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F 0 R E I 0 B P 

A one day colloquium on Agricultural Credit - present 
situation and future perspective was held at the ARTI on the 19th 

September, 197^. The discussion was based on a paper prepared by 
the Ministry of Agriculture.and Lands. 

The Secretaryj Ministry of Agriculture and Lands opened 
the proceedings. The subject was then examined by representatives 
of institutions concerned with rural credit, the People's Bank, 
the Bank of Ceylon, the Central "Bank, the-Department of Co-operative 
Development, the Ministry of Plantation Industries, the Ministry of 
Plan Implementation, the Ministry of Planning, and the Co-operative 
Management Services Centre. 

The post-lunch session was presided over by the Director, 
$\ARTI. and took the form of a discussion where, rural credit was 

dealt with under 3 heads - eligibility and disbursement of credit, 
institutional arrangements, and the recovery of credit. I 

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 with these matters in greater depth and to make good 
any omissions. 

This publication sets out the contributions made by the 
participants in the pre-limch session together with a summary of 
the proceedings of the second half of the seminar. 

C. NA RAYA NASAMY 
Director. 
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Agricultural Credit-- Seminar 

Mr, Mahinda Silva, 

Secretary, Ministry of Agriculture and Lands. 

- Opening the Seminar 

We have been working in the agricultural sphere over 
a period of years and have been grappling with the problems of 
agricultural and. rural credit. Each step we took seemed to us 
correct and good at the time, but barely one year or six months 
later we found that the situation was a little worse than when 
we applied the remedy. . 

With the present changes in the agricultural sector 
the question of agricultural credit is of crucial importance. 
It is a problem for the farmer, for the Central Bank and for 
the Commercial Banks that have been involved in lending. It 
is a problem for the Ministry and a continuing problem in the 
agricultural planning of the country. We thought that the 
ARTI should at least bring together the key Institutions 
connected with this subject and have a one day discussion to 
see whether we can have some kind of agreed solutions even 
tentatively which we could pass on to the policy-makers and 
say that this is what the leading Institutions connected.with 
the subject think. 
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M r . D . W . K a n n a n g a r a , 

G e n e r a l M a n a g e r , P e o p l e ' s B a n k . 

A g r i c u l t u r a l C r e d i t s p e c i a l l y to the s m a l l s c a l e f a r m e r 

h a s a history, g o i n g b a c k to the 1 9 ^ 0 S. S c h e m e s w e r e s t a r t e d and 

c r e d i t w a s e x t e n d e d b y g o v e r n m e n t d e p a r t m e n t s t h r o u g h the c o - o p e r a ­

tive s y s t e m . W i t h the f a i l u r e o f e a c h c r e d i t s y s t e m a n e w s c h e m e 

w a s d e v i s e d . O n the a d v i c e t e n d e r e d b y a C o m m i t t e e o f o f f i c i a l s in 

1966 to l o o k i n t o the q u e s t i o n o f A g r i c u l t u r a l C r e d i t the N e w A g r i ­

c u l t u r a l C r e d i t S c h e m e w a s i n t r o d u c e d in 19^7 by w h i c h c r e d i t w a s 

e x t e n d e d by the P e o p l e ' s B a n k to f a r m e r s t h r o u g h C o - o p e r a t i v e 

S o c i e t i e s . 

I n o r d e r to u n d e r s t a n d . t h e N e w A g r i c u l t u r a l C r e d i t S c h e m e 

a n d the s p e c i a l p r o b l e m s that h a v e a r i s e n in i m p l e m e n t i n g it, it is 

u s e f u l to l o o k i n t o the o r i g i n a l r e c o m m e n d a t i o n s of the C o m m i t t e e 

w h i c h f o r m u l a t e d t h e basic r e c o m m e n d a t i o n s . a n d the evils-.'.that .they 

w e r e a t t e m p t i n g to c o r r e c t . T h i s C o m m i t t e e e n u m e r a t e d the f o l l o w i n g 

p r o b l e m s as r e q u i r i n g a t t e n t i o n : 

( 1 ) T h e r i s i n g t r e n d i n the i n c i d e n c e of l o a n d e f a u l t s ; 

(2) The use of l o a n s for p u r p o s e s other than those for 

w h i c h they w e r e i n t e n d e d ; 

(3) T h e m i s u s e o f m o n i e s r e p a i d b y m e m b e r s t h r o u g h 

C o - o p e r a t i v e S o c i e t i e s and d i v e r t e d by the l a t t e r 

for c o n s u m e r and o t h e r a c t i v i t i e s . 

I n a d d i t i o n , there w a s the p r o b l e m of n o n — p r o v i s i o n of 

c r e d i t to t h e f a r m e r in t i n e . T h e G-ommittee was. also o f t h e 

o p i n i o n that t h e loan and r e c o v e r y p r o c e d u r e s w e r e i n a d e q u a t e to 

cope w i t h the i n c r e a s e in the v o l u m e of c r e d i t , and that there w a s 

also a t e n d e n c y for the b e n e f i c i a r i e s to treat the g r a n t o f c r e d i t 

as a w e l f a r e m e a s u r e . The m e c h a n i c s of the N e w A g r i c u l t u r a l 

C r e d i t S c h e m e as r e c o m m e n d e d by t h i s C o m m i t t e e r e q u i r e d t h e c o ­

o r d i n a t e d a c t i v i t i e s o f a n u m b e r of G o v e r n m e n t A g e n c i e s from the 

p r e p a r a t i o n of i n t e g r a t e d a g r i c u l t u r a l p r o d u c t i o n p r o g r a m m e s to 

t h e s u p e r v i s i o n of c r e d i t g r a n t e d and the c o - o r d i n a t i o n of 

r e c o v e r y a c t i v i t i e s . 



These steps required that applications be called by Co­
operative Societies three months prior to the date of actual culti­
vation. The authentication of the application and its relevance 
within the overall production plan, the supervision of the activities 
of Co-operative. Societies and recovery programmes become imperative. 

Credit was to be extended, to all cultivators who were 
considered eligible under the rules enunciated by the Ministry of 
Agriculture. It was recognised that this.area of lending involved 
high risks and the guarantee of 75$ of all loans defaulted was' 
extended by the government to the lending Bank. Actually when this 
scheme was thought of, the Bank itself considered the risk element 
extremely high. In spite of the precautionary measures duch as the 
integrated schemes of supervision recommended by. the Committee a 
guarantee of 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 reconsidered after a reasonable period. Un­
fortunately with the passage of time the supervisory mechanism 
originally instituted gradually fell into disuse, thereby reducing 
the effectiveness of the entire scheme. 

Viewed from the standpoint of lending institutions, there 
were certain basic contradictions in the loan scheme itself which 
prevented the building up of an effective credit system. The most 
important, shortcoming was the denial of the right of credit assess­
ment to the lending organisation, i.e. the co-operatives. A lending 
authority would normally view any request for credit basically 
keeping in mind the following requirements :-

(a) Is the applicant reliable? Is he one who will, 
honour his obligations? 

(b) Has he the productive capacity to generate a 
surplus to meet his costs and expenses as well 
as his dues on the loan? x 

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

In this scheme the lending institution, i.e. a co-opera­
tive, is not free to apply the above basic tests. Instead it has 



to i s s u e l o a n s m e c h a n i c a l l y without'-any c r e d i t a n a l y s i s in a c c o r d ­

ance w i t h g o v e r n m e n t d i r e c t i v e s . A s a n a l y s e d and a c c e p t e d in 1972 

b y the W o r k i n g : G r o u p on A g r i c u l t u r a l C r e d i t and r e p o r t e d to t h e 

C a b i n e t b y the M i n i s t r y of A g r i c u l t u r e it..was r e a l l y the g o v e r n m e n t 

that m a d e the c r e d i t d e c i s i o n and not the c o - o p e r a t i v e s . T h i s 

w o u l d p e r h a p s h a v e b e e n due to the g o v e r n m e n t ' s v i e w that i n c r e a s i n g 

food p r o d u c t i o n s h o u l d take p r e c e d e n c e over other c o n s i d e r a t i o n s . 

T h e sole c r i t e r i o n o f e l i g i b i l i t y f o r . c r e d i t u n d e r this s c h e m e is 

t h a t the a p p l i c a n t s h o u l d riot be a d e f a u l t e r . I n s o - f a r . a s the 

n o n - d e f a u l t e r is a p e r s o n who. h a s r e p a i d e a r l i e r l o a n s , this is an 

a c c e p t a b l e c r i t e r i o n . B u t this n o n - d e f a u l t e r c l a s s i f i c a t i o n c o n ­

c e a l s two t y p e s o f s u b - s t a n d r a d borrowers, w h o . a r e v e r y b a d r i s k s -

• (a) there are f i r s t l y those, w h o have r e g i s t e r e d 

t h e m s e l v e s as c u l t i v a t o r s of land w o r k e d by 

e a r l i e r d e f a u l t e r s in o r d e r to get r o u n d the 

. e l i g i b i l i t y r e q u i r e m e n t s ; and 

(b) s e c o n d l y , there are the s u b s i s t e n c e f a r m e r s 

w h o c a n n o t g e n e r a t e a s u r p l u s adequate- to 

r e p a y the lean.' 

From the f o r e g o i n g it b e c o m e s c l e a r that the c o - o p e r a t i v e s 

are only the A g e n t s for c h a n n e l l i n g c r e d i t . a n d it is not .required to 

b u i l d a s y s t e m of a s s e s s i n g the c r e d i t w o r t h i n e s s o f m e m b e r s . M o s t 

d a m a g i n g of a l l is that they are not free to re-fuse a loan to a 

m e m b e r w h o in their o p i n i o n is r.ot c r e d i t w o r t h y . T h i s h a s d i m i n i s h e d 

the. a u t h o r i t y vis-a-vis'.their membership,, h a s had a d e m o r a l i s i n g 

e f f e c t on the c o - o p e r a t i v e management., and r e s u l t e d in an i n - • 

d i f f e r e n c e to the q u e s t i o n of l o a n r e c o v e r i e s . 

A. welcorae f e a t u r e that w a s a d o p t e d - w i t h the o p e r a t i o n 

of the N e w A g r i c u l t u r a l C r e d i t S c h e m e w a s the. e s t a b l i s h m e n t o f a / 

b o d y of o f f i c e r s to keep the p r o g r e s s of the s c h e m e u n d e r c o n s t a n t 

review., T h i s b o d y w h i c h c o n s i s t e d of r e p r e s e n t a t i v e s of a l l 

a g e n c i e s i n v o l v e d in the p r o v i s i o n and s u p e r v i s i o n of c r e d i t as 

w e l l as. t h e . m a r k e t i n g of a g r i c u l t u r a l p r o d u c e , w a s able to m a i n ­

t a i n a c l o s e d i a l o g u e a m o n g t h e m s e l v e s a n d y w i t h the s t e a d i l y 



deteriorating situation, to suggest remedial measures to eliminate 
the defects of the earlier system. 

In 1972, after discussions held between the representatives 
of-the People's Bank, Co-operative Department and the Ministry of 
Agriculture, the adoption of v/hat later, came to be known as 'THE . 
COMPREHENSIVE SCHEME OF RURAL CREDIT' was proposed and approved by 
the Cabinet. In order to obtain a proper understanding of the new 
scheme it is necessary to explain in greater detail what is meant 
by "Comprehensive Credit" . A farmer, specially one living 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 cultivator's totality of requirements such as consumer 
needs and incidental expenses as well as his housing needs, payment 
of debts, etc., was essential to maintain him as a unit of production. 
A feature which emerges is the paradoxical situation where a 
majority of the cultivators depend on non-institutional sources of 
credit. This is due to -

(a) the ease of obtaining credit from village money 
lenders; and 

(b) the fact that the village money lender provided 
the farmer with credit to meet all his needs and 
thereby had a hold on him, 

On the above basis the Bank has already advised Co­
operative Rural Banks to extena 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 his 
credit requirements at reasonable interest rates to rescue him 
from the grip of the money lender and bring him within their spheres 
of influence. 

The provision of such a system of credit had been tried 
.out by the People's Bank through the Co-operative Rural Banks 



e s t a b l i s h e d in s e l e c t e d s o c i e t i e s and w a s found to b e successful. 
I n v i e w of the s u c c e s s , this s c h e m e after d i s c u s s i b n w a s e x t e n d e d 

to c o v e r the e n t i r e n e t w o r k of' M u l t i - P u r p o s e C o - o p e r a t i v e S o c i e t i e s 

a n d it w a s d e c i d e d in 1972 to b r i n g the s c h e m e of c u l t i v a t i o n c r e d i t 

a l s o w i t h i n its a m b i t . H o w e v e r , t h o u g h this scheme w a s a c c e p t e d in 

p r i n c i p l e in 1972 its i m p l e m e n t a t i o n h a s b e e n h e l d u p due to a b r e a k 

in the h i t h e r t o c l o s e l i a i s o n that e x i s t e d b e t w e e n the P e o p l e ' s B a n k 

a n d the M i n i s t r y of A g r i c u l t u r e . P r i o r to 1972 the d i a l o g u e b e t w e e n 

t h e B a n k and the M i n i s t r y h a d b e e n c l o s e . D u r i n g t h i s p e r i o d a l l 

d e c i s i o n s by the M i n i s t r y of A g r i c u l t u r e c o n c e r n i n g the s c h e m e w e r e 

m a d e • i n c o n s u l t a t i o n w i t h the B a n k . However,, w i t h the b r e a k d o w n i n 

c o m m u n i c a t i o n the B a n k faced d i f f i c u l t i e s i n t h e i m p l e m e n t a t i o n ' o f 

t h e c r e d i t s c h e m e . 

I n s p i t e of t h e . c o m m o n a g r e e m e n t b e t w e e n the B a n k and the 

M i n i s t r y to adopt ; this rational, s y s t e m of e x t e n d i n g c r e d i t ; the 

M i n i s t r y o f A g r i c u l t u r e d e c i d e d to c o n t i n u e w i t h the e x i s t i n g s c h e m e 

i n M a h a 73/7^ w i t h further r e l a x a t i o n in the e l i g i b i l i t y r e q u i r e m e n t s . 

T h i s w a s m o s t p r o b a b l y due to the grave food s i t u a t i o n that p r e v a i l e d 

i n 1973« E l i g i b i l i t y s t a n d a r d s w e r e r e l a x e d to p r o v i d e c r e d i t to 

s u b - s t a n d a r d b o r r o w e r s like d e f a u l t i n g c u l t i v a t o r s , firstly in k i n d 

a n d t h e r e a f t e r in c a s h at the rate o f Rs . 100 / - per acre for a m a x i m u m 

o f t h r e e a c r e s . T h i s c a t e g o r y of b o r r o w e r s w a s p r o v i d e d this c r e d i t 

a f t e r the e x t e n s i o n of the r e p a y m e n t p e r i o d on e x i s t i n g o u t s t a n d i n g 

l o a n s b y t h r e e y e a r s . T h i s w a s further a u g m e n t e d by a p r o v i s i o n o f 

c r e d i t to other c a t e g o r i e s such as t e m p o r a r y p e r m i t h o l d e r s . • The 

v o l u m e of c r e d i t . t h u s ' e x t e n d e d h a s now r e a c h e d such a l a r m i n g p r o ­

p o r t i o n s that the i m m e d i a t e o v e r h a u l i n g of the c r e d i t s y s t e m and 

the a d o p t i o n of the C o m p r e h e n s i v e S c h e m e of C r e d i t b e c o m e s i m p e r a ­

t i v e . 

• The m e c h a n i c s of p r o v i d i n g c r e d i t u n d e r the N e w A g r i ­

c u l t u r a l C r e d i t Scheme, w e r e b a s e d on the r e c o m m e n d a t i o n s of the 

C o m m i t t e e on A g r i c u l t u r a l C r e d i t of 1966. A t times the p r o v i s i o n s 

thus m a d e m i g h t h a v e led to r i g i d i t i e s such as p r o c e d u r a l d e l a y s 

in the e n t e r t a i n m e n t and a p p r o v a l o f a p p l i c a t i o n s and the c o n t i n u a t i o n 

o f the o r i g i n a l a p p l i c a t i o n forms as d r a f t e d in 1967, H o w e v e r , the 

B a n k w i t h a v i e w to b r i n g i n g a b o u t g r e a t e r f l e x i b i l i t y h a s o v e r 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 provision 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 advised, in 
implementing the Comprehensive Credit Scheme 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 progress 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 political 
authorities in the recovery process for the marketing season Maha 
7 3 / 7 ^ was suggested. It was expected to strengthen the recovery 
programme by the introduction of a system of incentives. However, 
the sense.of lethargy and indifference that the present system 
has brought about among the Co-operative Societies is very diffi­
cult to dispel. 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 responsibilities for 
the recovery of loans granted by them. It is significant that 
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. 



L a c k of c r e d i t s u p e r v i s i o n w h i c h is one of the p r i m a r y 

r e a s o n s g i v e n for t h e failure of the c u l t i v a t i o n loan s c h e m e h a s 

to be r e m e d i e d . A d m i t t e d l y , it is the l e n d i n g i n s t i t u t i o n w h i c h 

s h o u l d c a r r y out the s u p e r v i s i o n of c r e d i t . H o w e v e r , i n a s i t u ­

a t i o n w h e r e c o - o p e r a t i v e s h a v e to g r a n t c r e d i t to a l a r g e n u m b e r 

of s m a l l c u l t i v a t o r s as in the case of p a d d y , s u p e r v i s i o n of 

b o r r o w e r s * a c t i v i t i e s on the s c a l e n e e d e d b e c o m e s d i f f i c u l t as 

they are p r e s e n t l y i l l - e q u i p p e d to do s o . T h i s fact w h i c h w a s 

r e c o g n i s e d in the i m p l e m e n t a t i o n of the N e w A g r i c u l t u r a l C r e d i t 

S c h e m e p r o v i d e d for, by i n v o l v i n g the r e s p e c t i v e g o v e r n m e n t 

d e p a r t m e n t s e m p l o y e d in e x t e n s i o n a c t i v i t i e s in this a r e a , h a s to 

be s t r e a m l i n e d . The s u p e r v i s i o n m e c h a n i s m w h i c h d u r i n g the first 

y e a r of this s c h e m e f u n c t i o n e d fairly s a t i s f a c t o r i l y w e n t i n t o • 

c o m p l e t e d i s u s e . A n a w a r e n e s s of the- n e e d for c o n t i n u i n g s u p e r ­

v i s i o n b y t h e s e .agencies at l e a s t till such time as the l e n d i n g 

i n s t i t u t i o n s c o u l d b u i l d u p a s u p e r v i s o r y m a c h i n e r y of its own 

r e q u i r e s e m p h a s i s . 

In v i e w of other c a u s e s of d e f a u l t s as s h o w n by the 

C e n t r a l B a n k S u r v e y of 1972, 17.2$ failed b e c a u s e o f low i n c o m e 

w h i l e 12% d e f a u l t e r s w e r e those who had no i n t e n t i o n of r e p a y i n g . 

I n a s y s t e m w h e r e l o a n s w o u l d be g r a n t e d o n l y on the c o n d i s e r a t i o n 

o f c r e d i t w o r t h i n e s s these two c a t e g o r i e s w o u l d have p r i m a r i l y b e e n 

l e f t o u t . H o w e v e r ^ the q u e s t i o n of p r o v i d i n g c r e d i t to the l o w 

i n c o m e g r o u p h a s to be v i e w e d from a b r o a d e r angle as t h e i r problei 

i s n o t a m a t t e r of c r e d i t alone-. I t w o u l d a p p e a r t h a t t h e p r o ­

v i s i o n of c r e d i t to this g r o u p by a l e n d i n g i n s t i t u t i o n b e c o m e s 

d i f f i c u l t . A s o l u t i o n to their p r o b l e m w o u l d first be an e l i m i n ­

a t i o n of the b a s i c d e f e c t of a v e r y low l e v e l of i n c o m e . U n d e r 

the C o m p r e h e n s i v e C r e d i t S c h e m e of the C R B s there is p r o v i s i o n 

for a l o n g - t e r m s o l u t i o n to this p r o b l e m by e n c o u r a g i n g such 

i n d i v i d u a l s to d i v e r s i f y their a c t i v i t i e s and t h e r e b y i n c r e a s e 

t h e i r i n c o m e s to b r i n g them w i t h i n the c a t e g o r y of c r e d i t w o r t h y 

p e r s o n s . 

A r e a s o n g i v e n for the failure of c r e d i t s c h e m e s 

i m p l e m e n t e d by g o v e r n m e n t d e p a r t m e n t s w a s that the r e c e i p i e n t 

h a d the t e n d e n c y to v i e w it as a s s i s t a n c e from the g o v e r n m e n t 
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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 earlier remarks concerning those 
who obtained a very low income. Before the question of credit for 
such individuals was concerned, a wider problem of uneconomic land 
holdings and attendant problems should be resolved before the 
question of credit is taken up. No lending institution could 
afford to make advances to this category 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 flexibility 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 
the possibility 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 realised after a specified period of maturity 



and w o u l d b e g u a r a n t e e d by the g o v e r n m e n t . A f t e r m a t u r i t y the 

b i l l of e x c h a n g e could be e n c a s h e d or d i s c o u n t e d in full or p a r t 

a t any B a n k . T h e b i l l s w o u l d t h e n be f o r w a r d e d to the P a d d y 

M a r k e t i n g B o a r d and the t r a n s a c t i o n s w o u l d be r e f l e c t e d in the 

P a d d y M a r k e t i n g B o a r d ' s A c c o u n t s . The .collection of the p a d d y 

s p e c i f i e d in the s e l l e r ' s c e r t i f i c a t e w o u l d be the r e s p o n s i ­

b i l i t y o f the P a d d y M a r k e t i n g B o a r d . 

The q u e s t i o n of m o b i l i s i n g s a v i n g s s h o u l d be m e t . b y i n s t i t u t i o n s 

t h r o u g h n e w d e v i c e s s u f f i c i e n t l y a t t r a c t i v e to the r u r a l p o p u ­

l a t i o n . T h e s e s c h e m e s s h o u l d be such as to enable s a v i n g s to be 

m a d e w i t h i n their i n c o m e p a t t e r n . . In this d i r e c t i o n C o - o p e r a t i v e 

R u r a l B a n k s h a v e b e e n r e q u e s t e d to i m p l e m e n t the I n v e s t m e n t 

S a v i n g s S c h e m e n o w i n o p e r a t i o n in the P e o p l e ' s B a n k in a m o d i ­

fied form. F u r t h e r , in a r e a s such as P a d a v i y a , s c h e m e s have 

b e e n i n t r o d u c e d for the d e p o s i t of their s a l e s p r o c e e d s into 

an a c c o u n t w h i c h s h o u l d be s u b s e q u e n t l y d r a w n as and w h e n 

r e q u i r e d by the a c c o u n t h o l d e r s . The p e r f o r m a n c e of C R B s in 

m o b i l i s i n g r u r a l s a v i n g s h a s b e e n m o s t e n c o u r a g i n g as is 

e v i d e n c e d by the fact that as at the"30th of J u n e , 197^+ they 

h a d d e p o s i t s a m o u n t i n g to Rs.5^.2 m i l l i o n . O f t h e s e , a p p r o x i ­

m a t e l y Rs .25.7 m i l l i o n had b e e n g r a n t e d as l o a n s w h i l e Rs.30 

m i l l i o n h a s b e e n g i v e n in the form of p a w n i n g a d v a n c e s . 
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M r * S„ S u n t h a r a l i n g a m , M a n a g e r , 

A g r i c u l t u r a l and I n d u s t r i a l C r e d i t D e p t . , B a n k o f C e y l o n : 

Our s y s t e m of r u r a l c r e d i t t a k e s u s only as far b a c k a s 

. F e b r u a r y 1973° T h e . t h r u s t o f the G o v e r n m e n t for f i n a n c i n g the 

farmer is t w o - f o l d . One system a l r e a d y e s t a b l i s h e d h a s b e e n 

d e s c r i b e d by the G e n e r a l M a n a g e r of the P e o p l e ' s Bank= The o t h e r 

form of r u r a l c r e d i t is b a s e d on the e s t a b l i s h m e n t of A g r i c u l t u r a l 

P r o d u c t i v i t y Committee.. In each A.PC a r e a there w i l l be an A g r i ­

c u l t u r a l S e r v i c e Centre,. W i t h i n the n u c l e u s o f this C e n t r e , w o u l d 

be h o u s e d s e v e r a l s e c t i o n s of the M i n i s t r y o f A g r i c u l t u r e as w e l l 

as a . s u b - b r a n c h of the B a n k of C e y l o n . O u t of the p r o p o s e d 4 0 0 

a g r i c u l t u r a l s e r v i c e c e n t r e s , 2 0 0 h a v e a l r e a d y b e e n e s t a b l i s h e d . 

The t o t a l a m o u n t that we l o a n e d by w a y of r u r a l c r e d i t is 

not v e r y s u b s t a n t i a l in terms of the n a t i o n a l totalu O u r i n s t i t u ­

t i o n a l d e v i c e of the s u b - b r a n c h is c o m p a r a t i v e l y n e w . and m a n y s u b -

b r a n c h e s are b e i n g set u p on our own r e c k o n i n g and f e e d - b a c k , pur 

p e r f o r m a n c e h a s b e e n quite s a t i s f a c t o r y . 

A c c o r d i n g to this new s c h e m e , the B a n k o f C e y l o n w i l l be. 

d e a l i n g d i r e c t l y w i t h the f a r m e r . The i n i t i a l d i f f i c u l t y of i d e n t i ­

f y i n g the farmer h a s T.-eo«s s i m p l i f i e d by the issue of A g r o - I d e n t i t y 

C a r d s . T h e s e I d e n t i t y C a r d s w i l l enable the farmer and h i s farming, 

e n t e r p r i s e to be i d e n t i f i e d and u p t o a p o i n t h i s r e c o r d of p a r t 

b o r r o w i n g s , p e r f o r m a n c e and oth.r r e l e v a n t i n f o r m a t i o n . O u r s y s t e m 

o f f i n a n c i n g the farmer is t i e d - a p w i t h these I d e n t i t y C a r d s and 

the i d e a of c r e d i t r a t i n g is s u b s t a n t i a l l y c o v e r e d by t h i s m e t h o d . 

C r e d i t r a t i n g w o u l d r e q u i r e u p - t o - d a t e i n f o r m a t i o n on the c r e d i t 

h i s t o r y of the f a r m e r . The c o n s i d e r a t i o n s that w e i g h e d w i t h u s for 

.the e s t a b l i s h m e n t o f these C e n t r e s w a s n o t o n l y the g i v i n g o u t of 

a d e q u a t e and t i m e l y c r e d i t but also the m o b i l i s a t i o n of s a v i n g s 

w h i c h i n c i d e n t a l l y , h a s turned out to be very i m p r e s s i v e . 

The n e e d to e x a m i n e further the c r e d i t - w o r t h i n e s s o f the 

farmer does n o t h a v e a p l a c e in o u r s y s t e m of c r e d i t . I n o r d e r to 

be e l i g i b l e for a l o a n from the B a n k of C e y l o n , it w o u l d be a d e q u a t e 

now for a f a r m e r to h a v e an a c c o u n t w i t h this B a n k and an a g r o -

11 



i d e n t i t y card* H e s h o u l d also g i v e the B a n k an u n d e r t a k i n g that h e 

w o u l d not b o r r o w from any other l e n d i n g i n s t i t u t i o n s i m u l t a n e o u s l y . 

D i s b u r s e m e n t of c r e d i t w i l l be as d e c i d e d b y the M i n i s t r y o f A g r i ­

c u l t u r e a n d a p p r o v e d by the M i n i s t r y of. F i n a n c e . The i n f o r m a t i o n 

g i v e n on the a p p l i c a t i o n form is r e q u i r e d to be c e r t i f i e d by the. • 

c r e d i t i n s t i t u t i o n s of the area, in w h i c h he c u l t i v a t e s . O u r p o l i c y 

of d i s b u r s e m e n t is taken on the b a s i s of a p e r s o r * s . f a r m s u r p l u s 

a n d h i s r e p a y i n g c a p a c i t y . 

The p r o c e s s of s u p e r v i s i o n s t a r t s even at the time of 

m a k i n g the a p p l i c a t i o n and is c o n s t a n t and c o n t i n u o u s . F a r m e r ' s 

t e n u r i a l . r i g h t s are i d e n t i f i e d and the A g r i c u l t u r a l L a n d s Lav; g i v e s 

a l e n d i n g i n s t i t u t i o n c o n s i d e r a b l e l e g a l r i g h t s if e n f o r c e m e n t 

b e c o m e s n e c e s s a r y . 

O f the p a y a b l e advance,. 75% is u n d e r g u a r a n t e e of the 

C e n t r a l B a n k . T h i s g u a r a n t e e has- n o t i n t e r f e r e d w i t h our form o f 

f i n a n c i n g nor w i t h the form of r e c o v e r y . The C e n t r a l B a n k g u a r a n t e e 

i s s u b j e c t to r e v i e w one y e a r from n o w . 

The s u p e r v i s i o n r e f e r r e d to w i l l be w i t h the c o - o p e r a t i o n 

and a s s i s t a n c e of the M i n i s t r y of A g r i c u l t u r e and L a n d s and so far 

t h e assistance, o f D i v i s i o n a l O f f i c e r s , D i s t r i c t O f f i c e r s and 

E x t e n s i o n O f f i c e r s has b e e n r e m a r k a b l e . A s a new s c h e m e this n e e d s 

a d j u s t m e n t s oh v a r i o u s a s p e c t s . The s u b - b r a n c h n e t w o r k u n d e r the 

A g r i c u l t u r a l S e r v i c e C e n t r e I h o p e , v/ill b e s u c c e s s f u l over a p e r i o d 

"of t i m e . 

O n e o t h e r a s p e c t of this s y s t e m w i l l be the n e e d for 

f l e x i b i l i t y w h i c h h a s a v e r y i m p o r t a n t . p l a c e in any form of c r e d i t . 

F l e x i b i l i t y . o f c o u r s e , s h o u l d be w i t h i n a d e c i d e d f r a m e w o r k . T h i s 

f l e x i b i l i t y in our system m a k e s room for p a y m e n t in c a s h for c e r t a i n 

t y p e s o f c r o p s . The C e n t r a l B a n k s u r v e y h a s r e v e a l e d t h a t 23% of 

the d e f a u l t e r s s a i d that there had b e e n no p r o p e r s u p e r v i s i o n by 

the c o - o p e r a t i v e s o c i e t i e s w h o have not s h o w n s u f f i c i e n t i n t e r e s t 

i n i t h ® m a t t e r of l o a n r e c o v e r y . For these r e a s o n s we h a v e d e c i d e d 

that our M a n a g e r s in these s u b - b r a n c h e s s h o u l d p u r s u e these l o a n s . 

S o m e form of i n c e n t i v e for r e c o v e r y s h o u l d b e b u i l t into the 

s y s t e m and the p r o c e d u r e for b o r r o w i n g s h o u l d be s i m p l i f i e d . 
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Dr. H.N.S. Karunatilleke, 
Director, Economic Research, Central Bank : 

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 problem in a much broader way than the Commercial Banker who 
is responsible for disbursing this credit. We have to look at.the 
budget 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 always point to the high rate of defaults and we are 
expected to ansv/er why these loans are not recovered. Between Maha 
67/68 and upto 30th June 197^, Rs.368 million worth of loans had been 
given for paddy cultivation alone, excluding the subsidiary food 
crops, and the default amounts to R3.I66 million. There had also 
been loans given more recently for the current Maha season that 
ended in May-June 1 9 7 ^ Of course, this does not include loans 
given for subsidiary food crops like potato, chillies and onions. 
This has our effect on the total credit policy of the Central Bank 
and on our commitment 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 loans given and not recovered implies 
that credit from the banking system, for other productive and semi-
productive purposes may be reduced proportionately. 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 reached astronomical proportions even to find 
an additional Rs.75 million for each season will pose a problem. 
For this Maha season disbursement for paddy alone was about Rs.83 

million and approximately Rs.15 million has been recovered. The 
prospects are that even during this season "the recovery rate would 
not exceed k0%» In 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 Rs,166 million which is outstand­
ing. Recovery of this money is absolutely vital in the national 
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i n t e r e s t b e c a u s e the G o v e r n m e n t h a s a s e v e r e p r o b l e m w i t h its 

w e l f a r e c o m m i t m e n t s to find the a d d i t i o n a l funds to m e e t the 

g u a r a n t e e . The g u a r a n t e e i t s e l f from oujfc p o i n t of v i e w a m o u n t s 

to a w e l f a r e c o m m i t m e n t . 

A further p r o b l e m that a r i s e s from the n o n - p a y m e n t o f 

c r e d i t g i v e n for p r o d u c t i v e p u r p o s e s is the i n f l a t i o n a r y p r e s s u r e 

w h i c h is now g e n e r a t i n g in the r u r a l e c o n o m y . In one c u l t i v a t i o n 

s e a s o n t he a m o u n t of p u r c h a s i n g p o w e r r e l e a s e d , a s s u m i n g that the 

farmer only k e e p s some 50% of his pa d d y w i t h h im, a m o u n t s to abo u t 

R s . ^ O m i l l i o n . T h i s is from p a d d y a l o n e . It e x c l u d e s the p u r c h a s i n g 

p o w e r g e n e r a t e d b y other .crops like c h i l l i e s , o n i o n s , p o t a t o e s and 

so o n . In a d d i t i o n to t h i s , there are also further s o u r c e s of. 

i n f l a t i o n a r y p r e s s u r e s w h i c h e m a n a t e from t he r u r a l s e c t o r in the 

s h a p e o f l o a n s w h i c h are taken and n o t r e p a i d . For every s e a s o n 

this is in the order _of a b o u t Rs.50 to 60 m i l l i o n . R u r a l s e c t o r 

a l s o h a s a h i g h e r l e v e l of r e a l income b e c a u s e of w e l f a r e b e n e f i t s 

w h i c h are c o r r e s o n d i n g l y h i g h e r in the r u r a l s e c t o r than that in 

th e u r b a n e c o n o m y . Free e d u c a t i o n , free r i c e g i v e n to the f a r m e r 

w h o is also a p r o d u c e r of r i c e , the free h e a l t h s e r v i c e s , n o n ­

p a y m e n t of in c o m e t ax by far m e r s d e s p i t e the fact that they fall 

w i t h i n the t a x a b l e l i m i t s , are all" f a c t o r s l e a d i n g to i n f l a t i o n a r y 

p r e s s u r e s . W e " s h o u l d not gi v e them an a d d i t i o n a l s u b s i d y in the 

form o f n o n - r e p a i d . c r e d i t . A t the p r e s e n t time even a Rs.50 m i l l i o n 

that is n o t r e c o v e r e d could a g g r a v a t e t he p r i c e l e v e l s as far as 

d o m e s t i c a l l y p u r c h a s e d g o o d s a re c o n c e r n e d . 

I n the n a t i o n a l i n t e r e s t a l l s t e p s s h o u l d n o w be taken 

n o t only to en s u r e that future c r e d i t g i v e n is r e c o v e r e d b u t tha t 

p a s t dues w h i c h a m o u n t to Rs.166 m i l l i o n s h o u l d be r e c o v e r e d s i n c e 

it is our feel i n g that the r u r a l farmer h a s the c a p a c i t y to pay t 

e v e n h i s p a s t dues in terms o f the p r e s e n t l e v e l of p r i c e s and 

h i s g e n e r a l p r o s p e r i t y . 

N o s p e c i f i c s t u d i e s on this h a v e yet b e e n made on the 

r e l a t i o n s h i p b e t w e e n c r e d i t and p r o d u c t i o n . 

The p r e s e n t p r i c e o f f e r t i l i z e r r e p r e s e n t s an i n c r e a s e 

o f a b o u t 372% w h i l e the p r i c e o f p a d d y h a s gone u p by 10%. O n 
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the assumption that possibly 80% of the area that is now under paddy 
is under H Y W , the thesis presented by Dr. Samuel points out that 
unless the yields are in excess of 58 bushels per acre the farmer 
cannot meet the present cost of fertilizer. The farmer with a 
lower yield will obviously, find that it may not be economical to 
use fertilizer. In that context, what role can credit play in this 
situation? Will the availability of credit ensure that the farmer 
would in practice use fertilizer? 

• 
Would credit be adequately disbursed to meet his require­

ments of fertilizer at the. present very high price? If the farmer 
wants to increase his yield he must use fertilizer. Will he have 
the capacity to buy the fertilizer? If the production is to be 
increased to 58 bushels per acre with new high yielding varieties, 
he must have adequate income. If he is deprived of adequate credit 
to buy fertilizer, his yield will be so low that even the little 
credit that he is given may not be repaid because of his subsistence 
requirements of paddy. This is an important aspect to be considered 
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 
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 argument presented is not that fertilizer 
prices should not be increased but v/hether it should be increased 
upto 372%. The price of fertilizer should be fixe-d so as to balance 
the two, where all the other variables of the system, repayment, 
productivity of the paddy sector, our targets of self-sufficiency, 
and so on must be realised. It is a problem that must be grappled 
with right now. 

Some of the problems with' regard to recovery have 
obviously been highlighted in the two statements made by represent­
atives of the People*s Bank and the Bank of Ceylon. We have been 
largely concerned with the credit disbursed by the People's Bank, 
and the Central Bank has often wondered why recovery has been very 
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p o o r . W e h a v e found that the d e f e c t s arc l a r g e l y with, the C o ­

o p e r a t i v e s y s t e m . • 

The C e n t r a l B a n k h a s g i v e n t h o u g h t to this at v a r i o u s 

t i m e s and v a r i o u s s u g g e s t i o n s h a v e b e e n m a d e . V e r y often the 

d e f e c t s in the s y s t e m o f r e c o v e r y of lo a n s h a s b e e n a t t r i b u t e d to 

the c o - o p e r a t i v e s . The d e f e c t s a r e : that there is no c o l l e c t i v e 

r e s p o n s i b i l i t y ; t h a t the m a n a g e m e n t is d e f i c i e n t ; that the type o f 

p e o p l e a p p o i n t e d are not ge a r e d for the d i s b u r s e m e n t of m o n i e s and 

r e c o v e r y . T h e n a g a i n , l a t t e r l y the r e a c t i o n s o f t h e B a n k s to this 

p r o p o s a l m i g h t be c o n s i d e r e d b e c a u s e w h a t w e have in m i n d may al s o 

a g r e e w i t h the. e x p e r i e n c e o f the B a n k of C e y l o n . The s u g g e s t i o n 

o f g i v i n g i n c e n t i v e s for m a k i n g r e c o v e r i e s m a y h e l p to r e o r i e n t our 

p o l i c y in this d i r e c t i o n . W e h a v e h a d in m i n d either a s y s t e m o f 

p a y i n g c o m m i s s i o n to the m e m b e r s o f the c o - o p e r a t i v e s t h e m s e l v e s or 

g i v i n g c o m m i s s i o n to o u t s i d e r s w h e r e , in each d i s t r i c t a p e r s o n is 

a p p o i n t e d by the b a n k e r s in the a r e a in c o n j u n c t i o n . w i t h the A P C 

an d the p o l i t i c a l a u t h o r i t y , w h o - w o u l d be p a i d a c o m m i s s i o n on p a s t 

d u e s c o l l e c t e d . W e h a v e this Rs , l66 m i l l i o n that is d u e to the 

G o v e r n m e n t from the farmers and e f f o r t s m a y be m a d e to r e c o v e r it 

e v e n p a y i n g u p t o 25% c o m m i s s i o n . This w i l l g e n e r a t e e m p l o y m e n t 

p o s s i b i l i t i e s to 2,000 to.3,000 p e r s o n s in the i s l a n d and at l e a s t 

50 or 60% of the t o t a l a m o u n t o u t s t a n d i n g could, be r e c o v e r e d . I f 

it is n o t p o s s i b l e to m a k e the i n c e n t i v e p a y m e n t to c o m p l i t e o u t ­

s i d e r s w h o are n o t c o n n e c t e d e i t h e r w i t h the b a n k i n g s y s t e m o r w i t h 

the c o - o p e r a t i v e s , it 'will be w o r t h w h i l e to pay it to the e m p l o y e e s 

o f the c o - p p e r a t i v e s t h e m s e l v e s . 

S o m e s y s t e m of r e c o v e r y mus-t^be w o r k e d out in spite of 

the d i f f i c u l t i e s i n v o l v e d . In the a l t e r n a t i v e , credit s u p p l i e s 

w i l l have to b e c u t o f f w h i c h in turn m e a n s c u t t i n g down of p r o ­

d u c t i o n by a l m o s t 50$ in the p r e s e n t c o n t e x t of the h i g h cost of 

f e r t i l i z e r . W h a t w i l l be the r e p e r c u s s i o n s in the c o u n t r y ? W e 

h a v e a g r o w i n g p o p u l a t i o n and a c c o r d i n g to p o p u l a t i o n e s t i m a t e s , 

to p r o v i d e p e o p l e w i t h an e x t r a T}£ m e a s u r e s o f r i c e , . w e must e v e r y 

y e a r p r o d u c e a n . e x t r a . s u p p l y o f 27,000 tons of r i c e . W e h a v e to 

v i e w this p r o b l e m in this c o n t e x t . 
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' If the credit recovery is to be continued through the 
co-operative system, what kind of changes should be effected? 
There are about 15 - 20% of the co-operatives that are functioning 
very well and we must find out why/ and how these co-operatives 
are functioning successfully. 

The newly created Co-operative Management Services Centre 
should be more concerned with the financial aspects of the co­
operatives. Co-operatives will have to be organised at village 
level. There seems to be a barrier between the co-operatives and 
the farmer. Co-operatives should be equipped with the correct type 
of people who can stress the heed for closer collaboration in the 
national interest between the farmer and the giver of credit. This 
type of reorientation will be possible if we study the merits of 
co-operatives that are functioning well. 

The Central Bank has also considered the idea whether 
the Banks themselves cannot have direct access to the people with­
out going through the co-operatives. The People's Bank's Branch 
system is such that it has fairly substantial ramifications which 
help the Bank to do it in this fashion. ' 

As an experiment the system of giving credit through the • 
co-operatives as well as giving credit directly to the farmers may 
be tried out in a selected area. 

The basic problem is the question of yield. Our default 
surveys.have shown that 17<»2% of. the farmers could not repay because 
their incomes were far too low. 12% of the farmers did not pay 
anything at all. Roughly 30% of the farmers do not have the capa­
city to pay, Even among the 12% we do not know whether they are 
well-to-do or whether they fall among the other categories. 

It is not the size of the holding but the size of the 
yield, that counts. If the yield is to be stepped up with H Y W , 
then the question of adequate, credit arises. 

There had been other theories put forward elsewhere that 
fertilizer is not so important and that water control and other 
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f a c t o r s c o n t r i b u t e to a h i g h e r y i e l d . B u t i n c r e a s e in o u t p u t in 

s u c h i n s t a n c e s is o n l y m a r g i n a l . 

V/e do not kno\".' w h e t h e r the present- p r i c i n g p o l i c y o n -

f e r t i l i z e r w i l l a c t u a l l y i m p r o v e or w o r s e n the p r e s e n t r e p a y m e n t 

s i t u a t i o n in the. s e a s o n to come d e s p i t e the fact that v/e m i g h t be 

able to c r e a t e the c o r r e c t kind of institutional, a r r a n g e m e n t s to 

c o l l e c t them. W e m i g h t s o m e t i m e s d e p r e s s their i n c o m e to s u c h a^ 

l e v e l that even w i t h a finest c o l l e c t i o n m e c h a n i s m the w h o l e p u r ­

p o s e m i g h t be d e f e a t e d . I f we have f a r m e r s w h o s e i n c o m e s are so 

low it may be i m p o s s i b l e to make them r e p a y . T h e r e w i l l b e l o s s e s 

from y e a r to y e a r . 

W h a t are the p r a c t i c a l s t e p s t h a t . s h o u l d be taken to. 

r e c o v e r the c r e d i t s that are o u t s t a n d i n g ? Is it f e a s i b l e ? S h o u l d 

c r e d i t be c h a n n e l l e d to l o a n d e f a u l t e r s as w e l l ? . 

W e h a v e a t r e m e n d o u s c o n f l i c t on our h a n d . A s t r i c t 

b a n k e r m i g h t say that a d e f a u l t e r s h o u l d n o t be g i v e n c r e d i t . 

F r o m a b a n k e r ' s p o i n t of v i e w there may be a j u s t i f i c a t i o n in i t . 

B u t from the n a t i o n a l p o i n t of v i e w we have t h e p r o b l e m of m a i n -
• } 

t a i n i n g a higher, l e v e l of p r o d u c t i v i t y in p a d d y and also r e a c h i n g 

s e l f - s u f f i c i e n c y . 

The l e v e l of d e f a u l t h a d b e e n v e r y high in the p a s t , 

that if the s t r i c t b a n k i n g p r i n c i p l e is a p p l i e d , 60 - 7Q$ p e o p l e 

m i g h t be d i s q u a l i f i e d . • from c r e d i t e l i g i b i l i t y . The b e s t 

f a r m e r s m i g h t also be a m o n g those i n e l i g i b l e for c r e d i t . 

T h i s c a l l s for a t h o r o u g h i n v e s t i g a t i o n of the assets' 

a n d l i a b i l i t i e s of e a c h f a r m e r . The C e n t r a l B a n k t a k e s the v i e w 

that d e f a u l t e r s s h o u l d n o t be g i v e n c r e d i t . .Will that be a 

s o l u t i o n ? T h e q u e s t i o n w i l l be w h e t h e r the d e f a u l t e r s are to be 

d e b a r r e d at the r i s k of p r o d u c t i o n . ' * 
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Mr. R.B. Rajaguru, 
Commissioner, Co-operative Developmentt 

The involvement of the People's Bank in rural credit 
started in 1967, while the Bank of Ceylon came in only last year 
( 1 9 7 3 ) . 

The basic position of the co-operatives as far as the 
rural credit scheme is concerned is a little doubtful. The system 
of credit operated by the co-operatives is called the 'Integrated 
System of Credit'. In the Palugama experiment and integration of 
activities associated with credit, consumer needs and marketing 
was attempted. Arising out of the Palugama Scheme, the Multi­
purpose Co-operative System originated in 1957 • At that stage, an 
effort was made to .integrate all these activities through one 
organisation, the MvP.C.S. whereas earlier there were three separate 
co-operatives, one each for credit consumer supplies and marketing. 

Where the co--operatives had been left to this kind of 
exercise, the repayment has been good as they were working in close 
association with the government. By- and large, the repayments were 
good and the system was considerably satisfactory because the loan 
scheme was integrated with marketing schemes and marketing enabled 
the co-operatives to recover the monies. 

With the Paddy Lands Act, crop lists were introduced into 
villages. The farmers were identified and they worked through their 
cultivation committees and the co-operative societies to get their 
requirements of fertilizer and other inputs and their credit needs* 
Eventually, because of the crop list, it was possible for the farmers 
and the society and the cultivation committees to work in collabor«» 
ation with each other. Their produce was sold to-the government 
and the recoveries were made from their sale. 

In the co-operative sector this aspect of integrated 
credit is quite-necessary because, it was imperative to know 
whether the farmer will-honour his marketing contract with the 

19 



c o - o p e r a t i v e and w h e t h e r the c o - o p e r a t i v e s c o u l d e v e n t u a l l y r e c o v e r 

the l o a n s g i v e n to him t h r o u g h the m a r k e t i n g s c h e m e . 

I n the a s p e c t of m a r k e t i n g one of the most i m p o r t a n t 

p o i n t s is w h e t h e r the p r i c e o f f e r e d for the farmer's, p r o d u c e .is 

a d e q u a t e and w h e t h e r the s u r p l u s that g e n e r a t e s from h i s s a l e s is 

a d e q u a t e t o - m e e t h i s l o a n s . In this c o n t e x t , w e h a v e a g u a r a n t e e d 

p r i c e of Rs . 3 3 / - per b u s h e l for paddy,, b u t there is a l s o the o u t s i d e 

m a r k e t p r i c e and b y and large the f a r m e r w h o s e l l s h i s paddy to the 

o p e n m a r k e t w o u l d not n o r m a l l y come to the c o - o p e r a t i v e s o c i e t y to 

r e p a y h i s l o a n . H o w e v e r , if the g u a r a n t e e d p r i c e is s u f f i c i e n t l y 

a t t r a c t i v e for the farmers to s e l l their p a d d y to the g o v e r n m e n t , 

r e p a y m e n t of l o a n s s h o u l d hot p o s e a p r o b l e m . 

W h e n we s t a r t e d the new A g r i c u l t u r a l . C r e d i t S c h e m e , we 

h a d a close s y s t e m of c o l l a b o r a t i o n b e t w e e n v a r i o u s d e p a r t m e n t a l 

p e r s o n s at the v i l l a g e l e v e l and also a c l o s e system of s u p e r v i s i o n 

o f the f a r m e r . It ?/as thus p o s s i b l e for us to see how'-the farmer 

u s e d his m o n e y and t h e r e a f t e r to see jfchat the m o n i e s l o a n e d w e r e 

r e c o v e r e d . 

From the figures it can be seen that the r e c o v e r i e s h a v e 

b e e n v e r y g o o d a f t e r 67-68 for about two or three y e a r s . The p r e s e n t 

p r o b l e m is this s h i f t of e m p h a s i s of s u p e r v i s i o n . Nov/ two s e p a r a t e 

B a n k s are o p e r a t i n g in this s p h e r e . One of the B a n k s h a s no d i s ­

c r e t i o n in the m a t t e r of c r e d i t d i s b u r s e m e n t , w h e r e a s the o t h e r 

B a n k h a s the d i s c r e t i o n of i d e n t i f y i n g the f a r m e r s , a s s e s s i n g 

t h e i r c r e d i t w o r t h i n e s s and h a v e the support' of A P C s s t a f f e d by 

the p e r s o n n e l of the M i n i s t r y of A g r i c u l t u r e and other i n s t i t u t i o n s . 

T h i s is the d i l e m m a that w e arc faced w i t h at the m o m e n t . 

I n this c o n t e x t there are two s t a n d a r d s of v a l u e s . O n . the one h a n d 

there is the P e o p l e ' s B a n k w h i c h is e x p e c t e d to give c r e d i t w h e t h e r 

the farmer i s c r e d i t w o r t h y or n o t . P o l i t i c a l a u t h o r i t i e s and 

D i s t r i c t A g r i c u l t u r a l C o m m i t t e e s d e c i d e on c r e d i t b u t not the 

c o - o p e r a t i v e or the P e o p l e ' s B a n k . 
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I n thia c o n t e x t we h a v e to. i d e n t i f y w h e t h e r the two 

s t a n d a r d s s h o u l d o p e r a t e t o g e t h e r or in the a l t e r n a t i v e w h e t h e r 

the c o - o p e r a t i v e s . w h i c h are f u n c t i o n i n g in c o l l a b o r a t i o n w i t h the 

P e o p l e ' s B a n k . s h o u l d a l s o . b e g i v e n the sane d i s c r e t i o n of i d e n t i f y ­

i n g the c r e d i t w o r t h i n e s s and p r o c e s s i n g of c r e d i t like the B a n k 

o f C e y l o n , 

T h e P e o p l e ' s B a n k gave about Rs.6? m i l l i o n as credit 

d u r i n g one s e a s o n in 67-68, w h i l e - t h e B a n k o f C e y l o n on its first 

impact h a s g i v e n only Rs. 1.5 m i l l i o n . 

W h a t is the s u p e r v i s o r y s u p p o r t that w i l l be a v a i l a b l e 

to the c o - o p e r a t i v e s as they are now a v a i l a b l e to the B a n k o f 

C e y l o n ? W h e r e the c o - o p e r a t i v e s w e r e f u n c t i o n i n g u s i n g their d i s ­

c r e t i o n n o t w i t h s t a n d i n g the d e c i s i o n of the g o v e r n m e n t that e v e r y ­

b o d y i n c l u d i n g d e f a u l t e r s s h o u l d get l o a n s , the r e c o v e r i e s w e r e 

over 70%, The p o s s i b i l i t y of B a n k s h a n d l i n g the entire c r e d i t 

o p e r a t i o n s in the a g r i c u l t u r a l sector, m a y be e x p l o r e d . 

E v e n the c o - o p e r a t i v e s e x p e r i e n c e d the d i f f i c u l t y o f 

i d e n t i f y i n g the farmers and h i s l a n d s . O u r b a s i c d i f f i c u l t y i s 

that b y and l a r g e , there are n u m b e r of a r e a s where- the same p l o t 

of l a n d g e t s l o a n s t h r o u g h v a r i o u s p e r s o n s . W e have n o r e g i s t e r 

w h e r e b y it is p o s s i b l e to i d e n t i f y the o w n e r s h i p of l a n d . 

.We .worked out a v e r y c o m p r e h e n s i v e i n c e n t i v e b o n u s system, 

b o t h for r e c o v e r y of o u t s t a n d i n g c r e d i t s and for p u r c h a s i n g o f 

p a d d y . The i n c e n t i v e for p a d d y w a s an e x t r a - /23 c t s . p e r b u s h e l , 

an a d d i t i o n a l i n c o m e of a b o u t Rs.200/~ to 300/- to those w h o w e r e 

e n g a g e d in r e c o v e r i n g l o a n s . T h i s s y s t e m h a s not w o r k e d w e l l 

e x c e p t in the d i s t r i c t s of P o l o n n a r u w a and A m p a r a i . 

O n e c o n c e p t that we must a c c e p t is that the farmer 

g e n e r a l l y tend to b e l i e v e that, the g o v e r n m e n t vrrites o f f l o a n s 

g i v e n to them.- T o ensure r e c o v e r y the only a l t e r n a t i v e is to 

i d e n t i f y the. c r e d i t w o r t h i n e s s of the farmer and d e b a r the 

d e f a u l t e r s . 
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W e s u g g e s t that the e n t i r e a s p e c t of m a r k e t i n g s h o u l d be 

tied u p w i t h c r e d i t and a d e f i n i t e a t t e m p t be made to i n t r o d u c e a 

c r o p l i s t , so that, by 73 /7^ M a h a h a r v e s t we could i d e n t i f y the 

farmer w h o h a d b o r r o w e d and g e t h i m to s e l l his paddy to the 

c o - o p e r a t i v e . 

In the p r e s e n t c o n t e x t of i n c r e a s i n g p o p u l a t i o n and the 

n e e d for s t e p p i n g up p r o d u c t i o n , w o u l d - i t b e a d v i s a b l e to d e p r i v e 

the d e f a u l t e r s f r o m g e t t i n g l o a n s ? W i t h the i n c r e a s e of the r i s i n g 

c o s t o f f e r t i l i z e r , t e n d e n c y . m a y be there to use less f e r t i l i z e r . 

E v e n n o w f e r t i l i z e r is n o t p u r c h a s e d by the f a r m e r s , b e c a u s e they 

e x p e c t an i n c r e a s e in the q u a n t u m o f . c r e d i t . The a v e r a g e farmer 

i s n o t c e r t a i n w h e t h e r h e c o u l d m e e t the c u r r e n t f e r t i l i z e r p r i c e s 

w i t h the p r o c e e d s of the s a l e s of h i s p r o d u c e at the p r e s e n t 

g u a r a n t e e d p r i c e . ..It may be n e c e s s a r y to raise- the G , P . so that 

it w o u l d be a t t r a c t i v e e n o u g h for the farmer to use f e r t i l i z e r at 

l e a s t to an e x t e n t w h e r e he could be able to b r e a k even w i t h the 

p r o d u c t i o n c o s t . 

T h e c o - o p e r a t i v e is i n v o l v e d in the p r o d u c t i o n p r o g r a m m e 

and in the five y e a r p l a n . 

It m a y be p r o p e r to e x a m i n e the new c o n c e p t of A g r i c u l t u r a l 

P r o d u c t i v i t y C o m m i t t e e s . We are n o t s u r e - w h e t h e r the g o v e r n m e n t is 

s e t t i n g u p g o v e r n m e n t - s u p p o r t e d l e n d i n g s c h e m e s t h r o u g h the A P C s 

and the B a n k o f C e y l o n and g r a d u a l l y w o r k i n g towards b y - p a s s i n g o f 

the c o - o p e r a t i v e s . 

The f u n c t i o n s of the A P C s are l i k e l y to o v e r l a p w i t h 

some of the f u n c t i o n s of the c d - o p e r a t i v e s . It ..may be w o r t h ­

w h i l e to d e f i n e the a r e a s of o p e r a t i o n of b o t h A P C s as w e l l as 

c o - o p e r a t i v e s . 
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M r . W . G u n a s e k e r a , 

S e n i o r A s s t . S e c r e t a r y , M i n i s t r y of P l a n t a t i o n I n d u s t r i e s : 

A d i s m a l p i c t u r e h a s b e e n d r a w n on the c r e d i t o p e r a t i o n s 

for so m a n y y e a r s . The s i t u a t i o n is that f a r m e r s have b e e n a b l e 

to o b t a i n t h e i r c r e d i t e a s i l y , made u s e of it and they w e r e u n a b l e 

to or r e l u c t a n t to r e p a y . 

T h i s p r o b l e m s h o u l d be v i e w e d from a d i f f e r e n t a n g l e . 

A c c o r d i n g to the 1962 G e n e r a l C e n s u s w h i c h w a s c o n d u c t e d on a 

h o l d i n g - w i s e b a s i s , the c a t e g o r y w a s a s f o l l o w s : 

1 - Ziz acre 

2 ) 4 - 5 acre 

5 - 1 0 acre 

10 - 25 acre h o l d i n g 

T h e s e h o l d i n g s c o n s t i t u t e 57 p . c . of the t o t a l a g r i ­

c u l t u r a l a r e a of the c o u n t r y w h i c h is a b o u t *f.6 m i l l i o n a c r e s . 

I n this c a t e g o r y t h e r e are a b o u t 62 p . c . of f a r m e r s w h o are t h e 

m o s t v i a b l e and s m a l l f a r m e r s . 

The c o m p o s i t i o n o f the h o l d i n g s w o u l d be c a t e g o r i s e d as 

p a d d y , p l a n t a t i o n c r o p s , other c r o p s , g r a s s l a n d s and t e m p o r a r y 

c r o p s . U n d e r these c a t e g o r i e s this g r o u p of f a r m e r s r e p r e s e n t 

90 p . c . of the p a d d y , 85 p . c . of s u b s i d i a r y c r o p s , 30 p . c . of 

g r a s s l a n d . 4 0 p . c . of p l a n t a t i o n c r o p and a b o u t 77 p . c . of 

other c r o p s . 

D e f i n i t i o n and i d e n t i f i c a t i o n o f the f a r m e r a r e 

e x t r e m e l y d i f f i c u l t . I t h a s b e e n said that a piece of land 

h a s b e e n u s e d by m a n y p e r s o n s but s o m e t i m e s it is the o t h e r 

w a y a b o u t . A farmer may h a v e a p l o t of p a d d y land, a h i g h l a n d 

w i t h s u b s i d i a r y c r o p s . The t o t a l i t y of the c r o p s of a farmer 

w a s n e v e r taken into c o n s i d e r a t i o n . A l l our c r e d i t s c h e m e s in 

the p a s t h a d b e e n on a c r o p - w i s e b a s i s and the h e a v y e m p h a s i s 
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was on paddy. But is should not be forgotton that the farmer is 
not only a paddy cultivator. ^0 p.c. of the plantation crops in 
the form of village gardens also become part and parcel of a 
farmer's assets. One base on which agricultural credit should be 
looked at, is the totality of agricultiral resources of a farmer. 
This particular census mentioned that the average number of parcel 
of a farmer is 2.6 or 3 parcels. If credit is injected only to a 
particular crop and ignore the farmer as a whole, it may not 
contribute to his development. 

Credit should be given on the basis of national require*. 
ment and on the basis of a requirement of a particular farmer. 
That is why there is an oVer-emphasis on certain crops and an under-
emphasis on others. If the 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 required to uplift or improve 
the development of these farmers? 

If we view the whole question of credit from the angle 
of developing 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 systea is operating 
effectively the farmer might want to get more and more credit. 
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Mr. Michael Scott> 
Chief Advisor, 
Co—operative Management Services Centre 

The paper that is prepared stretches over quite a wide 
field but in many areas over-simplifies and really doesn't tackle 
the problems of the sub-marginal farmers. 

The solutions that have been put forward and have been 
tested in agricultural credit have been over a macro basis rather 
than on a micro basis. This is a very well made study at this 
particular level rather than at the institutional level. A number 
of dilemmas have been highlighted. The Central Bank made a 
suggestion that the newly formed CMSC should carry out a study 
at the field level to determine why certain co-operatives are 
successful in achieving a high degree of recovery and why others 
are not. 

The whole institutional set up of the Co-ops and the 
new institutional set-up of the APCs should be studied with a 
view to making these areas becoming complfementary 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 may be detrimental to the plans of the 
country to feed itself. 
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Mr, 3.P.V.A".J.P... Seaaratne, 
Secretary, Ministry of Plan Implementation : 

Ministry of Agriculture and Lands is concerned with a 

scheme whereby all the farmers get as much credit as possible tc 
increase the productivity of the land. 

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. 

1. Lands in which cultivation has to be undertaken 
at considerable risks. 

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 land-holding varies according to 
the performance of the individual farmer. Even, in case of lands 
which 'do not have any risks, there are cultivators ivho could be 
classified as successful or unsuccessful. As far as the develop 
ment of the country is concerned, much depends on the quality 
of farmers. 

Another phenomenon which should be taken 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 the 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 areas 
of land, where cultivation risks are minimal, it may be 
possible to transfer the unsuccessful farmers to those areas 
and get to do intensive, 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 areas where there are no risks much more 
extension work is necessary in order to increase their pro­
duction. 
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D r . M r s . P . C . H o d r i g o , 

A s s t . D i r e c t o r , M i n i s t r y of P l a n n i n g & E c o n o m i c A f f a i r s : 
\ 

O n e i m p o r t a n t issue of i n t e r e s t is the c u r r e n t p r i c e o f 

f e r t i l i z e r . A n o t h e r i m p o r t a n t i s s u e of r e l e v a n c e is the i m p a c t of 

the A g r i c u l t u r a l L a n d s L a w on the r u r a l c r e d i t p r o b l e m . 

I n the c o n t e x t of an i n t e g r a t e d s c h e m e w h e r e r e c o v e r i e s 

are m a d e from s a l e s p r o c e e d s , often one i m p o r t a n t a s p e c t of t h e 

p r o b l e m i s o v e r l o o k e d . W h a t p e r c e n t a g e of the c u l t i v a t o r s a c t u a l l y 

p r o d u c e for the m a r k e t ? A g o o d n u m b e r of tenant f a r m e r s in p a r t i ­

c u l a r , c o u l d h a r d l y h a v e any s u r p l u s for the m a r k e t and p r e s u m a b l y 

in a g o o d n u m b e r of c a s e s their o u t p u t falls s h o r t of t h e i r family 

c o n s u m p t i o n n e e d s . F u r t h e r , f r a g m e n t a t i o n of h o l d i n g s a g g r a v a t e s 

the p r o b l e m . I n c r e a s e in f e r t i l i z e r p r i c e s is also j u s t i f i e d b y 

r e f e r e n c e to the i n c r e a s e d G . P . S . p r i c e . 

It is c l e a r that the terms of r e f e r e n c e of this s e m i n a r 

d o e s not i n c l u d e the e x p o r t s e c t o r . T h e i s s u e o f l o n g - t e r m c r e d i t 

h a s n o t so far f i g u r e d in the d i s c u s s i o n p r e s u m a b l y b e c a u s e the 

c r e d i t r e q u i r e m e n t s of the paddy s e c t o r a r e b a s i c a l l y o f a s h o r t -

term and m e d i u m term n a t u r e . I t w o u l d b e . w o r t h w h i l e to s u r v e y and 

find out w h e t h e r the c r e d i t t a k e n from C o - o p s over two y e a r s h a s 

m a r k e d a d e c l i n e or n o t . 

A c c o r d i n g to the p a p e r , the f a r m e r s in the D r y Z o n e m a k e s 

g r e a t e r u s e of l e n d i n g a g e n c i e s than those in the t r a d i t i o n a l W e t 

Z o n e v i l l a g e s w h e r e friends and r e l a t i v e s form m a j o r s o u r c e o f l o a n s . 

P e r h a p s w e w o u l d r e l a t e it to the g r e a t e r d i s p a r i t y of income i n 

t r a d i t i o n a l v i l l a g e s c o m p a r e d to c o l o n i e s w h e r e s e t t l e r s c o m e from 

the same i n c o m e g r o u p and had r e c e i v e d a l l o t m e n t s of i d e n t i c a l s i z e . 

The q u e s t i o n is m a k i n g c r e d i t s a v a i l a b l e to those w i t h an 

u n c e r t a i n r e p a y i n g c a p a c i t y or to be m o r e s p e c i f i c , w h e t h e r the 

c r e d i t s h o u l d be c h a n n e l l e d to l o a n d e f a u l t e r s in future as ivell. 

A s m o r e and m o r e get i n t o d e f a u l t , the n u m b e r s that 

q u a l i f y f o r l o a n s w i l l p r o g r e s s i v e l y d w i n d l e . In the p r e s e n t 

c o n t e x t o f the food c r i s i s , one i m p o r t a n t issue is w h a t c o n » 
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sequences this would have on the production drive. 

Diversification of a farmer's income is one of the 
ways of building up his creditworthiness. 

Mr. Olcotit Gunasekera, 
Chairman, Co-operative Management Services Centre-: 

The Central Bank has made a suggestion that the entire 
co-operative sector should be examined to see why certain co-ops 
acheive a high rate of recovery of loans and while others fall to 
do so. I made a study in Hambantota District on a query raised by 
the Secretary to the Treasury about the performance of Hambantota 
fertilizer programme vis~a«*vis the recoveries, I found a very 
interesting co-relation in two societies in Ambalantota and 
Tissamaharama where average holding was J5-5'acres and the yield was 
over 70 bushels per acre. The recoveries from societies were over 
70% whilst in Beliatta, Tangalle and other areas where holding was-
below .2 acres, and 1/*f - 1, the average yield was between 40 and 
50 bushels.. Although the average yield was high in Hambantota and 
Hungama, the recovery rate was low. 

The main hypothesis is that the sub-marginal and uneco­
nomic farmer has a very low capacity for repayment. The ARTI and 
Central Bank research points to the:existence of this segment of 
farmers for whom, some kind of solution ?/ill have to be worked out. 
Even the increased 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 
1/4 - 2 acres, the State should take an interest to step up his 
productivity. That type of farmer will not have any excess to 
sell outside and get a return. The default rate may be high 
among the sub-marginal farmer. 
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In case of any a g r i c u l t u r a l credit s c h e m e , . i t m a y not be 

n e c e s s a r y to h a v e some s o r t o f m a c r o p l a n or s c h e m e w h e r e w e w o r k 

out p r o c e d u r e s to r e c o v e r the m o n i e s from that p a r t i c u l a r s e g m e n t -

sub-i marginal farmer w h o c a n n o t repay.. 

P o l a r i s a t i o n of i n s t i t u t i o n s may not be g o o d from the 

f a r m e r ' s p o i n t o f v i e w . T h e r e are two l e n d i n g i n s t i t u t i o n s , n a m e l y 

the P e o p l e ' s B a n k and the B a n k of C e y l o n . E a r l i e r , there w a s some 

k i n d of r e l a t i o n s h i p as f a r m e r s p l a y an i m p o r t a n t p a r t in a g r i - . 

c u l t u r a l p r o d u c t i o n and there s h o u l d be some c o - o r d i n a t i o n b e t w e e n 

h i m and the c r e d i t i n s t i t u t i o n s . It s h o u l d be v e r y n e c e s s a r y to 

d e v e l o p a s t r o n g a g r i c u l t u r a l s e c t o r . ; The e n t i r e s k i l l s of the 

v i l l a g e b o d i e s s u c h as C u l t i v a t i o n C o m m i t t e e s and M P C S s s h o u l d b e 

put. to b e t t e r u s e . The p r o c e d u r a l d i f f i c u l t i e s in the issue of 

l o a n s h a v e p o s e d m a n y p r o b l e m s to the f a r m e r s . 

The r e c o v e r y p o s i t i o n of l o a n s -is not so bad b e c a u s e over 

the p a s t 35 y e a r s m o r e t h a n S 0 % of the l o a n s i s s u e d h a v e b e e n r e ­

c o v e r e d . The t o t a l a m o u n t that is o v e r - d u e is less than w h a t the 

G o v e r n m e n t s p e n d s for over an y e a r on the f o o d - s u b s i d y . 

We are w o r k i n g out a s y s t e m to see w h e t h e r the s u b s i d y 

s c h e m e can be l i n k e d w i t h the s u b - m a r g i n a l s u b s i s t e n c e farmer to 

h e l p h i m . 

T h e p r i c e of p a d d y ' a n d r i c e s h o u l d be fixed in a v e r y 

s c i e n t i f i c m a n n e r . The credit s y s t e m s h o u l d h e l p the s u b s i s t e n c e 

farmer u n t i l o t h e r factors like L a n d R e f o r m and so on m a d e h i s 

h o l d i n g an e c o n o m i c a l l y v i a b l e o n e . 
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Dr. Shirley Samuel : . 

Fertilizer is a critical input and the whole green 
revolution strategy was based on the abundant availability of this 
resource at a low price. Now world prices have increased by some­
thing like 200 p.c. in the last 6 months and the fertilizer price 
increase to the farmers is about 373 p.c., meaning that the farmer 
has to spend over kYz times as much on the same quantity. There are 
two elements in the price increase. One: the.removal of the subsidy 
and second: the passing on of the accumulated price increased which 
has been absorbed by Fertilizer Corporation in the short run-,. From 
a purely fiscal stand point'it means that had the fertilizer unit 
price been maintained at a constant unit price to farmers, the 
subsidy to the paddy sub-sector alone would have increased from 
Rs.̂ fO ~ million to. : V nearly Rs»200 million. 

From the actual point of view of cost, fertilizer price 
increase means an increase of the cost of inputs from 32 p.c. to 
85 p.c. and an increase :of 32 p.c. in the overall cost of pro­
duction assuming that the other prices:do not change. The cost of 
agro-chemicals has . in fact increased by something like 66 p . c 
The critical statistic on which to compute the yield above which 
the guaranteed price offsets the increased price of fertilizer is 
the amount that farmers using fertilizer spent on fertilizer. It 
transpired in several studies that under rainfed conditions farmers 
spend Rs,*t2/- on fertilizer, Rs 1-9/- under major irrigation and Rs 0 59/-

under minor irrigation. Taking the weighted average under these 
three water supply conditions for the. whole country 3 it transpired 
that the weighted mean cash outlay was Rs .^9/ - per acre on 
fertilizer. 

The guaranteed price has also been increased by 10 p.c,, 
from Rs»30/- to Rs .33/- per bushel. This must offset a part of the 
higher fertilizer cost for those having a marketable surplus. 
Since the fertilizer cost increased from around Rs .^9/ - to Rs.223/-

it will theoretically take a yield of about 58 bushels per acre on 
. the assumption that nothing is retained for domestic consumption. 
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f o r the i n c r e a s e d G . P . of R s . 3 / - to o f f s e t t h e i n c r e a s e 373 p . c , in 

the cost of f e r t i l i z e r . I f a p a r t of the y i e l d is r e t a i n e d for 

d o m e s t i c c o n s u m p t i o n , the o f f s e t t i n g y i e l d m a y n e e d to be h i g h e r , 

d e p e n d i n g on the size of the h o l d i n g and family s u b s i s t e n c e l e v e l . 

T h i s a v e r a g e r a t e of 58 b u s h e l s per acre h a s b e e n a c h i e v e d o n l y i n 

5 d i s t r i c t s . A s s u m i n g that the n a t i o n a l a v e r a g e y i e l d is 45 b u s h e l s , 

it m e a n s that a m a j o r i t y of f a r m e r s w o u l d e x p e r i e n c e d e c l i n e s i n 

the*ir p r o f i t m a r g i n s at p r e v i o u s l e v e l of a p p l i c a t i o n . 

The d e m a n d s for f e r t i l i z e r from f a r m e r s h a s b e e n s o m e w h a t 

i n e l a s t i c i . e . it i s not r e s p o n s i v e to c h a n g e s in p r i c e s w i t h i n 

c e r t a i n r a n g e s . T h e r e is e v i d e n c e to this fact from I n d i a , 'Bangal— 

desh arid so o n . P r i c e c h a n g e of this m a g n i t u d e is c o m p l e t e l y o u t ­

s i d e this r a n g e b e c a u s e the i n c r e m e n t a l b e n e f i t from u s i n g an 

a d d i t i o n a l u n i t of f e r t i l i z e r w i l l be 3 to k r u p e e s p e r rupee u n d e r 

o p t i m u m c o n d i t i o n s . S o this n e a r l y kOO p . c . i n c r e a s e W i p e s out 

this i n c r e m e n t a l b e n e f i t . 

T h e t w o p r i c e -changes are h i g h l y b i a s e d a g a i n s t the 

l o w e r - i n c o m e s m a l l e r f a r m e r . S o m e l a r g e r f a r m e r s w o u l d e x p e r i e n c e 

h i g h e r p r o f i t m a r g i n s in s p i t e of the f e r t i l i z e r p r i c e i n c r e a s e 

b e c a u s e they w o u l d be able to g e n e r a t e a s u f f i c i e n t o u t p u t s u r p l u s 

to b e n e f i t from the i n c r e a s e in G . P . S . price.. B u t is is very 

d i f f i c u l t to a s s e s s how m u c h the n a t i o n a l y i e l d w i l l f a l l , b e c a u s e 

there are so m a n y v a r i a b l e s . F i r s t l y c e r t a i n farmers are g o i n g 

to be b e t t e r o f f and they m i g h t w e l l i n c r e a s e the a p p l i c a t i o n of. 

f e r t i l i z e r de-spite the p r i c e i n c r e a s e . They, m i g h t in -fact, bid 

away f e r t i l i z e r from those f a r m e r s w h o m i g h t feel it is n o t w o r t h 

u s i n g it. I n case of other f a r m e r s w h o s e y i e l d is b e l o w the 

c r i t i c a l t h e o r e t i c a l l e v e l o f 58 b u s h e l s per a c r e , they may b e 

a b l e to p r e v e n t s i g n i f i c a n t d e c r e a s e s in the y i e l d , d e s p i t e 

r e d u c e d l e v e l s of f e r t i l i z e r a p p l i c a t i o n s by s w i t c h i n g to 

v a r i o u s .paddy v a r i e t i e s that are less f e r t i l i z e r d e p e n d e n t . 

The p o l i c y a d v o c a t i n g a s e l e c t i v e s w i t c h to H Y V V i m p l i e s that 

f e r t i l i z e r , t e c h n i c a l k n o w l e d g e , m a n a g e r i a l k n o w - h o w , a g r o -

c h e m i c a l s , w a t e r c o n t r o l , e t c . , are r e a l l y c o m p l e m e n t a r y i n p u t s 

in a p a c k a g e , I f any one or m o r e e l e m e n t s of this p a c k a g e is 
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lacking or deficient, fertilizer can be economised by shifting 
.to H4 without significant yield losses. But, the whole green 
revolution strategy was to give this complete input package to 
make it worthwhile to adopt the HYVV. The switch to H4 is best 
in a holding strategy. Its managerial capacities and water 
control are really deficiencies to be corrected in the future, 
then switch to older varieties are beneficial only in a very 
static or temporary sense. Also, output potential will be 
affected' by fertilizer prices that lock the non-users into the 
status-quo. Those who have used it will have an idea whether 
the increased prices would enable them to generate sufficiently 

' increased returns to offset the high cost. But in the case of 
non-users they will have to face the possibility of having, 
to pay a higher penalty for error. 

On the credit question, even large holdings which 
yield above the off setting yield level that are riot required 
to switch back to less fertilizer dependent varieties, may 
experience lower yields because of inadequacy of cash capital 
for investment in fertilizer. The present credit requirement 
for an average farmer for fertilizer is Rs .2^6/- per acre. But 
present allocation is about Rs .82/- . 

The possible floor level of application is really about 
655S below the recommended dosage level. If the present credit 
allocations contribute to a mass switch back to less HYVs, 
decrease in yields is probable and a decline in yield potential 
is certain. 

Removal of fertilizer subsidy and.increase in 
fertilizer and paddy prices are likely to contribute to a 
great increase in the income disparities in the agricultural 
sector. Larger farmers who market a larger proportion of the 
produce would gain in relation to small farmers and at the 
expense of lower income consumers. Small farmers whose 
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h o l d i n g s are b e l o w 2 a c r e s u s e only s l i g h t l y less f e r t i l i z e r 

p e r a c r e than l a r g e f a r m e r s ; it is 88 p . c . v s 92 p . c . as i s the 

e v i d e n c e from K a n d y and H a m b a n t o t a . G i v e n the' fact that there 

is n o s i g i n i f i c a n t c o r r e l a t i o n b e t w e e n p r o d u c t i v i t y and the 

farm s i z e , s m a l l farmers, w h o use as m u c h f e r t i l i z e r as large 

f a r m e r s w i l l find that his f e r t i l i z e r cost h a s i n c r e a s e d 373 p . c * 

but h e is u n a b l e to b e n e f i t c o m n e n s u r a t e l y from G . P . S . p r i c e 

i n c r e a s e b e c a u s e h i s s u r p l u s is so m u c h s m a l l e r . This factor 

i n c r e a s e s the i n c o m e d i s p a r i t i e s . T h e farm size factor is also 

i m p o r t a n t to e x p l a i n the m a r k e t a b l e s u r p l u s . E v e n if a s m a l l 

f a r m e r s ' y i e l d e x c e e d s the t h e o r e t i c a l r a t e of 58 b u s h e l s per 

a c r e , he m u s t s e l l it in o r d e r that the i n c r e a s e in the G . P . S . 

offeets h i g h f e r t i l i z e r c o s t . B u t w h e t h e r he could s e l l d e p e n d s 

on the size of h i s h o l d i n g , p r o d u c t i v i t y and family s u b s i s t e n c e 

n e e d s . 

S u b s i d i s i n g i n p u t s l i k e f e r t i l i z e r e n s u r e s that the 

G o v e r n m e n t e x p e n d i t u r e is d i r e c t l y p r o p o r t i o n a l to the u s e of 

the i n p u t , t e c h n o l o g y , w h i l e the i n c r e a s e in the g u a r a n t e e d 

p r i c e b e n e f i t s f a r m e r s i n p r o p o r t i o n to t h e i r m a r k e t i n g s . H e n c e 

the f o r m e r r e w a r d s f a r m e r s b e c a u s e they are p r o g r e s s i v e w h i l e 

the l a t t e r r e w a r d s f a r m e r s m e r e l y b e c a u s e their h o l d i n g s are 

l a r g e . 
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Mr. Olcott Gunasekera : 

Rationing and subsidising of basic consumer needs has been 
in operation for over 30 years in Sri Lanka. Apart from changes in 
quantum of commodities, basic system has remained unchanged and un- . 
challenged- for this period. - This paper outlines a completely 
different system which should simplify and reduce administration 
cost, eliminate unnecessary food subsidies and drastically reduce 
present malpractices. It is desirable that any ration and subsidy 
scheme should be short-term and "not lead to any kind, of habit for­
mation or significantly distort economic values. Immediately the 
conditions which necessitate the scheme disappears, it should be 
terminated. 

t» ' Proposed Scheme : 

Under the proposed scheme, it is suggested that : 

(i) All individual entitlements of rationed commodities 
be converted to maximum family entitlement. 

(ii) Both tax payers and non-tax payers be grouped upon 
to family units. 

For example if it is decided to base the family group 
among the grouping used in the calculation of income tax there 
could be four groups as follows : 

(1) Single individual 
(2) Husband and wife 
(3) Husband and wife with one or two children 
(*t) . Husband and wife with three or more children 

In the case of non taxpayers the family entitlement 
should continue to include non-paid rice component to be issued 
on a family coupon and a paid rice component which is not on a 
coupon. • It has been suggested that the issue of non-paid rice 
be continued as the benefit of a social relief scheme to a food 
subsidy* It is more effective in a developing nation which has 
to safeguard against malnutrition than the granting of a cash 
allowance. However, such a scheme should be directed towards 
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those w h o a r e - i n n e e d of s u c h a s s i s t a n c e . Tax p a y e r s be e n t i t l e d 

to o n l y p a i d rice on family b a s i s . The m a x i m u m e n t i t l e m e n t b e 

d e t e r m i n e d a c c o r d i n g to the s i z e of f a m i l y u n i t as a f o r e s a i d , 

2«- •: - P a i d r i c e : 

. I n the case of b o t h t a x - p a y e r s and non tax. p a y e r s there, 

s h o u l d be no e l e m e n t of s u b s i d y and the c o m p o n e n t of r i c e be 

p r i c e d from time to time a c c o r d i n g to m a r k e t f l u c t u a t i o n s , by the 

F o o d C o m m i s s i o n e r or any other a p p r o p r i a t e a u t h o r i t y . 

Two k e y f a c t o r s for the s u c c e s s of the. s c h e m e are : 

( 1 ) The q u a n t u m of the m a x i m u m f a m i l y w e e k l y , m o n t h l y 

e n t i t l e m e n t of the r i c e and, 

(2) The p r i c e that s h o u l d be d e t e r m i n e d for p a i d r i c e . 

The p l a n w o u l d be d r a w n on the b a s i s of the c o - o p s 

d r a w i n g the m a x i m u m we'ekly, m o n t h l y e n t i t l e m e n t if they so d e s i r e . 

H o w e v e r , the d i s c r e t i o n s h o u l d b e w i t h c o - o p e r a t i v e s to d r a w 

l e s s e r a m o u n t s if they a l r e a d y have ample s t o c k . 

The p l a n may n o t e l i m i n a t e c o m p l e t e l y the i l l i c i t draw 

o f r i c e from c o - o p e r a t i v e s to the o u t s i d e m a r k e t but it c o u l d be 

m i n i m i s e d . E v e n if there is an i l l i c i t draw t h e ' e f f e c t w o u l d be 

to s t a b i l i s e the o u t s i d e m a r k e t p r i c e for r i c e . B y c o n s t a n t p r i c e 

a d j u s t m e n t s this c o u l d be further r e d u c e d . H o w e v e r , it is not , 

w o r t h w h i l e t o h a v e an e l a b o r a t e c o n t r o l s y s t e m for p a i d r i c e a s 

t h e r e is n o l o s s to g o v e r n m e n t on its s a l e . 

It is r e c o m m e n d e d that there s h o u l d be a c o n t i n u i n g 

s t u d y of p r o d u c t i o n cost, l o c a l and w o r l d m a r k e t t r e n d s , the 

a v a i l a b i l i t y e t c . , by a. s p e c i a l u n i t of. the- C e n t r a l B a n k s u p p o r t e d 

b y an e f f i c i e n t m o n i t o r i n g s e r v i c e to a d v i s e the a p p r o p r i a t e 

a u t h o r i t y of the p r i c e that m a y be a n n o u n c e d m o n t h l y by the F o o d 

C o m m i s s i o n e r a l o n g w i t h m o n t h l y family e n t i t l e m e n t . N o n - t a x 

p a y e r s s h o u l d be a l l o w e d to e n c a s h the family r i c e c o u p o n . The 
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e n c a s h a b l e .fee s h o u l d be s u b s t a n t i a l e n o u g h to e n c o u r a g e f a r m e r s or 

a r t i s a n s to c o n v e r t the food s u b s i d y i n t o a p r o d u c t i o n c a p i t a l ' 

i n v e s t m e n t subsidy.. For e x a m p l e , h a v i n g a m a r g i n a l or s u b s i s t e n c e 

l e v e l from a h o l d i n g , he s h o u l d see the a d v a n t a g e s o f i n c r e a s i n g 

y i e l d s and r e t u r n i n g his c o n s u m p t i o n n e e d s , than s p e n d h i s p a d d y 

and d e p e n d on free r i c e . It is s u g g e s t e d that the e n c a s h a b l e fee 

s h o u l d b e 5 to 10 c e n t s . a b o v e the m a r k e t p r i c e . I f a p e r s o n w a n t s 

to e n c a s h a c o u p o n for, f e r t i l i z e r , a p r e m i u m p r i c e at a s t i l l h i g h e r 

r a t e s h o u l d be g i v e n . E n c a s h m e n t of the rice c o u p o n s h o u l d b e 

a l l o w e d to be done at a n y ' t i m e . H o w e v e r , the e n c a s h m e n t s h o u l d b e 

i r r e v o c a b l e and the t o t a l b a l a n c e c o u p o n s s h o u l d have to s u r r e n d e r e d * 

O t h e r i t e m s that h a v e b e e n b r o u g h t u n d e r the r a t i o n s h o u l d be m a d e 

a v a i l a b l e to c o - o p s at m a r k e t p r i c e s w i t h i n m a x i m u m . f a m i l y e n t i t l e ­

m e n t if n a t i o n a l s t o c k l e v e l s r e q u i r e s fixing of such u p p e r l i m i t s . 

F o r t h i s p u r p o s e f a m i l y r a t i o n c a r d s s h o u l d be m a i n t a i n e d . T h e 

family c o u p o n c a r d s for u n p a i d rice s h o u l d be p r i n t e d in d i f f e r e n t 

c o l o u r s for easy i d e n t i f i c a t i o n and each c o u p o n w o u l d e n t i t l e a 

f a m i l y to a s t i p u l a t e d w e e k l y r a t i o n . 

. . T h e s e are the a d v a n t a g e s of this s c h e m e : 

(.1) Saving, in p r i n t cost and s t a t i o n a r y i n c l u d i n g the 

f o r e i g n e x c h a n g e e l e m e n t . 

(2) S a v i n g of time of co-op s t o r e s and the s i g n i f i c a n t 

r e d u c t i o n in the w a i t i n g time of c o n s u m e r s . 

(3) R e d u c t i o n of food r e g u l a t i o n m a l p r a c t i c e s l i k e 

p a w n i n g of r i c e r a t i o n b o o k s . 

(k) S u b s t a n t i a l s a v i n g in the food s u b s i d y v o t e as 

there w o u l d n o t . b e a s u b s i d y on the paid r i c e and 

the n o n - p a i d rice w o u l d be d i s t r i b u t e d on family 

e n t i t l e m e n t . 

B e s i d e s the i n i t i a l a d v a n t a g e s the scheme w i l l h a v e 

a d d i t i o n a l b e n e f i t s . T r a f f i c k i n g in r i c e , sugar and other 

c o m m o d i t i e s t h r o u g h c o - o p e r a t i v e b r a n c h e s and the c o n s u m e r , 

w o u l d be .minimised due to the p r i c e factor and there w i l l be 

family e x c e s s e s for r e s a l e . Y e t the s o c i a l b e n e f i t a c c r u i n g 
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from the r a t i o n scheme w i l l be m a i n t a i n e d as n o n - p a i d r i c e w o u l d 

c o n t i n u e to be g i v e n to n o n - t a x p a y e r s . a c c o r d i n g to the size of 

the f a m i l y u n i t . 

3. It c o u l d act as a d i s c o u r a g e m e n t to have b i g g e r f a m i l i e s 

and h e l p i n g in f a m i l y p l a n n i n g . 

4 . T h e v a r i a t i o n of the p a i d r i c e c o m p o n e n t s w o u l d be an 

e d u c a t i o n to m a s s e s cn the p h e n o m e n o n o f p r i c e f l u c t u a t i o n a c c o r d ­

ing to- the w o r l d m a r k e t t r e n d s . 

5» The s c h e m e w o u l d o p e r a t e as an i n c e n t i v e for p r o d u c t i o n 

for a l l f a r m e r s w h e t h e r the h o l d i n g s are u n e c o n o m i c a l or n o t . I n 

the c a s e of the farmer w i t h an u n e c o n o m i c a l h o l d i n g w h o h a s e n ­

c a s h e d h i s family c o u p o n , the p e n a l t y for n o t u t i l i z i n g the s u b s i d y 

for p r o d u c t i o n p u r p o s e s w o u l d be the high p r i c e he w i l l h a v e to 

p a y for h i s r i c e he p u r c h a s e s . 

6. A n y i n c r e a s e in the G . P . S . p r i c e w o u l d not b e n e f i t 

e i t h e r the m a r g i n a l farmer or the s u b - m a r g i n a l farmer u n l e s s there 

is r e c y c l i n g of his p a d d y w h e r e i n the farmer could s e l l h i s p a d d y 

and d e p e n d e i t h e r o n n o n - p a i d r i c e or p a i d r i c e from the c o - o p e r a t i v e . 

S i n c e this p r o c e s s w o u l d be c o s t l y and waste-ful to the nation, in' 

the u l t i m a t e a n a l y s i s , the p r o p o s e d plan w o u l d p r e v e n t t h i s . 

7» The. s c h e m e would, h e l p in m a i n t a i n i n g the p r o d u c t i v i t y o f 

the s u b - m a r g i n a l s u b s i s t e n c e farmer w h o m a y not. be able to o p p o s e 

the h i g h p r i c e of f e r t i l i z e r e t c . , as he w o u l d s o o n u n d e r s t a n d 

d i r e c t b e n e f i t of i n c r e a s i n g the p r o d u c t i v i t y of h i s -holding. 

8. The s c h e m e w o u l d h e l p t h e n a t i o n to a t t a i n s e l f - s u f f i .' 

c i e n c y in food as it is l i k e l y to a f f e c t the food h a b i t s of the 

p e o p l e . 
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M r . M a h i n d a S i l v a (Summing u p ) m o r n i n g s e s s i o n 

I w o u l d like to make some o b s e r v a t i o n s on some of the 

i s s u e e r a i s e d by s e v e r a l s p e a k e r s , not r e a l l y as m a t t e r of s e t t l e d 

p o l i c y b u t a s a k i n d of w a y s of t h i n k i n g w h i c h we A R E at the 

m o m e n t e n g a g e d in at the M i n i s t r y of A g r i c u l t u r e . 

W e are s t r o n g l y i n c l i n e d to the v i e w that t h e r e is room 

for m o r e than one l e n d i n g i n s t i t u t i o n to o p e r a t e in the r u r a l 

s e c t o r o f . t h e c o u n t r y . In a d d i t i o n to the B a n k of C e y l o n a n d the 

P e o p l e ' s B a n k that i f - t h e r e are any o t h e r b a n k s t h a t . a r e ' i n t e r e s t e d , 

w e t h i n k t h e r e is room and we t h i n k it w o u l d be very w o r t h y to b r i n g 

t h e s e s e v e r a l i n s t i t u t i o n s into the p i c t u r e . ' W h e n w e are t h i n k i n g 

of r u r a l c r w d i t w e A R C t h i n k i n g of the. t o t a l i t y of r u r a l credit 

i n c l u d i n g for c o n s u m p t i o n and for i n f r a s t r u c t u r e d e v e l o p m e n t . 

H i t h e r t o w e h a v e b e e n of the view that the function o f r u r a l c r e d i t 

s h o u l d be p a s s e d over w i t h i n a c e r t a i n period' to the b a n k i n g s y s t e m 

of the c o u n t r y i . e . the total b a n k i n g s y s t e m as o p p o s e d to the 

i n s t i t u t i o n s O F the g o v e r n m e n t . A p r o p o s a l of this n a t u r e w a s 

s u b m i t t e d to the C a b i n e t and h a s b e e n a p p r o v e d i n p r i n c i p l e . I n 

v i e w of the v e r y firm f i s c a l p o l i c i e s g o v e r n m e n t i n t r o d u c e d a b o u t 

t w o y e a r s a g o ; , there is an. e c o n o m i c and s o c i a l c l i m a t e n o w h e a l t h y 

for a v e r y r a p i d d i v e r s i f i c a t i o n in the a g r i c u l t u r a l s e c t o r . W e 

f e e l that it is not n e c e s s a r y that the t e c h n i q u e s of l e n d i n g , 

m e t h o d o l o g y o f l e n d i n g s h o u l d be u n i f o r m . W e feel that e a c h 

institution, s h o u l d have its own f r e e d o m to d e v e l o p its own 

i n i t i a t i v e and if n e c e s s a r y its own A R T-as o f s p e c i a l i s a t i o n . M a y , 

be that c e r t a i n i n s t i t u t i o n s m i g h t like to h a n d l e c e r t a i n t y p e s 

of c r o p s and d e v e l o p an e x p e r t i s e in that w a y . C e r t a i n t y p e s o f 

p e o p l e m a y l i k e to go in and h e l p p a r t i c u l a r r e g i o n s b e c a u s e the 

c o n c e p t of r e g i o n a l d e v e l o p m e n t is also one w h i c h is s t r o n g l y 

e m e r g i n g p a r t i c u l a r l y in t r y i n g . t o g i v e some .kind of order to 

the land R U F O R M programme., w h e r e large n u m b e r O F l a n d is now 

v e s t e d in a r e a s like the W e t Z o n e and the I n t e r m e d i a t e Z o n e . 

We are also v e r y a p p r e c i a t i v e of the v e r y e n o r m o u s p r o w 

b l e m the c o u n t r y is facing now - that is the i n c r e a s e of f e r t i — 
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l i s e r p r i c e s . B e f o r e the p r i c e i n c r e a s e of f e r t i l i z e r there w a s a 

g r e a t d e a l of d e l i b e r a t i o n s to. the e f f e c t ' w h e t h e r the 50 per cent 

s u b s i d y s h o u l d be c o n t i n u e d . F i n a n c i a l a d v i s e r s of tho g o v e r n m e n t 

o b v i o u s l y felt it o t h e r w i s e . . C o n s i d e r a t i o n . w a s also given to the 

p o s s i b i l i t y w h e t h e r s u b s i d y s h o u l d be r e t a i n e d at a l o w e r l e v e l 

i . e . 25 p . c . 

O n e of the things that s t r o n g l y c o n t r i b u t e d .to the 

r e m o v a l of s u b s i d y a l t o g e t h e r w a s that it w a s b e c o m i n g i n c r e a s ­

i n g l y d i f f i c u l t to m a i n t a i n a s u b s i d i s e d s e c t o r and an u n s u b s i d i s e d 

s e c t o r c o - e x i s t i n g . We were- c o n s t a n t l y h a v i n g this p r o b l e m . 

S t a t i s t i c s r e g a r d i n g the use of f e r t i l i z e r show a v e r y h i g h e l e m e n t 

of e r r o r . It is the f e r t i l i z e r drawn i n • t h e name of paddy or in 

the name of w h a t e v e r the s u b s i d i e s , one p o s s i b l e a r g u m e n t is that 

w e • s h o u l d h a v e a s u b s i d y for the w h o l e s e c t o r . E v e n this w a s felt 

t o o h i g h or b u r d e n on the g o v e r n m e n t r e s o u r c e s . W i t h the .increase 

in the p r i c e of f e r t i l i z e r it s e e m s that t h e : d e m a n d for it h a s 

d e c l i n e d to a g r e a t - e x t e n t . I t is not c e r t a i n w h e t h e r t h i s . i s the 

i n i t i a l r e a c t i o n to the p r i c e increase.. H o w e v e r , w e m a d e r e c o m m e n d ­

a t i o n s to th.e M i n i s t e r of F i n a n c e to e n h a n c e the c r e d i t l i m i t s . W e 

i n s i s t e d that the credit l i m i t s be i n c r e a s e d to m e e t the r e a l i s t i c 

cost of f e r t i l i z e r and t h a t c r e d i t - b e g i v e n only to those w h o are 

n o t in d e f a u l t . 

T h e r e s h o u l d be.-at the- o f f i c i a l l e v e l a S t a n d i n g C o m m i t t e e 

r e v i e w i n g a l l the p o l i c y problem's r e g a r d i n g a g r i c u l t u r a l c r e d i t and 

it s h o u l d i n c l u d e . t h e two b a n k s , r e s p e c t i v e p l a n n i n g m i n i s t r i e s 

and trade and the C e n t r a l B a n k , 

The q u e s t i o n of c r e d i t w h i c h h a s a l r e a d y b e e n g i v e n 

s e r i o u s c o n s i d e r a t i o n is not a problem 1 .that can.'be e a s i l y i g n o r e d 

e i t h e r by the Central. B a n k or by the G o v e r n m e n t . A n y s u g g e s t i o n s 

to o f f e r i n c e n t i v e s to c o - o p e r a t i v e s or to any c o m m i s s i o n a g e n t s 

or a n y o n e else w h e r e at l e a s t 25 - 30 p.c. o f this can be r e c o v e r e d , 

w o u l d b e a h e a l t h y ' p r e c e d e n c e . • 
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F A O i t s e l f has l a u n c h e d an A s i a n S u r v e y and C e y l o n too 

h a s p a r t i c i p a t e d in it by a c l o s e r s t u d y o f one AFC i . e . K a n d u p a -

l a t h a in the M a n i k d i w e l a A P C . . O n e of the h i g h l i g h t s of this: 

s u r v e y is that the i m p o r t a n c e of the m a r g i n a l farmer s h o u l d n o t 

be f o r g o t t o n . - W e have not p a i d e n o u g h a t t e n t i o n to the m a r g i n a l 

f a r m e r . C r e d i t s h o u l d be e x t e n d e d in such a w a y to h e l p those 

f a r m e r s w h o are h a v i n g u n e c o n o m i c h o l d i n g s or h o l d i n g s in h i g h 

r i s k a r e a s . 



P O S T - L U N C H S E S S I O N 

T h e D i s c u s s i o n 

T h e m a i n p o i n t s made are a r r a n g e d u n d e r : 

1. E l i g i b i l i t y and D i s b u r s e m e n t of C r e d i t 

( i ) P l a c e of. I n s t i t u t i o n a l C r e d i t 

I n s t i t u t i o n a l c r e d i t a s s u m e s a s i g n i f i c a n t role d u r i n g a s t a t e 

o f t e c h n o l o g i c a l ' a d v a n c e in a g r i c u l t u r e w h e n farmers* r e q u i r e m e n t s 

os p u r c h a s e d i n p u t s b e g i n to i n c r e a s e at a rapid r a t e , n e c e s s i t a t i n g 

a c o r r e s p o n d i n g i n c r e a s e in the v o l u m e s of c r e d i t a v a i l a b l e to them. 

T h i s w i l l be i m p o r t a n t b o t h in terms of the p h y s i c a l i n p u t s like 

f e r t i l i z e r , a g r o - c h e m i c a l s , e t c . , and in terms of s e r v i c e i n p u t s 

l i k e ' land p r e p a r a t i o n j e t c . In these c i r c u m s t a n c e s it. w o u l d also 

b e m o r e p r o f i t a b l e to i n v e s t f u r t h e r in a g r i c u l t u r e t h u s i n c r e a s i n g 

the demand for m o r e c r e d i t . 

It w a s p o i n t e d out that a g r e a t p r o p o r t i o n of b o r r o w i n g in t h e 

dry zone c o l o n i s a t i o n s c h e m e s w a s from i n s t i t u t i o n a l s o u r c e s . ' 

(ii) P l a c e of N o n - I n s t i t u t i o n a i C r e d i t :'-

C r e d i t s h o u l d be v i e w e d as a m e a n s of i n c r e a s i n g p r o d u c t i o n . 

90% of r u r a l c r e d i t is s a i d to be from n o n - i n s t i t u t i o n a l s o u r c e s 

and the v i e w w a s e x p r e s s e d that n o n - i n s t i t u t i o n a l s o u r c e s h a v e a 

s i g n i f i c a n t r o l e to play in the r u r a l e c o n o m y . It w a s felt that 

t h e r e w a s a g r e a t e r d e p e n d e n c e on n o n - i n s t i t u t i o n a l s o u r c e s in the 

w e t zone due t o . ; 

(a) s m a l l size of h o l d i n g s w h i c h - d i d not m a k e it w o r t h w h i l e for 

s m a l l f a r m e r s to u n d e r g o the i n c o n v e n i e n c e of b u r e a u c r a t i c 

p r o c e d u r e s for o b t a i n i n g c r e d i t , and, 

(b) the fact that.-traditional r e l a t i o n s h i p s . e n a b l e d farmers in 

the w e t zone to b o r r o w a large p r o p o r t i o n of c r e d i t from 

f r i e n d s and r e l a t i v e s . 
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The view was expressed that the private lender may not be the 
usurer he was generally made out to be. Taking into consideration 
all aspects of the matter it could even be stated that the interest 
rates charged by private lenders were not all that much in excess 
of those charged by credit institutions. One of the participants 
pointed out that it was not.often appreciated that there was a 
hidden subsidy in the interest rates charged by institutional 
sources. It was also stated that as large amounts of loans remain 
unrecovered the social cost to the government was not reflected in 
the interest rates charged by the institutional sources. There 
were however, some others who stated that some of the' studies pointed 
to non-institutional sources charging high rates of interest which 
were very much higher than that charged by institutional sources. 
It was agreed that the data available on this subject was inadequate 
to arrive at any firm conclusions. 

. It was also said that for non-institutional credit courses.to 
play a supplementary role, the farmer's crop must be available to 
the lender as security in case of default. Where the PMB became by 
law the. sole buyer, the private lender was deprived of his security, 

(iii) Creditworthiness of the Subsistence Farmer :-

The subsistence farmer did not generate a surplus for repay­
ment of loans. The question arose as to whether credit should be 
extended to this, category of farmers. The view was expressed that 
since a substantial foreign exchange allocation was spent on the 
import of rice, it may be worthwhile subsidising the low income and 
subsistence farmer so that he could maintain production until such 
time as his enterprise became viable. One way of increasing his 
income was providing off farm employment. It was pointed out that, 
the Japanese farmer, in spite of small holdings (below 1 hecter 
ie: 2.27 acres) has a fair standard of living. In this connection, 
it was suggested that employment opportunities for subsistence 
farmers be organised by Cultivation Committees, by means of.seed 
farms, etc., Organisation of cultivation on a "tract or block, 
basis" suitably assisted by Cultivation Committees, Government 
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grants'-or B a n k l o a n s m a y b e c o m e n e c e s s a r y . H o w e v e r , the u t i l i s a t i o n 

of t h i s a s s i s t a n c e s h o u l d be p r o p e r l y and a d e q u a t e l y s u p e r v i s e d , 
; • '. . . ' - ' . ' ' . . - ' • / • • ' 

( i v ) S u p e r v i s i o n of C r e d i t :-

It w a s f e l t that c r e d i t s u p e r v i s i o n could be done by A g r i ­

c u l t u r a l P r o d u c t i v i t y C o m m i t t e e s ' and C u l t i v a t i o n C o m m i t t e e s and 

C o - o p e r a t i v e S o c i e t i e s . The d i s t i n c t i o n w a s 'made b e t w e e n s u p e r ­

v i s i n g and •policing' of loans.' R e a l s u p e r v i s i o n s h o u l d aim at 

t r a i n i n g and e d u c a t i n g the. farmer.' . R e f e r e n c e w a s m a d e .TO- the'. 

e x p e r i e n c e in the H a m b a n t o t a d i s t r i c t w h e r e c r e d i t w a s s u p e r v i s e d 

a n d the farme'r g i v e n the n e c e s s a r y f a c i l i t i e s and k n o w - h o w t h r o u g h 

the C O - o p e r a t i v e s . It was:-, felt that future c r e d i t s u p e r v i s i o n 

p r o j e c t s : c o u l d b e n e f i t from-the. Hambantota' e x p e r i e n c e . . It w a s 

felt that t h e , E x t e n s i o n S e r v i c e could p l a y a more e f f e c t i v e role, 

in this c o n n e c t i o n . It w a s r e c o g n i s e d that the A P C s have the l e g a l 

p o w e r s of s u p e r v i s i o n u n d e r t h e A g r i c u l t u r a l P r o d u c t i v i t y L a w . 

(v) F e r t i l i z e r ' P r i c e s 

The a l l o c a t i o n of c r e d i t for f e r t i l i z e r w a s far l e s s than w h a t 

w a s n e e d e d to p u r c h a s e f e r t i l i z e r at the p r e s e n t p r i c e s . F e r t i l i z e r 

w a s m o v i n g s l o w l y and o n l y 25. tons h a d m o v e d . o u t of CASS. S t o r e s in 

A u g u s t . The q u e s t i o n w a s a s k e d w h e t h e r this w a s d u e . t o the u n -

p r o f i t a b i l i t y o f . u s i n g fertilizer, at p r e s e n t f e r t i l i z e r and G . P . S . 

p r i c e s . T h e s l o w m o v e m e n t o f f e r t i l i z e r m i g h t be due to : (a), the 

e x p e c t a t i o n of the f a r m e r s that f e r t i l i z e r p r i c e s may. be r e d u c e d 

a n d / o r (b) that the c r e d i t l i m i t s for: the p u r c h a s e of f e r t i l i z e r 

may be i n c r e a s e d . 

The' present, fertilizer- subsidy, of 5 0 $ to the plantation-, 

s e c t o r came u n d e r severe, c r i t i c i s m s . I t - w a s felt that this ?ras -

a s e r i o u s a n o m a l y particularly, in the case of the. small' farm 

s e c t o r w h i c h m a k e s an-.important c o n t r i b u t i o n T O F O O D ' p r o d u c t i o n , 

2. 1 I n s t i t u t i o n a l A r r a n g e m e n t s • ; .. 

I t w a s p o i n t e d out that the B a n k O F C e y l o n p r o c e d u r e s for 

c r e d i t w e r e s i m p l i f i e d s i n c e only one form w a s u s e d . The pr.o-



c e d u r e for g e t t i n g c r e d i t t h r o u g h the MPC.S h o w e v e r , w a s m o r e 

c o m p l i c a t e d r e q u i r i n g over 2 m o n t h s from the d a t e of a p p l i c a t i o n , 

to the time of g r a n t i n g of c r e d i t . The c r i t e r i a of d e t e r m i n i n g 

the e l i g i b i l i t y for l o a n s w e r e d i f f e r e n t in the B a n k of C e y l o n and 

P e o p l e ' s B a n k . T h e p o s s i b l e d a n g e r of a p o l a r i z a t i o n of the r u r a l 

i n s t i t u t i o n s in g r a n t i n g c r e d i t w a s r e f e r r e d to, a n d the n e e d for 

the i n s t i t u t i o n s b e c o m i n g c o m p l e m e n t a r y w a s s p e c i a l l y e m p h a s i s e d . 

T h e r e s h o u l d be c l o s e r c o - o r d i n a t i o n b e t w e e n the M P C S s and its 

b r a n c h e s , the A P C and t h e C u l t i v a t i o n C o m m i t t e e s in s e r v i n g the 

f a r m e r s and the two B a n k s s h o u l d s e r v e both the farmers and the 

i n s t i t u t i o n s in a c o m p l e m e n t a r y m a n n e r each d e v e l o p i n g its own 

s p e c i a l i t y . 

3• R e c o v e r y : 

T h e v i e w w a s c l e a r l y e x p r e s s e d that p a s t l o a n s s h o u l d n o t b e 

w a i v e d . A l t h o u g h l o a n s w e r e n o t r e p a i d , it did n o t n e c e s s a r i l y 

i m p l y t h a t the farmer w a s w i t h o u t c r e d i t in future s e a s o n s . It 

w a s p o s s i b l e that the c a p i t a l c o m p o n e n t that s h o u l d h a v e b e e n u s e d 

for r e p a y i n g l o a n s w a s i n s t e a d d i r e c t l y i n v e s t e d in a g r i c u l t u r a l 

o p e r a t i o n s w i t h o u t the d e f a u l t i n g farmer h a v i n g to go t h r o u g h the 

m o t i o n s o f r e p a y i n g credit to the M P C S and b o r r o w i n g once a g a i n . 

In fact, e v e n t h o u g h there w e r e low r a t e s of c r e d i t d i s b u r s e m e n t , 

c r e d i t m i g h t s t i l l be c i r c u l a t i n g in the r u r a l • e c o n o m y . 

D e f a u l t may be an i n d e x of the n o n - c r e d i t w o r t h i n e s c of a 

f a r m e r . A s c h e m e of crop i n s u r a n c e p r o p e r l y i m p l e m e n t e d may r e d u c 

the i n c i d e n c e of d e f a u l t in b o n a fide c a s e s . 

One w a y of r e d u c i n g d e f a u l t s m i g h t be by r e - i n t r o d u c i n g the 

i d e a of c o r p o r a t e r e s p o n s i b i l i t y for r e c o v e r y of l o a n s . T h i s w a s 

said to have b e e n . s u c c e s s f u l in C o m i l l a , B a n g l a d e s h and in S r i 

L a n k a b e t w e e n 195^ and 1963 w h e r e the d e f a u l t rate w a s only 

I n S r i L a n k a l o a n s to c o - o p e r a t i v e s w e r e m a d e a v a i l a b l e by the 

P e o p l e ' s B a n k and the c o - o p e r a t i v e s as a w h o l e t o o k r e s p o n s i b i l i t y 

for the r e p a y m e n t of these l o a n s . T h i s p r o c e d u r e e n a b l e s the 

d e v e l o p m e n t . o f a s y s t e m o f . s o c i a l s a n c t i o n s w h e r e b y n o n d e f a u l t i n g 

f a r m e r s b r i n g s o c i a l p r e s s u r e on d e f a u l t i n g m e m b e r s to repay t h e i r 

l o a n s . 
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T h e 'point was made that r e c o v e r i e s w e r e m o r e s u c c e s s f u l w h e n 

c r e d i t w a s tied to m a r k e t i n g a r r a n g e m e n t s . (it is r e l e v a n t h o w e v e 

t h a t at the t i m e r e f e r r e d to, t h e g u a r a n t e e d p r i c e f o r p a d d y w a s 

higher than the open m a r k e t p r i c e ) . 

C o n c l u s i o n s : 

1• P a s t d u e s s h o u l d not be w a i v e d . 

2. C r e d i t w a s not a m e a n s of r e h a b i l i t a t i n g the- s u b s i s t e n c e 

f a r m e r , instead,- a S m a l l F a r m e r D e v e l o p m e n t A g e n c y s h o u l : 

be e s t a b l i s h e d to m a k e v i a b l e this c a t e g o r y of f a r m i n g 

t h r o u g h a s y s t e m of g r a n t s and i n f r a - s t r u c t u r e development-. 

A l s o by p r o v i d i n g o f f ' f a r m employment, a n d s u p e r v i s i o n of 

c u l t i v a t i o n t h r o u g h t h e , C u l t i v a t i o n C o m m i t t e e s a n d A g r i ­

c u l t u r a l P r o d u c t i v i t y C o m m i t t e e s . . ... 

3. C r e d i t s h o u l d be g r a n t e d on the b a s i s of the b o r r o w e r ' s 

c a p a c i t y to r e p a y from b o t h h i s farm and o f f farm, e a r n i n g s , 

r a t h e r ' t h a n limit h i s c r e d i t w o r t h i n e s s to h i s paddy h o l d i n g . 

k. T h e r e w a s r o o m for a n u m b e r of c r e d i t i n s t i t u t i o n s to 

o p e r a t e in the r u r a l a r e a s , each d e v e l o p i n g its own 

speciality/. H o w e v e r , there was. n e e d for; b e t t e r c o m m u n i ­

c a t i o n in p a r t i c u l a r b e t w e e n M P C S s , A P C c and the C o m m e r c i a l 

. B a n k s at village..level. 

5-. I n s t i t u t i o n a l and n o n i n s t i t u t i o n a l s o u r c e s of c r e d i t b o t h 

h a v e a p l a c e in the s m a l l f a r m . s e c t o r the r e l a t i v e i m p o r t a n c e 

o f each d e p e n d i n g on the v a r i o u s s i t u a t i o n s p e r t a i n i n g to t h e 

d i f f e r e n t c u l t i v a t i o n p r a c t i c e s , c r o p s , e t c . 

6. P r e s e n t - h i g h p r i c e s of fertilizer, seem to act as a d e f i n i t e 

' d i s i n c e n t i v e to its u s e . 
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