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K ‘A one day colloquium on Agrlcultural Credit = present
's1tuat10n and future perspectlve was held at the ARTI on the 19th.

.September, 197# The d1scu951on was based on a paper prepared by

| ‘the Mlnlstry of Agrlculture and Lands.

, . The Secretary, Mlnlstry of Agrlculture and Lands. opened
the proceedings. The subgect was then examlned by - representatlves'

of 1nst1tut10ns concerned with rural credlt, the People‘s Bank, °

‘the Bank of Ceylon, the Central ‘Bank, the- Department of Co-operatlve
Development the Mlnlstry of Plantation Industrles, the Ministry of
Plan Implementatlon, the Mlnlstry of Plannlng and the Co—operatlve

gb . f,v Management Services Centre.-

The_post~lunch session was presided over by the Difector;
ARTI. ‘and took the form of a 'dlscuss1on'where rural credit was _
dealt with under 3 heads - ellglblllty and dlsbursement of credlt, :

1nst1tut10nal arrangements, and ‘the rgoovery of credlt.

K 7@

There were many aspects -of the problem that were not
adequately treated for want of time. A follow-up seminar may be .
‘useful to deal w1th these matters ‘in greater depth and to make good

any omissions,

Thls publlcatlon sets out the contrlbutlons made by the
part1c1pants in the: pre-lunch se551on together w1th a. summary of"

- the proceedings of ‘the second half of the seminar.

C. NARAYANASAMY

Director,
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Agricultural Credit.- Seminar -

Mr. Mahinda Silva, . _
Secretary, Ministry of Agriculture and Lands.

-~ Opening the Seminar

» We. ‘have been worklng 1n the agrlcultural sphere over
a perlod of years and have been grappling with the problems of
‘lagrlcultural and. rural credit. Each step we took aeemed to us’
correct and good at the tlme, but barely one year or’ 51x months
"~ later we found that the situation was a little worse than when'

we applled the remedy.

_ Wlth the present changes in the agricultural sectorl
the questlon of agrlcultural credit is of crucial 1mportance.
It is a problem for the farmer, for the Central Bank and for

'the Commer01a1 Banks that have been 1nvolved in . lendlng. It

is a problem for the Mlnlstry and g contlnulng problem in the
agrlcultural plannlng of the country. We thought that the -
ARTI should at 1east bring together the key Instltutlons
connected with this subgect and have a one day dlscu581on to

. see whether we can have some - klnd of agreed solutions even

ftentatlvely Whlch we could pass on to the pollcy-makers and
say that thls is what the leading Instltutlons connected w1th :

~ the subgect think, o |
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‘-'.Mr. D W. Kannangara, :

General Manager, People s Bank.

Agrlcultural Credlt spec1ally to the small scale farmer :
~ has a hlstory goxng back to the 19405. Schemes were started and
credlt was. extended by government departments through the co-opera;
tive system.- With the fallure of each credlt system a new scheme
was dev1sed. On the adv1ce tendered by a Commlttee of OfflCIalS in
'1966 to look into the questlon of Agrlcultural Credit the New Agri-
7cultural Credlt Scheme was 1ntroduced in 1967 by whlch credit was
 extended- by the People 5 Bank to farmers through Co-operatlve

-5001et1es.

In order to- understand the New Agrlcultural Credit Scheme-

and . the spe01al problems that have arisen .in. implementing 1t, 1t is

useful to’ look into. the or1g1na1 recommendatlons of the Commlttee
whlch formulated the basic recommendatlons ‘and the ev1ls that ‘they
were attemptlng to correct. Thls Commlttee enumerated the follow1ng

,problems as requlrlng attentlon s

(1) The rising trend in the 1n01dence of loan defaults'
-(2)1 The use of loans for _purposes other than those for -
which - they were’ 1ntended°n _

(3), The mlsuse of'monles repald by members through .
Co—operatlve Soc1et1es and dlverted by the 1atter

- for consumer and other act1v1t1es.

_ In addltlon, there was the problem of non-prov151on of
credit’ to the farmer in time. The Gommittee was. also of the
op1nlon that the loan and recovery procedures were 1nadequate to
cope w1th the ' 1ncrease in the volume of" credlt and that there was
_also a tendency for the benef101ar1es to treat the grant of credlt
‘as a welfare measure. The mechanlcs of the New Agrlcultural
Credlt Scheme as recommended by thls Commlttee required the co=- :
ordlnated act1v1t1es of a number of Government Agencles from the
_preparatlon of 1ntegrated agrlcultural procuctlon programmes to
the superv151on of credlt granted and the co-ordlnatlon of

’recovery act1v1t1es.

-
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These steps required that applicatlons be called by Co= i

operative Societies three months prior to the .date of actual culti- -

~ vation,  .The authenticatlon of the applicatlon and 1ts relevance_~

Within the overall production plen, the supervision of the activities

of Co-operative.Sooieties and recoveryuprogrammes.become imperative;

Credit was to be extended to all cultivators ‘who were

o con51dered eligible under the rules enun01ated by. the Ministry of
' Agriculture. It was recognised that this area of lending 1nvolved
' high risks and the guarantee of 75% of all loans defaulted was '
1iextended by the government to the lending Banke. Actually when this

.scheme was thought of, the Bank itself considered the risk element

extremely high. In spite of the precautionary measures such as the

N 1ntegrated schemes of supervision recommended by. the Committee a

guaranteetof 90% was originally requested.. However, it was agreed '
that the“scheme be first. implemented on the basis-of'a 75% guarantee

and this question be recon51dered after a reasonable period. Un~

-fortunately with the ‘passage of time the superv1sory mechanism
Aoriginally 1nst1tuted gradually fell into disuse, thereby redu01ng

- the effectiveness of the entire scheme.

Viewed from the standpoint of lending institutions, there

were certain basic contradictions 1n the loan scheme itself which

-'prevented the buildlng up of an effective credit’ system. The most

1mportant shortcoming was the denlal of the right of credit assess-

' ment to the 1end1ng organisation, i.e. the co-operatives. A lending

authority would normally v1ew any request for credit ba31cally

.'keeping 1n mind the follow1ng requirements -

_(a)_dIs the applicant reliable? Is he one who w111
honour his obligations? ‘ '
- | . o
(b) Has he'the productive capacity. to generate-a
' 'surplus to meet his costs and expenses as well

- as his dues on the loan?. SN

(e) .Has he the resources to absorb a contingent loss?

In this scheme the lending institution, 1.e..a co-opera-

tlve, 1s not free to apply the above ba31c tests, Instead it has



to issue loans mechanically without: any Credittanalysis in accord=-

ance with government'directives. As analysed and accepted in 1972
by the Worklng Group on Agrlcultural Credlt and reported to the
Cabinet by the Nlnlstry of Agriculture 1t was really the overnment
that made the credit de0151on and not the co-operatlves. This
would perhaps have been due to the government's view that 1ncrea51ng
food productlon should take precedence over other con81derat10ns.
The sole crlterlon of ellglblllty for credlt under thls scheme is
that the appllcant ‘should not be a defaulter. In so-far.as the

non-defaulter is a person who hao repald earller loans, this ‘is an

| acceptable crlterlon. But this non—defaulter cla551f1cat10n con—

ceals two types of sub—standrad-bbrrowers,nho‘are'very bad risks -

(a) there are firstly.thosefwho'have“registered
: thenselves as cultivators of'land'worked by
earller defaulters in order to get round the

_ellglblllty requlrements' and

. : - (b) 'secondly, there are the sub81utence farmers

. who cannot generate a surplus adequate to

: repay the 1oan.

From the foreg01ng it becomes clear that the co-operatlves ‘

- are only the Agents for channelling credlt and it is not required to

bulld a systen of asse851ng the credltmorthlness of members.- Most

damaglng of all is that- they are not free to refuse a loan to a

~-member who in their oplnlon is rot credltworthy. Thls has diminished

the. authority v1s—a-v1s their membershlp, has had a ‘demoralising
effect on the co-operatlve management 'and resulted in an in-

dlffcrence to the questlon of loan rccoverles...:'

A welcome fcature that was adopted w1th the operation

of the New Agrlcultural Crcd:.u Scheme was the. establlshment of ar/ -

. body of offlcers to keep the progress of the scheme under constant

rev1ew. ‘This body which con51sted of representatlves of all

agencies 1nvolved in the prov151on and superv1s1on of credit as

- well as. the marketlng of agrlcultural produce, was able to main-

"tain a close_d;alogue among themselves'and, with the steadlly




deteriorating situation, to suggest remedial measures to eliminate

the defects of the earlier system.

In 1972, after dlscu851ons held between the representatlves

_of the People's Bank, Co-operative Department and the Ministry of
'Agrlculture, the adoption of what leter.came to be known as 'THE .
~ COMPREHENSIVE SCHBME OF RURAL CREDIT! was'proposed and approved by
- the Cabinet. In order to obtain a proper understandlng of the new

scheme it is necessary to explain in greater detail what is meant

by "Comprehen51ve Credit". A farmer, specially one 11v1ng at sub-

- sistence level, has to sustain himself in order to carry out the

productive process. In such an instance, provision of credit to

meet the eultivator's totalify of requirements such as consumer

‘needs and'ihcidental expenses as well as his housing needs, payment

of debts, etc., was essential to maintain him as a unit of productlon.
A feature which emerges is the paradoxical situation where a
majority of the cultivators depend on ‘non-institutional sources of

credit. ThlS is due to =

(a) - ﬁhe ease of ocbtaining credit from village money
lenders} and
(b) the fact that the village noney lender provided

the farmer with credit to meet all his needs and

uhcreby had & hold orn him,

On the abovevbasis the Bank has already advised Co=- -
operative Rural Banks to extend credit to cultivators in order to

meet all their credit needs.

Thus it would appear that institutional sources of credit

' Which provide only the costs of cultivation is inadequate. Rather

they should adopt themselves to provide the farmer with all hls

4 credlt requlrements at reasonable interést rates to rescue him

from the grip of the money lender and bring h1m within their spheres’

of 1nfluence.

The prov151on of such a system of credit had been tried

.out by the People s - Bank through the Co—operatlve Rural Banks



'establlshed 1n selected soc1et1es and was found to. be successful.

In v1ew of the success, this qcheme efter dlscu551on was extended

to cover the entlre network of’ Multl-Purpose Coaoperatlve Societies
‘and (it was. decided in 1972 to brlng the scheme of cultlvatlon credlt
also w1th1n 1ts amblt._ However, though thls scheme was accepted in
prlnc1ple in 1972 its 1mplementatlon has been held up due to a break o 1, i
: 1n the h1therto close . 11a1son that ex1sted between the People's Bank '
and the Mlnlstry of Agrlculture. Prlor to 1972 the dlalogue between
"~ the Bank and the Mlnlstry had been close. Durlng this perlod all.
_dec151ons by thc Mlnlstry of Agrlculture concernlng the scheme were
made in consultatlon w1th ‘the Bank. Howevery with the breakdown in |
communlcatlon the Bank faced dlfflcuitles in the 1nplementat10n of

“the credlt schene.

-

In splte of the common agreement botween the Bank and -the
'Mlnlstry to adopt this rat10na1 system of extendlng credlt the ;
: Mlnlstry of Agi 1culture decided to contlnue with the existing schéme
~din Maha 73/74 wlth further relaxatlon in the ellglblllty requlrements,'
- This was most probably due to the grave food situation that prevailed
in 1973. - Ellglblllty standards were relaxed to- orOV1de credlt to
sub-standard borrowers llke defaultlng cultivators, firstly in kind
and thereafter in cash at ‘thie rate of Rse 100/— per acre for a maximum
of three acres. Thls categcry of borrowers was prov1d a thls credlt
~after ‘the exten51on of the repeyment perlod on ex1st1ng cutstanding
loans by three years. ‘This was Lurther augmented by a prov131on of
credit to other categorlcs such as temporary pernit holders. - The
volume of credlt thus extended has’ now roached such alarmlng pro-
portlons that the 1mmed1ate overhaullng of the credit system and

the adoptlon of the Comprehenslve Schene: of Credlt becomes 1mpera—

' tive.

_ B Th@»@ééhéﬁics of;proridingdcredit,under:the New Agri -
cultural Credit Scheme were based on'the’recommendations of the
Committee on Agrlcultural Credlt of 1966, At times: the.provisions
fthus made might have. led to rlgldltles such as procedural delays
- in the entertalnment and. approval-of appllcatlons and the continuation
of therrlglnal appl;catlon forms as drafted in 196?. However, the

Bank with a view to bringing about greater flexibility has over a



period of time introduced the following changes :

(a) A simplified Application Form to be submitted

by farmers to Co-operative Societies.

(b) The immediate proviéion of a percentage of the
estimated credit requirements of a society and
the processing of credit applications in con-
venient groups as they are submitted so that
farmers are provided with their credit as they
submit their applications to Co-operative

Societies.

(c) Co-operative Rural Banks have been adﬁised, in
implementing the Comprehensive Credit Séheme to
approve an overall limit for a farmer in accord-
ance with his production plans and to release funds
within this limit on demand according to his needs
thereby eliminating the cumbersome procedure in-
herent in the existing system. In view of the
decision to continue with the existing system
the progreés made in the implementation of this

scheme is minimal.

In addition, the reactivation of the integrated scheme
of credit supervision and recovery by all connected Government
Agencies as well as the active participation of the politicaln
authorities in the recovery process fof the marketing season Maha
73/74 was suggested. It was expected to strengthen thé.recovery
programme by the introduction of a system of incentives, ﬁowever,
the sense. of lethargy and indifference that the present system
has brought about among the Co-operative Societies is very diffi-
cult to diSpél. In our opinion this would be achieved by giving
such societies the responsibility of making credit decisions and

bringing about a greater awareness of their résponsibilities for

‘the recovery of loans granted by them. It is significantlthat

the loans scheme sponsored by the People's Bank through Co~
operative Rural Banks where the responsibility for credit
decisions is vested in the society, the results have been quite

satisfactory.



Lack of credit subervision which is one of the primary
reasons glven for the failure of the cult1v1t10n loan scheme has
to be remedied. Admittedly, 1t is the lendlng institution which
should carry out the,superv151on of credit. However, in a situ-
‘ation where co-operatives have to grant crcdit to & large number
of small cultivators as in the case of paddy, supervision of
borrowers! activities on the scale needed becomes difficult as '
they are pfesenfly ill—equipped to do so. This fact which was
recognised in the impleﬁentation of the New Agricultural Credit
Scheme prov1ded for, by 1nvolv1ng the respcctlve government
departments employed in oxtenslon act1v1t1eu in this area, has to
. be streamllned. The supervision mechanism which during the first
year of this scheme‘functioned’faifly satisfactorily went into -
complefe disuse. An awareness of the need for eentinuing super-
vision by these .agencies at least till such time as the lending
1nst1tut10hs could bulld up a superv1sory machinery of its own

requlres empha51s.

~In view of other causes. of defaults as shown by the
Central Bank Survey”of 1972, 17.2% faiied because of low incone

| while 12% defaulters wefe those who had no intention of repaying.

In a system where loans would be granted only on the condiseration

of credltworthlness these two categorles would have primarily been

left out. Howover, the question of providing credit to the low

income group has to be viewed from a broader angle ee their problem

is not a matter of credit alonc. It would appear that the pro--
vision of credit to this group by a 1ending institution'becomes
difficult. A sélu;ion to their problem would first be an elimin-
ation of the basic defeet of a very low leVe}'of income.. Under

- the Gbmprehensive Credit Scheme_of the CRBs there is provision
for a 1ong-term solution'to this pfoblem>by encouraging such
individuals to ﬂi&ersify their activities and thereby increase
their incomes to bring then within‘thc categery of creditworthy

persons.,

A reason given for the failuré of credit schemes
‘implemented by government departments was that the receipient

had the tendency to view it as assistance from the government

a
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which need not be repaid. It was expected that this position would
be rectified with the People's Bank entering the scheme. However,
this hope too was not achieved as the farmers soon came to realise

where the actual discretionary authority was.

What should be the system for financing small farmers?

This question was covered in the eérlier remarks concerning those
who obtained a very low incomne. Before the question of credit for
such individuals was concerned, a wider probiem of uneconomic land
holdings and attendant problems should be'resolved before the
question 6f-credit is taken up. No iending institution could
afford to make advances to this Cafegory of farmer. This problem
should also be viewed from the angle of the present high cost of |

production.

Any credit system in the future should also see that a
degree of>f1exibility is given to the lending institution to decide
on variations in the quantum of credit to be .given to individuals
depending on the area, the techniques adopted and the individuals!

credit rating.

The Bank in its search for a flexible and a simple form
of providing credit to the agricultural sector is now exploring
thelﬁossibility of introducing a scheme of financing cultivators
through Bills of Exchange under the Scheme of Comprehensive Credit
operated by Co-operative Rural Banks, We hope to submit our pro-
posals regarding this scheme to the Ministry of Agriculture once
the details are worked out. This procedure as planned will help

to further simplify the provision of facilities under the Compre-

. hensive Credit Scheme.

There is a proposal for a new credit scheme to be
operated by the People's Bank. According to this scheme the
Paddy Marketing Board is to evaluate the crop production capacity
of each farmer and issue him a seller's certificate. On production
of this seller's certificate the People's Bank would issue a bill
of exchange in the form of a post-dated cheque or a promissory

note. 'This could be rcalised after a specified period of maturity



ahd would be guaranteed by the goverﬁment. Aftér maturity.the
bill of exchange could be encashed or discounted in full or parf
at any Bank. The bills would then be forwarded to the Paddy
Marketing Board and the transactions would be reflected in the
Paddy Markéting Board's Accounts. The collection of‘the paddy

" specified in the seller's ccrtlflcate would be the respon51-
blllty of the Paddy Marketlng Board.

' Thejduééfion of ﬁobilising savinésAshould be met by institutions
through new deviées sufficiently attractive to .the rural popu-
lation. These schémes should be such as. to énable savings to be-
made within their income pattern. In this direction Co~operative
Rural Banks have -been requested to implement the Investment
Savzngs Scheme now in operatlon in the People's Bank in a modi-
fied form. Further, in areas such as Padav1ya,.schemes have

been 1ntroduced for the dep051t of thelr ‘sales proceeds into

an account whlch,should,be subsequently drawn as and when
required by the account holders. The perfopmancé of CRBs in

- mobilising rural savings has been most encouraging as is
evidenced by the fact that as at the 30th of Juné, 1974 they

had deposits amounting to Re.54.2 million. Of these, approxi-
métely R$.25.7 million had been granted as loans while Rse30

million has been given in the form of pawning advances.
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" Mr. S. Suntharallngam, Manager,

'Agrlcultural and Industrla] Credlt Dept,, Bank of Ceylon H

Our’ system of rural credit takes us only as far back as

.;February 1973° The‘thrust of the Covernment for f1nanc1ng the
‘farmer is two-fold., One system alrecady establlshed has been

" described by the General Manager of the Peoplefs:Bank= The othe“ '

form of rurai.credit is based on the estahlishment of Agricultural

' Productivity Committee. - In each APC area thereuwill be an Agri-

'cultural SerVice-Centrea, Within the nucleus of this Centre, would.

be housed several sectlons of the Mjnlstry of Agrlculture as- well

- as a.sub-branch of the Bank of Cey1o Out of the pronosed 400

agrlcultural service centres, 200 have already been establlshed.

The total amount tnat we loened by way of rural credlt 1s

not - Very subutantlal in termu of the- nat10na1 total. OQur- 1nst1tu- :

t10nal dev1ce of the sub—branch is comparatlvely new, and many sub—'nf

ranches are being set up on our own reckonlng and feed-back, our

'oeriormance has Deen qu;te satisfactory.

Acoordinb to this non-echene the Bank of Ceylon will be.

.deallng directly with the farmer, . The 1n1t1al dlfflculty of 1dent1-
,fylrg the farmer has ?nﬁr simplified by the "issue of Agro—Identlty

uards.' These Identlty Cards wwlr enable the farmer and his farmlng.~'

"cnterprlse to bc 1dent1f1ed and Lpto a po:nt h1s record of part

: bcrrow1ngs, perforn nce and oth.r relevant 1nformat10na Our systen

of flnan01ng the farmer is tled-dp with these Identity. Cards and
the 1dea of crcdlt rating is substantially covered by this method.
Credlt ratlng ‘would require up-tordate 1nformat10n on the credit
history of the farmer. - The conolderatlons that weighed w1th us for.
the establlshment of these Centres was not only the giving out of .
adequate and tdmely crcdit but also the moblllsatlon of sav1ngs .

which 1nc1dentally, has turned out to be very. 1mpress1ve.

_ The neced to examine further the’ cred1+—worth1ness of the
farmer does not have a place in our 'system of credit. In order to
ke eligible for & loan from the Bank of Ceylon, it would be adequate

now for a farmer to have an account w1th thls Bank and an agro-

11



identity'cards He should also éive-the Bank an undertaking that hei
'_would not borrow from any other lendlng 1nst1tutlon simultancously.
Dlsbursement of credit w111 be as de01ded by the Ministry of Agri- .
pculture and approved by the: Mlnlstry of Flnance. The information
.glven on the appllcatlon form is requlred to be certlfled by the
'credlt 1nst1tut10ns of the arca 1n which he cultlvates. - Our pollcy
of dlsbursenent is tqken on . the ba81s of 'a persor's farm surplus .

and his’ repaylng capaclty.'

""The process of superv181on starts even at’ the tinme" of.
maklng the’ appllcatlon and is constant and - contlnuous. Farmer s
':tenurlal rlghts are 1dent1f1ed and the Agrlcultural Lands Law g1ves
a 1end1ng 1nst1tut10n con51derable 1egal rights 1f enforcement

.becomes necessary.

Of the payable advance, 75A 1s under guarantee of the
Central Bank° - This guarantee has not 1nterfered w1th our form of
financing nor with therform of recovery. ‘The Central Bank guarantee

is subject to review;one year-from NOWe

The supervision referred to will. be with the co-operatlon
and as51stance of the Mlnlstry of Agrlculture -and Lands and- so far
the asslstance of D1v151onal Offlcers, District Offlcers ‘and
Exten31on Officers has been rcmarkable., .As a new schcme ‘this needs
adgustments on varlous asPects. The sub- branch network under the =
A Agrlcultural Serv1ce Centre I hope, w111 be’ successful over a perlod.:

“of time.

One other aspect of thls system will be the necd for
flex1b111ty which has a very 1mportant place in any form of crealt.
gFlex1b111ty of course, should be Nlthln a dec1ded framework. Thls

flex1b111ty 1n our system makes room “for paynent in cash for certaln
'types of crops. The Centrql Bank survey has revealed that 25% of
the defaulters sald that there had- been no proper superv1s1on by

the co-operatlve soc1et1es who have not shown" sufflclent 1nterest
in;the matter of loan recovery.. For these reasons we have : decided
that -our Managers in these- sub-branches should pursue these loans.'
Some form of 1ncent1ve for rtcovery should e built into the |

system and the procedure for borrow1ng should be s1mp11f1edo
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Dr. H.N.S. Karunatilleke,

Director, Economic Research, Central Bank : 4 ¢

The Central Bank has been interested in agricultural
credit mainly because of very high defaulting rate since 1967/68
and even before, and because of the 75% guarantee on loans for the

cultivation of paddy and other Subsidiary food crops. We look at

"this prbblem in a much broader way than the Commercial Banker who

is responsible for disbursing this credit. We have to look at.the

' budgef on the one hand, our commitments with the I;M.F. and the
World Bank, and the overall wellbeing of the economy. I.M.F.

Missions.élways point to the high rate of defaults and we are
expected to answer why these loans are not recovered. Between Maha
67/68 and upto 30th June 1974, Rs.368 million worth of loans had been

'glven for paddy cultivation alone, excluding the subsidiary food
: crops, and the default amounts to Rs.166 million. There had also

been loans given more recently for the current Maha season that

ended in May-June 1974. Of course, this does not include loans

"given for subsidiary food crops like potato, chillies and onions.

This has mmr effect on the total credit policy of the Central Bank
and on our commitmeént with the I.M,F. Although production credits

are outside the net>domestic'assets ceiling, the I.M.,F., pays a lot

- of attention to the fact that lcans given and not recovered implies

that credit from the banking system, for other productive and sémi-
productive purposes may be reduced proportlonately. Money that
Central Bank provides as a guarantee really belongs to the Govern-
ment, Every million rupees of default means that Government might
have to find the additional money. At a time like this when the
budget deficit has reachea astronomical proportions even to find -
an additional Rse75 million for each season will pose a problem.

For this Maha season disbursement for paddy alone was about hs, 83
million and approximately R,15 million has been recovered. The '
prospects are that even during this season‘the recovery rate would
not exceed 40%. 1In this context it is incumbent upon us to ensure
that the recovery rate is stepped up tremendously. The Central
Bank is also concerned about this Rse166 million which is outstand-

ing. Recovéry'of this money is absolutely vital in the national
e —
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interest because the Government has a severe problemxwith its
welfare commitments to find the additional funds to meet the
guarantee. The guarantee itself from ou® point of view amounts

to a welfare commitnment,

A further breblem that arisee'from the non-payment of
credlt given for productive purposes is the inflationary pressure
'whlch is now generatlng in the rural economy. In one cultlvatlon

season the amount of purcha51ng power releascd, assunlng that the

farmer only keeps some 50% of his paddy with him, amounts to about -

Rse840 millions ‘This is from paddy alone. It excludés the purchasing

power generated by other crops like chiliies, onions, potatoes and
so on. In addition to this,.there afe aise further sources ofl
inflétionary pressures which emanate from fhe'rural sector in the
shape of loans which are taken and not fepaid. For every scason
this is in fhe erder_of_abeut Rs«50 to 60'million, Rur;l sector
.also has a higher level of rcal income Eecause»of welfare benefits
which are corresondingly higher in the rural sector than that in
the urban economy. Ffee educction, freevrice viven to the farmer
who 1s also a producer of rice, the free health serv1ces, non-
paynent of income tax by farmeru d\SOlte the fact that they fall
vw1th1n the taxable llmlts, are’ all factors leading to inflationary
pressures. e’ should not glve thenm an addltlonal subsidy in the
form of non-repaldfcredlt. At the present time even a Rs.50 million
that is not recovered could aggravate the price 1evels as far as

domestically purchased goode are concerned,

In the national interest all stepsOShould.now be ‘taken
not only to ensure-that. future credit given is recovered but that
past dues which amount to Rs.166 million should be recovered since
it is our feeling that the rural farmer has the capacify'to pay .
even his past dues in tefms-of the.present level of prices and

"his general prosperity.'

No spec1flc studies on thls have yet been made on the

relatlonshlp between credit and broductlon.

The present price‘of’fertilizer reprcsents an incrcase

of about 372% whlle the price of paddy has gone up by 10%. On
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the assﬁmption that possibly 80% of the area that is now under paddy'

 is under HYVV, the thesis presented by Dr. Samuel points out that

_unleés the yieldsvare in excess of 58 bushels per acfe the farmer

caﬂnot neet the present~cost-of.fertilizer. The farmer with a

n 1ower'yield will obvicusly find that it may not be economical to -

use fertiliﬁer. In that context, what role.Caﬁ'cfedit play ih‘this

' situation? Will the availability of credit‘ensﬁre that the farmer-

would in prébtice use fertilizer?

.

Would credit be adequately dlsbursed to neet his requlre-
ments of fertilizer at the present very hlgh prlce? If the farmer '
wants to increase his yield he must.use fertlllzer. Will he have
the capacity'to buy the fertilizer? If the production is to be -

1ncreased to 58 bushels per acre with new hlgh yleldlng varletles,

“he must have adequate income. If he is deprlved of adequate credlt

to buy fertilizer,‘his yield will be so low that even the little
credit that he is gchn may not be repaid because of his sub51stence
requirenents of paddy. This is. an 1mportant aspect to be con51dered

in the'present context.

-The capacity. to repay is also largely bound up with the

price of fertilizer-that has now been fixed by the Government. If N

- we,have a lower yield there will be a national problem., If our

' productivity falls, we will have repercussions on the balance of

payments; on the budget, and also the repayment problem will get

‘more aggravated. The afgument presented is not that fertilizer

priées should not be incéreased but whether it should be increased

 upto 372%+ The price of fertilizer should be fixed so as to balance

the two, where all the other variables of the system, repayment,
productivity of the paddy sector, our targets of self-sufficiencyﬁ'
and 50 on must be reallsed.' It is a problem that must be grappled

w1th rlght now.

' 'Sqme of the problems with regard to rccovery have
obviously been highlightedvin the two statements nade by represenf—
atives of the Peoplets Bank and the Bank of Ceylon.. We have been
largely concérped‘with the credit disbursed by the People's Bank,

" and the Centrél Bank has often wondered why recovery has been very



poor. ‘We have Tound tuct the dLLLCtS arc larvely with the Co-

'operatlve system.

: The'Central’Bank haSjéiven thought to this at various
times and various suggestions'have'been made. .Very often the
defects in the system of recovery of loans has been attributed to
'the co-operativés; The defects are: that there is no collective
respon51b111ty, that the management is deflclent' that the type of
people appolnted are not geared for “the dlsbursemcnt of monies and
recoverye. Then aga 1n, latterly the reactlons of the Banko to thls
proposal mlght be con51dcred because what ve have in n1nd nay also
. agree w1th the experloncc of the Bank of Ceylon. The suggestion
of g1v1ng incentives for maklng recovcrles nay help to reorient our

pollcy in thls dlrectlon. We have ‘had 1n mind elther a systen of

paying comm1651on to the members of the co-operatlves ‘themsclves or

giving commlss1on to out51ders where, 1n each dletrlct a person is
vapp01nted by the bﬂnkers in the area in congunctlon w1th the APC

. and the political euthorlty, who would be pald comn1881on on past
dues collected. We have this RS, 166 mllllon that is due to the
Government from the‘farmers and efforts may be made to recover it
: even paying upto 25% comm1551on._ This wiil generate employment A
p0381b111t1es to 2, 000 to.3, 000 ncroons in the island and at least
50 or 60% of the total amount outstandlng could. be recovered, If
it is not pos slble to nake the 1ncent1ve payment to compl te out-

R siders Who are not connected either with the banking systen or with
the co-operatlves, it w111 ‘be worthwhlle to peJ it to the employees

of - the co-operatives themselves.

Some system of'fccouery”must/ge'worked'out in spite of
- the &ifficulties involved. In thc eLternatlve,-credlt supplles
will have to be cut off whlch in turn means cuttlng dowr of pro-
duction by almost 50% in the present context of the hlgh cost of
errtlllzer. What will be the repercu581ons in the country? We
have a growing populatlon and according to _population estlmates,
to prov1de people with an extra 1% measures of rice, we must every
Yyear produce an, extra supply of 274 ,000 tons of . rices We have to. -

view this problem in thls context.
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"If the credit recovery is to be continued through the

:'Aco-operatlve system, what kind of changes should be effected?
. There are about 15 = 20% of the co-operatlves that are functlonlng

| very - well and we must flnd out why- and how these co-operatlves

are functlonlng successfully.

The newly created Co—operatlve Management Services Centre

.should be more: concerned w1th the flnan01al aspects of the co~
'operatlves. Co-operatlves will have to be organlsed "t v1llage

”leVel. There seems to be a barrier between the " co-operatlves and

the, farmer. Co-operatlves should be equlpped with the correct type

'of people who can stress the need for closer collaboratlon 1n the

‘ natlonal interest between the farmér and the giver of credit. This

type of reorlentatlon w1ll be poss1ble if we study the merlts of -

‘ cc-operatlves that are functlonlng well.

‘ The‘Central Bank has also considered the‘idea Whether

" the Banks themselves cannot have direcct access to the people withe

out g01ng through the co-operatlves. The People's Bank's Branch

 system is such that 1t has falrly substantial ramlflcatlons whlch

help the Bank to do it in this fashlon. '

~ As an ekperiment the system of giving credit through the

co-operatlves as. well as giving credit dlrectly to the farmers’ may

. be trled out in a selected area.

The ba81c problem is the questlon of yleld. Our default

surveys have shown that 17,2% of. the farmers could not,repay because

.thelr 1ncomes were far too low. 12% of the farmers did not pay

anything at all, Roughly 30% of the fermers do not have the capa-
city'to'pay, 1Even among the 12% we do not  know whether.theylare
nellétoédo or whether,they'fall among the other-categories.

It is not the size of the holding but the size of the

: zield that counts. CIf the yleld is to be stepped up with HYVV,

then the quest1on of adequate crcdlt arlses..

There had been other theories put forward elsewhere that

fertlllzer is not so 1mportant and that water control and other
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factors contrlbute to a hleher yleld vBut:incfease in output in

_such 1nstances is only marglnul.

We do not know whether the present prlclng pollcy on
_fertlllzer will actually improve or worsen the preuent repayment
situation in the'oeason to come despite the ¢act that we mlght be
.able to create the correct- klnd of 1nut1tut10nal arrangements to
collect them. ‘We mlght sonetlmes depreso thelr 1ncome to.such a
level that even with a flnest collectlon mechanism the whole pur—
pose might be defeated,“ If we have farmcrs whose 1ncemeo are so
low it ‘may, be 1mp0551ble to make then repay.A'There'willAbe'iesses g

‘from year to yeare .

What are the practlcal steps tnat should. be: taken to.
‘recover the credits thﬂt are outstanding? Is 1t fea31ble? Should

credlt be channelled to loen defaulters as: well?

We hate a tremendous confllct on our hand. A strict

| banker nlght say that = defaulter should not be given credlt.
h-From a banke r's n01nt of view there may be a Justlflcatlon in ite
But from the natlonal p01nt of v1ew we have the problem of meln-
ltalnlng a2 higher level of’ proeuct1v1ty in paddy and also reachlng'

self-sufflclency.

A The 1eve1 of default had bnen verj high 1n the past,
. that if the strlct banklng pr1nc1plc is applied, 60 - 70% people
. m1ght be dlsquallfled » from crédit eligibility. The bést

hfarmers might alSO be among those 1ne11g1ble for credlt.

'This calls for'a-therengh investigetion of the:assets:.‘
and llabllltles of Lach farner._ The Central. Bank tﬂkes the v1ew
Jthat defeultcrs should not ‘be given credlt. ,Jlll that be a
~’solut10n? The questlon will be whether thc defaulters ‘are to- be

&

debarred at the rlsk of productlon. T
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Mr. R.B.'Rajaguru,

- Comnmissioner, Co-operative Developments .

The ‘involvement of the People's Bank in rural crecdit-

started in 1967, while the Bank of Ceylon came in only last year

(1973),

' The basic p051t10n of. the co-operatlves as far as the

rural credlt scheme is concerned is a little doubtful. The system -

of credlt operated by the co-opcrat1ves is called the 'Integrated

- System of Credit's In- the Palugama experlment and 1ntegrat10n of

activities assoc1ated w1th credlt, consumer needs and marketlng

was attempted. ArlSIHg out of the Palugama Scheme, the ‘Multi-

- Purpose Co=~operative Systen orlglnated in 1957. At that stage, an -

effort was made to integrate all these act1v1tles through one 4
organisation, the MyP.C. S. whereas eerller thele were three scparate_‘

co-operatives, one each for credlt consumer supplles and marketlng..a

Where the co—operatlves had been left to. thlS kind of

exer01se, ‘the repayment has been good as they were. worklng in close'

- @ssociation’ w1th the government. By and large, the rcpayments were

 good and - the system was con51derably satlsfactory because the loan

schem was 1ntegreted w1th murketlng schemes and marketlng enabled

the co-operatlves to recover the monies,

With the'Paddy Lands Act, crop lists were introduced into

'.villages;: The farmers were identified and they worked through thelr

cultivation committees and the co-oparatlve socicticg to get thelr-

requlremcnts of fertlllzer and -other, inputs end their credit needsa

‘ Eventually, because’ of the crop 1lst, it was poss;ble for the farmers

and the soclety and the cult1vat10n comm1ttees to work in collabor-‘
atlon with each other._ Their produce was sold to the government

and the recoverics were made fron their sale,

In the co-operatlve sector th1s aspect of 1ntegrated

credit is qulte necessary because, it was 1mperat1ve to know

whether the farmer_y;ll ‘honour his marketlng contract with .the
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co-operatlve and whether. the co—oneratlves could eventually recover

the loans glven to him through the marketlng °cheme.

1In the'espect of marketing one of the nost'imporégnt'
p01nts is whether the nrlce offered for the fcrmer‘s produce is
. adequate and uhethcr the surpluo that gcnerﬂtes from his sales 1s
adequate to.-meect his loa ns. In-thls context, we have o guaranteed
price of Rs. 33/- per bushel for paddy, but tnere is also the outs1de
‘market prlce and by and large the furmer ‘who sells his phddy to the
open merket Would not normully come to-the co-operoulve 3001ety to
breoay his loLn. However, if the gueranteed nrlce is onflClCntly
' attractlve for the farmers to. sell “their paddy to the government

repayment of loans should not pose a problem.

When we started the new Agrlcultural Crcdlt Schemc, wer
had a close system of collﬂboratlon bctween various dep rtmental
perSons at the v1llage level and also a close_system of eupervision
‘ ofbthe farner, It was thus possible for us to see how “the farmer
' used'hié'money'and thercafter to see &hetbthe monies loaned_were

recovered,

_ From the figures it can be seen,thet thé recoveries naVe
been rery-good after 67-68 for abont two or three yeers; The present
vproblem is this ehift'of empnaeiS'of supervieion; Now two separate
Banks are operating in' this sphere.. One of.theiBanks.hasfno dis-
cretion in the matter_of'eredit'disbursement,-nhereas’the other

' Bank has the. disoretion of identifying the farmers, assessing

.thelr credit worthlness znd have the support of APCs stﬂffed by

‘»the personnel of the Mlnlstry of Agrlculture and other 1nst1tut10ns.

This is the dilemma that we arc faced with at ﬁne moment.
In fhis-COntext phere are two standdrde of valuese On:the one hand
there is the People's Benk which isvexpected‘to give,eredit whether
- the farmer is~creditworthy'or not. Political autnorities and
Dlstrlct Agricultural Committees d001de on credlt but not the

o-operatlve or the People s Bank.
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In thls context we have to 1dent1fy whether the two

-standards should operate together or in the ulternatlve whe ther

4_the co-operatlves which are’ functlonlng 1n colLaboratlon with the

People's Bank. should also. be glven the sane discretion of ‘identify-

' 1ng the crcdltworthlness ‘and processing of credlt llke thie Bunk

. of Ceylonq

‘The People’s Bank gave about Ree67 million' as credit
during one season in 67-68, whllo the Bunk of Ceylon on its flrst_

1mpact has given only %.1 5 mllllon.

What 1s the superv1sory support that w111 be uvallable

-to the co-operatlves as they arc now aVallublG to the Bank of

Ceylon’> Where the co-operatlves were functlonlng using thelr dis-

cretion notw1thstand1ng the -decision of the government that every- '

_ body including defuulters should get loans, the recoveries were
" over ‘70%.. The p0551b111ty of Banks hwndllng the entire credit

‘operations in the agrlculturul sector may be explored.

‘Even the co-opcrutlves experlenced the dlfflculty of
identifying the farmers and his’ lands. Our baslc difficulty: 1s_

that by and large, there are number ‘of arcas where the -same plot

. of land gets loans through various persons. Wc have no reglster

-whereby it is possible to 1dcnt1fy the ownershlp of land.

We worked out a vcry comprehenslve 1ncent1ve bonus system

both for recovory of . outstandlng crcdlts and for purch1s1ng of
‘ paddy.. The 1ncent1ve for puddy was an extra -/25 cts. . per bushel,
" an additional income of .about Rs. 200/~ to 300/= to those -who were

-engaged inurecoverlng loans. This system has not worked well

except in the districts of Polonnaruwa and Amparai.

One concept-that we must accept is that the farmer

generally tend to believe'that the-governnent vrites.off loans

-given to them.- To- ensure recovery the only alterna tive is to

identify the creditworthiness of the farmer and debar the

n{‘defaulters;
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We suggest that the entlre aspect of marketlng should be'
tied up w1th crcdlt qnd a deflnlte attenpt be . made to 1ntroauce a
crop 1lst, ‘80 that by 73/74 Maha harvest we could 1dent1fy the -
' farmer who had borrowed and get hlm to sell His puddy to the’

co-operatlve.

In the- present context of 1ncreu51ng populatlon and the
need for stepping up productlon, would it be adv1sab1e to deprlve
the defaulters from gettlng Zl.oans‘> _W1th tho increase of the rlslng
Acost of fertlllzer, tendency may be there to use less fertlllzer.
Even now fertlllzer is not purchuued by the fcrncrs, becavse they
expect an incrcase in the quantum of credlt. - The avcrage farner
is not. certaln whethor he could neet the current fertlllzer prlces
with the_proceeds of ‘the sales of his prodace at the present
guaranteed'brice;-'It may be'necessarj to ra vise the G P..so that
it would be attructlve enough for the fermer to’ use fertlllzer at
L least to an extent where he could be able to brc Kk even w1th'the "

'productlon cost.

The co-ope atlve is 1nvolved in. the proouctlon programme

and in the five yeﬂr plan.-

It may be proper to exanine the new concept of Agrlcultural
Product1v1ty Committees. We are not sure- whether the governnent is
. setting up government—supnorted lendlng echenes through the APCe

, and the Bank ochylon and gradually worklng towards by-pa ssing of.

the co—operutlves.

o The functlons of the APCs are 11koly to overlap with
some of the functlons of the co-operﬂtlves. It may be worth—
whlle to dcflne the areas of operatlon of both APCs'Qs well as

o-operatlves.-
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Mr. W. Gunasekera,

Senior Asst.—Secretary, Ministry of Plantation Industries :

A dismal picturc has been drawn on the credit operatidﬁs
for so many years. The situation is that farmers have been able
to obtain their credit easily, made use of it and they were unable

to or reluctant to repay.

This problem should be viewed from a different angle.
Aécording to the 1962 General Census which was conducted on a

holding—Wise basis, the category was as follows :

1 - 2} acre
2k -5 acre
5 - 40 acre
10 = 25 acre holding
) These holdings constitute 57 p.ce of the total agri-
cultural arca of the country which is about 4.6 million acres.
In this category there are about 62 pe.c. of farmers who arc the

most viable and small farmers.

The composition of the holdings would be categorised as
paddy, plantation crops, other crops, grasslands and temporary
crops. Under these categories this group of farmers represent
90 pec. of the paddy, 85 pec. of subsidiary crops, 30 pe.ces of
grassland. 40 p.ce. of plantation crop and about 7?7 pe.ce of

- other cropse.

Definition and identification of the farmer are \
extremely difficult. It has been szid that a piece of land
has been used by many persons but sometimes it is the other

T way about. A farmer may have a plot of paddy land, a highland
with subsidiary crops. The totality of the crops of a farmer
. was never taken into consideration. All our credit schemes in

the past had been on a crop~-wise basis and the heavy emphasis
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was on paddy, But i should not be forgotton that the farmér is
not 6nly a paddy cultivator. 40 p.c. of the plantation crops in -
the form of village gardens also become part and parcel of a
farmerl!s assets. One bése on which agricultural credit should be
looked at, is the totality of agricultiral resources of‘a farner.
This particular census mentionéd that the averége number of parcel
of a farmer is 2.6 or 3 parcels. If credit is injedted only to a
particular crop and ignore the farmer as a whblé, it may not

contribute to his development.

Credit'shouid be givén on the basié of national roquifeh
ment and on the basis of a réquifementlof a pafticular farmer.

‘That is why there is an over-emphasis on certain crops and an under=
emphasis on others. If fhe credit is taken as a necessary ingredient
for development, the totality of this group of farmers should be
looked at, which constitute about 2.2 million acres of holdings.
What would be the quantum of credit reduired to uplift or improve

the development of these farmers?

If we view the whole questlon of credit from the angle.
of developlng the total income of a farmer, the whole picture.

changes. Credit has to be tied up with marketing and extension.

He does not fulfil his obligations because of certain
economic forces at work. If the credit system is operating

effectively the farmer might want to get morc and more credit,

/
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Mr. Michael Scotty
Chief Advisor,

Co-operative Management Services Centre

v

The paper that is prcpared stretches over quite a wide
field but in many arcas over-sinplifies and rcally doesn't'tackle'

the problems of the sub-marginal farmerse

_ The 'solutions that have been put forward and have been
tested 'in agriéultural credit have been over a macro basis rather
than on & micro basié. This is a very well made study at this
pérticular level rather than at the institutional level. A number
of diiemmas have been highlighted., The Central Bank made a
suggestionAthat the newly formed CMSC should carry out a study
at the field level to determine why certain co-operatives are
successfui in achieving a high'degree of recovery and why others

are not.

The whoie institufiondl éet up of the Co-ops and the
new institutional set-up of the APCs should be studied wifh a
view.to_making these areas becoming complementary rather than
competitive. A clear line of function could be defined to
achieve this objective. We are very much anxious to solve
this problem because it mey be detrimental to the plans of the
country to feed itself.



Mr, B,P.V.£.J.P. Senarstne, o
Secrctary, Ministry of Plan Implementation @

Ministry of Agriculture and Lands'is-concerncd with a
scheme whereby all the farmers get as much credit as possible to

incrcase the productivity of the_lahd.‘

Credit is looked at as one of the inputs that are

required to achieve this objective.

A possible framework can be suggested for the entire
credit structure. Before this it would be necessary to have a

classification of lands.

1e Lands in which cultivation has to be undertaken

at considcrable riskse

2, Lands in which the risk is not so high such as
colonisation schemes, major and minor irrigation
schemes where there is a fair certainty of a

considerable return,

Productivity in any 1and~holding varies according to
the performance'of thé individual farmer. Even in case of lands
which ‘do not have any risks, there are cultivators who could be
classified as successful or unsuccessful, As far as the develop=-
ment of the cbuntfy is concerned, much depends on the quality

‘of farmers,

Another phenomenon which should be tzken note of is

that the possibility of unsuccessful farmer leasing his land
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to a second person even if the water supply is assured.

It is better if the land is cultivated by persons
who have tlic initiative and who can apply fertilizer and get
the high level of productivity than should be left in the
hands of people who do not make that effort.:

When we consider that we have considerable arcas
of land, wherec cultivation risks are minimal, it may be
. possible to transfer the unsuccessful farmers to those arcas |
and get to do iqtensive, extensive work under close super=
vision so that they may be raised from their subsistence
nature to a level from which they may be able to repay their
loans. In the arcas where-there are no risks nmuch more
‘extension work is necessary in order to incrcase their pro=

duction,

27



Drs, Mrss P,C. Rodrigo,
Asst, Director, Ministry of Planning & Economic Affairs 3
\ .

One importaﬁt issue of interest is the current price of
fertilizer. Another important issue of relevance is the impact of

the Agricultural Lands Law on the rural credit problen.

In the context of an integrated schemne where reéoﬁéries
are made from saies proceeds, often one important aspect.of the
problem is cVerlooked. What percentage of tﬁe cultivators acfually
produce for the market? A good number of tenant farmers in parti-
cuiar, could hardly have any surplus for the market and presumably
in a good nuﬁber of cases their outpuf falls sﬁort of their family
conéumption needs. Further, fragmentatiocn of holdings aggravates
the problemn. Iﬁcrease in fertilizer prices is also justified by

reference to the increased G;P.S, price.

Fd

It is clear that the terms of reference of this seminar
does not include the export sector; The issué of long—terﬁ credit
has not so far figured in the discussion presumably because the
credit requiremehts of the paddy sector are basically of a short-
term and medium term nature. It would.be_wbrthwhile to survey and
find out whether'the credit taken ffom Co~ops. over two years has

marked a decline or not.

According to the paper, the farmers in the Dry Zone makes
greater use of iending agencies than those in the tracitional Wet
Zone villages where friends and relatives form major source of loanse.
Perhaps we would relate it to the greatef disparity of income in
traditional villages compared to cqlonies where‘settlers come from

the same income group and had received allotments of identical size,

The question is making credits available to thosc with an
unccertain repaying capacity or to be more specific, whether the -

credit should be channelled to loan defaulters in future as well.
As more and more get into default, the numbers that

qualify for loans will progressively dwindle., In the present

context of the food crisis, one important issue is what con=
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seqﬁences this'would have on the production drives

Diversification of a farmer's income is . one of the

ways éf building up his dreditworthiness.-

Mr. Olc otit Gunas ekera,

‘ Chalrman, Cc—operatlve Management Services Centre -

The Central Bank has made a suggestlon that the entlre

'co-operatlve sector should be examined to see why certaln co-ops
acheive a hlgh rate of recovery of loans and while others fall to

" do soe I made a study in Hambantota District. on a query ralsed by

the Secrctary to the Treasury about the performupce of Hambantota

fertilizer programme viseaéiis the recoveries, I found a very

interesting cb—relation in two societies‘in Ambalantota and

.T1ssamaharama where average holdlng was 3-5)acres and the yzeld was.

over 70 bushels per acre. The recoveries from societies were over
0% whllst in Bellatta, Tangalle and other arcas where holding was
below . 2 acresy and 1/# - 1, the average yleld was hetween 40 and

50 bushels. Although the average yield was hlgh in Hambantota and

Hungama, the recovery rate was lowe -

The main hypotheSis is that thé sub-marginal and ﬁneco-,'

nomic farmer has a very low capacity for repayment. The ARTI and

Central Bank reééarch-points'to the: existence of thiS'segment of

farmers for whom‘some kind of solution will have to be worked §gt.

| Even the incrcased guaranteed price will not affect them because

they do not have surplus for the market,

In the case of sub-marginal farmers whose holding is

- 1/h ;'Z‘écres;'the State should take an interest to step up his

productivity. That type of farmcr will not have any excess to
sell outside and get a return. The default rate may be high

among the $ub-mérginal farmer.,
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In case of any agrlculturul crcdlt schenme, it may not be
: necessary "to have some sort of macro plan or scheme where we work
out procedures to _recover the monles from that purtlcular segnent -

sub-nargln 11 farmer who cannot’ repay.-

PolerisationVof institutions may not be good from the

farmerls point of view; There arc two lending institutions, namely

the People‘s Bunk and the Bank oP Ceylon.’ Earlier,'there ‘was ‘some

kind of relatlonshlp as farners play an - 1nportant part in ugrl—..'
cultural productlon and there should bc some co-ordlnatlon between
hlm and-the credit 1nst1tutlons. It should be very necessary to
develop a strong'agricuiturql seetor.V'The eﬁtire skills of the
'v1llage bodles such as Cu;tlvutlon Conmlttees and - MPCSs should be ‘
fput to bettor use. The procodural dlfflcultle in the issue of

,loans hqve posed many problems to the farmers.

The recovery pos1tlon of loans -is not 50 bad becuuse over

the nast 25 years nore than 80% of the loans 1ssued have been re-
- covered., The total amount that is over-due 1s less than what the
,Governnent spends for over an year on the food-subs1dy. '

We are, worklng out a system to scc whethor the sub51dy
»scheme can bc llnked w1th the sub—marglnal sub81stence farmer to

:-help hlm.

The prlcu of pudoy a“d rice sLould be flxcd in a very
sCientiflc manner. " The credit system should help the subsistence
farmer until other fzctors llke Land Rcform- and so on made h1s

holdlng an economlcally v1able one.

30

a®



Dr. Shirley Semuel :

Fertlllzer is a critical 1nput and- the whole green
revolutlon strategy was based on- the abundant avallablllty of thls

resource at a low prlce. Now world prlccs have incrcased by somes -

: thlng 11ke '200 p.c. in the last 6 months and the fertilizer prlce

incrcase to the farmers is about 373 PeCey mcaning that the. farmer

" has to spend over U tlmestas much on the same quantity. There are

4”two~e1ements in'the‘price increase.’ One: the.removal of the sub51dy

and second: the passing on of‘the accumulated price increased which

has been ‘absorbed by Fertlllzer ‘Corporation in the short run., From

oA purely fiscal stand point- it means that had the fertilizer unit

price been malntalned at a constant unit price to farmers, the

subsldy ‘to the paddy sub—seotor dlone wéuld have increased from

Rse40 - million to. %. nearly Rs.200 million,

Fron ‘the actual p01nt of view of cost, fertilizer price

‘increase means an 1ncrtase ‘of the cost of inputs fronm 52 poCo to

85 PeCo’ and an increase of 32 p. ¢. in the ovcrall cost of pro~

© ductiocn -assuming that the other prlces.do not change. ‘The cost of_.

agro-chemicals has . in fact 1ncreased by something like 66 p.ca_':'

’~The chitical statlstlc on whlch to conmpute the yleld ‘above which

the guaranteed prlce offsets the increased prlce of fertlllzer 1s
the amount that furners using fertlllzer spent on ferolllzer. It

transpired . in several Studies. that undcr ralnfed condltlons fwrmers

spend R.42/- on fertlllzer,‘Rs.}9/— under major irrigztion and Rso59/~ - .

. under minor irrigation. ‘Taking”thc weighted averige undcr these

three water supply . condltlons for the. wnole country, 1t transplred
that the. welghted ‘mean cash outlay was R 49/ per acre en

fertilizer.

The guaranteed price has also been 1ncr ased by 10 pocg,
from Rse 30/~ to h 33/- per bushel. ‘This must offset a part of the

higher fcrtlllzer cost for those hav1ng a marketsble su»plus. :

,Since.theifértiliZer cost increased from around Rse 49/= to Rse223/m
it will theoretically take a yield of ahout»58 bushels per acre on

.the assumption that nothing is retained for domestic consumption,



. for the inereased_GgP.-of Rs.3/- to offsct the incrcase 373 pe.c. in
the'cost-of fertilizer. If a fart of the yield is'retained for
~ domestic. consumptlon, the off settlng yleld nay need to be ulgher,

depe dlng on the size of the’ holdlng ‘and famlly subsistence level,

Thls wvcrage rate of 58 bushels per acre has beeq achleved only- 1n

5 dlstrlcts. Assumlng that thc natlonal avorage yield. 1s 4s bushels,

it means that a magorlty of farmers would cxperlence decllnes in

-thélr proflt marglns at prev1ous level of appllcatlono

Thefdemahds for fertilizer from fsrmers has beenisomewhst

in elastic i.e.. it is not responsive to changes in.prices within

certaih ranges. There 1s ev1dence to this fact. frOm Indla, Bangal-'

' - desh and sogon.V Prlce chunge of this nagnltude is completely out- B

“'side this range because the incremental beneflt from using an
-additiooal unit of" fertlllzcr will be, K3 ‘to L rupees per rupee. under
ptlmum condltlons. So thls nearly Loo p.ce. increase - W1pes out

this increm ental beneflt

The two orlce chsnges are hlghly blaSLd agelnst the
lower-income smaller farmer, Some larger farners would exnerlence
“higher proflt marglns in splte of the fert111zer pricé increase .
.becausr hey would be able to generate: a suff1c1ent output surplus
to benefit from the increase in G.:P.S. price. But is is very
di fflcult to assess how much ‘the nﬂtlonul yield will full because
‘there are so many varlubles. Flrstly certaln farmers are g01ng ,

l to be better - off and they might well 1ncroaoe the application of.
fertlllzer desplte the prlce 1ncrease. They . m1ght in facut b1d
'away fertlllzer from those farmers who mlght feel.it is not worth |
u31ng it. In case of other farmcrs whose yleld is below the
crltlcal theoretlcal 1evel of 58 bushels per acre they may be .
able to- prevent 51gn1f1cunt decrecases in the yield; despite-

- reduced levels of fertlllzer appllcatlons by switching to

- various paddy varietics that are less fertlllzer dependent;-

. The pollcy advocatlng a selectlve sw1tch to HYVV 1np11es that.
fertilizer, technlcal knowledge, managerlﬂl know—how, agro«_
~bchemlcalsg water control etc., are really complementary 1nputs

in'a'package,~ If any one or rore elements of thls pqckage 1s
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‘lacking or deflclent fertlllzer can be economised by shlftlng
.to H4 without s1gn1flcant yield losses. But, the whole green
'revolutlon strategy was to glve ‘this complete 1nput package to B
make it worthwhile to adopt the HYVV. The switch to Hk is best
“4in a holding strategy. Its managerial capa01t1es and water

"~ control are really def101enc1es to be corrected in the future,:V

then sw1tch to older varletles arc beneficial only in a very
statlc or temporary sens Also, ‘output potential will be -
affected by fertlllzer prices thut lock the non—users 1nto the :
status-quo., Those who have used it will have an idea’ whether

the incrcased prlCLS would enable them to generatt sufflclently'

1ncroased rcturns to offset the high cost. But in the case of,_'
'non-users they w111 have to face the posslbllity cf h&v1ng

 te pay a. hlgher penalty for error. ’

On the credit questlon, even largé holdlngs which

yield above the off settlng yield level that are not requlred

_to sw1tch back to less fertilizer dependent varletles, may

experlence lower yields because of inadequacy of" cash cwpltal
for 1nvestnent in fertilizer. The present credit requlrement

for an average farmer for fertlllzer is Rse 2#6/- per acre, 'But

present allocation is about h.82/—

‘The’ poss1ble floor level of application is rtally about
65% below the recommended dosage level. If the present credlt
allocatlons contrlbuto to a mass switch back to less HYVs,

decrease in ylelds is probable and a decline in yleld potentiaI:

'is Certaino o

Removal of fertlllzer subs1dy and. 1ncrease in

B fertlllzer and paddy prlces ‘are likely to contrlbute toa

great 1ncrease in the income disparities in the agrlcultural
sector. Larger fnrners who market a larger proport1on of the
produce would galn in relation to small farmers and at the -

expense of lower income consumers, Small farmers whose
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‘holdiﬁgs arc below 2 acres uSé only slightly 1essAfértilizer.
per acre than'lérge férmers;'it is.88 peCe Vs 92 p.c. as is the

' ev1dence from. Kundy and Hambgntota° GiVen the fact that there

is no 81g1n1flcant correlation bctwccn product1v1ty and .the

- farm 51ze, small farmers, who use as riuch fgrt111zer as large
farmers will find that his fertilizer cost has increased 373 peCe
_but he -is unable tc’ benefit comnensuratply from G. P.S. price
1ncrease because his surplus is so nuch snﬂllcr.- ThlS factor.
increases the ;nqome disparities. The - f“rm size fuctor is. also
important to-explain thé'markefabie surplus. Even ;f a small

farmers! yieid exceeds the theoretical rate of 58 bushels per

. acre, he must sell it inyorder‘that'the'increase.in the G.P;S;v~

offeets high fertilizer cost._ But whether heipould-éell depends

on the size of his holdlng, - productivity end family subsistence

~needs.

Subsidising inputs like. fertilizer énSurés that the
Government’expenditure'is dirccﬁly proport*ohal to the use of
“the input, technology, whlle the 1ncrease 1n the guarunteed
'prlce benefits farmers in proportlon to thelr narketlngs. Hence
the former rcwurds farmers: bgcuuse they -are progr6551ve whlle
the latter rcWadevfarmers merely because their holdings are

' large.
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Mr. Olcott Gunasekera

Ratlonlng and sub51d151ng of ba51c consumer needs has. been '

in operatlon for over_BO years-ln Sri Lanka. Apart from changes in

quantum of commodities, basic system has remained unchanged-and~un-_*

~_cha11enged for this period. —This“paper outlines a completely
Jdlfferent system whlch .should simplify and reduce administration
-cost, ellmlnate unnecessury food sub81d1es end drastlcally reduce -

.present malpractlces. It is: de51rub1e that any ratlon and sub51dy

scheme should be short—term dnd not lead to any klnd of hablt for-
mation: or s1gn1flcantly dlstort econonlc values. Immediately the
condltlons wh1ch necessitate the scheme dlsappears, 1t should be

termlnated.

1, 4>;< Proposed ‘Scheme 3

Under the prOposed scheme,'lt is suggested. that -

c(l)_All!lndIV;dual entitlements of rationed commedities

be cenvefted to meximum‘fimily entitlement.'

-(11) Both tax’ pgyers and non-tax payers be grouped upon‘

to fanlly unlts.

For example 1f it is decided to base the famlly group’’

: .among the grouplng used 1n the calculation of income tax there

ceuld be four groups as follow3‘:

v»(T) 'Single individual
(2) Husband and wife
(3) - Husband and wife with one.or two children

(4) . Husband and wife with}threefor.more children

In the CQSe of non taxpayers the family entttlement

should. contlnue to include non-paid rice component " to be 1ssued :

'on a family. coupon “nd a paid rice component which is not on a

coupon. - It h354been suggested that the-;ssue of nen-pald,rlce
be'contihued as'the beﬁefit of a secial relief scheme to a'food
subsiay. It is more effective in a developlng nation which has
to safeguard sgalnst malnutr1t1on than the grantlng of a cash"

allowance. However, such a scheme should be dirccted towards -
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‘those who ire in need of such essistance. Tax: payers be entltled
to only pald rice on fen1ly ba81s. " The maxinum entitlement be

determlned accordlng to the size of famlly unit as aforesald.

2ot e ,Paid rice ¢

_ In the ca ase of both tax-payers and non- tax pﬂyors there.
4shou1d be no element of sub51dy and - the - component of rice be _
prloed from t;me tovtlme “ocordlng to marketllluctuatlons, by_the'

Food Commissioner or'ahy other”apprOpriato'authorityol-
Two key factors_forvthe‘sﬁcceSSlof the”séheme are

l_(1) The quantum of the maximum lamlly weekly, monthly

entltlement of the. rlce dnd

(2) The.price that ehould be determined for‘paid_rice.~

The olan would be orawn on the b sis of the co-ops
Adrawxng tnc maximum weeklj, monthly entitlement if they so desire.
'However,,the discretion should be. with co-operutlves_to~draw"'

lesser amocunts if tﬁey already_hevefample stocke

”he plon mey not ellmwn ate: completc y'the illicit draw
;of rlce from cc-operatives - to the out51dc market but it could be
mlnlmlsed Even if there is an 111101t aruw the effect would be
to stablllse the outslae merkct price for rlcc. By constant prlcei
'adgustments thls could be further reduced. However, it is hot'
'worthwhlle to have an elaborate control system for pold rice as

) there is no loss to government on 1ts salc.

It is roconmended that there should be a contlnulng
istudy of productlon cost, 1oca1 and world market tronds, the
tavallablllty etc., by a. sp001al unit cf the Central Bank - supported
v~by an efficient monltorlng service to adv1oe the appropriate
authorlty of the pricc - thﬂt nay be announccd monthly by the Food
f.Comm1581oner uJong with nonthly family entltlement Noq-tax

payers should be allowed to encash the fomily r1cc coupon. The
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encashable fee should be substantial enough to encourage farmers oro
'artlsans to conve rt the food subsidy’ into = productlcn cepital:
1nvestment sub81dy. For exanple, having a marginal or sub51stence
level from a holdlng,'he,should see the adva ntuges of 1ncr~a51ng
Vyields and returning his consunptlon needs, than spend his paddy
‘and depend on free rice. It is suggested that the encashable fee
‘should be 5 to 10 cents. above the market prlce. ~If a person wants

-~ to encash a coupon for. fertlllzer, a premium price at a stlll hlgher
. rate should be given. Encashment of the rice coupon should-be-
allowed to be done at any time. ‘However, the -encashment should ‘be
. 1rrevocable and the total balanCC coupons should have to surrendered.
Other items that ‘have been brought undcr the ration should be made ,
available to co-ops at market prlces_w1th1n max1mumofam11yAent1tle-
" ment if nationél stock ieve13~rcquirca fixing of such upper limitse..
For this purpose family ration cards should be maintained. The
‘,famlly coupon cards for unpald rice should be prlnted in dlfferent'
'colours ‘for casy 1dent1flcat10n and each coupon uould entltle a.

famlly to a stlpuluted weekly ration.

-vThese are the advantages of this scheme 1

" (1) ‘Saving in print cost and stationary including the |

foreign exchange element.

(Z)A-Sav1ng of time of co—op store ‘and thc 51gr1f1cant

.reductlon in the. wcltlng time of consumers.

(3) Reduction_of food regulation malpractices like

"pawning of rice ration books.

(4) Substantial saving in the food_subsidy vote as
there would not.be a subsidy on the péid rice and
the non-paid rice would bc distributed on family

entitlement.

. Besides the initial advantages the scheme will have
additional benefits. Trafficking in rice, sugar and other
commodities through co;opcratiye'branchés and tho'oonéumer,,:
.would'be.minimised due to the pricc factor and there will be

family excesses for rcsale. Yet the social benefit accruing
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from the ratlon scheme will be maintained as non-pald rice WOuld
» continue to be given to non-tax payers according to the slze of

-the famlly unlt.

Je It could act as a alscouragement to have bigger families ¢
- and helplng in fanlly plannlng. ' ' } B A : ‘ -~
b, , The varlatlon of the pald rice: components would be an

educatlon to masses cn the phenomenon of price fluctuatlon accord-

1ng to- the world market ‘trends.

S5e¢ L The scheme weuld operate as an 1nccnt1ve for productlon
for all farners whether ‘the holdings are uneconomical or not.  In
the case of the farmer with an uneconomlcal holding who has en- -
cashed his famlly coupon, . the penalty for not ut111z1ng the subs1dy
for production purposes would be the hlgh prlce he will have to

pay for his. rlce he purchases.

6o Any increase in the G.P.S. prico'would hot benpfit , - ’ A
either ‘the marglnal farmer or the sub-marglnwl furmer unless there

is rccycllng of his paddy threln the farmer could Sell his paddy

and depend elther -on non-puld rice or paid rice from the. co-operatlve.
Since. this process would be costly and wasteful to the nation. in

the ultlmate analys1s, the proposed-plan.would prevent thle

7e _ ‘The scheme would help ir maintaining the producfivity of
Vthe'sub-m arginal sub51stonce farmer who may not be - able to oppose
the hlgh price of fertlllzer etc.,‘as he would soon undcrstand

direct beneflt of 1ncrea51ng the product1v1ty of his holdlng.
8. .. The scheme ‘would - holp the nutlon to attain self-suffi =

h cloncy in food as it is llkClJ to quCCt the food hLblts of the
people. '
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' Mr. Mahinda Silva (Summing up) morning session

I‘would-liké~to make some observations on some of the .
'issueé;raised.by'sevGral speakers, not really as matter of settled
policy but as a kind of ways of thinking which we arc at the

moment engaged in at the Ministry of Agriculture.

A - We .arc stfongly inclined to the view that there is room

. for more than oné»lending institution to 6pér“te in the rurél
sector of the country. . In addition to the Bank of Ceylon and the
People s Bank that if. thcrc arc any othor banks that.arc’ 1nterested,
we thlnk there is room qnd we think 1t would be very worthy to brlng‘
these several institutions into the picture. ‘' When we are thinking
of rurai credit we aic fhinking:of'the_totality of rural credit -
dincluding for-consumption and for infrastrucfure>develdpment.'
Hitherto we have bccnvbf the view that the function of rﬁfal crcdit
should be passed over w1th1n a. ccrtiln period to the b;nklng system
of the country 1.e. the total banklng system as opp05cd to the '
1nst1tut10ns of the¢ government. A proposal of thls nature was
submitted to the Ca blnet and has been approved in pr1nc1ple. In

- view .of the very flrm flsc11 pollcles government 1ntroduced about
H:two years ago:, theré is. an, economlc and social climate now healthy
for a very rapld diversification in the ugrlcultur 1 sector. We |
. feel that it is not necessary that the technlques of lending,
‘methodology of lending should be unifordm. We fcel that each
'-instifuticn.shpuld havé its own.freedom”to dévelop its own
initiatiVe.and if neccssary its own arcas of speéialisation.f May .
:be'that'certéin institutions might like to handleAéertain'types

of crops and developban‘expertise in that way. :Cgptain types:of .
people may 1ike to go in and'help particular-rcgions bécausg the
-concept of regional development is also one which is Strongly
emerging particglariy in trying to give some kind of order to

the land reform programme, where la}ge number of land is now

vested in arcas like the Wet Zone ‘and the Intermediate Zones

We are also .very apprcciative of the very enormous proe’

blem thc country;is facing now - that is the incrcase of'fCrfi-
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liser:priées;z Befqré the pricé incrgﬂ°c of fcrtlllzer there was_a
great deal of'deliberatiohs'tbrthe cffect whether the 50 per cent
subsidy should be continucd. Financial advisérs of the governmeﬁt
’obviously felt.it othcrwise.. Ccnsidcrctioﬁ was alsc giﬁen to the

_ p0551b111ty whether oub51dy shculd be. rc+“1ned at a lower levei

109. 25 p’C.

'One of the things'th' otrongly contributed to‘thc A
renoval of sub81dy altogether was thmt it~ was bccom1ng incrcas-
'1ngly difficult to maintain a subsidiscd suctor and an unsub81dlsed
sector,co—exlstlng. We werc consténtly'having'this ﬁroblém. '_
Statistics regérding the usé of fertilizer show a very high clement
‘of error. _Itiis the'fertilizef drawn in-the'namg-df paddy_or in
the name bf'whatever'the subsidies, one;poésible.argﬁment is that
ngshould have & subsidy-fqr’the'whole scctor. Evén'this‘was felt
too high or'burdén:on the'go§crnment rcéources.' With the 1ncreuse
in the price of fcrtlllzer it seems that the 'demand for Lt has

declined to a grea t. extent. It is not certaln whether this is the

initial rcgctlon to the price incrcase. However, we made Yccommend--

gétiéns to the Minister of Finance to enh?ncé the credit limits. We
insisted that the credit llmlts be incre ased to meet the realistic
cost of fertilizer and that credit be given only to thoserwhoAare

- not in default.:

There_shqﬁld be at the official level a Sfanding‘Commitfee
reviewing dll the no1icy nréblcﬂs rewlrding mgricﬁlturdl.cradif and
if shou1a,1nc1ude the . two banks, rcspectlve plannlng ministries
-and trade-and the Central Bank, o

, The question of crcdlt which has alrbady bee n’giﬁen~'
_scrlous con51dbrﬂtlon is hot F problem that can 'be ea511y‘igﬁored
either by the Central Bank or by the G0vernhen£; Any suggestions
to offer incentives to co-operatives or to ‘ny commission agénts
or nyone else where ‘at least 25 -~ 30 p.c. of this can be rucovcred

" would be a hehlthy prvccdence.



?

FAO itself has launched\ap‘Asian Survey and'Céylon too
has partibipated in it by a closer étudy of one APC i.e. Kandupa-
latha in the Manikdiwela APC, . One ofithe highlights of this;
survey .is that the importonce of the marginal farmer should not
be'forgdtton. . We have not paid encugh attention to the marginal
former. Credit should be extenced ih such a way tolhelp those
farmcrs th are having uneconomic holdings or holdings in high’

risk arcas,
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“The Discussion

'POST-LUNCH SESSION

The main p01nts made are arranged under .

B

Ellglblllty and Dlsbursemenu of Credlt”
1(1)'(Place Qf.Instltutional Credit :-

Inst"tutlonal credlt assumes a s1gn1f1c ant role durlng a atate

of technolog1Cal advance in aPrlculture when farmers' requirements

os purchased 1nputs begin to 1ncrease at a ranld rate, nece551tat1ng

a correspondlng increase in the. volumes of credit available to them.

This will be important both in terms of the phyulcwl 1nputs 11ke

fertlllzer, agro-chemlcals, etc., and in terms of, service inputs

llke 1and preparatlon, etc.- In these c1rcumstances it would also

be more profitable- ‘to invest further in agrlculture thus 1ncrea51ng

the

demand for more credlt

. It was p01nted out that a great proportlon of borrow1ng in tne'

“dry

and

‘zone colonlsatlon schemes was- from 1nst1tut10na1 sourcese = . - _ -

(ii) Place of Non-Institutional Credit :-

. Credit should be viewed as a means of increasing production.

90%

of rural credit is said to be from nen-institutional sources

the view was expreused tnat non-lnstltutlonal sou”ces have a

51gn1f1cant role to. play in the rural cconomve It was felt that

“there was a greater deoendence on non-lnstltutlonal sources’ in the

wet

(a)

(v)

'the wet zone to borrow a large proportlon of credit from‘

frlends and relatlves.

zone due to. ¢ -

small size of‘holdings which did not make it worthwhile for

.small fa rmers to undergo the 1nconven1ence of bureaucratlc

_procedures for obtalnlng credlt ~and,

the fact that“traaltlonal relatlonshipb enabled farmers in’ : e
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‘The view was expressed that the private lender may not be the

usurer he was generally madeioﬁt to be. Taking into consideration.

S ’ all aspects-of thie matter it could even be stated that the interest
?" ' _ rates charged by private lenders were not all that much in excess
a

.of those eharged by ‘credit institutions. ‘One of the participants -

* ' 4’p01nted out that- 1t was not often appreciated that there was a.
hldden sub81dy 1n ‘the interest rates charged by 1nst1tut10na1
sources. It was also stated that as large amounts of loans remain
unrecovered the social cost $o0 the gbvernment_was not reflected in

'the interest rates charged by the institutional sources. There

E A were however, some others who stated that some of the studies. p01nted

| 4to non-institutional sources charglng high rates cf 1nterest which

were very much hlgher than that charged by 1nst1tut10na1 sourcess,.

It was agreed that the data available on this subject was 1nadequate

to arrlve at any flrm conclusions.

. It was also said that for non-institutional credit courses to

play a supplementary role, the farmer's crop must be available to

P

the lender as security in case of_default.' Where the PMB became by-

law the sole buyer, the private lender was deprived of his seeurityb
“(iidi) Cfeditwofthihess of the Subsistence Farmer~:f

‘The subsistence farmer did net generate a surplus for repay-
ment of'loansev'The guestion arose as to whether credit should be
extended to. this. category of fevmers. The view‘was.ekﬁ"essed that '
since a substantlal forelgn exchange allocation was spent on the.

. 1mport of rice, it may be worthwhile sub51d151ng the low income and
sub81stence farmer so that he could maintain productlon.untll such
time as hls enterprlse became viable. One way of'increasing.his V
.1ncome was. providing off farm employment. It was pointed out that,'
the Japanese farmer, in spite of small holdings (below ‘1 hecter
ie: 2“27 acfes)'has a fair standard of living. In this connectlon,
it was suggested that employment opportunltles for subsistence

farmers be organised by Cult;vatlon Committees, by means of seed

farms, etc., Organisation of cultivation on a "tract or block ...

basis" suitably assisted by Cultivation'Qommittees,~Goverhment
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‘grantsfor Bank loans may become-neeessary;"H0wever,_the-utilisation
of this assistance should be properiy:end adequately supcrvised.

-

p(iv)‘ Supervision of'Credit':-‘t .:- o b:'t',h' R .

.

It was - felt that credlt superv151on could be done by Agrl-“ - o ‘3
. cultural Product1v1ty Commlttees and Cultlvatlon Commlttees and

~Co-operat1ve boc1et1es.' The dlstlnctlon was made between super—

:._v181ng and pollclng' of loans. Real supervlslon should aim at’

tralnlng ond educatlng the farmer. . Réference was made to the

'experlence 1n the Hambantota dlstrlct where credlt was suporv1sed

and the’ fermer given- thc necessnry chll1tleu and know—how through |
" the. co—operatlves. It was felt that future credit superv181on o o o ':
projects: could beneflt from the Hambantotg experlencec_ It was -

- felt that the. Exten51on Serv1ce could play: ‘2 more effective role.

~in thls connectlon.: It was: recognlsed that the | APCs havo ‘the 1egal

' powers of superv1s10n under the Agrlcultural Product1v1ty Law.

7,7_.4

“(v) ~Fertilizer'Prioesjia

The allocatlon of credlt for fertlllzer was far less than what
Afwas needed to purchase fertlllzer at. the present .prices. Fertlrlzer
was mov1ng slowly ‘and- only 25 tons had moved out of CASS’ Stores in
August. The questlon was asked whether thls was due. to the un- -

’ profltablllty of. uslng fertlllzer at present fertlllzer and G.P. S.H‘
. prices. The slow movement of fe“tlllzer mlght be ‘due: tO'. (a) the"
'expectatlon of the farmers that fertlllzer prlccs mav be reduced
-fand/or (b) thut the credlt llmlts for the- purchase of fertrllzer

may be 1ncreased.

1

"The present fertlllzer subs dy of SOA to the'planvution~
sector came under severe Crlthlomu. It was folt that thls was
»a serlous anomsly partlcularly 1n the case of the. small farm

: .sector whlch makes an - 1mportant contrlbutlon to food productlon."' : : "

2; Instltutlonal Arrengements

It was p01nted out’ thqt the Bank of Ceylon procedures for'j

credlt were 51mp11f1ed since only ‘one form was’ used The pro-

T
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cedure for getting Credit through the MPCS howewver, was more

compllcated requiring over 2 months- from the date of appllcatlon

" to the tlme of granting of crcdlt ' The criteria of determining .

the eligibility for loans were dlffcrent in the Bank of Ceylon and

People_s Bank. The possible danger of polarlzatlon of the rura1'

: institutions in granting credit was referred to, and thc need for

the institutions beconing complementary mas specially‘emphasised,

-« There’ should be closer co—ordlnatlon between the MPCSs and its.

branches, the APC and the Cultivation Conn1ttees 1n serving the
farmers and the two Banks should serve both the farmers and the
institutions in a complementary manner each developlng its own

spec1a11ty.

3. Récoﬁérz :

Therview was clearly expresSed that past loans shoulé not be
waived. .Although loans were not repaid, it did not necessarily
imply that the farmer was without credit in future seasons. . It
was possible .that the capital component that should have been used

for repaying loans was instead directly'invested in agricultnral

Aoperations without the defaulting farmer having'to.go through the

motions of repaying credit to the MPCS and: borrowing once 2 g aine
In fact, even though there Were low rates of credlt dlsburscment

credlt might still be c1rcu1at1ng in the rural economy.

_ Default may be an index of the non- credltworthlnesc of a
farmer. Jiy scheme of crop insurance properly 1mp1emcnted may reduce

the incidence of default 1n bona fide cases.

One way_ of reducing defaults'might be by re—introducing the
idca of corporate responsibility for recovery of loans. This was

said to have been .successful in Comilla, Bangladesh and in Sri

Lanka between 1954 and 1963 where the default rate was only 4.h%.

In Sri Lanka loans to co-operatlves were made available by the

’People's'Bank and the co-operatives as a whole took responsibility -

for. the repayment of these locans. This procedure enables the
development of a systen of social sanctions whereby non defaulting
farmers bring 5001al pressure on defaulting members teo repay their

loans.
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The'point was made that recoveries were more successful when

. credit was t1ed to marketlng arrangements._ (It is relevant however,

"that at the tlme referred to, the guarantoed pr1ce for paddy was

higher than the open market prlce)._

- Conclusions :

1. Past dueS’should not be.WéiVéd.
12. :,Credlt was not a means of rehabllltatlng the sub51stence
- farmer,: Instead Smgll erner Development Agency shou. -
ifbe establlshcd to make v1able thlS category of farmlng
through a system of grants ana 1nfra-structure development.Aj‘
.Also by prov1d1ng off farm employment and superv151on of - -
cultlvatlon througn the, Cultlvatlon Commlttees and Agrl— :

.cultural Prodact1v1ty Commlttees° B

~

'B.f.:Credlt should be granted on tho ba51s of the borrower's
hcapaclty to rcpaJ from: both h1) furm ‘and off farnm. earnlngs,

_rather than 11m1t hls credltworthlness to hlo pnddy holdlng.

L, 'There was room for- a number of credlt 1nst:tut10ns to
. operate in. the rural areas, each developing ' 1ts own 7
”spe01a11tyh However, there was need for: better commun1~
~cation 1n partlcular between MPCSs, APCc and the Commer01al ‘

» Banks at v111age level.

Se Instltptlonal‘and non 1nstitut*onal.sources Of'c"dit both
» have a plaCe in'the'smmll ﬂrm sector the relative’ 1mportance
of each dependlnw on ‘the Varlouo bltuuthﬁS pertdlnlng to the

dlfferent cultlvatlon practlce crops, etc.

‘¢ N

'\‘6( Present hlgh prlces of fertlllzer seem ve;aotlQS-a definite

’,dlolncentlve to ltu.er-

A

’*.4**'*****'::;&'
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