucratic setup and are, consequently, unfamiliar with village life.
TIi'e Sajha' merely furi~ti6ns inthe role'of a'supply'~gent.Thersis no one in the Sajha
ti;' t~ach to f~rn1tkabout the righfpr~portioh and method, for using' nGw' i~p~ts: In
Qtli~r"woras';~h~Sajha worksorify to 'dis'pos'e' of the existi~g stock but nctt6 'cre';i:~'

additional'demand. Further, since the Sajha~ at l~callevels, is dorni'nated by the' 'big
,fartners; the latter are served' at' the expense' of, the small"~;rin~ri>, The 'phi'lbSO:P~Y

underlyin'g 'the' establishmerit of Sajhil is to help the small far;:ri.ers with;, both, pre:­
harvest and post-harvest activities. Since its pe~fof'mance 'is'generally judge'd by th'e
.profi,ts made has led it to become commercial- oriented institution rather than a
service::6ri'ente'd one', '

Firi:iliy, desp'ite 'tlie Gdvernnl6nt;s"e'fforts il1devisirig'~' cori1diehdabie'oiga~i~~­
tional set up for helping the' fa:fnlers with package progr'amnies, actual'resuiis 'hive
fo,und below the expectations primarily due to lack of coordination between individual
ageii·Cie~. As 'a: result, ~h'ereas'these'agencies have'notbeea'~bktb'rrieetthefr targets,
farme'is; on theirp~rt hav'e' yet to 'receive benefits [rolm 'governrileri(progranini.es;

Devel~p'ni~iif P~ospects: ,

The ~devel~~irient'and~~liffusi'ori'6f:yi~ld~i~cre~sink' i~rictiltur'ar teclinoid~i~~';fs
often viewed as the key mechanism to boost up agricul~tiial' o'utI'llt 'a:~d "th~ie-t;y
improve the living copditlOns of the rural population. Such technologies, though
considered 'riew~' alrii~st'always iriv61~e tne us6'oftradit'i6riil ~frdri,,6d~rn'inpijtson an
,emjpiriCal basis~ The righfvarieties;rignt' doses~nd' dght' :c()riibinidions'(to the 'right
tini~) 'of iripiitslike ~eeds'; f~itiliz~is1, ' water;p'esticiaes:o'r't~ols ~t 'the'~ight' time~' '~fb

,'them:iiil characteristics ofthis' 'rio~eI technology~ The silccessf~l,utillzatioh of. su~h
teclinotogie~'maY' dependciii a 'strorigpr<?gralrime 'of ad~pfi~~': resea~ch atld ;~'b~d~'~
extenS-,ioh programme desig'ri6d 'to iritroduce'tnese-t~chnologies; Proper utili~ation',~qi:l

'meanJhgfiilrestilt~carl be o,btairie~d 'd~ly ;~hen 'the' sy'stem 'iilcorporate's' -a steildi flow
of these' ihputs to farmers and outpiit' to' th'6 ma~ket:ihe' inabiifty to d6li\ier'tli~s~
inputs as a package to farmers and" ~~ tinoigan'if6d: rriark~t f6r' the' p'roduc:e' !iJ'iy
frequently inhibit the diffusion of these yield-in,creasing techn910gies, and thus

" ' ., '.. , , . . ... ~. .' ~
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represent a limiting factor on growth of the agricultural sector. Therefore, the SEDP
not only needs to overcome the difficulties in identifying the appropriate and productive
technologies and disseminate them to farmers, but also, equally, needs. to tackle the
·problems encountered in delivering these inputs to the farmers and also requires the
development of post-harvest technology and an organized market mechanism for farm
·p·roduce.

. Research into what constitutes an appropriate technology is, therefore, of vital
importance, Agricultural research in Nepal must be problem-o.dented. Problems
encountered in the field should be continuously fed back into research; and the results
from research must be disseminated to farmers so as to obtain their evaluations. This
process holds great promise although it is not, as yet, working with satisfactory
success. The recentmove to employ farmer group leaders as extension assistants may

·help to bridge the gap between research and extension.

Improved varieties cannot be introduced without adequate adaptive research and
trials, both, on the government farms and also in farmers' fields. Experience with
rice, maize, potatoes etc., have shown that hasty introduction of new varieties

·without sufficient test.ng under local conditions, will lead to failure.

Agricultural research and economic analysis must be conducted to establish
'the conditions under which the use of chemical fertilizer is appropriate. Selective use
of. chemical fertilizer may be highly valuable in some instances, though others, the
use of improved composting technique may be more rppropriate. Therefore, it is
time to conduct research to determine a more effective technique. An attempt towards
substitution of imported fertilizers is the only.way to dodge the difficulties that might
often plague the country. .

, All possible increase in use of organic manUre should be encouraged. 'Since
chemical fertilizers have to .be purchased with convertible foreign exchange, .it is
reasonable to expect that. in the near future, import of fertilizers will' face financial
difficulties due to uncertainties in the international market. In' Nepal. the situation

·will be aggravated further by high transportation costs. Therefore, the price ratio of
fertilizers to output is expected to 'deteriorate. in the country-especially in the hills.

'The gigantic requirement estimate of fertilizer implies that, the government will have to
,'subsidize it heavily in order to meet the demanded dosage. This asain, .li~e{ll,S

:difficult in the light of limited financialreso\1n;es.
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· Many of the irrigation projects so far completed in Nepal have not been
optimally used. The government, quite often, tend to lean towards improvement
ofthe newly-constructed project even withont commissioning it. This trend needs
to be stopped since it results in. a loss of confidence on the part of the farmers, and
simultaneously, leads to waste of limited resources. An appropriate, organizational
mechanism should be devised at the local level to ensure continuous maintenance
through local participation. The most effective way to provide irrigation facilities
may be to encourage small-scale self-help schemes, wherever possible. Local
institutions. should be responsible for managing such projects although financial and
technical support will have to be ex.tended by the government during the early phase
of such projects.

At the farm level, crops should be considered in conjunction with livestock
since the typical Nepalese farm is a mixed crop-livestock enterprise. Improvement
of the farmers' conditions may not be possible in view of the small holdings,
without the development of as integrated crop livost6lck approach which should be
combined with an integrated rural development approach.

Even though the use of modern technolgy is inevitable to increase the producti.
vity of Nepalese agriculture, the diffusion process has been very slow in the past. This
is firstly, due to lack of infrastructure such as irrig:l.tion, transport, communication.
storage etc., and secondly, due to lack of coordination among supporting services.
The diffnsion system for technology, the delivery mechanism for the inputs and the
market mechanism for the farm products should be such as to place small farmers
in the control role. This could be achieved only by farmers' groups at the village level,
which will not only increase the bargaining capacity of those smaller farmers, but
also render the work of supporting agencies more viable and easy.

In Nepal as in any other countries, planning is generally a top-down process,
where the beneficiaries do not have any involvement in the process. As a result, most
of the programmes are far from reality. Therefore, planning must consider the
involvement of mass participation which could be achieved only if a mechanism that
incorporates bottom up process in planning as well, could be devised. And it is the
group approach that can fill up the gap.

Though both agriculture and industrial sector in Nepal are mutually supportive,
agriculture is generally treated only as a way of life. So long as this tendency continues,
so structural change in agriculture is possible and it remains to be subsistence oriented.
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Though industrial approach t6 agriculture'in an economy with millions. of' farmers
with small land holding may be difficultto con'ceive both theoretically and practiCally at

;the first instant nevertheless, action in this direction can be materialised by organizing
several groups of farmers throughout the 'country and by treating each ~roup· as' au

, industrial unit.·
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:Current Jssu~s in
Jrter,est ·Rates 'and

Introduction

Agric.uhur!J1. Finance:
Savings' :MobJIization

. ( -' . .

-Ricbard L. Meyer'

Mr. Chairman, and Lad.ies and Gentlemen. I am at a double disadvantage in
presenting this paper. First, we have just finished an excellent lunch and we've an
eaten too much for good concentration this afternoon. Second, some of you have heard
Bale Adam!s well-polished presentation on these issues, and his ·is a ·totighact to
follow. Dale loves to discuss these topics and does, an excellent job of it. 'Unfortu­
nately, illness in the family prevented him from attending this workshop.

,I

Since we have little time this afternoon to fully develop a complicated
argument,' 'I'm going to present only the b3.sic; outline of the' arguments relying on
Dale's work and encourage you to consult his publications- for further details. His
arguments can be found in the followingpapers:,"Policylssues in Rural Finance and
development", "Small Farmer Credit Programs and Int~rest Rate Policies in
Low..,.Income Countries", "Recent Performance of Rural Financial Markets - in Low
Income Countries", and "A Critique of Traditional 'Agricultural Credit Projects :and
policies".->'

The CentraL argument is t~is: In-spite of the widevariety of institutions, policies
and programs found in many countries, rural financial markets are not performing
ina &atisfactorymanner. In' fact, Dale has referred to most of them as failures. ,The .
reason for:the i poor-performance is that in spite- Of the uniqueness, of any specific.
program in any specific country, most programs are built ona: common· or similar, set.
of assumptions and polic:es. It is precisely the nature of these assumptions and
poJi~ies which cOT)tribute to the failure of the financial markets. A new, strategy or
1. ',ColllPJete ~efr;rencesar~given aUhe endor, the,paper.
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!i.pproach to rural financial markets is required if they are to function in a mor~
satisfactory manner.

Analysis Of Current Strategies

The basic strategy used by. many low-income countries regarding their rural
financial markets has been referred to as a "supply-led" approach to financial develop­
ment. That is, financial services are expanded with the expectation that economic
development will then follow. In the area of agriculture, the expectation is that
increased agricultural credit will lead to increased output,' employment, income
exports or whatever macroeconomic goal policy-makers have in mind.

Given this view, governments attempt to increase the quantity of financial­
services in rural areas and / or reduce the cost (interest rates, etc.) of such services.
There are seven methods that countries frequently employ:

.1. Create new specialized lending institutions for agriculture and / or small farmers.
2. Increase the aggreglte supply of loanable funds for existing formal lenders

through rediscount arrangements with central banks, foreign loans, and other
means.

3. Nationalize commercial banks and attempt to then direct them to lend to
specific priority sectors.

4. Establish lending quotas such as Thailand's policy whereby commercial banks:
are required to lend 13 percent of their depos its to agriculture.

5. Specify loan size limits and thereby try to force lenders to alter the size distti­
butionof their loans.

6. Entice lenders to make agricultural loans by risk reducing measures such as loan
guarantees and crop insurance.

7. Establish differential lending rates where a) the rates for agriculture are set lower'
than those for nonagricultural lending, and b) set the rates for certain types of
loans (Such as loans to small farmers) at especially attractive levels.

What are the problems with these methods ? Why do we conclude that rural
financial markets are not performing satisfactory ? Or -are even a failure? Ten
problems are fairly common.

1. In spite of the objective of increasing credit supplies, in countries such as the
Philippines and the Dominican Republic (and perhaps eventually in Thailand), the
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nominal vaiue of the agricultural credit portfolio fails to keep pace with inflation.
In other words, the real amount of agricultural credit lent or outstanding declines.

2. Many institutions face serious loan repayment problems which contributes to the
decline in volume of credit.

3. Lenders systematically resist expan~ion of their loan portfolio into agriculture.
4.;The agricultural lending which does take place is largely concentrated among

large farmers.
5. Most agricultural lending is short-term with little increase in medium or long­

term loans.
6. Rural savings capacity is assumed limitcd so little effort is made to mobilize

voluntary savings.
7. Although interest rates are set at low levels, non-intercst costs imposed on borro­

. wers by bureaucratic procedures raises costs so much that it may be ,-heaper to
borrow from the so-called "usurious moneylender".

8. Rural financial markets are fragmented: they serve only a specific class of borro­
wers and there is limited competition among institutions or between formal and
informal sources.

9. Rural financial markets contribute to the worsening distribution of income
experienced in many countries.

10: Relatively few financial innovations are being tried. There is little experimen­
tation and little opportunity for an innovation to spread beyond a pilot basis. 2

To summarize the current situation then, few farmers are benefitting from the
credit, much is not being repaid and the total volume of agricultural credit is not
rising in spite of large programs and foreign loans. Many lending institutions are in
bad financial condition, several have failed and have been takcn over by a new institu­
tion, given a fresh injection of funds, and now the new institution is in trouble. Farmers
that are lucky enough to get loans, get behind in their payments, learn that governments
rarely force collection, and know that even if they are denied more credit, in a few
years another institution will come along and lend to them. Nonpayment of loans is
becoming .acceptable, irresponsibility is becoming legitimized, and politics are
increasingly entering tbe normal business process of lending and repaying loans.

Since the problems are similar in so many countries, it is logical to look for
common explanations. The following reasons seem to be behind many of the
problems.
2. The paper by Gary Adam~ to be presented in this session will explain and

interesting agricultural credit experiment currently underway in BJ.ngJadesh.
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1. Many of the new specialized institutions· have access· to and depend on "cheap' I
money. Frequently the government that creates 'them does not· expect,thal they
should go into the financial market and compete for savings.: Iristead, a'line :of
credit is provided by the Central Bank, the government provides. a large snare of
the equity capital, and low· interest foreigll; loans are obtained., "Thus;' the 'lender
gets accmtomed to a. cheap,' ,SC'Ul:c~ of 'funds,' rural· persons are' deIiiedthe
possibility of saving where they borrow, and borrowers develop; little sense of
responsibility for the institution since their savings are not invested in it.

2. Most countries use subsidized interest rates for their agricultural:' lending;: That
is, the rate set f0r agricultural loans is less than for other sectors, is usually ,below
::' rate which might represent equilibrium; and frequently the ,riominaltate.·:is
bdow the rate of :inflation. These subsidized rates create five proI:>Iems.,First,
negative interest rates imply the,real value of the agricultural portfolio declines even
if all loans are repaid. Second"the ratcs arefrequcntly set so . low that lend'ers
have few incentives to lend. Third, when :interestnites" are set lovier for !small
farmer loans than lvans to large farm~rs, the lenders obviouslTcoIicentiate their
103.ns among brg;:farmers. Fourth, lenders try to coocentratc~their lendIng, 'in
short-term ffilturities, ~o the funds can be relent to other,sectors:generating'more
rewnue. Fifth, when interest rates, are set 'veryloW; there is' excess deinahd.~as

borrowers attempt to. borrow, more th:mlenders: prefer:tojend~Thisleadsto
some type of non-price rationing of loan funds. Expensive procedures must be
used to try to police the use oUoan fund and prevent diversion ,to other than
approved uses.

. :

3. Most lenders distrusttheir bJTowers and feC11hey, rather than the farmers,~khbW

b~st what should be done with the loan funds. Thus: they dcvelop·"approved'.'
purposes for loans and procedures to ensure approved usage. ,'These procedures,
howcv~r, raise the lender's costs 'of operations; -raise borrowing c;sts, tcJthe
borrower, and form'll credit becomes lesS valuable than' ;informal'creditWith
fewer strings attached. Thus farmers tend, to repay informal loans, while letting
formal ones go delinquent. <

New Strategy for Rural Financial Markets.

The poor perforrnance of financial markets has led a nnmber of analysts to :argue
for a fU~ldJ.Jl1ental overhaul in approach. Dale and others have argucdfor a fOUr~pa(t

strategy to correct some Of the curr,;ot problems.
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'Savings mobilization rather than credit allocati'on is the focus of the new strategy.
'The research: of Dule _and, ,others'-has led the in to believe that savings cap8.citics in
:rural areas are far grcate'r tllan prc\li"OLlslya '>Sllmed," What Is required is glc2,ter ac('ess
Wsound:financial iiistitutioriswhkh pay attractive ra!es on savings. Households
WQuldbenefit by beiilg abb to convert tinprodui::tive iilvestmc[jts of gQlJ, jcwellry and
excess inventories into prcductive financial assets. This v,ould give '",n opportunity
for poor people to save whereas the)' have been traditionally igllGred by urban-oriented
'savings instItutions. Ie wo\.ild': also give' the-rna vested interest in their financial
intcrniediary'andmake them 'mor~:co;1c6rnedabout repayment of loans.

, _', ~ , _.' " ,_ • , , • T.' .
- __ -,t'J __ .... .' i_'

:- A secondpart of the strategy is to tInploy higher ana more flexible interest rates.
If attractive rates are paid on savings, the interest rate must go up on lending. A suffi­
cient margin or spread must be available for the lender to cover costs. Prices or inte­
rest rates, rather than noninterest means, would be used to allocate loans. Rather than
as currently assumed, farmers are less likely to be concerned about interest rates and
more concerned a~out total borro\vin£co~is and overall reliability of the lender.
Furthermore, it is expected that the rate of return on investments in rural arcas is
higher than normally assumed.

,... ,. .. ~

~ . ;, _." ;

Third;'grcater emphasis is required on reducing borrowing costs. As controls
ar~ reduced :and procedures streamlined, formaUoans will b:::come more valuable and
farmers will be more concerned about. repayment. Boriowin'g' costs may actually be
lower even though, interest rates increase.

Fourth; inccritivesrather' than controls should be used more freely to encourage a
broa'der;range:of institutions .to ,provide credit and savings services in. rural areas.
J.:c.ssconcern sliould be ginn ,to specialized inslitHtion. Rather~ the impediments that
lenders presently face which prevent· offering broader s.e'rvice·s .should b~ identified,
and<redilced or,rem'oyed. It is' possible 'that the stereotype of the conservative lender
uriinterested:in 'le'nding 'to agriculture is really a result oC improper incentives.

-,

~- ' .. '

Conclusion

In this paper I've briefly outlil:ed the problems of many rural financial markets, and
some of the common causes. Even though there a wide variety of programmes. policies
3. Adams 'research has focused lc:rgely on Taiwan and Korea. Yunus' paper presented

in this Workshop also implies a 1J igh ra,te of return on rural investments in
Bangladesh:' '
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and institutions are used in many low income countries, progress has been ·liD1ited due
to several incorrect and/or untested assumptions. A new strategy has been proposed by
Dale and others that includes more emphasis on savings mobilization, higher and "more
flexible interest rates, greater attention to borrowing costs rather than interest rates,
and more incentives for lend ing by existing institutions with less concern for creation
of new specialized ones.

These chang;:s will certainly never resohe all the agricultural development
problems of low income countries. It is unrealistic to believe that finance can do that
anyway, particularly in a country like Nepal where the natural resource and ecologi­
cal.constraints are so obvious. But sound, progressive rural financial xnarkets would
be a step in tbe right direction.
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Prof Richard L. Meyer busy with takin!! notes of the valuable qu;stions raised by the
participants on his paper.

Mr. M. A. Majid Molla ( extreme left) sharing his experiences about small farmers

development and credit policy of Bangladesh with the participants.



Experimental Approaches to Rural Fina~~eij1
Bangladesh First Ye~r Findi~gs ' ":,

:"'Garyp: Adams

A. Background

. A. 1. The Problem

Institutional credit reaches only a small percentage 'of the rural poor in
Bangladesh. Negligible amounts of credit reach the 77 percent of rural families who
cultivate two acres or less of farmlaildor are landless. Shortages of rural' production
credit restrain the adoption of improved technologies such as HYV cultivation, thereby
restricting productivity and incomes for small farmers and other rural producers.
Rural producers with no access to institutional credit often rely on non-institutional
sources of credit under land mortgage schemes or at usurious rates of interest. Such
borrowers retain little of the surplus product of such borrowing, and risk 'being
divested of their land.

A. .2. Prospects

Immediate production and equity benefits are achievable through rural credit,
but there are inherent difficulties involved in using credit' as a development tool.
Besides credit, rural development requires economic incentives, appropriate technolci~

gies,. and rural infrastructure such as irrigation, input supply, transportation, markets,
organization, etc. There are questions as to what volume of credit the rural poor. can
effectively utilize and about what credit policies and procedures (e. g. interesfrates,
collateral requirements etc.) are needed to reach the rural poor. The Rural Finance
Experimental Project (RFEP), currently being funded by AID, was designed' to help
answer these questions. Preliminary RFEP results encourage inodest· optimism that
major obstacles can b~ addressed and an effective credit distribution system developed.
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A. 3. Rural Finance Markets in Bangladesh

Rural financial markets in Bangladesh are characterized on one hand by a large
unmet credit demand and on the other by inadequate supply.

Demand: On ~he demand side, the great bulk of the rural population who need
I~~I1~ ,~r~'~xtre~ery2obr,:geograpllically isolated, illiterate ahdtr~ditiorially 'cautioUs..
They went small uncollaterized loans with flexible re'payment terms, for,multitudinous
purposes th~y~. do~'th;ve'ac~ess to- credit under normal progntills. Their access to
cr.edit and ability to improve their condition is constrained by lack of land or land
title's; heavy ~nderemployment; limited savings; dependence on local elites; tradition,
ignorance and illiteracy; irregular income flows and lack of other resources
and skills. -,.

The relatively welI to do rural elite, comprising perhaps one--'sixth of the rural
population or less, do have the resources, knowledge and social power to compete
.strongly for available .institutional credit~

Es~eritially, rural, credit demand is:'a derived demand, useful mainly for its
jncomeearning power; 'aml:isdeperidcht on thooveralF structure:and pefformance'of
Jhe'rural:sector. ,':! ' ' , , .. ;,.,

..-.' .: (:.' ~ I rt _ ('.

Supp/y:Credit supply is constrained by a shortage of capital, inadequate illstitti·
,tional capacity 'and incentives, and procedural requirements. lnformal, flliance markets
(money lenders etc.) are basically "lenders" markets with very high. 'interesi'rates (over
100 %per annum). Lenders are in a position to capture most of the benefits of credit.
In Bangladesh, money lending is believed to be an important method f6'r acquiring
oland from marginal farmers.

:Most institutional rural credit is offered at about 11.5.% interest. Revenues
from interest are too low to cover the costs of administering the program. Defaliltrates
are extremely high. As' a .result, financial institutions corisistentlylo~elarge amount's
of money in their agricultural' lending .programs; severely eroding ·thecapitai stock
remaining for,futureJending; These losses'reduce the institutions', incentives. to .serve
the niral poor. Further, efficientbank o'peration's are discouraged. Since:each r'ura! loan
entails ~l1oss; more loans means more rosses,.~md bankrrianagers are. reluctant to push
fOf, large. well TUn rural credit programs. Losses restrict tht amount of' funding' availa-
bleJOt the Idevelopment ofbimk staff or outlets.: " ' " ., '-"
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:,~. :Bank pr.oeedures for, agricultural cred)t have bcengreatly,simplified: but bank
'. practicesstill constrain credit'supply, e. g., collateral requirements,. acceptable' lo'an
. purposes, good credit rating, literacy etc.

. ;:. . Institutional creditisvery inequitably distributed: The rural elite capture.. the
~v~~y;limit~damountof cheap credit available. They can: meet· the borrower criteda
and cope with the application forms and' ot~er ,administrative .. requirements. They
command socialJpolitical power to elicit favorable treatment from local officials.

A.4. Description oj the On-going Rural Finance Experiniental Project

In August 1977, the Governments of Dangladesh'and·theUnited. States ,signed
;a $7,0 million project agreement for the Rural:Finance Experiine'ntaL Projeet(RF.EP),
The purpose of the RFEP is to develop or identify one or more rural financiaL systems
for meeting the needs of poor rural producers not presently reached by institutional

.crecl!t.Th~ 'nine principal 'rural finance institutions iil. Bangladesh:are :-demonstrating
~ and testing nin.e difIeren~system~ under the:project.. OverrilL:projectmanagemeI1t" is
:,the JesponsibiJityof the Central Dank 0[,. Bangladesh-the: Bangladesh Bank'.o 'The
target group is. defined essentially as, family hcads owriing2'acres or.less iDf. cropland,
with an annual gross cash income of $ 400 or less. Indicators selected to verify
achievement of the project purpose are:

1) Credit reaches a substantial portion of the target group and is .noC diverted
to larger rural producers;

'< 2) ,~Tar:getgroup:productivity and incomes are increased;
.: 3) u;Lending;institutions cover their operational: costs ,through interest'·and finance

charges, and are motivated and capable of expanding rural operations; ,
:, 4)"J,.oans,a,re subsJantially recovered with interest;
,5) Rural savings arc mobilized.•

, ,.
• • ~ J

i I; t, i' : : A number of policy, organizational arid procedural variables are •oeiilg;, ,tested,
jncJuding,cred!t interest·rates; savingsinterestrates;villageoutlets; savingc; pron-ibtion
.. measu(es; multiple loan purposes; simplified forms and procedures;' luan. supervision;
; personnel policies and iI1cen1 iveR; local planning; group'lending; ,etc; i Each i ~ variable
is demonstrated to assess the iIl?-pact oh achicviogprojecti objcctives~ F6f.·~example,

c~edit interestrates'of 12 %i' 18 %,24 %, 30% and 36 %are b~ingtestedto assess the
;iJ1;1pact ofdifIercllt rates on: (a) rcaching the:target ,group;;. (b), credit demand;
(c) borrow~rbenefit/costs and (d) lending institutions'finau'cialposition.'
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A basic hypothesis being tested by the RFEP is that interest rates which rel1ect
the actual cost of credit are crucial for overcoming major constraints to the delivery
of credit and savings services to the rural. poor. Full cost credit is expected to:
I) reduce the distribution bias toward the village elite who normally "capture" cheap
credit; 2) augment the financial viability, incentives and capability of financial institu­
tions to serve the rural poor; and 3) mobilize local capitial and expand the total supply
of rural credit available to small rural producers.

AID funds are used to partly reimburse the nine institutions for loans made
to and recovered from the target group. This contribution is designed to encourage
experimentation by the lending institutions by reducing their risk, augmenting their
capital base and offsetting startup costs.' A considerable amount of project evaluation
and field research is built into the project to permit assessment of project success or
failure and the related reasons.

Assuming that the project is successful in demonstrating a reasonably acceptable
system for reaching and benefitting the target group, the opportunity exists fOf the
Bangladesh Government and USAID to proceed in 1982 with a major follow-on credit
program aimed at meeting a substantial portion of rural credit needs in Bangladesh..

B. Current RFEP Status, Accomplishments and Shortcomings

B.1, Summary

After one year of actual field operations, the RFEP has registered promising
performance in extending credit and savings services to the rural 'poor who were
previously excluded from institutional services. Borrowers report that they expect the
loans to benefit them much. Borrowers find the higher interest rates quite acceptable.
I. Reimbursement to the participating institutions is done as follows: All loans are

made by the participating institutions from their own resources. The Bangladesh
Bank (BDB) periodicallireimburses the participating institutions (using AID funds)
for one-third of the value of each loan disbursed to a target group borrower in a
project village. Later, for each loan repaid by the borrower on time with interest,
the BDB reimburses the participating institution an additional one-third of the loan

. value; Funds received from the BDB go into the participating inst!tutions' wholly
owned assets. This "1/3+ 1/3" formula provides strong incentive" for disbursement

. to the target group and for recovery. The formula should also increase the amount
of capital.held by: the institutions for additional rounds of rural lending.
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Demand for loans is high. The majority of the rural poor perceive that they have
productive investment opportunities if only they had the funds. Based on prcliminary
data, repayment pelformClnce has been less than satisfa,tory overall, but a number of
experimental areas are demonstrating excellent loan recovery. Experimental outlets have

.not generated revenues sllfficient to cover costs but this objective is attainable by
increasing lending VOlume and minimizing default. Management and procedural
deficiencies are constraining credit delivery and recovery and require correction.
Most target group borrowers have opened savings accounts but the savings programmes
has gotten off to a slow start and needs improvement. Participating institutions are
actively engaged in the project. Managers of the participating institutions seem to-be
increasingly aware of the unparalleled opportunity offered by the RFEP to formulate
better rural credit systems. Cooperation is excellent and interest is growing.

In sum, the project is demonstrating good potential for effecting major improve­
ments in rural credit programmes. Attention is being focused to correcting programme
weaknesses. Underlying everything is the importance of developing and nurturing
productive and honest performance by village level loan officers.

B. 2. Discussion ofFindings

The main RFEP lending program actively began in March 1979. Current project
. status and preliminary findings based on this experience are nated below.

Loan Disbursement: As of December 31, 1979, 9, 492 loans valued at $ 820,307
had been disbursed in sixty-nine experimental areas. Average loan size is about $ 80.
Crop loans comprised 23 %of tota! lending: other agriculturalloaos, 34 %and n~n­

agricultural loans, 42 %. The rate of disbursement is about half the targeted rate set
.in early 1979. The slow rate of disbursement results from normal start-up delays, weak
institutional cr",dit delivery capability of the lending institutions, and possibly,the
small size of the experimental areas. The rate of lending is expected to continu~ to
increase somewhat over coming months as programme improv~ments are made and------

. experimental areas arc expanded.

Benefits to borrolVers: Borrowers report overwhelmingly (96.4 %) that they have
benefitted from the RFEP loanS. 59 %said the loan helped very much. 17 %said ~jt

helped much and 24 %said it helped some.' Detailed information on the impact ~f

2. "A Sociological Study of the Borrow.:rs RcspJn5iveness Tow:J.rds the RFEP,"
page 19, Dr. Nizamuddin Ahmed, Dacca, October 29,1979. . .



RFEP credit on farm productivity and income wili be developed through RFEP
·"micro:....farm surveys." Special surveys will also be conducted to measure the overall

. impact of RFEP credit on economic development in the experimental areas Money
al~ne 'is no panacea to rural development problems, but very preliminary impressions
,are'that credit may have considerable developmental impact in Bangladesh, with con

· comitant benefits to borrowers.

Reaching the target group: Equally imp)rtant and gratifying is that surveydata
indicates 'that 72 %3 of the RFEP loans have been disbursed to target group individuals.
.One:....third of the borrowers were landless persons. Of the two-thirds who owned larid,
54 %owned less than one acre and 30 % owned less than two acres4

• This contrasts
sharply ~ith regular Bangladesh Government (BDG) credit program performance,
where according'to a Bangladesh Bank (BDB) survey, only 19 %of the borrrowers
under the 100 Crorc Program owned 2.0 acres of land.'

Lending experience to date is increasingly confirming a fundamental RFEP hypo-
· thesis, i. e., that higher loan interest rates (24-30 percent) are acceptable to rural

producers. Loan demlnd is high even at the' higher rates, and as much credit has
been disbursed at the higher rates (24, 30:and 36 %) as at the lower rates (12, 18 %).
In some respects, high interest credit has been "oversubscribed". For example, the
baseline survey· reveals that 16 %of the target group population under this project

"lives in experimental areas testing 30 % interest rates: Yet. nearly 23 % of total RFEP
loans were made 'at 'that rate. Lending volume at 12 %interest was only' 57 %of the

,;!!l1ount. expecte.d, based on total target group population living in the~e areas. 30 ~~

'crydit is frequently viwed by borrowers as 'cheap money" compar;;>d to the 100':"200%
· interest'they would norm1.11y have to PiY for credit from informal sources.

, Borrowers complain about the 18 %, 24 ~{ and 30/,~ interest rates, butthey
· seem assuage.d by arguments that rates are needed to cowr bank costs and to' exparid
- service. Typical of borrowerrcsponse are the following comments exerpted from

____.in=-depth interviews conducted by the Consultant's Bangladeshi sociologist.
'3. Source: "ContinuousSurvey Tabulation," January 1979, Rural Finance Experi­

mental Project document, by Clapp & Mayne & Proggani ·ConsultantsLid. et aI
Dacca.

"4. i.Nizamud~in Ahmed, pagel3.
"5. 'Source: "BDB Agricultural Credit Surv~y Data on 628 Borrowers ...", p:lgeA-~.
'6. :Baseline alULSociological SurveJ 1 Report (2 volumes) Rural· Finance Experimental

- Project, Clapp and Mayne & Proggani Consultants Ltd. Dacca, January 1980.
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Joydevpur, Dacca' District
Uttar:' Ban!{ Model (30 %' area)

Chan Moban Mondal, rice husker-he said he had no objection to 30 %interest.­
He was very glad to get the loan.

Hem Chandra Monda!, farmer-in his view 30~~ is all right, other local charges
are much more; -8% - 12 %a 'month: -

Shirajur Rahman; farmer, said he does not mind 30% interest. He did 'not get
a loan before and was glad to get it.

Mizanur R'lhm:m, a farmer, thou~h 30% int~re3t was high but he did not mind.
"The Bank has done well givirig us a loan," he said.

Baligaan, Dacca District,
Agrani Bank: (30%: area)

Narayan' Das,aHiridu Fisherman,-thinks 30 % interest on credit ,is' too hig~

but acceptable as the local money lenders charge 10% interest a month.'"

Radheshyam Das, a Hindu Fisherman, also thinks 30 % interest was too' high-
but he was happy to get it as he needed it and also could not get a bank loan.,' . f'

Complaints about loans usually related much more to untimeliness. insufficient
amount, and inabflity,to b.:mow fJf th~ parpose intended, than to interest rates;~

Total Credit Demand: Overall credit demand seems high. RUl'al people -in-the·
experimental areas'strongly perceive' that they have investment opportullities,'79:%'
expressed' a desiref6r' a loan. ' Of those, the vast majority said they would use'ihe
money to' invest in crop production, petty business or livestock;" -Just over one-half bf
the families in the target area feel that a' loan WQuld be the most important ,th in!( fo'r
increasing their income. Project experience should help provide more evidence about
whether or not :investment opportunities exist as perceived.

Total Silpply oFCredit Under RFEP: Through December 31, 1979, enough'
7. Baseline Siln'ey, page B~10, Table F-5.
8. Ibid, page B-9, Table F-4:
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RFEP credit has been delivered to meet a large proportion of the target groups
demand. This could be highly significant for equity as well as production. Insufficient
credit supply means by definition that demand can't be met; inevitably in r short
supply situltion, the poorer elements of the rural society will do without.

The total size of the target group in the 69 experimental areas is estimated
~t 27,826 familie~9 Of these, 5,933 or 21 %, had actually received loans as of
12/31/79 The percentage of target group reached is much higher in some experimental
areas. Sonati bank has made loans to 50 %of the target group in its areas. Disbursem­
ent to the target group in the Sona1i areas may be reaching the saturation point if we
consider tbat not all target group want or can use loans.

. Effect Oil Overall Rural Finance illarkets: The volume of RFEP lending has
greatly increased the total amount of credit, and presumably the amount of funds
available for investment in the experimental areas. According to the baseline survey,
credit was quite limited in the experimental area~ prior to the RFEP. In 1978, only
11.4% of the target group and 18.5 %of the non-target group received credit from
any source. About one-half of those loans were from informal sources. Average
loan size in 1978 was about half the $80 RFEP average. Thus it has been calculated
that total credit in the experimental areas on an annual basis is now five to ten times
greater than before. The total volume of credit available under the RFEP equals about
5 ~~ of total cash income in the experimental areas ;the total volume of credit extended
to the target group equals about 10% of their total income.

. Repayment: Since significant loau repayment bas only recently begun, analysis
of this subject is preliminary. Repayment performance has been mixed. Overall
performance has not been satisf~:tory but some institutions are demonstrating
good recovery performance and a number of experimental areas have reported 100 %
recovery. Repayment results through December 31, 198() show 73 % of due loans
repaiu and 27 %overdue. Janata, Pubali and Rupali banks have the lowest overdue
rates-8 %, 9%, and 12 % respectively. Thus, a nucleus of good repayment performance
exists which could be emulated and replicated.

Chances for loan recovery are enhanced by the fact that RFEP loans are going
essentially to indivdmls who haven't previously received institutional credit and who
haven't adopted n. "willful defaulter" attitude. Traditional value system~ still

. -·prevail-RFEP borrowers have ex.pressed an overwhelming desire to repay, jf perhaps
9. Based on extrapolations from the Baseline SUn'ey J.
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late in some casevo While borrower wish to repay, actual repayment performa.nce­
depends on profitable use of lhe loan and on proper loan program. administration.
Besides the physical, climatic and economic factors, loan profitability and repayment
are affected by timeliness of the lean (e~p('eial1y crop loans), loan size, purpose for
which . loan was made, loan supervision, realistic repayment schedules, borrower
assurance of follow-on 10:l.ns, early action ngainst defaulters, collateral, rescheduling
overdues jointliability and social pressure, savings, effective loan collection plans and
techniques etc.

Finding from the management surveyl1 and from borrower interviews imply that
a. substantial portion of the ov~rduesmay be related to weak program administration
rather than to borrower altitudes or poor investment decisions. In. general, .institu~
tional plans for loan recovery have been (e5s well formulated and executed than for
loan disbursement. The following circumstances have been reported by borrowers in
high overdue areas: (1) loan recovery has been improperly scheduled, i. e. unrealis- ~

tically long or short repayment periods; poorly scheduled - installment plans, ~

(2) inadequate loan size, (3) loans not obtained for the purpose . intended..

RFEP Administration alld },[allagemellt:Special management surveys conducted:
in experimental areas" revealed numerous common operational constraints in the'
program including: (1) low loan officer productivity-9 loans per month (2) transfer of.
project field officers (35 %transferred) (3) inadequate training of field officers and others
(4) field officers were frequently as signed fLan-projeet responsibities (5) lack of portfolio
planning-many loan officers did not have clear disbursement plans based on analysis or:
local needs (crop calendars etc.) (6) job responsibilities and operational steps not well
defined or executed (7) systems of holding field officers accountable not well developed
or enforced (8) low salary compared to level of responsibility demanded (9) inadequate
logistical support for field operations (10) inadequate supervision (11) authority delega­
ted less than anticipated.

Loan Disbursement Procedures and Practices: In most cases, transaction time
has been reduced to very acceptable levels. Simple procedures and fast transaction time
are nece~sary for certain loans (crop production etc.) and to reduce administrative
costs. Over half of the RFEP borrowers (54 %,) received their loan within onr. week of
10. NizamUddin Ahmed.
11. Output Level Evaluation: Performance of lending Institutions RFEP, Razia S.

Ahmed, Proggani Consultants Ltd. Sept. 79, Dacca.
. - -12. Razia: Ahmad.- ---.-~- _. .... -
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application.,Two.,;.thirds travelled one mile or less to,the bank. Dut 34%had; to make ,3
or more, visits to the bank and, 11 %-had:to wait; a month i or' more -for 'theirloari;'·
Ffirther improvements in transaction procedures'and theirexecution:can be 'made:'

", . .

Financial Viability ofEyperimental Outlets: Preliminary calCulations'are showing
that-severaFexperimentaUlreas are ,generating accrued revenues suffidentto cover costs;
assuming a low3 %'debtwriteoff: Experlmentalareas demonstrating the :lower interest;
rates, however, (12 %and 18 %) are incurring substantial losses. '

'Assuming a bad debt ratio of 7% (probably-more realistic, given, high natural
risk; economic uricertainty,. bbrrower attitude -and institutional constrairits); :alI . experi':
mental areas have thus far incurred-losses.' . - " -

Volume of business is highly correlatedtoprofitability~ Table"l shows that a"
24 %iriterest rate area would just cover costs atavolurrie '0f-200 loans (assuming 7 %
bad debts) and very lowoper'atingcosts. At 400: loans' per' year, however, profits
would rise nearly:ten times, suffiCient· to· significantlY' inc'rease salary levers as an'
incentive and reward for high productivity, and still offer a moderate return to the
institution· (cost of capital). A similar situation is shown fora" 30 %' area. Note that
volume ofbusiness is' not\'ery' significant:, in: 12 % areas: where: heavy losses are
Incurred-at:al[Ioan. volumes.; Another way of- looking ! at: the importance of loan,
volume is to note that the profit is higher ina 24%areawith:400 loans per year. than:
iniil:30% area witli 200 loans per. year~ Therefore, increased volume could be translated;
fnto 10\ver interest rates for farmers.

13. Nizamuddin Ahmed.



"Table. 1
PROFITABiliTY OF,' EXPERIMENTAL :OUTLETS

-At different loan volumes and interest rates (hypothetical calculations}.

12% area 24% area 30% area

a. No of borrowers 400 200 400 200 400 200
b. Average loan size '$ 80 :$ 80 '$ 80 '$ ,SO $ . 80 $ 80

, c.' Loan volume $32;000 ' $16,000 ' $32,000 $16,00G $32,000 $l6;000
'd. Income from interest

(with no default) $ 2,880 $ 1,440 $ 5,760 $ 2,880 $ 7,200 $ 3,600
e. Income from interest

(with 7 % default) $ 438 $ 219 $ 3,117 $ 1,558 $ 4,456 $ 2,228
, f.. ,Operating costs; ~$1,700 $ 1;300 $ 1,700 :$ 1;300 $.1;700 $ 1,300
,g. Prfit /(loss) e-f " ($ 1,262) ,($ 1;081) $ 1,417 '$ 142 '$ 2,756 $ 928

-Assumes

1. 7% default rate.
2. 9 month average loan duration.
; Costs are conservative est'imates based on preliminary apprai~al. Actual costs

may be more.: Detailed cost appraisal is·on~going.

Savings:' Savings ,performance has been' surprisingly: good, considering the
greater attention to credit disbursement. Most borrowers have opened ne"" savings

-:<lccounts with the banks. About 5-,400 accounts amounting to$ 56,573 (71% of loan
disbursement) have been opened. The ,potential for increased.deposits is many times
mo~eth~n this. According to the baseiine survey, 73 % of tbe, experimental area

,population would like -to begin saving.

Promising Systems: Among the nine systems being tested, the village bank
systems are' demonstrating considerable potential. In :many ',ways,' village bank

• • , • -- •. " - - - J

models which incorporate a significant amount of local participation are expected to
comprise the proto-type for the follow-on project. Sonali .'Bank's viJIagc-.banbmodel
features a tiny village office; a locally recruited full time bank officer; credit

; ~isbursement. twice. a w~ek.on .market'days; local vilIage, credit committees Ito assist
the bank officer with. credit planning;.asystemwuerebythebank officer spends thrt:e
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days a week out of the office prom~ting investements, HYV use, etc.; and some
in-kind disbursement of credit (fertiiizer). The Uttara model organizes borrowers
into ihformilgroups of 5-10 individults which have responsibilities for planning and
supervising credit use and repayment ~)' giOUp members.

·C. Conclusions' Anf "Recommendittinil§

In addition to the more obvious findings discussl"d above. certainconclusi6ns
.or expectations and recommendations are· presented b~low. The emphasis is on
identifying plOgram constraints or qu~stions and farmulatingappropriate responses.

C. 1. Summary

. ,- ,'".-,

'..

(1) Institutional constraints ~re a major constraint to. reaching the rural
poor. Increasing loan officer productivity and volume of business are
critical for reaching the target group and achieving financial viability for
the program~" . ~. _. . .... . ..

(2) appropriate personnel incentives, training and logistical support are
essential to increase loan officer productivity,

(3) participating institutions need a self-evaluation capability,
(4) repayment is a major issue requiring urgent attention,
(5) interest rates of 24 %and 30%have good potent ial of producing financial

viability,
(6) a great number of the target group cap probably be benefitted through

credit but more needs t6 be known about the availability of i~vestment

.opportunities and the benefits from cridit;
(7) local people must actively assist the loan programme; thereby increasing

the loan officers productivity,' rcdusing costs and increasing programme
- efficiency,

(8) total supply of credit must be suillcicnt in order to -reach the rural poor.
(9) village based outlets arc needed to bring timely services to the rural

prople, and
(10) there arc limits to reaching tl,e rural poor \vith agricultural credit.

C. 2. Discussion of ConclusiOiIS; ReCO:11illmdations

Institutional· Constraints: Proj"~:t exp~ricncc has .demonstr~tted the importance
~of developing Hie institutional capability of. the ICllding. institutions. Progress in the
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experimental areas has been constrained by inadequate staffing, motivation, training,
supervision and resultant low staff'productivity.

Higher. staff productivity would greatly facilitate efforts to reach a significant
proportion of the rural poor over the next decade. Assuming an average loan officer
productivity of 42 loans/month (compared to the present 9 loans/month under the
RFEP), roughly 5,000 new employees would have to be hired or assigned to rural
credit work and an additional 2,300 rural outlets established (some operating out of
existing.branches) to serve 634,000 new customers on a regular and repeat basis over the
next. five years. I

' Training and financing this number of workers and outlets over five
years would entail a major institution building effort. Yet-even 634,000 new customers
represents a-relatively smalI portion of the estimated 10--:12 million rural families in
Bangladesh.

As discussed in under "Financial Viability" above, loan officer productivity and
volume of business correlate directly to whether outlets cover their costs. Participating
institutions need to cover costs in order to create incentives to serve the rural poor; to
mobilize or conserve capital for lending, for hiring~staff and for establishing outlets;
and to increase bank-efficiency.

As mentioned under "Findings" above, management/administrative constraints
have been identified in the day to day administration of the project by the participating
institutions.

In some respects, the scope of experimentation has been narrower than planned
because participating institutions have not demonstrated some of the planned features
of their different systems.

Recommendations:

(1) Each participating institution should: (a) identify major. programme constraints or
problems which relate to management/administration of the project, e. g., loan
officer productivity,loanvolume; financial viability etc., and, formulate appropriate
solutions.

(2) As"ess training needs and conduct extensive training.
14. These projection.s come from the Project Identification Document Rural Finance

(388-0037) Sept. 1979, USAID, Dacca which briefly. presents a proposed follow-on
project beginning in 1982.

~27

REST4V,l11£.aBI.L.- COP"



(3) Place more ~ttention on the special distinguishing features of each TJlodel. ,
,- (4) Define the roles/responsibilities of officers, supervisors.

J •..

Personnel Incenti~:es: The problem of loan officer productiv,ity rela.tc~ personncl
incentives and accountability. To perform effectivcly, officers should Iwve sufficient
remuneration to make a second job or fraudulcnt activity unneces~ary. The system' of

, rewards and punishments must operate to make it in cYeryone's self interest to be
productive and honest.

At the present time, with very low salaries and unrerable ie\yards and I'U,nish­
. mClits, the system sometimes actually seems to discourage good performance. Senior
, managers recognize the problem but seem to feel it is intractable-and tied to the entire
problem of government salaries. Good officers, handling large vohimcs of money, ' find
themselves unable to support their family, in harsh rural environments'. They come
under strong social/political pressures for "special favor".

The RFEP calls for experimentation with personnel incentivbs"syst'em's, training,

logistic support and various levels of supervision to demonstrate the impact on
development of rural credit systems. To date, however, little experimentation has been
conducted in this regard. Recommendation: Experiment' boldly with sal::iryaugments,
commissions, rural "hardship" allowances, logistic allowances etc. combined with
punishments for poor Of dishonest performance.

Self-Evaluation Capability: Two major evaluations of RFEP progress wil1liuvc
been prepard by the Consultant as of March 31, 1980. The .'-lJcum~ntspresent consi­
derable anaiysis, discussion of problems and urgent action rccom~~el;dat·io~s.Since the
participating institutioi1s\\'~renot very directly involved in' the 'ev~luation exe{-cise~,

however, they are only partly knowledgeable and convinced of the evaluation' findings
and recommendations. Recommendation: Each of the participating institutions should
immediately develop a self-evaluation capability. In coordination wit11 the Consultant,
the institution should prioritize important issues, determine what data is needed for
analysis, gather the data, analyze it and formulate actionable recommendations.

Repayment: Reree to "Repaym:nt" ulder Findings. Recommendation: Assess the
repayment situation. Ascertain why repayment is good in some expcrimeiltal areas and
poor in others. Apply Jt;ssoris learned. ' '

Interest Rates: It seems feasible to benefit the target group and, to generate
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institution:ll revenues which c"ver costs at interest rates of 24-30 %.' Recommendation:
Conduct economic/financial analysis of rural outlets' profitability at different interest
rates.

. Benefit~ing the Target Group: More needs to be known about. the legitimate
demand for.rural produ~tion credit among the target group. Unless credit institutions
can serve a large proportion of the total demand, production objectives and equity
objective cannot b~. achieved. Demand depends mainly on the availability of invest­
ment opportunities. Ulidcr the RFEP, loan officers have not made loans to many target
group applicants, allegedly because the applicants did not have investment
opportunities.· Re:c~mmeJldatiolls:(I) AnJ.lyze the benefits generated by RFEP loans.
(2) Where lo:l.ns wl:lre not b~neficial, analyze the incidence and reasons. (3) For target
group individurrls who didn't request or receive loans, find out why not and whether
they have investment opportunities.

Local Participation: No data !las yet been tabulated to demonstrate the benefits
of loca! participation, but RFEP experience gives rise to expectations that local
input will prove essential to programme effectiveness. Local organization and training
involves a high initial investment of time and energy by the loan officers but experience
with. Sonali's village credit committees and Uttara's informal borrower groups holds
promise for greatly increasing the volume of business that a loan officer can properly
manage. Local input can facilitate; (I) planning the crop loan programme/schedule,
(2) verifying borro\vers occupation and investment potentials, (3) completing form~,

(4) organizing loan application and disbursement, (5) loan supervision, (6) information
flow (7) creation of a community based demand-pull for credit/savings services etc.
Recommendations: (I) Increase emphasis on involving lo(,al committees or groups in
the credit programme, Ascertain what role local people can perform-particularly with
respect to increasing loan officer productivity. (2) Analyze Grameen bank experience
and appjljr it to the RFEP.

Credit Supply and Equity: An inherent project assumption in that short credit
supply means that some individuals, particularly the relatively poor, will not be able
to obtain credit-despite mandates, guidelines etc. RFEP experience shows a correlation
between the total supply of credit and incidence in reaching the target group. For
example, a relatively small percentage of Sonali Bank loans have gone to the target
group (about 60%), but Sonali has saturated its experimental aleas with credit (target
and non-target group) and has reached a highcr percentage of the target group (SO%)

than any other institution. Recommendation; None, except to note the importance of
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total credit supply - thus ·the importance of arguments for capital mobilization
through savings and through financially viable operations.

Village Outlets: Village based outlets, such as Sonali's Krishi Shakha seem to
have successfully reached the rural peo,ple Wilh timely se.rvices.Manage.ment jlfoblems
are considerable' and need attention and financial viability is yet to be demonstrated.
Recommelldation: Emphasize demonstration and evaluation or village based outlets.

Agricultural Lending: In the experimental areas non-agricultural sources of
income ha\e been found quite important. Recommendation: (1) Study .the deman{J
and economic returns to non-agricultural loans. (2) Try to ascertain to v.hat extent
the target group can be benefitted by non ·agricultur~l lo~ns,
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Measures Taken in ,Mobilizing Rural Savings'
in Nepal*

-Ishwari RajPanday .

Introduction

One of the basic constraints impeding the growth efforts of most ;ofthe
developing countries has been the scarcity of domestic savings relative to the size of
investment required to achieve a fairly satisfactory rate of economic growth. Nepal:
atsobas been facings·imilar constraints in its growth effort. The rise in prices ofoil rhas
further accentuated this resource problem. Though foreign aid played an important
role in m;,cting the resource need of the developing countries, it was strongly felt that
it was not i:lesirably to increase country"s dependence on foreign aid. It was,therefore,
imperative for these countries to make an all out drive to explore all the avenues of
mobilizing domestic savings. While exploring the new avenues of mobilizing more.
savings, the relevance of rural savings in a predominantly agricultural economy like
that of Nepal is well recognised.

Before starting discussions on the ·various measures taken by tho country 10.
mobilize savings, particularly rural savings, it would be .outof context to describe
in short the basic features of the Nepalese economy and efforts made to improve .
it.

Nepal's economy is predominantly rural based. Nearly ninety sixl'ercent,of:tho.
population live in the rural areas and they eke out their existence from agriculture aDd
other· farm related activities. Agriculture still accounts for almost two..:thirdsof the
Gross National Products and more tban seventy percent of the country's exports
consist of farm products. Evcn iftermore than two decades of development efforts;
the composition of GDP has hardly changed (Table No.1).

---:---* I cxt.~nd my sincere th:t,ks to Johan Schultz, Advisor, Nepal RastraDar;:k for'his
c valuablecomtn~nts on the pa:,er, All errors in the paper are mine.



The rural1ife in Nepal presents a scenario, one of poverty and deprivation.
Recognising the reality of dire poverty of the vast millions, the country implemented
development plans to lift these mil1ions up from the morass of poverty, but the growth
strategies adopted failed to attain the desired goals. The absence of reliable information
ffilke compHiltive study of poverty in Nepal a difficult task. However, recent survey
conducted by the Planning Commission of Nepal has revealed that in terms of minimum
exp,c,nditure, more t!;an fourty percent of the rural population is living below the
poverty line Empirical studies ffi'1de in India to assess the impact of more than t\\'o
decades of development effurts on the living standards of the people have revealed that
mo~e people have been pushed to the poverty line during these periods. Disparities in
the level of livings have widened. The benefits of development flowed to the already
prosperous, leaving the poor out of its orbit. The percentage of rural population living
below the poverty line in Indian in terms of minimum expenditure, increased t~ seventy~
percent in 1978/79 from fifty two percent in 1960/61 These hard realities have recently
prompted the development thinkeisto divert their attention from urban development to
rurald;:velopment. In this process, the rural sector haS been drawing greater attention
of the growth exp::rts to explore also its potentiality to contribute in the saving process
as well.

.Development depends on investment. Size of investment is again determined
by various factors, one of the' important among them being the availability of.
adequate savings to finance compreh~nsive development programs. Nepal has, there-.
[,lre; taken several. measures to explore the various possibilities of mobilizing more.
dumestic savings by using both monetary and fiscal instruments. This paper will,
make an attempt to examine the measures taken so far to mobilise savings in the
country, assess the achievements and failures of the measures taken" particularly in
mobilizing rural savings,and to explore the further avenues of raising additional:
savings from the ruraL sectors, keeping in mind the distinct features of. the Nepalese
economy.

Measures Tali:en .
'";",'

Despite .ollr realization that the rural sector is a comparatively poor sector,we,
have, been exploring ways and means of lau:lching a saving mobilization drive· in .
that· sec;tor• The predominance of rural based activities, like agriculture, in, the-.,
economy of Nepal and the knowledge that rural people have been saving something
in the past must have stimulated the idea of mob:li::in;; ru;-:d sa\"ir.gs. Such efforts,
however, are constrained by a host of problems. Poverty, presence of other competing
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, assets, non-monetization, illiteracy and thc fragmented naturc of thc .economy have
" be~n imposing constraints on ourattempts to mobilize rural saving3. Despite poverty
. the rural people have been saving, but mostly in theform of physical assets. such as
: gold and silver. Higher proportion of advances of the commercial' banks in the rural
'. sectors against gold and silver substantiates this fact. Therefore, 'our major concern
; has been to bring these savers within the fold of the financial institution. by giving

them dueincentive.'"

..
. Both fiscal as well monetary tools have been used in mobilizing rural savings in

'Ne'pal. The fiscal measures included the Compulsory Saving Schemes, Panchayat
'. D~velopment and Land Tax andthe Agricultural Income Tax. The monetary~c~sures
:.: concentrated on the interest rate policy and the expansion of banking institutions., All
;the three major fiscal m~asures designed tomobilize lnOre rural saving l~ave ho'wever
:'remaincd inactive. The interest rale policy and the expansion of financial.i~stitution
: remain at present in operation as major policy tools formobilizing rural ~avings in
~he country.

.' .; Other measures included the establishment ofa Banking De\clopment Board in
'1968: Its chief functions were to give guidelines to th'~ financial institutions on matters
of deposit mobilization and lending Some of the amendmen'ts in the Cominer~iai'B~nk
Act was influenced by the recommcndations made by the Banking Development. Boar?
Dissemination of information on the country's banking practice and the importance of
saving with the bar,ks and benefits of borrowing from the banks were othcr responsi-
'bili'ti~s of the Board. A Publicity Sub-committce crcated undcr the direction of the.', ", -.. - ... . ,':

'Banking Development Board is assigned with responsibilities to mount a publicity
'drive: particularly in rural areas, by u~ing all available publicity media to promote
.ba.~killg habit among rural people. The media used by the Sub-:committee are. as
iolia'~s: .

1. Posters and hand-outs. : ' ~

2. Cinematography: Showing of documentary films highlighting the benefits. of
savings with the bank and borrowing from the banks with particular stress
on small scale lending schemes of the bank and showing of slides in". t~e
theatre. . .

. 3. Putting up of hoardings, .use of stickers and newspaper .. advertisements,
. advertisements through radio.

4. Use of folk-singers in disseminating banking infor~ation among people.
5. Di.itribution of Cakndars' with banking slogans etc. .
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The interest rate policy cO.1tinues to be the most significant monetary instrument
in mobilizing saving. Even the forced saving measure resorted to by the gpvernment
such as Compulsory Saving Scheme carried an incentive of interest rate to motivate
peo!,Ie to participate in the scheme. But the Lentral question is that at, what incentive
rates will' people agree to save and this provides and interesting ground for, an
academic discussion.

It is said that the interest rate, to be an effective instrument in mobilizing
" savings should be able to compete fairly with other alternative assets. In a situation

where the values of other physical assets such as gold, land~ buildings, goods rise by
" greater percentages than the rate of interest, the interest rate will be a less attractive
'incentive for people to save. This means that in order to provide a monetary incentive
for saverS the nominal rate of interest sliould always be higher than the expected
inflation rate. In other words, the incentive rate should be positive in real terms.
Though tl1is incentive rate may sometimes put policy make,s in difficulty while
structuring the interest rate in line with inflation rate beyond the tolerance limit, tliis
is hardly a disputed dictum. To collect more savings the experts stress that in
addition to interest rates the instrument of savings available to the people should also
be attractive to the savers.

Impact

One of innovative saving mobilization scheme implemented by the government
to mobilize savings from the rural sector was the Compulsory Saving Scheme which
mobilized; though forcibly, a substantial amount of savings from rural people. The
savings raiscdunder the scheme amounted to about Rs. 140 millions. In some pancha­
yats-people contributed more than the percentage specified to them. Bad manag?ment of
the scheme led to its premature suspension. In the initial period the saving was raised
in terms of kind and this created problems of converting the kind in cash and proper

.,keeping of records. The non-payment of interest in time shook the confidence of the
p'eople on the scheme. If managed properly, it would have better served the cause
ofdevelopment. Panchayat Development and Land Tax was suspended before it could
shuw its result. The PDLT scheme which was implemented in some panchayats had
made important contribution in the development of the area. The AgriculturaLIncome
Tax: measure; after few years implementation, was withdrawn. Difficulty in adminis­
tering the measure and its poor collection result forced its discontinuation.

Monetzry measure, waS, however, remendously successful in mobilizing more
savings. Lack of reliable" information'limits a meaningful analysis ofthe performance
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of the measures adopted to mobilize savings, particularly in the rural areas. Sector-wise
deposit information show heavier or greater concentration of deposits in the urban
sector than in the rural sector. Banking figures on deposits in September 1979 show
that eighty three percent of the aggregate deposits is concentrated in urban banks and
only seventeen percent in the rural banks. (see Table No.2). Taking into account the
smaller size of the urban sector in the aggregate economic activity, this information
appears to be distortive. But because most of the landlords reside in the urban areas,
we can fairly aSsume that most of these deposits have accrued from farm activities
rather than urban activity. Some farm households may keep their saving in urban bank
for s~curity reasons also. Classification of deposit:; by profession of holders would
substantiate the fact. But unfortunately such information is not available. However,
the data received from follow up Agricultural Credit Survey provide interesting infor­
mation. The recent data on farm household's investment on shares of cooperatives and
bank deposits provided by the follow-up Agricultural Credit Survey conducted by
Nepal Rastra Bank indicilte that investment on financial assets by rural households
have increased substantially during past 7 years (see Table No.3). The average invest­
ment on financial assets which stood at Re I in 1969/70 has increased to Rs 79 in
1976/77.

The interest rat~ policy aud the scheme of institutional expansion have been
ext'~nsively used in the last five years to mobilize more savings from the people.
The upward revison of int~re)t rates in 1975 w,n one of the most successful measures
in mobilizing substantial amounts of savings in the form of bank deposits. The term
deposit rate was raised from maximum lOt to 16 percent and the saving rate from 5
to.8 percent. The commercial loan rate was also raised from minimum 15 to 18 per­
cent. The accretion in term deposits in the banks during these five years has been
Rs. 1279.6 million or nearly three fold. That savings are interest-elastic is proved by
the fact that the concentration of deposits in two-years time deposits which bears the
highest interest rate of 13 p;::rcent p~r annum has b;::en high~r than in the others
b~aring lower rates. Th'~ percentage of two years deposits to total time deposits increa­
sed to 40.2 percent in 1979 from 35.3 p~rcent in 1977. This percentage in Cil'iC of one
year's d~posits declined from 13.1 p;::rcent in 1977 to Il percent in 1979. Very low per­
centage of holding~ of 10 per-.:ent g)Verm~nt b:>nd by the private sector also demons­
trate the low respJl1se of th~ savers to low interest bearing assets.

With the assistance of the Nepal Rastra Bank the banks have vigxollsly
expanded their branch net work. 111 new branGllcs of whicl1 79 arc rural branches have
been opened since 1975. (Table No.4). These two measures have greatly helped in mobi.
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lizing substantial amolmts,9fsaling through the b:mking system.Sector-wise increments
in term deposits however, indicate that rate of increase has been higher in the urban
sector than in rural sector.

The achievement made in mobilizing substantial amounts of savings in the form
of deposits in the last five yeras can fairly be attributed to the cotinued maintenance of
positive real interest rates after the upward revision of 1974. Though the recent indi­
cators point to a falling rate of deposit accretion with the banks, the trend has not
taken a alarming spee~. l3).1t the threat of higher [inflation rate that is being projected
for this fiscal year in the wake of higher inflation in India and world wide is likely to
adversely cirect the saving mobilization efforts of the country, unless deposits rates
are raised.

Higher deposit rates generally require upward adjustment of the lending rates
as welL Only exc\.:ptions are the possibility olna.rrowing the differential lending rates
and subsidization of deposits rates by the government or the central banks. Usually, the
constraints in raising the lending rates hinder the decision to raise the deposit rates.
Tbe arguments that the lending rates of tile financial institutions need to be kept low
to avoid price rise and higher invcstmC'nt cost and to provide relief to the small
borrowers are illJunted by the borrower's lobby to hinder and upward adjustI'lent of
the lending rates by the authorities. The continueu supply of formal loan at lower rates
has given undue advantage to borrowers wllich they fight to maintain by all means.
Despite tile fact that the lower institutional rate of interest, when informal loan rates
are lll'1.rkedly higher, may lead to misuse of funds on unproductIve investments and
increased non-repayment of due loans, and may giw undue relief to those who
actually do not need it, many developing countries including Nepal has been mainta­
ining dilkrential rates of interest. Lower loauing rates not ouly create distortions in
the financial market but also works against the interest of the savers.

The sponsor of the concept of concessionary rate of interest on advances to
the long n~gbcted sector such as agriculture and cottage industries advocate furtner
clleapening of tll: formal loan rates to enable a weaker section of the population to
engage in productive activities. The advocates of the cheap credit cone';:pt fail to take
into ac'~out that cheaper credit alone does not attract entrepreneurs to invest. The
viabitIly or til;; inv:;stment projects influences tile investment decision, not the cheap
credit. Higher levels of deposit mobilization ensures the supply of funds in the finan­
cial markds and also hdps arrest in11ationary pressures. Furthermore experiences in
Nepal and other developing countries showed that cheap credit meant for the weaker
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section of the people has rather benefitted the rich borrower$,

Bottlenecks

Even thcmgh appropriate iiltCrest rate policy iq5ersued, aild a good network of
financial institution is spread all over the country to effectively mobilizing savings,

illiteiacy, attractiveness of other competing assets, lower monetization, poverty of the
rural people and fragmented nature of the economy constrain the drive to mobilize
rural savings. Unnecessary formalities, complex banking procedures, negative attitudes
of the employers of the institution impose further constraints on it. Since most of the
people in the rural areas are illiterate, seme innovations and special arrangements such
as use of their impression, identification by photo should be made by the inSl itutions to
attract these illiterates to its fold.

Since most of the rural savers are small savers, mobilizution of deposits in
smal\ amounts involve various problems. The cost factor stands out as a major
constraint. The topographic hurdles and under developed transportation system of the
country make the cost factor paramount, parlicularly in the hilly region. Even thcugh
the bank makes door to door visit to mobilize small savings, this will be completely
unfeasible in case of hills. To make visit from one house to another wiH take so long
time, that the visitors can hardly collect an amount which justify the cost involved in it.

The fragmented nature of the economy impose further lihlitations on saving
mobilization drive in the hills. Lack of transportation facility which chokes the
mobility of goods and services kills the incentive to produce more and save. Whatever
is produced do l'Iot get all outlet to gain the benefit of commerce.

Fastly rising prices of other competing assets like gold and land also limit the
scope of augmenting saving in financial assests.Fastly rising prices bfriietals prrticularly
of go'd which has been the traditional abode of savings for the rural propletowards
the institutional efforts to mobilze rural savings. The rise in the' prices of gold has
been so high, that even a hike in deposits rates carl hardly dissuade savers frani
investing in gold. Unwi\Iiilgness to imidvate stahds as another 6hstaclif t6 saving

mobilization drive.

Prospects

The prospects for mobilizing more rural saving, deperi art our ability to
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innovate new measures, revive some of the measures now lying inactive and strength
strengthening ening the existing ones with needed re8djustment in response to the
changing situation. A flexible and realistic interest rate policy could still make an
important contribution in augmenting savings in the country and reduce our
increasing dependence on foreign aid to finance the development programs.

Among the non-monetary measures, the Panchayat Development and L~nd

Tax might playa catalyst role in collecting resources frem the rural areas. Some of
the Panchayats had tremendously benefited from the ~cheme in terms of higher
production and income. The Budhabare Panchayat stands as an example of this.
Field visits to such Pancbayats should be arranged to conince the other Panchayats
of the usefulness of the scheme. Since cadastral survey is a prerequisite for successful
implementation of the scheme, the survey work should be accorded the highest
priority.

Creation of transport facilities in viable sectors in the hills could widen the
scope of raising the level of savings. Though providing easier access to institutions
in which savings can be dcpo~ited. Trans!,ortation links should therefore, be created
in already productive area to increase production, income and savings. This will also
I ead to greater monetization of the economy as well.

The high price of goh1 had made it an attractive assets for investment. The
prices of gold and other physical assets have been rising so fastly, so that small savers
will have to wait many years to bl1y even an ounce of gold or buy or construct a
building. In this situation, the interest rate policy and further expansion of the branch
network of the financial institution in the rural sectors can playa leading role in mobi­
lizing more rural savings.

Monetary Measures:

The maintenance of fairly positive real interest rates on :deposits becomes an
important issue in this respect. The interest rates should also be made flexible to
facilitate quick adjustments required by the changing situations. Some margin of flexi­
bility should be given to the commercial banks themselves to enable them to effectively
use the interest rate policy to balance the short-run supply demand of fund in the
formal market. The critiques cf high deposit rates advance an argument that higher
deposit rates offer an easy investment opportunity to savers who could have invested
the savings on productive investment. One of the important functions of the bank is to
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intermediate between savers and investors. It is wrong to assume that all savers are
also investors.

Extension of financial institutions in the rural areBS has been helpful in bringing
rural savers to its fold in the past f-:w years. But ~imple extension of branches of the
financial institutions in the rural areas would not e!1hance deposit mobilization efIorts
unless the thinking of the staffs of the institution:; is oriented to the task. The modern
building of the banks and the \\hite collar attitude of the stafT may repulse the rural
people from making contact with tllis institution. The staff should mix with the local
people, should extend help to erabh:: them to transact with the banks, e. g. in matters
of filling withdrawl forms and loan forms to attract wral people to its fold.

Since women are good savers, programme shol11<l be innovated to mobilize
more savings from them. India could proVide better exal1lpc in this respect.

The scheme to make deposit mobilization a part of the p:Jckage lending pro­
gramme can also be a measure to mobilize rural savings. We can draw ex,dnl'le8 in this
respect from the Small Farmers Development Project.

Deposit guarantee programme and insurance scheme would be another avenue
of providing savers with more incentives. Other programmes successfully practised in
other developing countries are mobile units to pick up deposits, issuing saving bonds
to individual savers, and saving stamps.

The activities of the S~tjha In~titution and postal savings scheme need to be
strengthened and widened to make them as effective media of saving mobilization.
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Table No.1

ESTIMATES OF GROSS DOMESTIC PRODUCT OF NEPAL
(At currcnt and constant Iirices)

(In million Rupees)

At Current mar!l.et prices At constant (1964-65) Pries
Agriculturc Non-agriculture Tota! Agriculture Non-agriculture 'Iota!

1964-65 (202! -22) 3654 (65) 1948 (35) 5602 3654 (65) 1948 (35) 5602
1965-66 (2022-23) 4794 (69) 2115 (31) 6909 4082 (68) 1914 (32) 5996

~~ 1966-67 (2023-24) 4292 (67) 2119 (33) 6411 3914 (66) 1988 (34) 5902
'T1 1967-68 (2024-25) 4883 (68) 2290 (32) 7173 3935 (66) 2007 (34) 5942,~r.

-.' 1968- 69 (2025-26) 5357 (67) 2628 (33) 7985 4053 (65) 2154 (35) 6207
t>
>~ 1969-70 (2026-27) 5922 (68) 2846 (32) 8768 419! (66) 2176 (34) 6367
;")- 1970-71 (2027-28) 6034 (68) 2904 (32) 8938 4223 (67) 2068 (33) 6291,-,

::-..
1971-72 (2028-29) 7106 (69) 3263 (31) 10369 4254 (66) 2233 (34) 6487c~

,'t, 1972-73 (2029-30) 6578 (65) 3391 (34) 9969 4218 (65) 2238 (35) 6456- J973-74 (2030-31) 8851 (69) 3957 (3!) (65) 2410 (35) 6865-: 12808 4455
'V
"n 1974-75 (2031-32) 9949 (67) 4853 (33) 14802 4530 (65) 2435 (35) 6965

"

1974-75 (2031-32):;: 11550 (70) 5021 (30) 16571 11550 (70) 5021 (30) 16571
1975-76 (2032-33) IIG!! (67) 5783 (33) 17394 11615 (67) 5685 (33) 17300

Figures in brackets indicate perccnt'-!ge.
iNew Series estimates.
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Table No.2

CONCENTHATlON OF DEPOSITS AND LOANS OF THE

COMl'vlERC1AL BANKS

(R~. in million)

Deposits Total Credits'
Rural Urban Total Rural Urban Total %

Amount % Amount % Amoc.~t % Amount %

2036 Aswin 513.9 17.0 2505.4 83.0 3019.31 341.6 11.3 2218.2 73.5 2559.8 84.8

---------------------~._--!-----------------
1. IncIudlr,g in Marrill & Cashier ~(;curity Rs. 95.9 millions.

2. Percentage of Total Deponits.



Table No.3

COMPARATIVE DATA ON AVERAGE FINANCIAL INVESTMENT
PER FARM FAMILY

(Amount in Rs.)

Source

Overall Hills Tarai-- _._-------
1969/70 1976/77 1969/70 1976/77 1969/70 1976/77

Purchase of shares in
sajhas & ADB/N 3 4 3
Compulsory savings deposits 4 5 4
DepOSits in sajhas and banks 1 79 1 110 1 67
Loans and advances 28 88 18 28 33 113

---_.~.~~--

Total 29 174 19 147 34 187

COMPARATIVE DATA ON THE PROPORTIO~ OF FINANCIAL
INVESTMENf PER FARM FAMILY

(Percent)

Overall Hills Tarai

Source 1969/70 1976/77 1969/70 1976/77 1969/70 1976/77

Purchase of shares in
sajhas & ADB/N 1.72 2.72 1.60
Compulsory saving deposits 2.30 3.40 2.14
Deposits in sajhas and bands 3.45 45.40 5.26 74.83 2.49 35.83
Loans and advances 96.55 50.58 94.74 19.05 97.06 60.43

'rotal 100.00 100.00 100.00 100.00 100.00 100,00
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Table No.4

NUMBER OF COMMERCIAL BANK BRANCHES OPENED SINCE 1975

Total Urban Rural

Nepal Bank Ltd. 56 14 42
Rastriya Banijya Bank 55 18 37-- - -
Total: 111 32 79

Nepal Bank Ltd.
Rastriya Danijya Bank

Total:

.',1 -,/.".

24~.
.. l

Total

56
55

111

Hills

21
32
53

Tarai

35
23
58
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Annex-I

DEPOSIT AND CREDIT OF COMMERCIAL BANKS

(Rs. in Million)

Total Deposit ITotal Credit & Investment Deposit Credit Ratio
Jj
!1i

I Urban I IRural IUrban I Ruml :1 U,ban %1 Total
"...; Rural Total Total'.'

~~.

~,

.to
" Mid-Jan. 1977 202.3 1629.4 1831.7 188.9 1224.6 1413.5 93.4 75.2 77.2,-,
1:>

> --Mid-Julyr- 1977 248.5 1820.5 1069.0 235.9 1405.4 1641.3 94.9 77.2 79.3-"
r, M!d--~uly 1978 345.1 2071.4 2416.5 297.3 1766.9 2064.2 86.2 85.3 85.4,--. ; Mid-July 1979 431.2 2399.7 2830.9 377.5 2225.0 2602.5 87.6 92.7 91.9()

'1:' '•. Mid-Oct. ' 1979 513.9 2409.4 2923.3 341.6 2218.2 2559.8 66.5 92.1 87.6



Annex-2

TIME DEPOSITS OF COMMERCIAL BANKS

(Rs. in million)
~ ... i.{(F; .. , .. ,

',' '....
1970 1970 1971 .1972 1973 1974 1975 1976 1977 1978 ' 1979 1979 1980,.
Jan. July July July July July July July- July July •July Jan. Jan.

~......

r,

Fixed Deposits
Saving Deposits

Time Deposits

137.6 144.0 193.7 295.1 357.4 412.0 517.4 807.71060.8 1350.6 1477.7 1376.9 1623.7
42.1 52.9 68.6 88.5 121.5 158.1 172.7 198.0 269.2 36I.1 454.5 398.0 5031

179.7 196.9 262.3 383.6 478.9 563.8 690.1 1005.7 B30.0 1711.7 1932.2 1774.9 2126.8

Note: It Does not include margin deposits.
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Rural Finance
V OllIi age

v~ • tIp.
~xpe:rnnm.l a rOJect

... !\. T'. ~ d I
hgen~ !Vio e

-Quazi Sbarafat Hussain

Introduction:

nangl:Jdesh economy being predominantly a rural e~onomy, adequate
arrangement of institutional credit for crop r<.tising and increasing its yield and
intensify has become imperative. It is observed that for making the financing to the
small and the landiess farmers meaningful, simultaneously some other rural economic
activities are to be introduced a new to the farm family to raise their income level so as
to brin g the family in an ecoaomically via'Jlc state. Dispensation of' rural credit is,
however, a difficlllt and campl:.:x ta,k diw to tlle complexities of the inherited socio- .
economic frame ,,",ork and inherent dift1culties in the way of reaching the rural poor
and making them economically viable. In the past few ye~lrs sustained efforts have been
made ini3an~ladesh to expand the credit structure and enlarge the flow of credit to
the rural sector. It is true that by now sufficient amount of credit has been pumped into
the rural sector but with no significant impact thereto. The number of landless farmers
arc increasing gradually, their living standard is deteriorating and above all the total
food production of the count;-y 113.3 not m'lrk0d :l:ly sigi1ifknt rise, whieh facts. are
quite indicative that we n~cd to check up our exisling credit programme and the
situation prompted us to look for an el1bent 3.nU cff-.l;;tiv~ rural fii1a~lCe model suitable
for the soil and situation of our Country.

Some Basic Data Regarding Bangladesh:

Total land area
Agricultural land
Total population

Rural population
Agriculturist

55,593 square miles.
22 million acres.

: 78.7 million in 1976 (Male: 40.5 million-&

Fem3.te: 382 million).
: 93.7% of total population.
: 85 %of total population.
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Landless farmer5
Population growth rate
Density of population

Average land holding
per farm family
Contribution of rural
sectors to GDP
Contribution of rural sectors in

export earning
Per capita income for the country

Estimated food shortage

for the currcnt year

Administrative Unit:

No. of Divisions
No. of Districts
No. of SUJ-divisions
No. of Thanas (Police stationy*

No. of Unions
No. of Villages

: About 45 %of total farmers

: 2.6 %per annum.
: 1,337 per square miles.

1 to 3 acres.

54%

: Above 80%
: *Tk. 1,208/- per annum

(at 1976-77 market price).

: 2.20 million ton.

4
20

62
434

4364
68,011

*About 60 %of the rural population live below the minimum subsistence level

with a'1 average per capita income of less than TK.. 600/- per annum.

**The Centres of rural supply and services arc located at thana headquarters
which form the b:lsic administrative unit of the nation building departments of

the" Government.

The painful observation thlt inspite of the intensified and concerted efforts to
finance the rural poor tbeir fate remains unchang~dprompted us to go for an experi­
mental rural finance under the- "VILLAGE AGENT MODEL".

Nine financial houses are conducting their experimental credit operations
under nine differently designed models as mentioned under:-

1. Village Agent Model

2. Krishi Shakha Model
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: RUPALI DANK.
: SONALI BANK.
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3. Area Development Approach
4. Small Farmer Service Centre
5. Danker as Ombudsman
6. Village level group lending
7. Budget line of credit or permanent numb~r

system
8. Co-operative for landless, share croppers,

Women

9. -do-

: JANATA BANK.­

: AGRANI BANK.
: PUBALI BANK.
: UTTARA BANK.

: KRISHI DANK.
: INTEGRATED RURAL DEV­

ELOPMENT PROGRAMME.
: JATIYA SAMABAYA BANK

LTD.

VILLAGE AGENT MODEL

Village Agent:

The village agent may be considered as the pivot of the model and the success
-of the model is largely dependent on the performance of the agent and, as -such, the
model has been named after him. The Village agent has been recruited within the
area of project outlet who lives in the village. His qualification is H. Sc. and aptitude
is social works. He loves to live in the Village. His monthly salary is Taka 300/- -and
he is entitled to have a commission of 3 %on the amount of loan realised within the due
date. A bicycle has been provided to the Agent to move around within the project area.

Becau~e of the limited number of rural branches it becomes d;fficult for tlie
commercial banks to handle efficiently the rural credit and it becomes hardly p~ssible

to establish a direct lender-Ioanee relationship. Consequently, they have to largely
depend on the assistance and co-operation of other intermediaries like Government
employees and representatives from elected public bodies like U. P. CIJairman and
others at the time of disbursing the loan and eventuatly bank alone has to face the
obvious consequences at thc time of recovery.

By deputing this Village Agent we intended to refrain ourselves from taking
services of those intermediaries which is expected to be done by the Village Agent who
is to move around the village and to do the following jobs:
1. He is wanted to work as link-man between the bank-branch and the loanee.
2. To motivate the farme.-s in the right direction and induce credit discipline in them.
3. To Conduct family survey and id'~ntify the target group farmers and rural poors.
4. To motivate the farmers in adopting modern farm technology like use of improved

sYeds, chemical fertilizers, pesticides, insecticides etc.



5.

2.

3. "
4.

.... 7;'

S. To assisnhe"farmers in preparation of production plan and filling in the loan
applications and extend all sorts of co-operation"to the intending loanees to have

the loan easiJy from the b:mk branch.
6. To follo\\l up the proper use of the credit.
7. To perslle the Joanees for repayment as per schedule to have the second loan.
8. He is to point out and assess the prospect of any new or dormant economic

potentialities in that area and motivate people for undertaking such activities.
9. He is to live in the village as a sccialleader and as a financial adviser to the target

group farm families. Assessing the availability of man-power and their aptitude he
needs to suggest ~\l1d motivate them for undertaking some ofT-farm activities
simultaneously along with farming for generating supplementary income to make
the family gradually self-sustained and an economically viable unit.

10. He is to preach the villagers regarding savings habit and to mobilize rural
deposits to make the model ultimately a self- financed one.

We believe that the finandal agencies would be able to reach to the rural poor
most conveniently and effectively at a lesser cost through tbis \i illage Agent concept;

Objective of our Model:

Besides testing the effectiveness of the posting ofa Village Agent regarding
the points as enumerated above we intend to experimenHhe undernoted factors also:-

1. "How effectively and successfully We can reach the rural poor and serve their
credit needs.
How the iatending loanees re-aet on higher rate of interest 011 borrowing to the
extent of 36% and how they behave after having the loan.
-How closely we can supervise the cnd.:.use of the credit at minimum cost.
The impact in mobilizing rural deposits on offering higher rate of interest on
savings.
And, finally the recovery position and asses~mcntof the b~Lcficial ill'pact of the
credit on the total income of the farm-family.

Selection oCProject Arcus:

RUPALI BANK has been functior:ing as "LEAD BANK" in three districts and
we have primarily selected three villag~s as our three outlets aUhe start and have the
intention to increase the spectrum of our c0vcrage with the prcg~"CSS of tirr.e and project
'activities. For selecting the area we have conducted a prdirrinar>, area survey to check
up and ensure the folJowing:-
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a) Availability orour bank-branch within the village.
b) Communication and mark~ting fa-::ilities.
c) Source & availability of other inputs;
d) Availability of electricity.
e) Irrigation facilities.
f) AV<Jilability ofinstitutio~lal credit from other source/channels.
g) Main livelihood and aptitude :of the people there and their socio-economic

condition in g~neral etc.

The undernoted prelimin2.ry information and other basic data have been
collected throu3h a general survey uerore finally selecting the Project Outlets:-

--------------- ----,-----------------
1. Name of the

outlets:
Village Alampur

- District Noakhali
Village Bahirdia
District Khulna

Vilbge Kalihati
District Tangail

2. Monitoring branch Rajgonj Mansha Kalihati

3. (a) Total population 2060 3883 2049
(b) Total Family 330 700 300
(c) Target group

family 250 450 225

4. - Distribution of popuhition
by profession:-.
(a) Agriculture 69% 79% 68%
(b) Fishery 5%
(c) Service holders 10% 3% 2%
(~) Landless labourer:-

i ) Agri. (30%) (25%) (20%)

ii) Other 10% 5% 7%
(e) Blacksmith 2% 10/

10
(f) Carpentary 1% 1% 2%
(g) Others (Poultry, 10 ~Ia 10% 15%

Pottery, Weaving,
Dairy, Handicrafts
making etc.)
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5. (a) Total area of the village 1817 acres, 1920 acres 312 acres.
(b) Net area under

cultivation 1000 acres 1400 acres 216 acres.
(c) Area under irrigation Nil Nil 155 acres.

6. Major crops: Aus, Aman, Jute, Boro, Wheat, Sugarcane,
Potatoes, Rabi crops & other winter vegetables.

7. Distance of
operating branch: Situated within -do- -do-

the village.

8. Communication
& Transport
facilities: Road Road Road

River
Mail

9. Electricity: Available -do- -do-

1O. Availability of
credit from
other sources: SACP SACP SACP

BKE BKB EKB
IRDP IRDP IRDP

Co-operative Co-operative Co-operative
& IUCW

(Free of interest)

Project
outlets

Rate of interest
on advance (per

annum)

Rebate on timely
repayment (per

annum)

~~~~~~~~l~""i~~erest IInterest on special
on loan repaid savings deposit

timely (per annum) (per annum)

1. Alampur
2. Bahirdia
3. Kalihati
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1%
4%
6%

17%
20%
30%

12%
13%
15%



Staffing & Training:

Besides positing one village agent in each of the three outlets, one loan officer
has been posted in each of the concerned branches who is supposed to do the paper
works pertaining to the Project exclusively. In branch level no other separate staff has
been posted for the project works. The branch Managers alongwith his usual official
team is required to monitor the program.

In head office one officer has been deputed as project officer to do the jobs
exclusively pertaining to the project under the constant and direct supervision and
guidance of the incharge, Rural Credit Division.

Before startup the concerned branch managers, officers, village agents and
other ofilcials have been trained thoroughly at head office with the co-operation and
assistance of the officials of Bangladesh Bank, USAID, the consultant group and the
faculty m~mbers of bank's own trainillg institute.

Selection Criteria am} Eligibility for Borrowing (Target Group Dc:i.nation):

None but the rural dweUers within the project area who faU under the target
group definition is eligible to borrow from project account. The latest and revised
definition as communicated to us by Bangladesh Bank under cover of their circular
No. ACD (R) 407/79-803 (9) dated 26.6.1979 reads as under:-

1. Rural dwellers of 18 years of age or older (male or female) having permanent
residence in an experimental area.

2. Land ownership: (a) Not more than 2.00 acres of land, excluding homestead.
(b) Landless are eligible.

3. Income:- Annual gross cash income from aU sources d,)es not exceed Tk.
6,000/ = before loan is made.

4. Borrower has not outstanding loan with any lending institution.

Instructions Related to Target Group Definition:

1. Only one person nuy borrow from each "economically separate household". An
"economically separate household" means a household with the members living
together and having their meals from a common kitchen.
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2. Loan may be Nfade for:

a) Crop production ( for food, oil, pulse~, vegetable crops, jute, sugarcane,
tobacco, cotton, etc. )

b) Oth,~r a:=ricultural prcductio:l (for livestock, poultry, duck raising, fish produc­
tion, Ill: \:~ cow, fattening cattle, goat rearing, etc. )

c) Non-agricultural activities (for material and equipment for cottage industry'

such as b lsket or mat making, cloth weaving, fishnet mak:ng, pottery produc­
tion, b:,-,cksmith, carpentry, tailoring; for food processing such as oil

processing (Ghani), paddy husking, fish drying etc.; for transportation
includinG bullock carts or boats etc.

3. Special considcr:ltions related to joint families - a joint. family, in the social
sensc, may ieclude more than one economicaliy separate household. In this
context, an economically separate household maybe idcntified by one or more of
the foilowiJ1g criteria:

(n) Tlw land and other property of the socially joint family is divided among
the mcmb.:rs; his di':ision of property mayor mJ.y not b~ r~glstcred but is
\vell demarcated within the family.

(0) The r~sp(>nsibilityor work, exp..:nses and income arc separate.
(c) Cooking is separate.

Security

Learn lng from the exp~rienc~of other rural finance p,'06ramme the fact that
security/surity st:mds en the \\'ay and, deprives the rural poor, particularly the share

cropp::rs, in getting any institutional credit we have excluded the provision of taking
any traditional security or surety from the intending loanee in our Project. To .nail
loan under th~ Proj.;et he is to execute a simple hypJlhecation agreement and a
demand promissory note and n group gU:lfantee in case of a group loan.

Mode of Disbursem~!!t:

(a) Family Survey: To identify the target group farmers and other rural dwellers a
family survey is conducted by the village agent to each of [he families within the
Project outlet excepting few rich fam:lies. And, from the data thus collected the

target group people are sorted out who are being offered the credit through the

agent.
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(b) Credit Plan & Norms of Credit: In consultation with the intending loanees the­
village agent prepares the credit plan for the actIvities to be financed. The cred "'~

plan is prepared taking care of the production requirement and in accordance with
the set norms for crop financing which is prepared earlier in consistency of the
production requirement for that particular area.

(c) Financing Method: The. loan applications are filled in with the assistance of the
. village agent 'Who collected the same and submitted to the bank 'for scrutiny by

the loan officer and branch manager who are required to complete almost all the
paper formalities before they come down to the branch for having the loan.

I

. On a pre-fixed date the village agent brings a group of people to the bninch,
who are provid;:d with the pre-determined am0unt of credit within .short;est:

'possible time on iaking their signature on cash debitvoucheis. .
: ' .

. :,' r'.,' The credit is'made availablb usually forthe attivities· d~tailelin 'the target:
group definiti6n: ... :' . '

RepaJment: For crop loan the due date for repayment is fixed after a reasonable gap"
from the time of harvesting, For all the payments, partial or in full, a receipt is issued..
Forother allied agricultural activities and non-farm aCtivities repaY,ment instalments.­
are fixed in accordance with the nature of the activities.

Special Savings Deposit:

To secure deposits fro,m the rural sectors, enhanced rates of interests have been­
<offered for the rural dwellers in the project areas•. At .different outlets the rates are
different which ranges from 12 to 15 % per annum as shown in the table on page-S•.
Anybody, male or female who Jives p;;:rmanently within the areas; irrespective of the fact
whetherhe belongs to target group or not,isallowed to open this special Savings.
account and is entitled for having this higher rate of interest. But on any balance, in,
an account over TK 25,000/=. the higher rate of interest is not permissible; on whichl
usual rate of interest as per Savings rule will be applied. Unlike general Savings account
there is any withdrawl restriction in this special Savings account. All the loanees;.
under the Project are required to open this special Savings account who is expected to­
buildup a reasonable balance in the account by making time to time deposits in the
account.

259



.. ~

POSITION OF PROJECT ACTIVITIES (TILL FEBRUARY, 1980)

We have started loan operation in the Project outlets from the month of May,
1979. Latest available position of disbursement, recovery and saving are given below:­
«A) Disbursement

(Amount In Thousand Taka).
Rate 'No. of urpose-wise disbursement position

S1. Name of tho . of lonces with percentage
Outlets inte- accq- F· rOT otherIFornon-agricul- Total

No. . . or crop . krest. mmo- (TK) agncul- ture (T )
dated. . ture (TK) ..

1. Alampur 18%. 104 ·33.34 73.60 60.95 167.89
(19.86%) (43.84 %) (36.30%)

2. Bahirdia 24% 90 . 36.88.· 36.01 6.13 79.02
(46.67%) (45.57%) (7.76%)

3. Kalihati 36% 183 72.27 51.80 40.38 164.45
(43.95%) (31.50%) (24.55%)

Total 377 142.49 161.40 107.46 411.36
(34.64 %) (39.24 %) (26.12%)

(B) Recovery:
(Amount in Thousand Taka)

Sl.
\Amounrreoovered>WHb outerest Overdue % ofreco- % ofreco-

No. Name of the Within IAfter due! Ttl upto very to due very to
. Outlets due date . ~:) tOlal dis-

(Tk) date (Tk) ( 29.2.80 amount h:Irsement

1. Alampur 67.59 2.23 69.82 31.06 69.21 % 41.59%
2. Bahirdia 37.00 37.00 l00~ 46.82%.0

3. Kalihati 45.42 10.86 56.28 11.28 83.30% 34.22%

Total 150,01 13.09 163.10 42.34 79.39% 39.65%
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(C) Savings:
(Amount in Thousand Taka)

Rate I From Target From Non- farget
Sl. Name of ofinte_,__gro~peo~ group neople Totol

No. I No. of I Amount No of I No. of IAmount
the Outlets rest. ales. ales. , Amount ales. ,

1. Alampur 12% 106 1.57 9 2.98 115 4.55
2.. Bahirdia 13% 82 3~O6 14 44.68 96 47.74
3. Kalihati 15% ' 154 20.04 20 18.93 174 38.97

Total 342 24.67 ' 43 66.59 385 9L26'

Study & Analysis of Results:

The disbursement ofloan in the project areas is continuing and at this stage it is
difficult to conduct any proper study and from the analysis of upto date results, it is,
not possible to make any sound and definite conclusion. Still; we have observed that
the high rate of interest is not an impediment for disbursement cf loan to the target
group people to whom any institutional credit is beyond the reach, otherwise, they
had to borrow from money lenders at fantastically higher rate of interest to the tune
of 10 to 15 %per month. But, simply disbursement positoin or even both disbursement
and recovery position together also cannot tell about the success of a credit program
unless we can assess the incremental benefit they have derived out of the loan
amount and whether they have been able to repay the debt out of his surplus income

or he has done so by disposing of his available assets. Such survey and evaluation
has yet to be made and wold be made after the terminal date of the project.

We have not yet worked out any benefit-cost ratio but through a rough
estimate it reveals that if we can lend out an amount through an outlet to the tune of
Tk. 5 lacs or above and can realize at least 50% of it, our capital involved will be
saved on receiving (lrd+!rd) grant from the Project fund.

Regarding collection of Savings deposit our observation is that the result is
most unsatisfactory. As there is no bar for the non-target group people to open
such an account we do not understand reason of not getting good deposit under the
scheme. There is no legal bar of withdrawal of money from normal savings alc or fixed
deposit alc and open new account with that money, although that is undesirable and
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we try to prevent it. The only reason of not getting gooddeposit in this account may
be inadequate circulation of the savings scheme III the Project area.

Impediments:

Few impediments and the inconveniences ",hich are being faced by us in
impleJ1?enting _the model is enumerated hereunder:-

1) The target group definition after revision also has not been made quite clear and
complete. There is sufficient scope to improve. it further as mentioned below
undeUhe headsuggestion. , .

2. Multi-agency financing within Project areas at lower or nil rate of interest.'
• 3. Non-availability or un-timely availability of other inputs like improved seed"

fertilizer, pesticide etc. cause great hindrance.
4. Want of storage and marketing facilities deprive the farmers to get the peak price

of the produce.
5. Partial financing and financing without giving any consideration to his total credit

, . need, including consumption requirement, provid~s scope for diversion and
makes the loanee defaulter inspite of his sincere desire to repay.

6. In absence of a assured market for the produce the loanees become hesitant to
use the high-cost modern inputs.

7. Frequent drought and natural calamities put the farmers in great disaster in want.
of crop Insurance policy.

8. In the face of the risk of crop failure the share cropper alone has to shoulder the
risk and responsibilities of repayment of the loan, ",..hereas, the absentee. landlord
get 50 % of the produce under any circumstances and thus he harvests the benefit
of increased production without any .risk or responsibilities, which situation
makes the share-cropper disinterested to use modern high cost inputs.

Recommendation:

We are furnishing here under, a fe,,," recommendations for improvement of the
financing model:-

1. Target group definition:

(a) The sentence "annual gross cash income of Tk. 6,000/=" may be changed as,
"annual net cash income of Tk. 6,000/=".

262



'.

J, (b)' For the cause' of uniformity and with a view to maintain standaru measure to;.'
sortout people of similar financial position some alteration in the definition
is required while assessing c8sh income of the producers of cereals, wh(),
hardly get any 'scope to sell out the produce which they require for their own'
family consumption, and the producers of cash crops or people involved in
other economic activities pertaining to cash income.

(c) For the share-croppers a maximum ceiling ofland under their possesssion
and cultivation need to be spell out in the definition which should be double
than that of owner farmer.

(d) In the sentence "Borrower has no outstanding loan", one more word need t()
be added to read the sentence as "borrower has no overdue outstanding loans.'.';"

- (e)' Instead of imposmg such an embargo against borrowing of more than on~
person from the same economically separate house-hold, a maximum
ceiling in terms of amount for such a family may be fixedup. By doing so the,

" sc~pe and opportunities of introducing new economic activities to the family'­
'and to put the' idle man-power of familyon job for generation of income
from new sources will remain open.

2. Through negotiation amongst different financial agencies and by making certain'
arrangement with Government, a system may be introduced that within these
experimental areas no other financial house will give credit for similar
activities.

3. For overcoming the difficulty uf non-availability of other inputs of good qualities,.
the banks may consider the question of maintaining the store for those inputs by
themselves to supply the same to the farmer in kind. This arrangement may be
considered for the experimenlal area only for having correct data out of the.
experiment.

'4. In the long run bank may consider for providing storage and marketing facilities:­
to the producers and to provide them trade credit against the commodities.
produced,

5. While setting financing scale and normS we may do so with the total concept by
taking into account the total annual income and expenditure of the family and the
short-fall there to. Credit should also be made available for meeting their
consumption requirements too under deferred payment system to prOvide them
opportunities to repay the debt subsequently out of their surplus income.
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·6. The resultwould have be,en much,better.ifthefarmers.could: be. provided, with
al\ a~suredmarket with pre-determined value of the: produces.

7. EffOlts should be intensified for motivating .all concerned. to introduce crop-Insu­
rance scheme at the earliest.

.'8. Land reform and certain amendments in the tenancy agreement have become- , . -., ..
most essential for determining tbe extent of right of the share;-croppers. to the
land and to re-fix through legislation, if pos~ible. the. sharing, ralio of the produce
between the owner and the.share:-cropper from l:! to t:~.

9. The provision of group financing as incorporated in the Projyct design should be
encou~aged~nd intensified.' .

. r ,r, ..'

Variable interest rate maybe considered for different economic activities in the
rur~l.area.Forc~oploan the rate of interest may,beJcept lower,,thanthat in othev
non-farm activities.
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Produ ction and Circulationof Cereals in! a,)
Dryland-TractofCoimbatore District, S. tndi'a:

- Barbara' Harriss

"Infinitely diverse combinations ofelements of this or: that type of capitalist.
evolution are possible" (Lenin)

This note·has a restricted purpose- to examine Iinkages-.al1dinterrelationships·
between the production and circulation of commodities and the. crrculation oC mony.
we shall consider only the subset of commodities studied so far·: Paddy-rice,' . cholam'
(sorghum vulgare) cumbu (pennesetum typhoideum) and, ragi: These· constitute~,

the cereals economyofa dryland area· with annual·rainfall measuring between"S40and .
730 mm in Avanashi and Palladam Taluks,aregion of some·2,500 sq.km. in Coimbat­
ore district. This land area is about 70 per cent. of the size of. that covered in .an
earlier project investing the political economy of commerce· in rice' in 7 taluks' of,
North Arcot District (where 200 traders were int:-fviewed). As a benchmark for this
note we shall summarise conclusions on the interrelationships between the. two spheres
of North Arcot's agricultural economy.

1.. Production and Circulation in North Arcot: A Benchmark·

It was shown that differentiation was occurring in the sphere of production· but
that the emergence of agricultural capitalism was constrained above all by antediluvian
forms of capitalism such as merchants' and finance capital. These-worked to preserve.·
tne small peasantry hy moneylending at relatively low interest rates and by not
discriminating against them in prices offered for produce {B. Harriss.1977, J.. Harriss
1979 a and, b).. Why.?

A,search of,the mercantile sub-sector. involved in,the food economy:revealed a '
large majoritycof fairly,small firms. In so far.as.they.carried out1transport, and proces-
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sing, activities both necessary and productive, in so far as they employed wage labour
separated from the means of production and reinvested accumulated financial resources
according to the criterion of relative profitability, they had characteristics of
capitalist relations. Comparing firm-families with farm-families also revealed the
relative size and wealth of the former. However, debt ties between wage labourer and
owner, a markedly in perfect wage market (often permitting the wage labourer to
save) and the existence of relatively large, landholdings, despite agriculture's low
profitability identified this as an imperfectly developed merchant capitalist sector.

We showed that the large numbers of traders involved in exchange resulted from
the particular combination of state legislative controls operating in the region (includ­
ing tax laws), the interests of industrial capital in the inputs business, demographic
expansion and the splitting of managerially unwieldy joint firms. Large numbers of
relatively new entrants were attracted from amongst v_age workers in trading firms
and from the rich peasantry, necessitating competition in the lending of money
for -production which entailed the indirect control of production of, and the direct
control of supply of cereals. High relativeprofits were possible from manipulating
the complicated community market once supply waS guaranteed. The system fed
on commodity production but in so far as it ensured the reproduction of the small
peasantry, it simultaneously constrained the tranformation of relations of production
and thus the ultimate expansion of commodity production. production being
constrained relative to demand, relatively high prices in the retail sector ensured
the high profits that fuelled the whole system (B. Harriss 1979a)

This combination of relationships in production and circulation and the
combinations of types of state intervention were thought at the time to be quite
highly regionally specific. We are now able to begin setting abaut the illustration
of Lenin's conclusion quoted above, with respect to a surprisingly dIfferent set
of relationships in a region 150 km to the south west of North Arcot District
in Tamil Nadu..

2. Some Contrasts with Coimbatore District

In one respect the two regions are similar. They both have an incidence
of tenancy about half that for the state as a whole: 95 percent of holdings are
officially "owller-cultivated" North Areot's average holding siz~ is 1.25 ha while
tbatfor coil1ioatoie : Dist'ric( . ris awl~OJe-' is' ~vei twice' 'a~i- 'large: 2.8' ha.
Coimbatbre"~DistriCt has"a - 'much:inore highly ,diversified - cropping system:"
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Whereas North Arcot's was dominatcd by rice (52 percent of production) and
two cash crops: groundnut and sugar cane (39 percent) ani coarse grains
amounted to only 8 percent and pulses 1; cereals are kss important in
the land use of Coimbatore District. Rice covers only 13 percent of cultivated
area, but coarse grains amount to 33 percent (cholaru 22, cumbu 6 and ragi 5

percent), pulses take up another 13 percent and a total of 46 crops are
recorded, amongst which cotton (10 percent) and groundnut (15 percent) also figure
prominently (GOr 1976; B. Harriss 1979 b).* Coimbatore District bas a longer
history of commodity production and commercialised agriculture than has North
Arcot (Baker, 1979). According to data for the mid 70s the District is in apparent
deficit for cereals. total production of which averages 414,230 tonnes - enough for
only 94 kgs per person per year. and whereas the 7 taluks of E. North Arcot provi­
ded a living for over 2,000 licenced paddy and rice traders and millers, in the two
taluks covering an area 70 perccnt the size of E. North there are only 110 licenced
paddy and rice traders and 30 licer:ced millet traders. The district is also the most
highly urbanised in the State (36 percent compared with North Arcot's 19 percent
(Kurien and James, 1979) with Coimbatore cIty dominating the urban population.

3. Cereals Production in a Dry Tract and its Lack of Dynamics

Whereas we could identify expanding forces and changing relations in North
Arcot's cereals economy the same cannot be said with certainty for the very dry
Avanashi and Palladam Taluks. What we can say needs to be substantiated by a study
of agricultural production. Firstly, there is no available and widdy replicable high
yielding technology for dryland foodgrains. Secondly, there is a well-known crisis in
the supply of well water for irrigation. The water table is moving down in irregular
manner but som~ open wells in our region are running dry with mineshafts 180 feet
deep (see Sivanappan and Ai) asamy 1978 for scientific data). Thirdly, l:::rgc tracts of .

land have been removed from cultivation, p:lrticu]arly on the largest farms, are not used
for fodder or (visibly) for grazing but revert to waste. This process may be as irreve­
rsible as is water mining for, within a few years, the deterioration of the land prohibits
costly reclamation. Only the provision of water could revalue and alter situntion. In
such regions land and rental. values have collapsed. No pUichasers or renters come
forward.

The expansion of industrialisation not merclyfn Coimbatore itself, at in
* realise that production and area are not comparable but have no other figures to--­

hand.
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surrounding satellItes such as tirupur (famous for a fast expanding hosiery industry)
but to smal\ settlements such as Avanashi, Palladam, Annul', Sulur, and Sumanur
(where there are conc~ntrations of ginning factories and spinning mills and small
engineering works) and out further into villages barely any of which do not resound
tq the noise of either hand or power looms, has mopp,;d up surplus rural lobour.
Wages in agricllJture are in consequence of this short supply very high.

Since the lifting of foodgrains trading restrictions throughout the country (l977)
under.'A hich this region's deficit was intensified and cereals prices were higher than
under "equilibrium" conditions of "free" trade, and \\ itb the relatively good
precipitation in recent years guaranteeing otherwise highly risky production or rainfed
cereals, fcodgrains prices have declined. low rice prices have effected a substitution
even among the agricultural labour force of rice for coarse grains. The coarse gra:ns
commodity markets are thus changing in nature and developing as morc cereals are
traded for quality grain seed, and as a raw material for the industrial production of
cuttb feedstuffs, and less for food.

Though we have not yet begun work on "cash" or industry crops the fol\owing
problellls havo emerged as of likely significance: the dependence of HYV technology
on assu,·cd irrigation, and its relatively high cash intensity (cash ClOpS need cash as
\\;c1l as g,;nerate it). A large numb~r of CfOPS enter this category of "cash" crops:
cotton, groundnut and tob.1C:O (all to b:: stujied) turmeric, chillies, onions, flower
mulberries and grapes. The scem to sufft;r from "hog cycles" secular cyclical price
11u<;tuations of varying severity and length, re::ruiring fk::ibihy in land use decisions
if agricultural profits are to be maximised. Production is labour intensive. labour
costs :-Ire high.

Hence the exp:lllsivn of agricultural capitalism (assumed at present and in
course of b:illg separat;:]y researched) seems to be being canstraincd by the key
rebtionship between wages and prices and by the availability of money or inputs
on credit ;tnd of imp:',wed p-oJU~tiO:l techniques appropriate to hiBh risk production
environment. * In turn the key relationship depends on Jinb.ges of the labour market
to the industrial economy,

* We might hyp()thcsi~e that it is ,,,age/price relationsllips between food and industrial
; croj)s that determines land use t:hoices more than dees water or c:lsbjcredit

availability.
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',4. Comm~rce 'in Cereals

That the dry region Ius p:::r uilit ar.::a, one tenth of the number of licenced

traders' ill North Arcot cn~;1gcd in comm~rce in ccreais does not mean exactly

wbat it seems. In Avanashi ancl Palladmn Ta!nks, in Il periodic markets visited there

,'are' on average 33 mobile rice tra.1c'n and 12 traders in coarse grains. Assuming an

• overlap of one third in m~Hket itineraries we might then expect 66 more rice traders

· and 24 millet traders in the set of 33 weekly markets in our region. These traders arc

unlicenced are present. The numbers l,f millet trc.ders are fwther inflated by direct

unlicenced sales by prodnccrs, shandies and in vil'ages. But tbc contra:>t in structure

· wirh North Arcot is clear, as is the dry region's polarisation in trade, the large scale

pole of which is the only one monitored by the state.

4.1. The Rice Trade: Motn' ways, Trunk :toads and Pathways

In terms of the numbers of iatermediaries, the rice trade polarises into "rnonopoly

inter state trade ("motor ways") and local redistributive trade ("pathways"). Local

· inter-regional trade involves relativly few pecple.

This has remarkably little to do with the local agrarian economy. Very large

· profits result from high volume turn overs, in firms bulking their supply fro'm any­

. \vhere in a s\'athe from Thanjavur District to southern A.P., stocking, 'milJing arid

finally selling rice to urbin wholesJolers or commission agents in kera!a. The large firnls

'of this type mill <"bout 10,OJ~ tonnes of yadJy apiece co year- enough to feed 31,000

· people for 12 months at 2,000 calories a day. If this is not monopoly trade then I

don't know wlut is.

Th':ir present locations are athwart trale routes that increase in distance ard

'size with the consoliJati'J:l of 10:1'5 distance trade consequent upon the liftitig o'f movc­

m~nt restrictions. The rcason,; In:" the location of such industrial plant, ciflen dcciJ;d

in the fifcics, rebt~ to the "lack of sllch entrepreneurs in the rice bowl of Thanjavul"

where mast of the p~ddy is prodl!\'ed. This is probably but not necessarily a further

function of the LlCt that the 111 tin harvests in that rejion coincide with cloud. Paddy has

to b,~ removed elsewhere for drying, and C.Jirnbatore District has abundant sunshine.

Rice mills with lar~e drying floci!'> arc appropriately located. Rice milling is quite highly

Jab.:mr intensive and in HIe fifties to mid si.xties ,"vhen these lar~e mills were set up there

iJESl AI/AiL4BLE ropv



was, along with ahundant sunshine, abundant cheap labour. This situation has now
<,hanged, as in agriculture itself.

The wage labour force in such rice miIIs differs in its material conditions from
that existing still in North Arcot. Tn Avanashi and Palladam Taluks wages are much
higher, there is very lilt1e debt-tying or tied moneylending between worker and owner,
and wages and annual b~nefit> are entirely paid in ca,h. Piece rate labour has been
organised into unions by the "Right" communists (CPT), is paid in cash not kind,
wages which are standardised, with benefits that include leave and compensation for
laying off. since agricultural wages have for over a decade or so been characterised by
cash payment, circulation of cereals is almost entirely mediated by market exchange.
Organisers of rice mill workers hlve improved the capitalist structure of such firms as
weB as increased wages to near parity w!th similar levels of skiII in manufacturing
industry.

Hence in situations of the ear Iy and mid seventies when supplies of raw material
were not easily ava;Iab!e owing to movement restrictions and monopoly intervention in
trading by the state. such firms had the option greatly to reduce volume, stop milling
altogether, or to maintain volum'~ and mill on contract to the State Trading institutions,
whose milling fee had to cover wages but which certainly did not guarantee the profit
levels of "free" trade.

On the resumption of free trade, in order to maximise economics of scale in
milling and transport, firms were forced to ex.pand volumes quickly. For this financial
resources, contacts, information and milling skills were required. The retracted firm
operating passively as awing of state mercantile institution had to regain independence.
Hence trading partno::rships were created among intermediaries with different combi­
nations of skills and assets. The largest traders also expanded by leasing in mills from
those whose resources had been shifted during the time of restrictions out of mercan­
tile into industrial and fi 1ancial activities. The largest rice milling business encountered
comprised one owner managing 4 mills each processing 200 bags of paddy a day for
300 days of the year: 12,000 tonnes of rise a year.

Monopoly trade double-boils the paddy thereby producing a rice which can be
stored for long periods and which is preferred in Kerala. It is not locally palatable.
Such trade is therefore sealed off from local distribution.
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4.1. 2. Inter-regional Oligopoly Tr:!dc

The rise of industrial townships appears to have changed demand for cereals in
response to increases in income and in requirements for relatively quickly prepared
food in those urban and rural households where all adults are wagcworkers. Damand for
rice has increased and that for millet has declined. This has vitalised in interregional
trade of some complexity. Both paddy and rice flowing simultaneously in opposite
directions according to regional varietal preferences, regional !rade flows reversing
themselves according to the s~ason. New middle sized mills are being constructed
generally in the regions of production.

Wholesale trade has also expanded greatly, led to a restructuring of trading
credit under pressure of competition (decribed later) and to some bankruptcies. From
wholesale mundies rice is retailed to urban and rural consumers via general retail stores
on the one hand and mobile weekly market stalls on the other. Both types of retail out­
let report a rise in the number of competitors and in some eases of volumes handled.

. Both urban and rural consumers increase their purchases of rice at harvest time when
prices are at their lowest, and store as much as they can in order to reduce their long

. term average purchase costs. Rural conSumers comprise agricultural labour, non agri­
cultural labour, both paid entirely in c:lsh, and agricultural producers of indmtrial or
cash crops who have stopped producing subsistence crops.

4. 1. 3. Petty Redistributive Trade

Weekly market trade in rice has greatly increased since the lifting of movement
restrictions. It is only those traders who were hitherto trading sufficient quantities to
generate financial surplus over and above firm-family subsistence requirements who
have, however, expanded turnover.

For the rest we \\itness an expansion in petty subsistence trade carried on by
many people unfit by age or infirmity (or inclination ?) for the agricultural labour
market. we al~o witness the entrance of a new form of disguised wage labour: mills
"selling" rice to petty peddlars at Rs. 2 per bag above going market rates on 4-7 day
credit. Mobile trading families have split firms in order to expand trade of this sort.
Provided millers have sold rice at artificially high prices it is not in their interests to
restrict the number of retailers to whom they "scll". I ncereased com~etition in retailing
as in wholesaling, has furthermore led to the introdu;tion of retail sales on credit,
generally weekly credit. at periodic markets. Further wmpetition \\ould lead to the
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development of an asymmetrical rotation of working capital that '.vould expoSe such
traders (who have very little working capital of their own) to high risks of

. "bankruptcy", exacerbated by high default rates on credit owed by· rural consumers.

. 4. 2. The Millets Tmde: Trade in Decline: Trunk Roads, Pathways and Pastures New

Whether or not relative price relationships between substitute cereals have
actually reduced production of millets is not known for certain. what is knownis that
marketed surplus of such cereals for food has been reduced and reoriented, and that
cereal of good quality is now satisfying the derr,ands of!arge industrial companies for
grain 10 be manufactured into cattle and poultry feed mixtures traded throughout
India.

4. 2. 1: Oligopoly Trade

As with paddy and rice, long distance inter-regional trad~ has existed in the
hands of urban mercantile oligopolists. The interventions of the state arc again impor­
tant in charting their histories. Their profits were greatest at the time of state imposed
movement restrictions on rice. The state created local scarcities, hence the prices of
inferior substitutes could rise. The State also created large market imperfections in the
conlrJlJed commodity (under partial monopoly conditions allowing private trade some
share of the market) hence similar imperfections appeared in the marh t5 of
uncontrolled substitutes where prices could rise to 60-70 per cent of those of rice before
triggering any switch in demand. After movement restrictions were lifted, this
trade collapsed with the fall in rice prices and the greater equilibration. of price
surfaces.*

Traders in Tirupur respo oded quickly by divers ification: one invested in a
banian (vest) knitting factory and a banian cutting and stitching factory; one turned
to cotton where his turnover is now Rs. 4 m. a year; one to rice and one to tobacco
and onions, the btter which are exported to Sri 1 anka.

There is still sufficient interregional trade in millets to surport specialist whole­
sale trade in Erode and Coimbatore (which is to be studied later) which supplies the
s~para~e markets for food, seed and feed.
* Acually these should be re£ardcd -n.-s----=-h-y-p-o-tb:->c-·s-c-s-""--='h""":"j--:ch:--,-;\-e-e-:k-:I-y-p-r-;-jc-e-d-;-a-t-a--::f;-o-r-t"h-e-~

whole State for all the commodities concerned, from 1976-1980 now collected, should
help us test.

,",
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Urban trade almost certainly contcols rural millets prices prcharvest whi'e the
the reverse may be true after harvest. Rural millet wholesalers aJmit selling to and
buying from the same Coimbatore wholesaler afler and before harvest. In the latter
case there is no bJ.rgaining and C Jimoxl.tore's wholesale prices ;n the prehanest period
form the base for the whole region. These \\'ho1csalers are known to have In.rge stores
and to control regional storage. A price analysis showing greater price fluctu~ltions in
rural areas than in Coimbatore wvuld help to corroborate this finding of likely
regional monopoly control.

Curiously in urban and rural are..:s arou:1d Palladam, a small num!J~r of
commission agents have recently set up firms to act as intermediaries between viJlage
commission agents and wholesalers in Coimbatore, Erode and Kangcyamo Though
large profits are being made, on businesses with vcry little working capital this has
apparently fiJt happ~ncd e[sewhele.

4. 2. '2. Petty Trade

Smaller scal.:: trading continues in villages and periOdic markets. It is highly'
varied in structure and behaviour. The cattle feed is not sophistica~cd, consisting of
10cal60-day green cholam, local weeds, local dry cholam stalks and long distance
imported cholam stalks according to the season and the intensity of drought. Grain
appears to be traded as follows: the farmers with largest surpluses (50-100 bags)
either sell direct to wholesalers, thereby bypassing periodic markets complelely, or
sell to wholesa[ers through village brokers, or take SamiJI~3 to the largest pel iodic
markets and negotiate there with wholesalers or \vilh shandy traders. All, snch
transactions may b~ on credit and at a price unrelated tJ those or lo::tl nnrkcts. Small
farmers in need of immediate clsh sale in periOdic markets and arc discriminated
ag,linst in terms of price. At such a shandy a farmer may retail m:Jlet himself, or sell
to a shandy tr.uler to ret.lil it, or resells to a ret:Jilcr or an urban retailer or a· whole­
saler according to the prices prevailing. The smal!est shandies of all <cr.; not sit~s of
millet sales by farmers, only of retail sales by mobile traders. Sue:} ~;lJandy traders "re
usually petty in scale of operation. Their relatives are in ag;-icui:,:rJ and industrial
wage labour. One, a committed "Left" Communist (CPT (M» c::;l!::'ncd: "I'm not
able to suck the blood out of farmers and my interests are completely with the
workers". However the localised nature of price formation in periodic markets
certainly enabled the opportunity of windfall profits occasionally to be exploited.

At the base of the pyramid of petty trade squate a large number of the destitute:
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men and women with quarter and halfblskets and bags of grain, sometimes operating
entirely on credit from a shandy trader, an·1 netting far less than the agricultural wage
rate-a false oppJrtunity cost, bxause such labour is handicapped-out of anything
but petty tradir.:; by age or sickness.

5. Intcrlinkage of Commodity Markets

Four issue s are worth mentioning here, Firstly, within the cereals sector itself
we have seen that the relationship between rice and coarse grains retaile pnces has
been important in changing the structure of trade (and possibly production), Secondly,
we have hypothesised that wage/price relationships between food and "cash" crops
may he the key decision var:able in land use choices.

Thirdly, We should note the response by trading firms to a collapse in the retail
price for Coarse grains*, which has been to diversify, Rural millets traders have inves­
ted in supplementary agricultural enterprises such as buffalo, goats and poultry, bullock
carts for hiring out, of silk caterpillar raising; urban millets traders have invested in
industrial plant to manufacture underwear; cotton trading: rice and tobacco. These
changes consolidate firms by reducing the risks involved in trading in unstable markets.
There are only a few cases of diversification by linking back into inputs trading and
then only where the firm had already diversificd into cash crops: c.g. flour mill to
millets to tobacoo to pesticides (and ultimately to saw mill)'

Fourthly, we expccted to find the emergence, in a region, of high risk agricultural
production, of big families with control over land labour, money and commodity
"markets" as descrihed by washbrook for instance in his historical scenario of wet/dry
region contra'lts (1973). Only a few S'.lch fallily com')ines have b;c:en encountered so far
(possibly because their activities are centred around the control of production and
circulation of high value: ndustrialj "cash" crops). One family combine comprises a
Panchayat Vice Presid.:nt, a Tank \Vater Contrlli!cr, a M8.;}J.g~r of d. milk co-operative,
150 acre, of land, I )cal tr,l.J~ in millet and co~tO:l, loag distance trade in silk cocoons,
cholam and vt:getablcs, a yarn aad pONer bOil15 worbh:Jp, oil rotary, a ginning
factory, retail shop, poultry farm, a p~stieides shop and large scale money lending.
Another combine bad two own~d rice mills, two leased-in mills, a general store, a
* We shall analyse changes in the distributive margin to see the extent to which low

retail prices were p1sscd back to produ'::cr whoiesale prices and the extent to which
trading firms were forced to observe a squeeze in their distributive margins and a
reduction in profitability relative to trade in other commodities.
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cinema theatre, banian manufacturing company,' grocery shop large warehouse for
hiring out, and active political interests. A third involves two rice mills, a factory for
knitting bosier cloth, another for stitching cloth, and another for bleaching and
dyeing cloth, an industrial finance company and a textile mill in course of construction.
Despite these examples it is possible that we do not encounter washbrook's "Big Men"
because they have gravitated out of commerce altogether, migrated, and now manage
wholly industrial combines.

6. InterHnkages of Commodity and Money Markets

Money needed to buy and seI!: or to buy, process and sell; varies greatly
a~cording to storage periods and the length of· time required for remittance of cash.
Storage is obviously profitable enough to enable the fe"" traders who acknowledge inter­
seasonal storage to bJrrow money privately at 18-24 percent and still make profits. In
theory if remittances on purchases and sales are equally lagged, little working capital
is necessary for trade. In fact both commission agents and wholesalers and some
retailers aw increasingly caught in a symmetrical crrodit rotations where interest is not
charged. The asymmetrical rotations arise pJssibly because of differences in exchange
relations of purchase and those of sale. In su::h cases the ratio of working capital to
total assets rises, and trade is riskier because of default on credit sales.

~---

Lastly we have encountered more cases than in North Arcot District where
farm~rs leave their cash returns from grain sales (millets) with traders for up to a year.
Such traders profit from the trust of farm~rs by speculating with what may total up to
quite substantial banking deposits.

7. Interlinkage of Commerce and Production-

In North Arcot We examined (i) price formatiorLand'its re1ationto cost (which
is for the future in this case, thaough the dat is collected) (ii) ill0neylending between
farm~rs and tralers and (iii) the direct agricultural interests of traders.

7.1.' Moneylending to Farmers by Cereals Traders·

The prl'JVision of con:;umption credit by urban and rural retailers is increasing,
and of unusual inten:st is a tendency towards credit saks by petly trader$ at weekly
im.rkets. For the small and marginal farmer such consumption credit, free of interest,

, ., i ..• ;, 1,: ..
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may be indistinguishable from working capital, heiping to maintain and reproduce his
labour.

The mechanism observed in North Arcot: the close linkage between money
lending by traders for kind repayment is almost totally absent. It is only those direct
"farmgJ-te" transactions between larger farmers and urban wholesalers that benefit
from "advances" sometimes mediated through village brokers. Such moneylending is
petty in scale (though this conclusion may be modified when we study the large city
wholesalers) and only carried out within a few weeks of harvest when the risk attached
to the outcome has been minimised. Repayment can be in case at 18-24 percent
interest or in kind at post harvest prices minus 5-7 percent. There are no production
loans for cereals given by private trade in the manner of North Arcot. Why?

Firstly, with the absence of a widely replicable, cash intensive, high yielding
production technology, less production credit is needed. This may be self-reinforcing.
Because less cash is available, innovation in production technology is retarded regard­
less of whether the technology exists on rese~rch stations or not. However, little may
be available because of high risks attalhed to cereals production in this extremely dry
region. High risks might bc matched by high interest rates were it not for the wage-price
relationships and the low relative price for cereals. This effectively prevents repayment
of high interest loans and the potential loaners know this. Traders have no interest in
taking over indirect or direct control of low value crops on scattcred parcels of low
value land. They have bettcr things to do.

Furthermorc afler the decrees from Central Government during thc Emergency
(a) amortising private loan r.:payments (b) restricting private moneylending, high
default ratcs on illegall,'ans have made them prohibitively costly to administer.

7. 2. Direct Interest in Land of Traders

Almost all c:reals traders except those at the polar extremes of firm siz.e have
land. They passcs far in excess of the district average of 2.8 ha. Of the 36 licenced
traders intcrviewed so far, 7 had no land; 8 had wetland averaging 38 ha; 19 had
well-irrigated land averaging 4 6 ha; and 16 had dryland averaging 5.7 ha (these
types of land were held in ditTerent proportions by each trader). The land is
hereditary. Little is sold and less bought. Very little was rentcd out. There was one
case (a small tradcr) of renting in. MJstly these lands are m:mag(:d with increasing
labour problems by daily wage lab:>Ur and by bonded labour. Such bonded lab1urers
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tie themselves by the year and receive a~surcd monthly wages of Rs. 80·100 in cash.
Some trading firms use such bonded labJur part tim~ in the firm as well as the
farm. Low relative profitability of ffiJst cro;>s in comp~rison with trade was forcing
some troderstoex.perim~ntwith luxurj crops: flowers, silk production from mulberries
and cater-pillars, grapes: but this is not a g~neral tr~nd. Lnd is kept as an u'tim1te
security, and one of declining exchange value if it is unirrigated.

8. Money and Cereals Production

With the major ties b~tween production and comm~rce at best reversed and
usually severed, who then supplies production loans, should they be required ? The
big private chettiar bankers whose a~tivities were sev.:rely circumsribed under the
emergency lend on a reduced scale from the sanctu:lry of their rural estates. Large
farmers also will lend money (I have the official accounts for one such person for a
year in the mid seventies :-. Rs. 4 5 Iakhs lamed out through the year to 71 people
ranging from farmers to cotton ginning factory owners, and from Rs. 36 to Rs.46,822,
with Rs. 2 lakhs outstand!ng at the end of the year). But almost all such intermediaries
are repaid in cash at interest rates varyiny between 18 and 48 percent. Pawnbrokers
also lend on modglged jew~lIery and their numb~rs have grown recently.

Then the State has intervened (hardly "competed" whan its opp:>nents have b::en
outlawed) through co -operative credit on a large scale and via low interest production
loans through the nationalised banks. At first sight the role of th~ State in this sector
looks progressive and we shall investigate it in m,Jre d~taillater on. However,
widespread "misuse" of loans is reported: for consumption, for the purchase and/or
operation of power looms. Def.1ult in repayment has paralysed further State loans, and
Farmers' Associations (generally of larger farmers) have mobilised non-repayment as
m~ans of pflltesting about the low profitability of agriculture To what extent State
finance responded in the first place to pressure frcm well organised big farmers for a
cheap means of bypassing expensive traders' credit would be worth investigation, as
will be tbe precise modus operandi of all the fin:tncial institutions described here.

Finally agricu Itural pnduction fin:tnce may b~ obtained fr0m thr~ non­
agricultural earnings of family members (male and female) with industrial employment
(in local ginning, spinning, weaving and knitting mills especialI) ), from "savings"
from piece rate earnings as workers on power or hand loom machines in rural
workshops. To that extent and in that way industrial capital may be linked to agricul.
tural production. We have heard That suc~ pon-a~ricultural employment is the final
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'activity preventing destitutioriandfor 'migration for small and marginal producers.
Even more interesting perhaps is the possibility that industrial merchants' capital1l1ay
participate in the indirect control of agricultural production through "consumption
loans" (often never repaid and to be regarded either as outright gifts or as forms of
bondage between piece-worker and putter out) given by the yarn merchants. ,These
merchants are either local or located as far away as Erode. This linkage between
industrial merchants' capital and petty agricultural commodity production is being
investigated in greater depth separately.

General conclusions are hard to draw mainly because of proximity to the
immediate subject matter and Jack to date of statistical analysis where it is po.ssible.
The separation between commodity and money markets in the cereals economy of' a
dry tract of Coimbatore District coctributes to, cut is probably only one small factor
in the crisis of commercialisation of dryland foodgrains. We cannot say that
merchants' capital dominates this sector of the economy. We have also seen that state
Tradinginterventions in the 70s have created conditions which in the short term: at
least have exacerbated the'polarisation of trading firms."

For "cash" industrial crops, to which we shall be orienting fieldwork shortly,
we expect shortly, we expect different relationships, possibly specific to eachcrop. The
process of' aggregation t~ discern gener~l tendencies in the agr~rian ecori~my as a
whole will have'tobe done very carefully bearing in mind the relative importadce'of
each of the crops studied, an importance ..... hich itself could be measured in ma~y
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Table 1

STATE FINANCE OF CROP PRODUCTIO~ 1978-79
Avanashi and Palladam Taluks, Coimbatore District '"

(Rs. '000)

Small
Co-op. Farmers Canara Indian Indian State

Bank /::,. Credit Dev. Overseas Bank of Totalt
Bank Agency Bank Bank Bank Indiat

No. of branches 5 8 3 3 1 3 23
(116 Societies) (blocks)

No. of produc.
loans n.a. 331 187 907 3 1428

Total amt. loane.d.
short term direct
finance 8485 6528 931 2037 17 12122

Sub-total for
cereals n. a. n.a. 18 34 n.a. 52

Cereals as %total
loans t.3 t.7 1.6

Total overdue and
Outstanding 19145 456 816 2220 16.1 22653

%outstanding
to total loaned 225 69 87 109 98 186

* Provisional Data: Sources = Banks concerned.
/::,. Bank = 15 of 18 branches lending to farmers.

t SBI data not yet acquired.
:j: Total minns SBI.
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Notes on 'table One:

1. Loan ceilings = standard to all institutions: per acre/Rs = total Cash+kind

Paddy rice
Jowar/W101am/serghum
Cumbu/bajra/millet
Ragi
Ground nut
Tobacco
Cotton

Irrigated

800
480
415
380

1600

Rain red

250
250
250
380

1000
250

2. Maximum ceilings: Co-operative loan·· = Rs. 1O,Coo
Bank loans = no upper limit.

3. Security - Co-ops = land
Bank loans below Rs. \0,0.10 = standing crops.

above Rs. 10,000 = land deeds.

4. Interest Rates = Co-ops = Smal1 Farmers
Central Bank to Societies 8%Societies to

Individuals
Central = Other farmers 9.5 % "
Overdues add 2%
= Na60nalised Banks

10.5%
12%

Loan size

under Rs. 2500
2500-10,000
10-50,000

over 50,000
overdues add 2%.

2ESTtWAIU18l.E COPj/

Interest rale

11%
12·~%

14%
15%
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Ivformal FinanciallVlark:ets and the Design of
Rural Credit Programs·

-Dr. Clifton.G. Barton

I. Introduction.

Governments of developing countries, supported by international donor agencies,
are currently spending billions of doll~rseach year in efforts to imp~ove the ,. t~rms and
conditions under which small-scale rural producers obtain access to credit and financial
services. The majority of these efforts focus on ways of extending institutiop.alcredi~

schemes to small farmers.. Typically the aim to provide credit to finance agricultunii
inputs or other production expenses at low: spbsidiZ~d rates of i~t~rests. Frequently,
they also have as one of their st~ted goals replacingtr~ditional credit arrangements
between small farmers and informal lenders with new arrangements inwhi,ch formal
institutions become the main source of credit fo~ small producers. The org~nlzational
mechanisms that havebeen .employed in different c~uiJ.tries are remarkably similar
with agricultural de~elopment banks, cooperativ.es" coml11ercial banks and other formal
institutions pursuing fairly similar strategies inc~untry after country.

" .•_ I .': ."1'._

The problems that these types of creditprog~~~s ii~ve encountered have been
as similar as the schellles themselves limitedcoy~~age, a skewed distribution of
benefits to favor larger farmers, poor repayment performance, high administrative
costs, a consequent dependence on continued)rifusi6n'~;df 'oJiside capital to maintain
operations, and agen~ral failure to a~hie~e the if original goals of providing alternative

, I, . I

sources of credit a;Jd financial services tq tbe. masses of small producers. Small
farmers and other' rural producers have 'c6nbnued to iely' mainly on their own
resources supplemented by credit from traditional'soii~ces"'o'f credit from informal
lenders, such as friends, ralatives, shopkeepers, product purchasers, landlords, and
proft:ssional money lenders, for the bulk of their financial requirements.

Many of the difficulties that LDC governments and donor agencies to encounter
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in attempting to improve the terms and condition on which low income rural producers
receive financial services derive from the theories and biases held by many develop­
ment planners relating t6' financial market development'a~d its role in rural
development. There are certain common assumptions' made about what approaches
should be followed and low success is to be measured. Firstly, the availability of
reasonably priced credits is assumcd to be a constraint on increased production and
the adoption of need technologies, Little attention is given to the capacity of farmers
to save or to finance new investments from their own resources. Traditional credit
arrangements, including loans from frie!1ds, relatives, landlords, merchants, and other
"informal" lenders, are often assumed to be roadblocks in the ""ay of small farmer
progress. Typically, these judgements are made on the basis of very little effort to
understand thoroughly the circumstance and needs of poor' rural households, their
capacity to save and invest, and the actual terms and conditions on which credit is
made available through traditional arrangements.

Secondly, developing institutional credit schemes providing credit directly to
small farmers is assumed to be the most effective approach for improving rural credit
conditions. Little thought is given to ways building upon existing systems and practices.
Instead, efforts are made to substitute institutional mechanisms derived from a fairly
limited array of western models for traditional arrangements. Even of improved accesS
to credit on better terms and conditions is something that is needed by small producers,
seldom is the question asked of whether institutional creditscbemes as they are
typically formulated are the most appropriate means of meeting this need and whether
the standard and unimaginative array of approaches that development planners have
come up with to datc are suited to the wide variety of circumstances and conditions of
particular countries and regions in the developing world. Might there not be other
ways of improving rural credit conditions such as devising mcasures that increase the
supply of informal credit and improve the terms and conditions on which it is
received? Or might there not be alternative ways of structuring institutional credit
schemes so'theyare bettor fitted to the conditions, needs' and experiences of small
rural farmers ?

Additional difficulties are caused by thc wa);sin which" the impacts and
eff~ctiveness of institutional credit schemes'aro assessed. Sllccessis typically measured
in terms of direct impact (number of loans granted; oxtent of coverage) and the efficie·
ncy of the institutions in carrying out these programs (administrative costs, loan
recoveries, etc.) Scldom is the question asked of 'what' is the impact of institution~l

credit schemes of other development efforts on the overall performance of the rural
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flnanciai markets and the actual conditions on which small producers receive financial
services. For example, in addition to the credit or financial services that small farmers
may receive directIyfrom the institutional outlets, what is the effect, if any on the
terms and conditions they receive from informal lenders ? As institutional credit schemes
have expanded have they produced lower rates and better terms for rural producers
dealing with the informal side of the rural financial market? Are there ways in which
institutional credit programmes, changes in monetary policies or other development
efforts can improve the terms and conditions from these informal lenders? Are there
ways of improving the linkages between the formal and informal markets in ways that
might benefit the rural poor? Given the extensive dealings between Small farmers and
ir..formal lende; s, it would appe3r that if development programmes could be devised to
improve the performance of the informal financial markets, the imp.lct on small farmers
would b~ far greater than the:direct benefits that accrue to the small number of farmers
who are able to borrow directly from institutional olltlets.

This paper will explore some of the types of considerations relating to informal
financial activities that need to be taken into account in designing development efforts
aimed at improving the provision of financial services to small scale rural producers.

II Information Needs For ImprovedProjed Design

The first problem that must be addressed in designing projects that aim to
improve small producer access to better financial services from both institutional and
informal sources is the problem of information. Discussions of informal lenders are
characterized by strongly held views laden with emotion but unencumbered with largo
amounts of factual information. To rationally consider the possible Impact of insti­
tutional credit programmes or government policies on the working') of the informal
system, or ways whichc3n be developed to improve the performance of informal
financial interm~diaries in meeting the needs of the rural poor, it is necessary to have
better information on a num"Jer of areas relating to informal lenders. Some of the
~~eas \~heredata are needed include the follow'ing:

.}. The magnitude of the supply of informal credit in specific geographical areas and
determinants of this supply. The nature of the demand for informal credit. The
nature of linkages between formal and informal markets.

;2. The variety of informal credit <;ha:1l1els available to small farm::r:;. How important
are- vario'Js types--of lenders7-..
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'3:. The nature cifthe relationships that varia'us types of informal Tenders' inajntai~
with small producers. What are the actual ter~s Md conditions under 'which
credit relations are maintained ? What are the costs and bcnefits of variOlis types
of credit relationships to small farmers?

4. How different types of informal lenders operate. What determines the terms and
conditions of their dealings with small farmers (cost of funds, admiriistr3ti~e

costs, risks, monopoly p;-ofits, nature of d~mJnd, rehiti0nship between borrowers
and lender, services provided) ? '

5. In addition to the above types of information, it would be useful to have a better
understanding of the lorig~term growth potential of various types of 'informal
financial activities. Comp?rative studies of infornal financial m~lrkets in countries
that have been relatively more su;;cessful in their development efforts might
possibly help us to understand better the potential role of the informal financirtl
sector in LDCs and policy mcasures which Vvould help 'to, maximize thecontribu­
tions of the informal financial sector to the development process. CUrrently many
developmeilttheoretiCians and practitioners hold the opinion that informai
financial relationships dscrease in importance as financial m3rkets develop. How­
ever, this does not apPt:ar to have been the case in many countries-such as Japan:,
Taiwan, Korea and India-where informal I financial' transactions have continued
to play an importaot role, particularly' in rura). areas as development has
proceeded. Some types of informal financial activities, such as rotating credit
and savings associations (ROSCA'S) even 'appear to have Increased inimportaflc~

as incomes and investment opportunities have improved. In the United Statcl' also,
private financial transactions continue to play an important role in agriculture,
particularly in Hmd scales; a:; well as in personal'and b:13lness affairs.

In countries wherc in-depth studies of informaI: financial activities have been
carried out, not only do we find that there are reasons to expect that these types of
activities may continue to play an important role as development proceeds, but also it
has frequently been found that not all informal financ:al transaction are as di~advanta:"

geous to small-scale rural prOllucers as they have been made out to be Many of the
discussion of informal lenders emphasize the high costs of credit obtained from ruml
mony lenders. However, when W~ compare the terms and conditions on which finandal
services are available to small-scale rural producers from informal lenders with the
actml costs of obtaining credit from institutional sources (when available) we see that
~he informal lenders frequently offer ~ n~~IJef of ~dv~nta~es. These ioclude-
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1. Interest charges from. many. non-institutional sources including friends and
relatives ROSCA's, and certain types of marketing intermediaries are often
lower than costs of borr0wing from formal lenders when actual borrower

.transaction costs are calculated.
2. Timeliness of credit delivery.
3. Little paper work; simple, ullderstandable procedures.
4. Financing from informal sources is available for full range of borrowers liquidity

needs including personal consumption.
5. Convenience of dealing with informal financial intermediaries.
6. More flexible repayment terms.

Because of the ways they operate, informal lenders have a number of advantages
over formal financial institution in providing credit to rural producers-

1. Personal nature of tra!lsactions- personal knowledge of borrowers means lower
costs for obtaininginformation, lowerrisks, less necessity for paper work, lower
transaction costs for lenders.·.· .. ..

2. Lower overhead~ co~ts of doing .bu'iiness are lower, potential for profits and
viability of bU5iness higher.·

3. Lower collection cost- ability ~o bring informal sanctions to bear 011 bJffowers.
4. Flexible interest rates~ which can be adjusted according to degree of risk and

expenses involved in making loan.

III. Possible Link-up betwce'l Informal and Formal Systems in the Design of Rural
Credit Projects

A more thorough understanding of the extent, nature, and composition of infor­
mal financial markets, the operations of informal financial intermediaries, determinants
of the supply of and demand for inform1.1 fin:mcial services,the nature of the linkages
between formal and informal markets, and other such questions relating to informal
financial activities in rural areas is a fundamental requirement for designing more
rational, effective programmes fvr making availa:-'le improved financial services to the
rural poor.

Given the improtance of informal financial relationships in rural areas, there
are three types of questions that might be considered by persons concerned with
designing projects and policies to improve credit conditions and financial services in
rural areas.
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First, the question should be explored of ",hether there are informal credit
mechanisms available in the rural areas in which a credit project is to be introduced
which are relatively more advantageous to small-sc:.lle producers tha'1 alternatives
currently availabe to them and wh:.:ther or not these types of existing mechanisms
could be improved and encouraged. It is important to recognize that informal credit
relationships are highly diverse in most ~countries and offer a range of different
benefits and costs to small producers. Some are highly valued and provide tl-Je
borrower with important services on favourable ter~s. Others are very costly.
Support for relatively moro favourable types of informal credit arrangements (for
example, credit to product purchasers or input suppliers for on-lending to farmers)
might lessen the dependence of small farmers on less advantageous credit sources
(for example, from some landlords). A project or p:Jlicies which improved the
availability of credit through these kinds of relatively more favourarle informal
channels might prove to be a far more effective and less costly way of improving
rural financial services for small-scale producers than !Tany of the types of instituti ~
onal schemes that are currently in favour.

A good example of a rural credit project that attempted to use informal lenders
as channels for delivering credit to farmers is found in the Muda Padi Production
Credit scheme in Malaysia. carried out by the Bank Pertanian Malaysia under funding
provided by the World Bank. As this project was originally formulated, private
merchants were selected, along with government sponsored farmers associations, to
serve as "Local Credit Centers", with the responsibility of distributing agricultural
inputs to farmers on credit. Based on my personal observations of this programme in
.1978, it appears that initially the private mer<;:hants were an important factor in the
early success of this project and were relatively successful in their credit extension and
collection activities. Because of subsequent political decisions, however, the private
merchants have gradually been phased out of this programme in favour of the farmers'
associations, which do not appear to be as effective, overall, as the private merchants.
Nevertheless, this project does provide a good example' of the possibilities of
incorporating informal lenders in institutional credit schemes.

A second question that should be considered when designing rural credit
projects is what lessons can be learned by institutional lenders from the operations of
informal lenders. Are there aspects of these operations which c.m be ad:Jpted by
institutional lenders in expanding institutional credit schemes into rural areas ? For
example, if it is not politically feasible to use local merchants or private money lenders
11:> local agents for a bank lending programme, might it not be possible for the banks to
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develop one "or" two person rural outlets located in vilL ges "and" market centers which
incorpor~te in their operations the desirable features of the informal lenders'
tcchniques ? Or in areas where rotating credit and savin~s associations are common,
might it not be possible for banks to develop savings programmes or group lending
activities which are structured along simihr lines ? From experiences with rural credit
projects to date .. it appears obvious that highly structured, bureaucratic, inflexible
approaches for providing institutional credit in rural areas offer few prospects for
long-term success in meeting the needs of smaIl-scale producers On the other hand,
it appears that many lessons could be learned from the simple procedures of informal
lenders, their lack of paper work, the personal nature of their relationships with
their customers, and their flexibility in dcaling with individml needs and requirements.
The experimental Rural Finance Project in Bangladesh, currently being carried out
under USAID funding by the Bangladesh Bank is an interesting example of an attempt
to develop effective rural lending procedures by introducing some of the "more flexible
and informal techniques of traditional lenders into the operations of the various
commercial banks and organizations participating in this projeet.

A final question that should b~ examined when credit projects are being contempla­
ted is whether or not there are other measures that might be undertaken as alternatives
to credit projects For example, programmes to promote non-farm employment might
provide sources ofimo lle which decrease farmers' needs to borrow for consumption
on agricultural production expenses Similarly, irrigation schemes which make passible
double or triple cropping might be one of the more effective ways ofdecreasing farmers'
needs for high cost consum;Jtion credit needed to sustain the family'sactivities until
the next harvest, in bath Thailand and Malaysia, there is evidence that suggests iri­
terest rates from informal lenders have declined considerably when double cropping
has been introduced. Whether this decline was caused by decreased demand for con­
sumption credit, the growth of non-farm e'11ploym;:nt opportu1.ities in these areas, the
expansion of trading activities in these areas and a subsequent increase in competition
among shopkeeper cum money lenders, the introduction of institutional credit program­
mes or other factors bas not been investigated. But certainly the manner in which those
types of factors affect the operations of informal financial markets would be interesting
to understand and perhaps would have important implications for tbe design of
policies and projects relating to rural financial markets.

IV. Conclusion

If international donors are to have an impact in improvin~ the performance~ of
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rural financial m:lrkets in servicing the rural poor, more attention needs to be placed on
understanding the nature and operations of the informal financial systems in LDCs.
This requires an exploration cf social and cultural aspects of their operations, detailed
micro-economic analysis as well as attention to macro policies and political consider­
ations. PIOjects und policies should attempt to link-up the formal and informal
systems Increased attention should be placed on developing experimental pwjects
which test ways of linking up the formal and informal markets or incorporate the
techniques of informai lenders in rural credit delivery systems. In this w<Jy, the pros­
pects for improving the financial services available to the rural peor will greatly
enhanced.

2lS9
dES T A VA/LADLE COpy



Formal Credit for Farm and Non-Farm
Enterprises in Rural Areas of Thailand

-Prof. R. L. Meyer

Iutroduction

Agricultural credit policy is emerging as a key policy instrument in Thailand to
acce!er3.te and shape the pattern of rural development. Recent policies have sharply
increased fonnal credit ~upplies in rural areas and have encouraged commericial banks
to expand their capabilities to service rural needs. Although the impact of these
developments has yet to b~ cdrefully analyzed, it is clear that these policies have set
in motion a process in which rural credit is taking on increased importance in rural
development strategy.

Consistent with trends in many developing countries, Thailand's emphasis on
rural credit is directed largely towards farm enterprises including the production,
proGessing and distribution of crops (food and nonfood) and, to a lesser extent,
livestock and poultry. Nonfarm enterprises in rural areas have been largely ignored
with the exception of large -scale industrial firms concentrated in and around a few large
cities. Yet nonfarm enterprises provide significant amounts of employement and income
for rural people and increased attention is now being given to them in Thailand. A
problem is that there is relatively little information about non-farm enterprises in
Thailand, or in most countries for that matter.

This paper describes and analyzes recent developments in rural institutional
credit in Thailand.' The first section reviews credit activities related largely to farm
enterprises, while the second section discusse credit for non-farm enterprises. The
1. It is generally b~lieved that both farm and non-farm rural enterprises use large

amounts of inform'!l credit. However, little information is currently available for
use in discussing this source of credit.
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tinaisection.discusses someot' the 'reasons why lending for rurai non-t~rm enterprises
hashigged behind that of farm enterprises.

:.. . " The principal sources of formal institutional credit for farmers, processors,' and
distributors of agricultural products and inputs are commercial banks, cooperatives
and the Bank for Agriculture and Agricultural Cooperatives (BAAC). Other govern­

'ment agenCies make smaller amounts of credit available for special development
.projects. The Bank of Thailand (BOT) has been particularly active in recent years in
'regulating and coordinating financial iritermedhuies, particularly commerial banks,
and providing resources to lending institutions .

. The activities 'of the BOT becameiniportant for farmers beginning in 1967 wher.
,it was first authorized to rediscount promissory notes arising from agricultural transac·
tions. Rediscount arrangements were eventually developed for notes issued for agricul·
:tunilproduction," marketing, livestock production and purchasing of agricultural
inputs. By' 1978, rediscount operations bad grown to over Baht 2 billiori" wiih BAAC
account~ng for. about 90 percent of the total.

Prior to 1975, only 5 of the 29 commercial banks in Thailand did much f<'.rni
'lending.' Since'response to rediscounting had been modest,' the BOT adopted a quota
'system. By the end of 1975, the banks were required to lend to agriculture at least 5
percent oftheir total 1974 lending. The quota could be met either through direct len­
ding or· through deposits with BAAC. Loans to agro-business, warehouses, and ferti~

lizer and machinery imports were excluded. ·Each subsequent year, the quota wn'l
raised so that for 1979 it was set at 13 percent of 1978 year-end deposits.c Of tha:
i3 percent, two percent could be allocated to ·agro-business.

. ".. 'A third policy regarding agricultural lending was later established by the BOT The
'previous controls over opening new bank branches were relaxed, but each new branch
2. This section dra\vs heavily from the paper by Meyer, Baker and Onchiifi

Additional details and analysis about farm finance are found in that paper.
3. Twenty baht have been approxiniately equal to one U. S.dollar forthe past sc:yera

years:·:.:.._.. ._ __ .
4. ·Th'e expected increase in quota to 15 percent for 1980 was postponed due to the
-:""·!iquidityproblems of banksaUhe end of 1979. Some banks were not able to Irieet

their1979 cfuofaS:~c,' .,.' j"";"1:n~' ;",~ ~ ~:-: .• ~ ~.,: :'-:!']In'':~ ,.,~: !'fIP"r:. ·'f".r,' ',:, ?f1f';:
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,v.'as r;eq~1ired to lend atleast60percent of its deposits in;th~ l<:lea.] :a~ea al}d.ati~a~t :(}!1~

third of the loans must go to farmers. Bank~notab,le;~o,;me,e~,this:requ~rement'rpl;lst

deposit the remaining amount with the Bank or'Thailand. A number of banks are
having difficulty in meeting this condition so that as of Novell1ber 30,.1978, such deposits
amounted to 68.7 million (Bank of Thailand, Annual ECOIlOniic Report, p.'134) The
,total,numberof branclIes ~t the end of. 1979 hadgrown to 1,'OO! qutabout 6Q %were
concentrated in the wealthier centraL~egion.

, Finally, in its coordinating role, the BOT works with banJcs to determine the
amount of their quota that should be channelled:to BAAC to regularize its source of
funds; Several ba,nks stilldo,little farm lending a~d th~ir .~~tire quota(s deposited,with
BAAC. .",',',' " , ,- " ,".

The imp1ct of BOT, policies on commercial bank lending is clear. The number
of ban ks with agricliltura1 protfolios has·grown from :5 to 16.,Table: 1 shows the growth
of bank loans and overdraJtsin recent years ..From197l.through 1974,:th.e,ag~icu~tural

share oftotal lending actually declined slightly. Beginning in 1975"h<?weveE, that share
'began to increase until it-reached a11110st 5;5 %precent by the end of 1979: 5

.

Another measure of commercial bank credit Hows is seen in Table 2 where the
yearlyg,JaI is:given alongwi!h actual'direct lending and: BAAC deposits. The goal
.increased from BahtA.3 billion in 1975 to over Baht 20bilIion by 1979.. In the same
period, commercial bank direct agricultural lending rose fromjnst over Baht 2 billion t9
more than Bah~ l7 .billion. Inmost years, the banks surpassed their lending quo!a~ In

1979 they Jellt llIarge am,ollnt .to agro-1?~siEe~_s.but :f~ile~.t()'J m~e~!~~'._<Ju9!a" for
agriculture due to liquidity PFoblems. . ' ....

In terms of volu'ne,the largest single sourc~ of ~gricuJtural credit is,BAAC. :{t
was formed in 1966 to take over the c~operative lending activities of the former Bank
ofCooperatives and institute direcUendingto f<lrmers.The~BAAChad -58 provincial
branchoffi:::e5, 409 field offices andover 780,000{armers.regjsteredas branch clients
oilM"a:rdi 3 r,1979(BAAC).

The financial structllrc of the BAAC ~an be seen in tab',e 3. About ~)De-half ()f
the liabilities are represented by commercial bank deposits. About twenty percent of
5; 'Two reservations- need: to he kept· in mmd regardwg"lbese' dJt.1 .' ,First; 'some

" double counting exists .becamcof ·inter-:-bank.transfers,Sccond,:someredefini­
tions of loans probably occurred as banks attempted to m~ettheir quotas.
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Table 1

COMMERCIAL BANK LOANS AND OVERDRAFTS OUTSTANDING1

'" ~ ,TotalandAgricultural, Thailand, 19i1-1979

(Million Baht)

Year
End of Year Balance Pecernt

'J971"
,1972

J973.'
,1974 '

'1975
1976
'1977
1978
'1979"-(Sepf.r-~·'-·'·'

Total

31,709.8
j5,845.7
51,291.2
68,815.7
82,898.8
96,377.3

'122,KI0.0
160,878.5

"187,185.S'

, Agricultural.

',742.7'
- 771.2,'

99J.5
1,305.3
2,823.7
4,121.4
6;340.5 '
8,656.9

10;183."1 - ".

Agricultural

2.34' "
2.15
1.93 .

1.90
3.41
4.28
,5.11 '

5.38
5.44

11.. ,.Including inter':'bank transfers.
. .. ,..2. ,,_Incltlding .ag(o:-:-indus.tries... "

rSQurce: Bank oCThailand, Statistical Bulletin, Yol. XIX,'No. 11, November, 1979

the liabilities are deposits by private individuals and gO'lernmcnt agencies Almost
twenty percent represent rediscounting of notes \\ itb BOT. The BAAC has becon e more
'active recently:in deposit mobilization from' farmers, but previously it was heavily
dependent on government support and commercial bank deposits.

• ;BAAC basically,makest\\;o types of 10alls:loan to individual farmers, ilsually
,organized ininformal'groups,.and loans to Farmers Associatious andCooperiltives.
Table 4 reports on the growth of loans in each category. The;volume ofloans made and
outstanding grew slowly until 1974 when the growth ratc sharply incrcased in large part
;due'.tothecomniercial bank"deposits. To total amount of BAACcredit outstanding at
.the end of fiscal year 1978 was-just ovcr Baht 9 billioIJ.H9wever, due to the mQre.rapid _

'--ig~~-;th~ofc~m~~~ci;~-~b~~k·l~~ding i'~~ecent years, the amount of agricultural credit
9utstanding from these two important sources was about ~qual,



Table 2
.AGRICULTURAL LENDING BY COMMERCIAL BANKS

Year-end Balances, Direct and BAAC Deposits Thailand, 1975-1979.

One way to place agricultural credit in perspective is to compare growth of
credit with growth of output. Although the data are some what incomPlete, it appears
that the ratio of formal ai;ricultural credit to agricultural GNP was about .03 in 1973.
The ratio increased to more than .13 by 1977; This increase suggests that farmers
should have been able to finance a substantially larger proportion of their agricultural
output with formal credit. •

Unfortunately, there have been no large-scale surveys of Thai agriculture in
recent years which show how many farmers have benefitted from this credit expansion.

. 6. The calculations and assumptions usedip ge.rivin~ these estimates· are explained

in detail in Meyer, Balcer 'lnd Onchrlll:
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'Table 3 "

DAACLIABILITIES AND CAPITAL
, Murch 31, 1979, ' '

Amount

, !.

(Million Baht)

, Percent

:Liabilities
,.,' ,Deposits

Public and govt. agencies
Commercial banks

Borrowings
Domestic sources
International Sources

Notes payable to BOT
Other liabilities

2,1671

5,586

327
6271

'1,990'
255

19.8
51.0

3.0
5.7

18.2
2.3

. - . - - --_.~. --- - " ---

Total 10,952

Capital'
Paid-up capital
, Held by. Ministry of Finance 1,403
, Held by cooperatives and

private individuals 17
Accumulated profit 296
Reserves 57

Total' 1,773

100.0

79.1

,'LO
16;7
3.2

100.0

I. ,General time and saving deposits, and unmatured balances of loan compensatory
deposits. '

2. Loans from U. S. and Japan.
"3. Rediscount operations with BOT.
Source: BAAC, Annual Report~.1978.,
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It appears that over 700,000 farmers have been reached by BAAC credit, either
through individual loans or throughAssociationsand~Cooperatives,although the num­
ber that is borrowed in any one year may be significantly less. It is generally believed
that commercial banks serve larger farmers and make larger average size loans than
BAAC. Assuming that some farmers receive more than one loan and some borrow
from'more than one source, it is possible that a total of 1 million Thai farmers may

'. ha~e received formal cr~dit in recent years. The total number of farm households is
. about 5 plillion so .perhaps 20 percent have received credit.,

A number of problems obviously exist at this stage in the development of·the
agricultural credit system. Significant amounts of arrears are accumulating in BAAC.

Table 4

BAAC LOANS .BY TYPE OF BORROWER
Thailand, 1970-1979

(Mi1l10n Baht) .

~'Year .
Loans to Individuals Loans to Fanners

Associations----
Made Outstanding Made Outstanding

Loans to Agricultural
Cooperatives

Made Outstanding

:1970 563.3 753.7 198.1 .: 409.2

1971 509.4 843.3 203.5 : 539.5

\1972 670.9 993.8 276.7 681.5
.'1973 773.7 1101.2 3.4 3.4 307.0 . ,785.3

1974 1203.7 1446.1 142.7 138.6 388.7 ·.··966.6
1975 21009 2472.8 387.8 440.9 866.1 1642.4

1976 3200.9 3848.9 . 288.2 533.0 914.7 2,72.9

1977 3789.2 5012.0 267.4 589.6 1005.6 2679.0·
19781 4014.7 . 4403.9 263.9 5210 12074 2536;1

19792 4876.3 5679.7 183.4 481.8 164 t. 1 , .3008. t

1. Jan. 1977 to March 31, 1978.
2. Fiscal year April 1, 1978 to March 31,1979.
Source: BAAC Annual Reports and unpublished stq,tistic&.
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-The:cQstbf;mtikingllridiservlclng'loans'ls'l1igh;and leiiders comp"lain about the htipact
J of costs. on, profits. Most credit goes for short-term purposes and, although i.nportant
'experiments, are underway with group liability loans, most borrowing requires
"collateraLThe Bank of Thailand has noted,that the expansion of formal credit has
'mainly benefitted .' middle income: farmers .and· relatively . wealthy farmers \vlth loan
·collateraL(Bank of Thailand, Annual Economic Report, p. 9); Nevertheless; these recent
changes have: done much to increase the current aud future imortance of agricultural
·credtt in shaping' rural· development iil Thailand. . .'.;

Financing Rural Nonfarm Enterprises

The previous section briefly summarized recent developments concerniilg credit
-forJarm enterprises. This section covers r.onfarm enterprises. Two.types of enterprises
are of.' interest. One type: is. enterprises found in. farm households not directly
associated with the production of food and fiber. This category covers -such diverse
enterprises as pottery making; mat making, baskets and other bamboo products ;brick
making;,tailoring,' dress making, silk and cotton weaving etc. The second type refers

·to, enterprises. found. in nonfarm ; firms in. rural towns and villages. These inclilde
processing: enterprises for· rice, cassava, keoaf, fruits and vegetables; repair shops;
silk and:cotton tex.tiles; wood; 'leather and metal products ;pattery and ceramics; etc.
Many of these enterprises are closely tied to farming because they use farm produced
raw materials or labor or am highly dependent on farm demand.

, .
. . Rural nonfarm enterprises are increasingly recognized for their important role in

:r.uraL d.ev~lopment.: ~ Fir.st, employment in the~e .enterprises represents asignifkant
share' of total employment and income for many rural people. S:.:cdnd, .the' production
of these enterprises many of which are small-scale, represents a significant amount of
total output for some industries Third, compared to large-scalefinTIS, nIr:ll small-scale
enterprises frequentiy are less capital-intensive, are more. geographicallydispche'd,
'offer:more opportunities for unskilled aDd family labour, have grc:.ltcrlinbg~S'\vilh

the agricultural sector, and have grcaterexportp:>tentialthan fr-qur;ntly assu:ncd.

Thailand is beginning to recognize the importance of these enterprises and the
Fourth Five-Year Plan places increased emphasis on them (Government of ThaJand).
U nfortlln;:JtelV, there. is little information on the nature; extent and comp;Js ition of these
7. ' See Anderson and Leiserson, Chuta and Liedholm, and Meyer et.al. for' a

more detailed discussion'of economic development issues associated \\ ith, these

enterprises.
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enterprises or their problems. The results otone of the tew studies conducted on smali­
scale industries were recently discussed by Tambunlertchai.' This study was based OIl a
nationwide sample of more than 1,000 small-scale manufactUring firms employing
from 10 to 20) workers. The results showed the expected pattern of a large number of
,labor-intensive small firms .with fewer more capital-intensive large ones. Like similar
studies in other countries, the study concluded that small firms faced financial
problems, were mostly self-financed and depend much more an informal credit in
both the initial and operating stages of production. They have poor .. accounting and
lack c-Ollateral so they frequently turn to informal credit sources with higher interest
rates.

Although the argument is appealing, in reality it is very difficult to determine
the extent to which inadequate formal credit is a real constraint for small-scale firms.'
However, considering the present situation in Thailand, the credit constraint argument

·is plausible.

:Only fragmentary information is available on formal credit for nonfarm enter­
prises.CemmerciaJ banks, BAAC, the Industrial Finanance Corporation of Thailand

·and the Small Industries Finance Corporation are the,most important potential sources
of formal credit. Commercial banks and BAAC logically sho:tIidbe the most impor­
tant sources since they have the most available resources and .only they have a wide­
spread network of branches throughout the country to serve local 'customers.
Unfortunately, it is impossible to analyze the distribution of credit by banks to non­
farm enterprises because most of it is provided' through and reported' as overdrafls.
Apparently much of the credit used by processors of rice and cassava for purchasing
supplies is obtained by overdrafts. His unlikely that many small nonfarm firms receive
·much credit in this way, however, since overdraft provisions require a deposit account
and normally are fully colliJ.teralized. Furthermore, it appears that only one bank,
the Siam Commercial Bank, is beginning to experiment with a special loan program
for nonfarm firms. Likwise, with the exception of a few small special projects, BAA<:::
has put little emphasis on nonfarm enterprises. However, since many farm heuse'·
holds have both farm and nonfarm enterprises, it is likely that some funds borrowed
from banks and BAAC, supposedly for farm enterprises, have been used for nonfarm
enterpeises, with or whithout the knowledge and consent of the lender.

Tbe·. privately· owned Industrial Finance Corporation of ThailandJlF~T) is. _
another potential credit source. It was incorporated in 1959 as a development bank to

_8 _" See Meyer fur a more detailed discussion ofthe problem of clearly establishing
the exi!itence of external credit constraints.''T;
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"offer financing facilities which are more attra~tivein terms and conditions than those
which are generally available from other financial institutions within the country; so
as to encourage increasing industrial activitiesinThail~nd's private sect~r" (IFCT,
p. 2). The government has assisted IFCT with low interest loans, guaranteed loans

obtained elsewhere, and exemptions for taxes on income and profits. IFCT makes
direct medium and long-term loans, both in local and foreign currencies, to establish,
expand and modernize industry and participates withcommercial bank in large-scale

Table 5

. LOANS MADE AND OUTSTANDING BY SIFO, THAILAND
196i-1968

.'. (Thousand Baht).--No.of Amount of Loans
Year Loans Loans Outstanding.

1964- 12 2,439.0 1,289.0
1965 49 1l,049.0 10,746.8

1966 70 15,667.0 19,410.6
1967 . 86 22,022.5 33,399.9

1968 112 26,2265 51,922.4

1969 119 31,656.0 66,951.1
1970 . 114 26,358.0 72,567.6

1971 67 18,554.0' 75,333,5·

1972 79 21,678.0 75.504.2

1973 58 .t6,229q . 67,548.0. _.~. -- .. 0.- __ ~."

1974 43 1~,917.0 58,1703

1975 72 28,675.0 N.A.
1976 60 . 26,2900' N.A.
1977 83 46,195.0 ·N.A.
1978 85 44.880.0 N.A.

Total 1,109 352,836.0
:;.;

---~---------------------------------
Source: 1964-1975, Small Industry Finan-..:e Office (SIFO), Anllual Report. 1975.

1976-'1978, SIFO, mimeographed- statistical sununaries.
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Table 6

~HFO LOAN COMMITMENTS BY INDUSTRY, THAILANO
1964-1975

(Thousand Baht)

No. of Amount of
Industry Loans Loans

I. Metal working
a. Metal products 61 22,041
b. Machinery 28 9,281
c. Servicing 95 23,403
d. Handicraft 17 2,637

n. Construction materials 164 42,770
III. Textile 95 31,111
IV. Leather industry 14 3,9-14
V. Ceramic 20 6,140
'VI. Food 86 26,425
VII. Animal feed 72 21,608
VIII. Chemical 11 2,162
IX. Handicraft 47 9,060
X. Rubber products 23 9,372
XI. Wood products 13 3,035
XII. Plastic products 15 4,490
XlIl. Boat and bus body building ,18 7,019
XIV. Miscellaneous 38 11,492

Total 818 235,990

Source: Sm:111 Industries Finance Office (SIFO), Annual Report, 197.'.

projects. Beginning in 1978, IFCT began to make working capital loans to its clients.
It also n1'lkes ("quity investments in certain projects.

During the 1970?s, IFCT made 40 to 50 loans per year. In 1978 it approved 45
loans fur just over Baht l' billion, and'at the endofl978it baif about Baht 2 billion in
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loans outstanding. The principle industry to benefit in 1978 \\as"CfD'lent nlanufacturing.

Eight agriculturally related ent;lIprises received about Baht 60 million (Bank of
Thailand, Annual Economic Report y.

The nature and composition of IFCT lending was analyzed by the Asian
Development Bank for 188 loans approved in the 4 years of 1974 to 1977 (Asian

Development Bank, p. 54). About 80 percent of the loans went to manufacturing
enterprises with food pr~ductsand tobacco representing dose to 20 percent. Most of
the rest of the loans went to enterprises that appeared to have little relation with
agriculture Thirtys'x loans were for more than Baht 20 million each and together they
represented 60 percent of the total volume of loans About half the loans went to the
Greater Bangkok area Thus it appears that most [FCT lending has not had much
impact on rural nonfarm enterprises. Most of its lending has been concentrated in
large loans. Recently, however the IFCT has shown more interest in small and

medium industries. It financed the study by Tam~unlertchai mentioned above with the
objective of obtaining information from it of use in future lending programmes.

Another potentiaily important ('redit institution for rural nonfarm enterprise is
the g0vernm?nt's Small Industries Finance Office- (SIFO) created originally in 196~ and

subsequently reorganiZl'd. It was created to provide financ1aJ and management services
to sm111 industries and power generating facilities It's financial structure permi t5 it to
make only about Baht 200 million in totalloa09. Loans can be made for a maximum of
10 years for purchasing machinery and equipment, acquiring land for plant sites, erecting

huildings, and for working capital. The maximum size loan is Baht 1 million per client.

C:urrently SIFO has less than 1,000 IO.lns'outstanding with a total value of Baht
130 million. Table 5 gives detailed information on the evolution of SIFO lending By
1978 after 15 years of operation, only 1,109 loans had been made for just over Baht 352
miUioIl. Recall that IFCT made over Baht 1 billion loans in 1978 alone. The most loans
made by SIFO in anyone year, 119 were made in 1969 when Baht 32 million were lent.
The largest amount of money lent in allY year was in 1977 when Baht 46 million were
lent. Almost 95 percent of the total loans were for 6 years or less Furthermore, not all
loans are completely disbursed in the year made. Thus the maximum amount of loans
outstan~ing never reached more than Baht 75 million between 1964 and 1974.

The most recent detailed breakdown of industries receiving SIFO loans covers
loan commitm::nts through 1975 (Tdble 6). MetnJ working~industries represent the lar­

gest sin~le b~ne:ficiary, closely followedby construction ,materi~ls. The: distribution of

~Ol
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.. loans gi~es the impression tIiat a surprisinglr1arge number 6r prnis benefitted are urban
oriented. This impression is strengthened by analyzing data on geogtaph!c distribution
of loans made. Table 7 reports on 997 loans made from 1964 to 1977 and 85 loans made
in 1978. About 28 percent of the loans with 32 percent of the volume went to Greater
Bangkok ffOm 1964 to 1977. An'additi6nal 16 percent of the loans with alm<Jsf 20 per-

. cent cfthe volume went to the other provinces of the Central Region. Thus, over half
of the loans went to the richest region of the country, while the poorest Northeast
Region with the most ~erious employment problems recei'{ed only 15 percent of the
loan volume. The sItuation was even.worse in 1978 when the Central Region received
almost 70 percent of the loan .volume compared to only 3 percent for the Northeast.
This regional shift seems to have become more accentuAted in recent ye~rs. For

Table 7

GEOGRAPHIC DIS fRIBUTION OF LOANS MADE BY SIFO, THAILAND

1964-1978

(Thousand Baht)

1964-1977 1918

Amount Amount
Rfgion No. of . Percent of Percent· No. of . Percent of Percent

Loans Loans Loans Loans_.

North 125 :11 . ·30,102 10 9 11' 4,030 9

Central (except
Ba;)gkok) 161 16 59,911 20 26 31 17,350 39
Gmater Bangkok 280 .23 99,533 32 27 32 13,630 30
East 82 .. 8 24,563 8 2 2 1,400 3
Northeast 177 18 44,917. IS 6 ·7 1,380 3
West 10: 10 29,952 10 8 9 4,950 11
South ·69 ··7, . 17,823 6 7 8 2,140 5

Total 997 100 306,801 101 85 100 44,880 100

'.' Total not equal to 100 dueto rounding.

Source ~ .SIFO;: Amiiial Repor/~ 1275' and mimeoiraphed statistical summarie~..
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.. example; an analysis 'of the loans madei1'l. -1975sho\\fed that: about 40 percent of the
volume went to Greater Bangkok.

These performance measures analyzed for· SIFO suggest that it has been an
insignificant institution in terms of loan volume, although it, may have' made an
importa'lt and necessary contribution to itscustcmers. Furthermore, it has not signifi­
cantly a~sisted to agriculturally related enterprises, nor has it materially contributed
to reducing industrial concentration in Greater Bangkok.

Incenlhes And Disillcentivcs For Financing Rural Nonfarm Enterprises

Admittedly, the data reported above are somewhat sketchy but the impression
emerges that Thailand has been successful in introducing a new dynamism in' formal
credit for farm enterprises but credit for rural nonfarm enterprises has been largely
ignored. What explains this apparent lack of consistency in policies? Why has BAAC.
a government agency, been given massive support, while SIFO has languished? This
contradiction is discussed in this section..

When analyzing formal credit policies, itis always useful to review the ongills
ef and ju~tificationsgiven for policies by policy makers. Many countries have used a so:
called "supply-led" approach to financial markets. That is they believe that increased
credit supplies will stimulate output aad increase income. By encouraging financial
intermediaries to expand farm lending and by s~tting up specialized agricultural credit
institutions, these countries hope to achieve macroeconomic goals of agricultural pro­
duction. Uutil recently, however, Thailand's agricultural credit policy has been heavily
influenced by a belief that Thai farmers are victims of moneylenders (Onchan). It is
believed that capitalists and middlemen exploit farmers by charging exorbitant interest
rates and confiscate their land when they fail to repay. Thus, formal credit is seen as a
means to provide alternatives'tomiddlemen and prokct the farmers: Coopertives were
introduced in 1916 mainly to free farmers from heavy debts and high interest rates.

Thailand's aggregate agricultural performance has been quite satisfactory.
Historically, it has been a food surplus country and has enjoyed that position in spite
of growing population because it could expand its agricultural frontier. In recent
years,horizontal expansion has become more difficult and expensive so ways have been
sought to improve productivity. Credit constraints are seen as an impediment to
productivity growth so iln expansion of formal credit.. is identified as a necessity for
technological change rather thali simply as an alternative· to moneylenders. Thus the
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recent enphasis on agricultural credit can be viewed as part of the Thai decisionmakers
response to perceived resot'Tce contraints.

But what explains the relatively little support given to rural nonfarm enterpri­
ses ?Obviously political issues may provide a partial explanation. The farm popula­
tion is large and visible, the rural nonfarm population is diverse and dispersed, and

the political threat from low income urban consumers if agricultural production lags
is obvious. But also, like many developing countries, the capital city of Bangkok
far outstrips other urban centers in size, economic importance, growth, preferred place
to live and educate children, etl... Thus industrial activities and locational incentives
historically have favored Bangkok.

Some locational advantages of locating nonfarm enterprises in Bangkok are
associated with closeness to port, and natural economies of doing business close to
,government offices, and financial and marketing centers. Some advantages however,
may b~ policy induced. One theme which has dominated development planning for
many countries is the supposed existence of unlimited supplies of rural labor which
can be easily and with little social cost attracted into industrial employment.· Thus
the policy objective becomes one of accelerating the intersectoral flow of labor by
speeding industrialization in urban areas. This line of reasoning has prompted countries
to largely overlook the employment and growth potential of sman-seale sector and
concentrate resources instead on large-scale firms. Thus, industrial parks have been
developed, tax incentives and other preferences given for new industries, and credit
programs established, such as IFCT, to reduce costs of financing new or expanded
firms. The current emphsis on the small-scale sector is recent in most countries, in­
cluding Thailand, so it is not surprising that institutions and favorable policies are
lagging for this sector compared to the farm sector.

The creation of SIFO several years ago seems a bit inconsistent considering the
argument given above, but its poor performance is not that. What explains its perform­
ance? why has it not lent to the maximum of its authorized limit? Lack of insufficient
demand for loans may be a partial explanation and only a detailed analysis of smalI­
scale firms will determine the nature of potential demand. However the operation of
SIFO itself provides part of the explanation and is an existing example of institutional
disincentives worthy of analysis.

SIFO was actually set up asa tyoe of joint venture with the partially government
9. This issue is discus~ed in more detail in an article b1 Meyer and Larsoll•
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owned comm;orcial Krung Thai Bank.lo The Bank appraises the security offered as
collateral for a loan, while SIFO conducts the technical and economic assessment of
the application. A Loan Board composed of the General Manager of the Krung Thai
Bank, the Managing Director of SIFO, and representatives of several government
offices makes the final decision on the application.

A special joint loan fund was developed on a 1 to 3 formula, that is the
government pro iided about Baht 50 million for SIFO's contribution, while the Bank
provided a little over Baht 150 million for a total fund of just over Baht 200 million,

This arrangement has created an unusual set of disincentives for both SIFO
and the Bank First, SIFO earns a fixed income of 3 percent of approximately Baht 50
million, or Baht 1,500,00a, With this amount it must meet the rising costs of appraising
10:lns in an inflating economy. It is forced, theraf0re,. to redu'~e expenses by curtailing
travel out of the B:l.,gkok area and by io;;reJ.sing the average size of loans made. Thus
it is logical to find SIFO's portfolio becoming increasingly concentrated in loans made
in Or near Bangkok, and it cannot be aggressive in seeking neW customers elsewhere.

On the other hand, as a commercial bank, the Krung Thai Bank has alternative
uses f01' its funds. Before a recent change in Thailand's usury law, it could charge a
maximum rat~ of 15 percent interest. The Bank is evaluated with several standard
banking performance measures even though it is government owned so the officers are
logically concerned about costs and income. The Bank has three options when faced
with a loan recommended by SIFO: make the loan using the special SIFOjBank fund,
make the loan directly with its own funds or refuse to make the loan.

Consider a loan of Baht 1 million. the maximun currently allowed. under the'
program. Under the first alternative. Baht 250,OJO would b~ drawn [rllm SIFO funds
and the balance from the Bank. The Bank would earn 9 percent interest or Baht 90,000
per year. Assum~ further the average cost of the Bank's resources is 6 percent. 1I Thus
apart from tile costs of appraising the collateral. the Bank's costs are Baht 45,000 (Baht
753 ooa X 0.06) so the aunnal net return is Baht 45,000. Suppose, however, the appli­
cation is sound enough so the Bank makes the loan directly at the maximum rate of
15 p~rcent. Then its income is Baht 150.000 and costs are Baht 60,000 for a net income
10', rile operation and 'slr-!icture o(SIEO is described in the Annual Report, 1975.
11. B.Lscd on the structure of deposits at the time, it was estimated: that. the weighted

average cost of commercial Bank. deposits in J978 was 5~5 percent (Meyer. Baker
and Onchan, p. 37).
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of Baht 90,000. In the firs case, the rate of return on Baht 750,000 invested is 6 percent,
while in th~ second case the return is 9 percent on Baht 1 million. Of course, in the
second case the Bank must conduct its own analysis or the application and suffers
the entir.: lvs9 if there is one. But the example shows v.hy, as it is alleged, the Bank
would choose to make some loan& directly to applicants af[er SIFO has done the
analysis. It also suggests why the Bank would be reluctant to lend all funds committed
to this prog~a:n;n~when it has alternative uses earning a higher rate of return.

It would appear that a borrower would be disadvantaged by 15 percent Bank,
rate compared to the 9 percent rate of the SIFO program. Of course, the borrower
might be able to negotiate a lower Bank rate. If not, the difference in cost borne by the
borrower may be less than it appears.SIFO has developed a complicated set of proce­
dures which require time-consuming and expensive trips by the applicant to Bangkok
where SIFO's office only is located. Then he must also work with the local Bank
branch that will appraise the collateral and process the loan. If the lost time and rela­
ted expenses \yere evaluated, the total cost to the borrower of the so-called "cheap"
loan could be substantially higher than 9 percent, especially if the loan is smal!.!' If

the local Krung Thai branch would expedite a commercial loan, a l5percent rate could
be more attractive.

This program also represents another example of the fallacy of subsidized

interest rates so popular in many credit programs. The objective of a subsidized interest

rate (i. e. a rate lower than prevailing for other loans) is to help a sector considered
worthy of such assistance.· Yet the peculiar SIFO-Krung Thai Bank arrangement,
with the disincentives inherant in the low interest rate, restricts the expansion of loans
to a broader clientele. Few loans are made and borrower costs are substantial1y higher
than the subsidized interest rate. Clearly the intended'beneficiaries;are not well served
by this arrangement. Fortunately, the Thais have been aware of these problems for'
some time and a proposal is being developed to restucture SIFO, perhaps along the
lines of 1FCT. llut if it follows the pattern of lending of IPCT, as noted above, the
prosp~cts are not bright for major improvements in credit availability for rural non-
farm enterprises through SIFO.· :..:. ,

Conclusions and Implications
-_.- ---. . . ,~. ~,,--,"_..-.-.._~--~. --,,--. -- .-. -._~---._-_.,._-

This paper summarizes the great progre'ssThailand has made in recent years in

12..Adams, ann Nebma.n have JioGumented several similar .cases of high borrower
costs for small farm loans.
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making'farm credit policy an important component of rural development strategy.
Little attention has been given, however, to increasing the supply of credit for rural
nonfarm enterprises. The question of demand for credit by nonfarm enterprises bas
yet to be analyzed and some research is underway that will shed some light on the
issue.13 Even without such research, we could more confidentally argue that demand
is a constraint if we had an effective credit supply system which had difficulty in
finding potentian horrowers. However, with the limited information available it ;s
impossibleto deduce the nature of demand.

Clearly if the small-scale sector is to play the role in the economy envisaged
, in the current Five-Year Plan, Thailand must systematically analyze the current status

of supply condilions of formal credit and alternative methods of improvement. Three
lines of inquiry are urgent. First, the analysis of an improved structure for SlFO must

· be intensified and accelerated. A restructured SIFO is not going to resolve the entire
supply issue but, if it is going to exist, it is uneconomic for it to operate with its current
small portfolio and resources. Furthermore, if it had a more aggressive innovative
programme, it could provide useful support to other financial intermediaries and
the government by more clearly identifying; a) the nature ofdemaild for credit and
b) enterprises with the best potential for expansion.

Second, analysis is required concerning problems of lending to the sD1all~scale

sector. There is little information available in Thailand on important issues such as .
the returns, costs and risks of lending to small nonfarm firms compared to large firms
or compared to farm lending. I< Information on these issues would be helpful in quanti­
fying the level of interest rate that would provide lenders with incentives to expand
their portfolio in this area. If this rate was discovered to be high given the profitability
of these firms, it would then be possible to more systematically analyze if a subsidy is
required, if so, how much, and what is the most effective way of providing if.. :

Third, there are a number of interesting programs in other Asian countries
providing support for the small-scale sector. Japan; the Philippines, India and, more
recently, Korea have all been active in this area.. Some programs focus on infrastiu-

· sture, others trading services, others technical assistance, others vocational training,
· and others industrial estates. Some programs provide only credit, while others include

credit as one component in a package of services. These experiences should be ana1y.

13. See Onchan et. al.
--14.. A study by Saito and Villanueva of the Philippines' experience is an interesting

example of the type of analysis that could be useful. ' ."
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· zed to·learn what hal> wor~edan4 what .~as f<lill::.d.Th~ycould pr9yi<i.~ .usefu.l in.sights
, as Thailand considers how to meet the stated objective of assisting the sm-all-'-scale, . .-. ,-

sector to play a more dynamic role in the economy.
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Section Officer, Agricultural Credit Training
Institute, ADBjN, Kathmandu

B. Supporting Staff

Audiovisual Officer, ACTI, ADBjN, Kathmandu
Office Assistant, ACTI, ADBjN, Kathmandu
Stena, ADBjN, Kathmandu
Steno, ADBjN, Kathmandu

C. Rapporteurs

Section Chief, ADBjN, Kathmandu
Section Chief, ADBjN, Kathmandu
Section Chief, ADBjN, Kathmandu
Section Chief, ADBjN, Kathmandu
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