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FOREWORD

'A one day colloquinmvon Agricultural Credit - present

'situation and fnture perspective. was held.at the;ARTi on the 19th

(September,'1974 The discussion was based on a -paper prepared by

the Ministry of. Agrlculture and Lands.

The Secretary,-Ministry of Agriculture and Lands opened
the proceedlngs. The subject was then examined by representatives
of 1nst1tut10ns concerned with rural credit, the People's Bank,

the Bank of . Ceylon, the Central Bank, the Department of Co-operatzve

Development the Ministry of Plantatlon Industries, the Mlnlstry of

Plan Implementatlon, the Mlnlstry of Plannlng and the Co-operatlve
Management Serv1ces Centre.

Y

' The post-lunch session was presided‘over-by the Director;_”

_ARTI. and took the form of a diScnssion where rural credit was
‘ dealt w1th under 3. heads-— e11g1b111ty and disbursement of credlt,~

1nst1tutlonal arrangements, and the rggovery ‘of credlt.‘

There were many aspects of the problem that were not
adequately treated for want of tlme. A follow-up semlnar may be

useful ‘to deal with these matters in greater depth and to make good

-any om1551ons.

This publ1catlon sets out the contrlbutlons made by the
partlclpants in the pre—lunch se551on together w1th & summary of

the proceedlngs of the second half of the seminara
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Agricultural Credit - Seminar

Mr. Mahinda Silva,

Secretaryg Ministry of Agrioulture and Lands.

~ -Opening the Seminar

‘We have been working in the agrlcultural sphere over

a perlod of years and have been grappling with the problems of

'agrlcultural and rural credlt. Each step we took seemed to us

correct and good at the tlme, but barely one year or six months -

later we found that the 51tuat10n was a llttle worse - than when

we applied the remedy.

With the present changes in the agrioultural sector.
the questlon of agrlcultural credit is of crucial importance.

It is a problem for the farmer, for the Central Bank ‘and for

" the Commercial Banks that have. ‘been 1nvolved in 1end1ng. It

is a problem for the Ministry and g contlnulng problem in the
agrlcultural planning of the country. We thought that the
ARTI should at least brlng together ‘the key Instltutlons

connected with this subgect and have a one day d;sousslon to

see whether we can have some kind of agreed solutions even

tentatlvely which we could pass on to the pollcy-makers ‘and

'say that this is what the leadlng Instltutlons connected with
‘the subjeot think.



Mr. D.W. Kannangara;

General Manager, Peoﬁle‘s Bank.-

Agrlcultural Credlt spec1ally to the small scale farmer
has a hlstory g01ng back to the 1940s. Schemes were started and |
‘credlt was extended by government departments through tne co—opera—
tive system. Wlth the fallure of each credit systém a new schenme
was:devised; On the adv1ce tendered by a Committee of officials in
1966 to look- into the questlon of Agrlcultural Credlt the New Agri-
cultural Credlt Scheme was 1ntroduced in 1967 by which creolt ‘was
extended by the People s Bank to farmers through Co—operatlve

‘5001et1es.'

In order to. understand the New Agrlcultural Credit Scheme~

and the speclal problems that have arlsen in- 1mp1ement1ng it, it is

- useful to look 1nto the orlglnal recommendatlons of the Committee.
»whlch formulated the ba81c recommendations ‘and the ev1ls that they

-were attemptlng to correct. This Commlttee enumerated the follow1ng

' problems as requlrlng attent1on

i

(1)- The rising trend'in the incidence of loan defaults;
‘(2)' The use of loans for ‘purposes other than those for
.d' whlch they were 1ntended' _ -
(3) The misuse of monies repaid by members'through
“Co-operatlve Societies and’ dlverted by the latter

_ for c0nsumer and other act1v1t1es..'

In’ addltlon, there was the problem of non-prov151on of
credit to the farmer in tlme. The Gommlttee was also of the
. opinion that the loan and recovery procedures were inadequate to
cope with the 1ncrease in the volume of credit,. and that there was
also a tendency for the. beneflclarles to treat the grant of credlt
as a- welfare measure. ‘The mechanics of the New Agrlcultural
Credit Scheme as recommended by this Commlttee required the co-
ordlnated act1V1t1es .0f a number of Government Agenc1es from. the
preparatlon of 1ntegrated agricultural productlon programmes to-
“the superv;31on of credit granted and the co~ordination of

recovery activities.

.
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© . These steps requlred that appllcatlons be called by Co-

operatlve Societies three months prior to the date of actual cultl- |

~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 ellglble under the rules’ enunciated by ‘the Mlnlstry of

-Agrlculture. It was recognised that this area of lendlng 1nvolved :

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 consideéred the risk element °

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

~integrated schemes of supervision recomnended by the Committee a_

guarantee of 90% wasIOriginally requested. . However, it Was agreed

_ that the scheme be .first implemented on the basis of a 75% guarantee

and thls question be recon51dered after a reasonable period., Un~
fortunately with the passage of time the supervisory mechanism

orlglnally instituted gradually fell into disuse, thereby reduclng

“the effectlveness of the entire scheme.

Viewed from the standpoint of lending institutipns; there

. Wwere certain basic contradictions in the loan scheme itself which

prevented the building up of an effective credit sysfem. The most -

~important shortcomlng was the -denial of the right of credit assess=-
- ment to the lending organlsatlon, i.e, the co-operatlves. A lendlngv~
.authorlty would normally view any request for credit ba51cally

Akeeplng in mlnd the follow1ng requlrements 1=

(a) 1Is the appllcant reliable? Is he ‘one who w1ll 4

honour his obligations?

(b) Has he the productlve capa01ty to generate a
.-‘surplus to meet his costs and expenses as well

as hls dues on the loan°

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

In this scheme the lending institution, i.e. a co—opera?

tive, is mot free to apply the above basic tests., 'Insteadfit has .

N



»'to 1ssue loans. mechanlcally without any Credlb analy51s in accord-

ance with government dlrectlves. As analysed and accepted in 1972

by the Worklng Group on Agrlcultural Credit and reported to the .
Cablnet by the Mlnlstry of Agriculture it was really the government

that ‘made the credit decision and not the co-operatlves. This } S

%

- would perhaps have been due. to ‘the government's v1ew ‘that- 1ncrea81ng
food production should take ! precedence over other con51derat10ns.
The_soleycrlterlon'of eligibility for credit under this scheme is
“that the applicant"Should not'be a‘defaulter. In so=far as the
non~defaulter is a personhwho has repaid earlier loans, this,is:an

. aGceptable criterion. But this'non-defaulter classification con-

ceals two types of sub-standrad'borrowers Who are very bad risks'—

(a) there are firstly those who have registered
. themselves as cultivators of land Worked'by‘
earller defaulters in order’ to get round the _

ellglblllty requlrements- and

(b) secondly, there are. the'subsistence farmers’-h
' who cannot generate a surplus adequate to Lo .

repay the loan. ‘ o ‘ .

From the foreg01ng 1t becones clear that the co-operatlves_
are only the Agents for channelllng credit and it is not requlred to_
"build a system of assessing the creditworthiness of members, Most
' damaging of all is- that they are-not free to refuse a loan to a
:member who in their onlnlon is- rot crcdltworthy. This has dlmlnlshed
 the authority v1s—a—v1s thelr membershlp, has had a demorallslng
. effect on the co operatlve managenent and resulted in an in-

dlfference to the questlon of loan rccoverles.

A welcome feature that was adopted with the operatlon

of the New Agrlcultural Crcdlt Scheme was the establlshment of a
‘body of officers to keep the progress of the scheme under constant
.rev1ew. This body which con81sted of representatlves of all
agenc1es 1nvolved 1n the prov1s1on and superv181on of credlt as- . N -
well as the marketlng of agrlcultural produce, was- able to maln—

'taln a close dlalogue among themselves and, with the steadlly : o v
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deteriorating situation, to suggest remedial measures to eliminate

the defects of the earlier system.

In 1972, after discussions held between the repreéentatives
of the People's Bank, Co-operative Department and the Ministry of
Agriculfure, the adoption of what léter 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 té explain in greater detail what is meant
by "Coﬁprehehsive Credit". A farmer, speciaily one living at sub-
sistence level, has to sustain himself in order to carry out the
productive process., In such anlinstance, 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 a2 hcld on him,

On the above basis the Bank has alrecady advised Co-
operative Rural Banks to extend credit to cultivators in order to .

meet all their credit needs.

Thus it would appear that institutional sources of credit
which provide only the costs of cultivation is inadequate. -Rather
they should adopt themselves to provide the farmer with all 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



established in selected societies and was found to be successful.

In view of the succesé, this scheme after discussion was exténded

to cover the entire network of Multi~Purpose Co-operative Socicties

~and it was decided in 1972 to bring the scheme oflcultivation credit -

also within its ambit. However, though this scheme was accepted in °

€

principle in 1972 its implementation has been heid.up due to a break
in the hitherto close liaison that oxisted between'the'Péople's Bank
ahd the Ministry of.Agriculture. Prior to 1972 the dialogue between
the Bank and the.Ministry had been close., During this ﬁériod all

- decisions by the Ministry of Agriculture concerning the scheme‘Were

made in consultation with the Bank. However, with the breakdown in
communication'the Bank faced difficulties in the imﬂlementation of

the credit scheme.

In spite of the common agreement between the Bank and the
Ministry to adopt this rational system of extending creditj the
Ministry of Agriculture decided to continue with the existing scheme

in Maha 73/74 with further relaxation in fhe eligibility requirements.

This was most probably due to the grave food situation that prevailed )
in 1973. Eligibility standards were relaxed to provide credit to S g
sub-standard'borrbwers like defaulting cultivators, firstly in kind -

and thereafter in cash at the rate of Rs.100/~ per acre for a maximum
'of three acres. This catégory of borrowers wés provided this credit 
after the extension Qf.the repayment -period on existing outstanding
loans by three years;‘ This was further augmented by a prdviéion of
credit to other categories'such as fempprary pérﬁit holders. The
volume of credit thus extended has nbw reached sﬁch alarming pfo-
portions that the immediate overhauling of the credit system and

the adoption of_the Comprehensi&e Schemne éf Credit becomes impera=

tive.

The meéhanics of prqﬁidiﬁg credit under the New Agri-
cultural Credit Scheme were based on the recommendations of thé
'Committée on Agricultural Credit of 1966, At times the‘proVisiOns . "
thus made might havelled'to'rigidities such as procedural delays
in the entertainment and approval of applications and the continuation _
of the original application forms aé'drafted in 1967. However, the

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



period of time introduced the following changes :

(a)

(v)

(c)

A simplified Application Form to be submitted

by farmers to Co-operative Societies.

The immediate provision of a percentage of the
estinmated Credit requirements of a society and
the processing of credit applicatiéns in con-
venient groups as they are submitted so that
farmers are provided with fheir credit as théy
submit their applications to Co-operative

Societies. . . .

Co~operative Rural Banks have been advised, in
implementing>the Comprehensive Credit SchémeAto
approve an overall limit for a.farmer in accord-
ance with his]productioﬁ plans and to release_funds
within this limit on demand according to his needs
thereby eliminating the cumbersome procedure in-
herent in the existing system. In view of.the
decision to continue with the existing system

the progreés made in the implementation of this

scheme is minimal.

In addition, the reactivation of the integrated scheme

of credit supervision and recovery by all connected Government

Agencies'as'well as the active participation of the pdlitical

authorities in the recovery process for the marketing season Maha

?3/74.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“preseht system

haS‘brought'about-améng 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 grecater awareness of their résponsibilities for

the recovery of loans granted'by thems It is significant that -

' the loans scheme sponsored by the Péople's.Bank through Co-

operative Rural Barks where the responsibility for credit

decisions is veéted in the SOCiety,.the results haﬁe.been quite

satisfactory.



, Lack of credlt superv151on whlch is one of the prlmary

reasons glven for the fallure of the cultlvatlon loan scheme has

to be remedleds Admlttedly, 1t is the 1end1ng 1nst1tutlon ‘which -
should carry out the supcrv151on of credlt - However, in a situ-
atlon where co-operatlves have. to grant ercdit to a large number

of. small cultlvators as-in the case of paddy, oupcrv181on of.

'borrowers' act1v1t1es on ‘the SCale needed becomes dlfflcult as

they are presently 1ll—equ1pped to do. oOe Tnls fact which was

recognlsed in the_lmplementatlon of the New-Agricultural Credit

, échéme'provided'for, by-involving the re spectivn”government
jdepartments employed in extens1on act1v1t1es in this area, has to
be streamlined.  The superv151on mechnnlsm which durlng the first
.year of this scheme functloned fairly satlsfactorlly went into .

complete dlsuse. - An awareness of the need for contlnulng super-

vision by these agen01ec at least tlll such tlme as the lendlng
1nst1tut10ns could build. up a superv1sory machlnery of its own

requlres empha51s.

In v1ew of other causes of defaults as shown by the

'Central Bank Survey of 1972 17+2% falleu becquse of low 1ncome

while 12% defaulters were those who had no intention of repaylng.

In a Bystem where: loans‘would be.granted only on the-condlseratlon

~of credituorthiness these two categories Would have primarily been

left out. However, the questlon of prov1d1ng credit to the low
1ncome group has to be viewed from a broader angle as thelr problem
1s not a matter of credlt alo1,. It would appear that the pro-
v151on of credlt to. this" ‘group by a 1end1ng institution becomes

dlfflcult. A solution to their problem would first. be an ellmln—'

.ation'of'the ba51c_defect of a very low level of_lncome. . Under-

the Comprehensive Credit:Scheme of the CRBs there is provision

for a long-term solution to this problem bJ encouraging such -

'1nd1v1duals to dlvers1fy their. act1v1t1es ang. thercby 1ncrease:

thelr.lncomes to bring them within the category of credltworthy.

persons, -

A reason glven for the failure of crcdlt schemes

implemented by government departments was that the recelplent

‘had the tendency to v1ew it as a551stance from the government

[



‘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 dlscretlonary authorlty waSe

_ What should be the system for financing small farmers?
This question was cavered 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
‘holdihge and attendant problems should be resolved before fhe
question of credit is taken ﬁp.< No lending institﬁtion could
afford to make advances to this category of farmer. This problem
shouid'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 flexibiiity 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 theAagrieultural sector is now exploring
the(poséibility of introducing a scheme of financinéecultivators,
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. Accordlng 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 productien
of this seller's certificate the People's Bank would issue.a‘bill
of exchange iﬂ the form of a ﬁeét-dated cheque or a promissery

- note. This could be realised after a specified period of maturity



and'wouidﬂhe guaranteedlby the'gcvennment;’ After maturlty the

; bill of exchange could be encashed or discounted in full or part o

‘at. any Bank. The bills would ‘then be forwarded to the Paddy - T
Marketlng Board and ‘the transactlons would be reflected in the | B

Paddy Marketlng Board's Accounts. The collectlon of the paddy . a

spec1f1ed in the seller's certlflcate would be the responsi-
‘rb111ty of the Paddy Marketlng Board. :

- The questlon of moblllslng savings should be met by 1nst1tut10ns
jthrough new dev1ces suff1c1ently attractlve to the rural popu-
1at10n. These schemes should ‘be. such as to-enable SdVlngS to be
h made w1th1n their 1ncome pattern° In th1s dircction Co-operatlve
Rural Banks have béen requested to. implement the Investment
Sav;ngs Scheme\npw in operation in the People s Bank in a modi=.
'fieduform,f;Fuhther,,in,areas.such as Padav1ya, schemes have
been. intfoduced"f6r5the depdsit of thelr sales proceeds 1nto

-an account which should be subsequently drawn -as-and when
requlred by the account holaers. The performance of CRBs in.
moblllslng rural savings has been most encouraglng as 'is -
ev1denced by the fact that as at the 30th of June, 1974 they
had dep051ts amountlng to Rs, 54 2 mllllon. Of these, approx1-
_mately Rs, 25.7 million had been granted as loans whlle Rse 30

”mlll;on has been givén in the form ‘of pawnlng advances,

10



- enterprise. to be ideutified and upto = point his record of part

Mr. S. Suntharallngam, Manager,

Agrlcultural and Industrial Credit Dept., Bank of Ceylon s

Our. system of rural credit takes_us'only as far beck.es
February 1973, The thrustAof the Government for financing the
 farmer ie tWwaold. One system alroady established has been
Adescrlbed by the Gencral Manager. of the Peoplels Bank, - The other
form of rural credlt is based on the establishment. of Agr1cultura1
Productivity Committee. In each APC area there w111 be an Agri-
cuitufal Service €entre, Within the nucleus of thls Centre, would
be_heﬁsed several sections of the Mlnlstry of" Agrlculture as well
: as a sub-branch of the Banquf Ceylon. out of the proposed 400

'agricultural service ccntres,‘EQO.have already been established.

- The total amount that. we loaned by way of rural credlt 1s
not very substartlal in terms of the nat10na1 total. Cur 1nst1tu~
“tional device of the sub~branch is comparatlvely new, and many sube
branches are beihé Set up .on ‘our owﬂ reckoning and feed~back, our

performance has been quite satisfactory.

ZAccording to.this.new'scheme, the Bank of Ceylon will -be
- dealing directly_with'the farmer, The initial difficulty of identi=-
. fying the farmcr has Lecn simplified by the issue of Agro-Identity

" Cards. ‘These Ideutl,y Cards will enable the farmer and hlS farrlng

borrowings, perfornence and oth~r rr;evant'informaulone Our system
‘-of flnan01ng the farmer. 1s tied-up with these Identlty Cards and

' the idea of crcdlt ratlng 1s suks t&Ltlally COVered by this method.
Credit rat;ng weuld requlre up-to-date information on‘the credit
~history of thebfarmer; " The considerations that'weighed ﬁith us for
the establlshmcnu of these Centres was not only ‘the’ giving out of
adequate and tlnely credit but aliso the. moblllsatlon of sav1ngs

which 1n01denta11y, has terned out to be’ very 1npr0551ve.-

The nced to examine further the credit—worthiness of the
farmer does not have a place in -our system of credit. In order to
be eligible for a loan frem the Bank of'Ceylen; it would be adequate

aow for a farmer to have an account with this Bank and an agro~ -

1



) jdentity cards He should -also give_the Bank:enAundertaking'that he

~would not borrow from any'Other lending institution simultaneously.
‘Dlsbursement of credlt will be as doc1ded by the Ministry of Agri-
culture and approved by the Ministry of Flnance. The information
Aglven on the appllcatlon‘form is required to be certified by the’
credit'institntions'of the arca in Which he cultivates. - Our policy
of dlsbursenent is taken on the bas1s of a persor's farm surplus

: and his repaylng capa01ty._-

The process of superv151on starts even at the time of
maklng the appllcatlon and’ 1s constant and continuous. Farmer's
tenurial rlghts are 1dcnt1f1eu and the Agrlcultural Lands Law'gives
a- lendlng 1nst1tut10n con51derable legal rights 1f enforcemcnt

becomes necessary.

Of the payable advance, 75% is under guarantee of the‘

Central Bank, - This guarantee has not 1nterfered with our form of‘

o flnanc1ng.n9r with the form of recovery} The Centrai Bank guarantee .

- is subject to review'one year from now.ﬁ

. The suoerv151on referred to w111 be with the co-operatlon
and a551stance of the Mlnlstry of Agrlculture and Lands and so far
Athe assistance of D1v151ona1 Offlccrs, Dlstrlct Offlcers and

.Extenslon Offlcers has been rcmarkable. As.a new scheme this needs

‘adjustments on various aspects. The sub-branch nefwork under the

Agricultural Secrvice Centre I hope, will be successful over.a pcrlod

'-of tlme.

' One other aspect of this system will be the need for

‘flexibilify'whichvhes'a very important-blace in-wny form of credit. :

: Flex1b111ty of course, should be within a decided framework. This
flexlblllty in our system makes room for payment in. ¢ash for certaln
types of crops. " The Central Bank survey has revealed that 25% .of
the defaulters said that there had been no proper superv151on by

the co-operat;ve_soc1et1esvwho have no? shown sufflclencplnterest
inithe matter of’loan,recovery. For these-reesons we Have deécided .

- that our Managers in”fhese sub—branches'should’pursue these loans.
Some form of 1ncent1ve for recovery should be ‘built 1nto the

system and the _procedure for borrow1ng should be S1mp11f1edo"

12
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Dr. H.N.S. Karunatilleke,

Direétor, 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
cuitivation of paddy and other subsidiary food crops. We look at’
this probiem in a much broader way than the Commercial Banker Wwho
is responsible for aisbursing this credit. We have to look at thé
budget.oh the one hand, our commitments with the I.M.F. and the
World Bank, and the overall wellbeing of the ecconomye. I.M.F,
Missions always point to the high rate of defaults and we are
expected to answer why these loans are not recovered. Between Maha
67/68 and upto 30th June 1974, Rs.368 million worth of loans had been.
given for paddy cultivation alone, excluding the subsidiary food
crops, and the default amounts to Rse166 million. There had also
been loans given more recently for the current Maha seasbn that
endédAin May-June 1974. Of course, this does.ndt include loans
given  for subsidiary food crops 1ikeApotato, chillies and onions.
This has @m 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 impliés
that credit from’the'bankiné 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 additionél RBs¢75 million for each seéason will pose a problem.
For this Maha scason disbursement for paddy alone was about Rs.83
| nillion and approximately R8¢ 15 million has been recovered. The
prospects are -that even during this seasop.the recovery rate would
not exceed 40%. In this context it is incumbent upon us to ensure
that the recovery rate is stepped up treméhdously. The Central
Ban is also conceérned about this Rse166 million which is outstand—

ing. Recovery'of this money is absolutely vital in the national
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interest because the Government has a severe problem with its
welfare commitments to find the additional funds to meet the
guarantee. The guarantee itself from ou# point of view amounts

to a welfare commitment.

A further prcblem that arises from the hon~pajment of
credit giveﬁ for productive purpoees is the inflationary pressure
‘which is now éenerating in the rural econony. In one cultivation
season the amount of purchasing powef released, assuming that the
farmer only keeps somne SC% of his paddy with him; amounts to about
Rse840 million. This is from paddy alone. It excludes the purchesing
power'genefated by other crops like chillies, onions,_pctatoes and
80 on. In'additioﬁ'to thie, thore are also further sources of
inflatiohary pressures‘which emanate from the rural sector in the
shape of loans which are taken and not repaid., For every season
this is in the order of about Rs.50 to 60 million. Rural sector -
also has a higher level of rcal‘income because'of welfare benefits
which ere-corresondingly higher in the‘rural sector than that in
the urban economy. Free educetion, free rice~0iven to the farmer
who is also a producer of rlcc, the free health services, non-
paynent of ‘income tax by farmers despite the fact that they fall
within the taxable llmlts, are all fa ctors leading to inflationary
pressures. We should hot give them an additional subsidy in the
form of non-repald credit., At the present time even a BRs. 50 rnillion
that is not rccovered could aggravate the price levels as far as

domestically purchased goods are concerned.

In the national interest all steps should now be taken
-nof only to ensure that future credit given is recovered but'thet
past dues which amount to Rs.166 million should be recovered since
it is-ourvfeeling thaf the rural farmer has the capacity to pay
even his past dues in terms of the present level of pfices and

his general prosperity.

No specific studies on this have yet been made on the

relationship‘between credit and production.

"The present price of fertilizer represents an increase

of about 372% while the price of paddy has gone up by 10%. On
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the. assumptlon that p0581b1y 80% of the area that is now under paddy.
is under HYVV, the- thesis presented by Dr. Samuel points out that -
unless the ylelds 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 fihd.that it may not be economical to _
use fertilizer. In that context, what rolg can credit play in this't
sitﬁation?pAWill the availability of credit ensure that the farmer

~would in practice use fertilizer?

Would credit Bé adequétel& disbursed to meet his réquire~ -
ments of fertilizer at the present very high price? If the férﬁer-
wants to increase his yield he must use fertilizer. 'Will‘helhavev
the capacity to buy the fertilizer? If the production is to be
increased to 58 bushelshpér.acre with new high yielding varieties,'
he must have adequate'income. "If he isideprived of adequate credit'

to buy~ferti1izér, his yield will be so low that even the littlé‘i
credit that he is given may not;be repaid becauée of his subsistence
reqdireménts of paddy. This is an important aspect to be considered»-

in the present coﬁtéxt.

. The ‘capacity to repay is also largely bound up with the
prlce of fertilizer that has now becen flxed by the Government. If:
we have a lower,yleld there will be a national problem. If our
productivity falls, we will have .repercussions on the balance of
payments, on- the budget, éndualso,the repaymept problen willvggt
morée aggravated. Tﬁe argument presented is not that fertilizer.
prices should not be increased but whether it should be increaéed
- upto 372%. The price of fertilizer.should be fixed so és.to balance
the two, where all the other'Varidbles of the system, repaymept,p
' productivity of the paddy sector, our targets of éélf-sufficiency,
'and so on must be reallsed. It is a problem that nust be grappled p

w1th rlght now.

_ Some of the problems with regard to recovery have
obv1ously been highlighted in the two statements made by represent-
atives of the Pecplets 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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poor.' We have found' that the defects are largely with the Co~

,operatlve system.

" The Central Bank has given thougnt to thls at various |
tlmes and various suggestlons have been made.‘ Very. often the -
defects in the system of recovery of loans has:been. attributed to
the co-operatlves. The defects ares’ that there is no collectlvc _
respon81b111ty, that the mﬂnagenent is def1c1ent that the type of
' people appointed are not geared for the dlsbursemcnt of monies and-
-_recovery._ Then aga 1n, latterly-the reactions of the ‘Banks to this
proposal mlght be. cons1dered because what we have 1n N1nd may also..

agree w1th the experlence of the Bank of Ceylon.. The suggestion

of glv1ng incentives for making recoveries pay help to reorient our

'pollcy in this dlrectlon. We have had in mlnd either. a system of

" paying comn1551on to the members of the co-operatlves themsclves or.

g1v1ng coumission to outsiders Where, in each district a person is

appointed by the'bankers'in the area in conjunction with ‘the APC

and the political authorlty,‘who would be. paid a comm1ss1on on past _

, dues:collected. We have th1s Rss 166 mllllon that is due to the
-Government from the farmers and efforts may be gade to recover it
even paylng upto 25% commission. - This w1ll gencrate employment
possibilities to-2 OOO to 3 OOO persons in the 1s1and and at least
‘50 or 60% of the total amount outstandlng could be recovered.t If
it is not ‘possible to make the 1ncent1ve gayment.to complete out-

. siders who. are not connected-either'with>the‘banking system or with

-the co-operatlves, 1t will be worthwhile to pay it to the employees .

of the co-operatlves themselves.

_Some'syStem of.recoveryvmust be workedﬁout_in spite of

the difficulties involved. In the alternative, crcdit supplies

'w1ll have to be cut off wh1ch in turn neens cuttlng down of pro— L

ductlon by almost 50% in the present” context of the hlgh cost of
fertilizer. What will be the repercuss1ons in- thc country” We

" have = grow1ng populatlon and accordlng to populatlon estlmates,
to prov1de people with an cxtra 1% measures of rlce, we must every
year produce an extra supply of - 27 OOO tons of rice. We have to: .

view thls problem in thls context.

g
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1f the credit recovery is to be continued through the
cofoperative system, what kind of changes should be effectea?
There are about 15'; 20% of the co-operatives that are functiohing
very well and we nust find out why - and how these co-operatlves.

are functlonlng successfullye.

The newly crcated Co—operatlve Management Services Centreu'

should be more concerned with the flnancial aspects of the co-
' operatlves. Co-operatlves will have to be organlsed at v1llage
'level. There seems to be a barrier between the co-operatlves and
“the. farmer. Co-operatlves should be’ equlpped with the correct type
of people who can stress the need for closer collaboratlon in the“
national interest between the farmer and the giver of credlt. Thls
| type of reorlentatlon will be’ poss1b1e if we study the merlts of

co=operatives that are functlonlng Well.

The Central Bank has also considered the idea whether
‘the Banks themselves cannot have direct access to the peoplo withe
~out g01ng through the co-operativess The People's Bank's Branch
. system is such that it has fairly substantlal ram1f1cat10ns whlch
help the Bank to do it in: thls fashlon. ' o

As an experlnent the system of giving credlt through the
co-operatlves as well as giving credlt dlrectly to the farmers may

be tried. out in a selected area.

. The basic problem is the questlon of yleld. Our default
surveys have shown that 17, 2% of the farmers could.not repay because
their ;ncomes were far too low. 12% of the farmers did not pay ..
anythihg 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 5

well-to-do or whéther they,fall among - the other-categories;

. It is not the size of the holdlng but the size of the
”gleld that counts. If the yield is to be stepped up. with HYVV,

then the questlon of adequate credit arises.

. There had been other theorles put forward elsewhere that

fertlllzer is not s0 1mportant and that water control and other
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ffactors contrlbute to a hlnher yleld  But increase in output in

'such 1nstances is only marglnal.

‘We.do not'knowtwhether.thefpfeSent pricing policy on
fertilizer will.actually improﬁe or worsen ‘the present repayment
Situation ih ‘the. scason to core despite the fact that we might be
able to crcate the correct kind of 1nst1tutlonal arrangements to
'collect them,_ We m1ght sonetimes- depress thelr 1ncome to such 2
:level that even with a flnest collectlon mechanlsm the whole pur-

- pose might be deleatedh. If we have farmcrs whose incomes are so

low it may be 1mp0551ble to make then repay. There will be losses

from year to year.

What are thc practlcal steps that should be taken to
reCOVer the credlts thﬂt are - outstandlng? Is 1t féasible? Should:

-credlt be channelled to loan dcfaultcrs as well?

We have a trcmendous conflict on our hand. A strict
'banker nlght say thct a dcfaultcr should not ‘be glven crodlt
_From a.banker.s point of view there may be a JustlflCﬂtlon‘ln ite

But‘from the national’point of view we heve the problem of main-

.taining hlgher level of. product1v1ty in: paddy and also reach1ng> '

self-sufflclency.;

The level of default had been very high in the past,
that 1f the strict banklng pr1n01plc is applied 60 - 70% people
mlght be dlsquallfled Lo from ccredit ellglblllty.' The best

farmers might also be ariong those 1ne11g1ble for crcdlt.

- This calls for a thorough 1nvest1gat10n of the assets :
and llabllltles of cach farner. ‘The Central Bank takes the v1eﬁ
that defaulters should not be given credit.. W1ll that bc a -
'solutlon? The qucstlon wWill- be whether the defaulters arc to be

debarred.at-the risk of productlon. S
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‘Mr. R.B. Rajaguru,

‘Commissioner, ‘Co-operative Developments

_ The inuolvement of the People's Bank in rural credit
started in 1967, while the Bank of Ceylon came in only last year
(1973). '

" The ba51c position of the co-operatlves as far as the

rural credlt scheme is. concerned is a little doubtful.' The system
“of credlt operated by the co-operatlves is called the 'Integrated
System of Credit' - In the Palugama experlment and integration of
act:v;tles associated with credit,’ consumer needs and marketing )
was attemnted. Arlslng out of the Palugama Schenme, the Multie
' :PurpOSe Co—operatlve Systen orlglhated 1n 1957. At that stage, an
. effort was made to integrate all these act1v1t1es through one »
organisation, the M.P.C.S. whereas earlier;there were three separate

co-operatives, one each for c¢credit consumer supplies and marketing,.

Where ‘the co-operatlves had been left to thls kind of
'exerc1se, the repayment has been good as they were working in close
assoc1at10n w1th the government. By and large, the repayments were
good and the system was considerably satlsfactory because the loan i
scheme was 1ntegrated with marketlng schemes and.marketlng enabled

the- co-operatlves to recover the monles.

- With the Paddy Lands 4ct, crop lists were introduced into
-villages. The farmers were 1dent1f1ed and they worked through thelr
cultlvatlon committees and thée co-operative 8001et1 g to. get the1r
requirenents. of fertilizer and other- inputs and their crédit needs;
”Eventually, because of the crop.list, it was possible for the - farmers
and the soclety and the cultivation commlttees to work in collabor-_'
. ation w1th ‘each other. Thelr produce was sold to the government )

and the: recoverles were made. frof’ their sale. e : S

In sthe co-operatlve sector thls aspect of integrated
credlt is qulte necessary because, it was 1mperat1ve to know

Awhether the farmer will honour hls marketlng contract w1th the
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In thiédcontext we have to identify Whether-the'two

- standards should- operdte together or in the. Qlternatlve whether-.

the co-operatlves which arec functlonlng 1n collaboratlon w1th the

‘People s Bank should ﬁlso be glven the same dlscretlon of 1dent1fy-

"ing the qrcdltworthlness und proccssing of credit like the Bank

of Ceylon.

~ The People s Bank gave about Rse 67 nillion as crcdlt

- during one season in 67-68, while the Bank of Ceylon on its flrst

‘1mpact hau given only %.1 5 mllllon.

. What is the superv1sory support that w1ll be uvallﬁble

to the co-operatlves as they arc now available to. the Bank of

‘Ceylon? Where the co—operdtlveo were_functlonlng using their disé

"cretion‘nptwithetandihg-the decision of the-gOVOTnment that every-

body including defaulters should get loans, the reooveries were

over 70%. The possibility of Banks handllng the entlre ‘credit -

d operatlons in the agricultural sector may be explored

Even -the co=operatives experienced the difficﬁlty of"

'.1dent1fy1ng the farmers and his lands. Our basic difficulty is B

that by and large,‘there are rnunber’ of. arcas where the same plot
qf land gets loans through various persons. We have no reg 1ster ‘

whereby it is possible to identify the ownership of land.

We worked out a very comprechensive incentive bonus systenm
both for rccovcry of outstandlng crcdlt and for purchwsing'ofd

paddy. The 1ncent1ve for puddy was an extra. —/25 cts. per bushcl,

‘an dddltlonal income of about Rs. 200/~ to 300/- to those who were

engaged 1n recoverlng loans. This system has not worked well

.except in ‘the dlstrlcts of- Polonnaruw and Anparai.

done_coneept that we must accept is that the farmer
generally'ﬁend"tb beiieve that the governnent writes off loans
given to them. To cnSure‘rec0very the only-altefnative is to

1dent1fy the credltworthlness ‘of the farmer and debar ‘the

. defaulters.
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' crop list, s0 that by/73/74 Maha harvest we could identify the

v_and 1n the flve year nlan.

,co-operatlves.

We suggest that the entlre aspect of’ marketlng should be -

tied up w1th credlt and. a’ deflnlte attenpt be made to_lntroduce.a

farmer who had borrowed and get him to sell his puedy to’ the_

o-operutlve.”‘ o , - L o ; .

In the present contcxt of 1ncreu31ng populatlon and the

‘ need for stepplng up. productlon, would it be adv1suble to deprive

the defaulters from gettlng loans? . ulth the increase of the rising
cost of fertlllzer, tendency ‘may be’ there to ‘use léss fertlllzer..'l

Even now: fertlllzcr 1s not purchused by the farncrs, because they

-expect an increcase . 1n the quantum of crcdlt. The avcrage farmer

is not certaln whether hc could neet the current fertlllzer prlces

w1th the proceeds of the sales of his produce at the prcsent

'guuranteed price. It nay be necessary - to raise the G.P. 50 that

it would be -ttractlve enough for the f rrer to use fertlllzer at

least to an extent where he could be able to break even w1th the -

'”productlon cost. ’f ] : _i_ S - : ‘ -

The co-operatlve 1s 1nvolved 1n the productlon programme ' .

It-ﬁay be proper’tb exaniné the new. concept of Agricultural
Product1v1ty Comm1ttees. We are not sure whether the governnent is
settlng up government—supported lending schemes through thc APCe '
and the Bank ochylon and gradually working towurds by—pa951ng of

" the co-operqt1Ves.

' Theé functions of the APCs arc likely to overlap with
some of the functions of the co—operﬂtlves.- It may be worth-

whlle to dcflne the areas of operatlon of both APCs'Qs well as
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‘Mr. Wi Gunasekera,

Senior Asst. Secrctary, Ministry of Plantation Industries :

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

to or reluctant to repaye.

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

holding-wise basis, the category was as follows :

1 - 2 acre
2% - 5 acre

5 - 10 acre

10 = 25 acre holding -

These holdings constitute'57 p.ce of the total agrie
cultural area of the country which is about L,6 nillion acrese
In this category there are about 62 pe.c. of farmers who arc the

most viable and small farmers.

The composition of the holdings would be categorised as
paddy, plantation crops, other crops, grasslands and tewmporary .
Cropse Uﬁder these §ategories this group of farmers represent
90 p.é. of the paddy, 85 pe.c. of subsidiary crops, 30-p.c. of
grassland.s 40 p.c. of plantation crop and about 77 pe.ce of

other crops.

' Definition. and identification of the farmer are
extremely difficult. It has been éaid that a piece of land
has becn used by many persons but sometimes it is the other
way aboute A farmer may have a plot of paddy land, a highland
with subsidiary cropse. The totality of the crops of a farmer |
was never taken into considerations All our credit schemes in

the past had been on a crop-wise basis and the heavy emnphasis
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‘was on paddy. But is should not be forgotton that the farmer is

not only a paddy'Cultivéfon;- 40 p.c. of the plantation crops in
the form of village gafdens 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 pérticular’census.mentioned that the average number of paréel

.of a farmer is 2.6 or BIparcels. If credit is injected only to a

v particular crop and ignore the farmer as a whole, it may not

contribute to his development.

Credit should be given on the basis 6f national requirewm

ment and on the basis of a requifement 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 v
for development the totality of this group of farmers should be
looked at, which constitute about 2. 2 mllllon acres of. holdlngs.
What would be the quantum of credit requircd to uplift or improve

the development of these farmers?

If we view ﬁhe whole question of éredit 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

econonic forces at work. If the credit'system is operating

effectively the'farmer might want to get morec and more credit,
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Mr. Michael Scott,
Chief Advisor,

Co-operative Management Services Centre :

The paper that is prcpared stretches over quite a wide
field but in many arcas over-simplifies and rcally 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 rccovery and why others

are note.

The whole institutional sef up of the Co-ops and the
'néw institutional set-up of the APCs should be studied with a
view to making these arcas beccaing complementary rather than
competitives 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 plané of the’

country to feed itsclf.




Mrs B.P,V.K.J.P, Senargtne,

Secrétary,'Ministry of Plan Implementation H

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

incrcase the productivity of the land.

Credit is looked at as one of the inputs that are

required to.achievé this objective.

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

classification of lands.

1e Lands in which cultivation has to be undertaken

at 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,

Producti&ity in an& 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 who could be
classified as successful or unsuccessful. As far és the develop-
ment of the country is concerned, much depends on the quality

of farmerse.

Anothéf 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 arcas
and get to do intensive, extensive work under close super-
vision éo that they may be raiéed from their subsistence
nature- to a level from which ﬁhéy may bec able to repay their
loans. In the areas where there are¢ no risks nmuch more
extension work is necessary in order to incrcase their pro-

ductione
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Dr. Mrses P.,C. Rodrigo,

Asst. Director, Ministry of Plénning & Econonic Affairs

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

the Agricultural Lands Law on the rural credit problem.

In the context of an integrated scheme where recoveries
are made from sales proceéds, often one imporfént aspect of the
problen is_overlooked. What percentage of the cultivators actually
producé for the market? A good number of tenant farmers in parti-
cular, could hardly have any surplus for the market and prcsumably
in a good nunmber of cases their output falls'short of théir family
consumption needs. Further, fragmentaticn of holdings aggravates
the problem.. IqéreaSe in fertilizer prices is 2ls0 justifiéd by

reference to the incrcased G.P.S. price.

It is clear that the terms of reference of tﬂis seminar
does not include the export sector. The issuc of long-~term credit
has not So.far figured in the discussion presumably because the
credit‘requirements'of the paddy sector are basically of a short-
term and medium term nature. It would be worthwhile to survey and
find out whether the credit taken from Co=~ops over two years has

‘marked a decline or not.

According to the paper, the farmers in the Dry Zone nakes
greater use of lending agencies thén those in the traditional Wet
Zone villages where friends and'rélatives form major source of loans.
Perhaps we would relate it to the greater disparity of:income in
traditional villages compared to colonies where settlers come from

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

The quesfion is making credits available to those with_ah.
unccertain repaying capacity or to be more specific, whether the

credit should be channelled to loan defaulters in future as well.

As more and more get into default, the numbers that
qualify for loans will progressively dwindle. In the present

context of the food crisis, one important issue is what cone

~
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"sequehceefthis,ﬁouid have on the production drive.

Diversifica tlon of a farmer's income is one of the

'vways of bulldlng up his credltworthlness.

‘Mre Olcott Gunasekera, .

Chairman, Cc-operative Management Services Centre

The Central Bank has made a suggestion-that the entire
co-operafive sector should be examined to see why certain coeopS 
acheive a high rate of recovery. of loans and while others fail to
do so. I mede a study'in'Hambontota District on a query raised:by_
the Secretary to the. Treasury dbout the performance of Hambantota
fertllizer programme vis—awvis the recoveries, I found a very .

nterestlng co-relatlon in two: soc1et1es in Ambalantota and
Tissamaharama where average holding was 3-5 acres and the yleld was
over 70 bushels per acree The recoverles from 8001et1cs were over
20% whilst in Bellatta, Tangalle and other areas where holding was
below 2 acrcs, and 1/4 = 1, the average yield was between 40 and
50 bushels. Although the average y1eld was high in Hambantota and

: Hungama, the recovery rate was low.

The main hypothesis is that the sub~-parginal and uneco-
nomic farmer,has'a very low capacity for repeyment. The ARTI and'
Centrai Bonk'research.points to the\existence of this segment of
farmers for whom some kind of solufion will have»to be worked out. -
Even'the incroased guaranteed price will not affect them becauee‘

they do not have surplus for the market,

Inhthe case of sub-marginal fhrmers whose holding is
1/4 - Z‘acres; the State should take an interest to step up his':ﬂ
productivity. That type‘of'farﬁer will not have any excess to
sell outside and get a return. The default rate may be high

among'the-subAmarginal farmer.
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In case of any agrﬂculturaW Credlt scheme, it may not be
necessary to have some sort of macro plan or scheme where we work
out procedures to rGCOVer the monies ;rom that purtlcular segnent -

sub-narglnal farmer who cannot repay, : A L o I

Polarisation of institutions may not be good from the
farmer's point of view. ‘There are two lending institutions, namely
the People's Bank and the Bank of Ceylon. Earlier,_there.was some
~ kind of‘relationship'as'farmersfplay”an important‘pert.in'agri— :
“cultural produCtion.and.fhore‘should be some eo-ordination.between
" hinm and the credit institutions. It should be very recessary to
develop a strong egricu1turai'seotor. The_entire skills pf the
village bodies such es Cultivation Committees and»ﬁPCSs_should be
- put to Eettcr use._:Thc procedural.diffioglties in the issue of

loans have posed many problems_to the farmers.

v The recovery poultlon of loans 1s not ‘so bad becwuse over
Athe past 35 years rnore than 80% of the 1oans 1ssued have bcen re-
covered The total amount that is) over-due. 1s less than what the

Government spends for over ‘an year on the food—subs1dy. E

We are workinngut a System'to see whether the7subsidy
schemc can be linked Wlth the sub-marglnal sub51stence farmer to

~help him. -

The_price'of'péddy and rice should be fixed in & very
"scientific manner. The credit “system should helyp the sub81stcnce
_farmer until other fﬁctors like Lund Rciorm and 80 on made his

holdlng an economlcally viable one.
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Dr, Shirley Sanuel ¢

Fertilizer is a critical input and the whole green

) revolution strategy was based.on.thefabundant.aVailability of this

,,resource at a low prlce.. Now world prices have increcased by somes

thlng like . 200 PeCe in the last 6 months and the fert111zer prlce

';_incrcase to the farmers is about 373 DaCey ncanlng that the farmer

has to spend over 4% times as much on_the same quantity. There are

two elements in- the price increase. .One: the removal of the subsidy A

and second: the passing on of the- accumulated prlce increased whlch '

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

a purcly fiscal stand p01nt 1t means that had the fertilizer unlt

price been malntalned at a constant unit price to farmers, the
";-subs;dy to the paddy sub-sector alone would have incrcased from

: k.QOA; million to %. nearly Rs,200 million.

- From the actual p01nt of v1ew of cost fertilizer prlce

increase means an 1ncrcase of the cost of 1nputs from 52 poc; to

85 p.c. and an increase of 32 p.c.: in the overall cost of pro--

ductionlaSSuminglthat'the other prices do not change. The cost ofd_
agrofchemicals has . in fact increased by something like 66 psce

The ciitical statistic on which to comnute the yield above which‘

- the guaranteed prlcc offsets the incrcased p”lCC of fertlllzer is

the amount that farmers using fert;llzer spent on fcroillzer. It

_transplred in sevcral studles that undcr rainfed condltlons farmers

_ spend Rsel2/~ on fertilizer, Rs . +9/ - under maJOr irrigetion and h 259/

under minor irrigationas Taklng the we:ghted average under these

.three water supply conditions for the whole country, it’ transplrcd

‘that- the welghted mean cash outlay was Rso 49/« per acre on’

fertlllzer..

~ The guaranteed price has also becn 1ncrcased by 10 P:Coy
from %.30/- to Bs. 33/= per bushel This must offset a part of the
hlgher fentll;zer cost for those having a morketable sunpluso

Since the_fertilizer4COst increased from around Rs,49/= to R54223/m

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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‘for the increasediG;P;_ef'h$3/~ to offset'thé.inéfease:373-p.c.’in
vithe cost ofnferfilizer. It a part'ef the yield‘is retained for
domestic ceneumption,'the‘eif setting yield mey'needfto be "higher,
depe..ding on'the'size of the nolding and'familj subsistence loveél.
This_avernge rate of 58“buehe1$ ‘per acre has been achieved only in ©
e5'districts; Assuming that the nat1onal average yield is Ls bushels,‘
it means ‘that a naaorlty of farmers would experience decllnes in

théir profit margins at_prev1ous level of appllcatlono

The demands for fertlllzer from. farmers has been somewhat
in elastlc 1.eo it is not respon51ve to- chunges in prlccs dlthln
certﬂln ranges. There is evidence to. thls fact from India, Bangal~ B
desh énd 50 Ofa Prlce change of thls magnltude is completely out~
side this.range because the 1ncremental benefit. from usxng-un
additional unit of fertilizef will be 3 to 4 rupCeS“nnr'rupce'under' o S
optimum conditioms. . So thls nearly 400 p.c. increase wipes out

this 1neremental beneflt ' o 'v“_ . .' '_- o ' N ‘

. The two price changes are highly biasedfagainst. the
lowermincome.smaller fermer. Some larger farners would experlence
: hlghcr prof*t margins in- splte of the fertlllzer prlce 1ncrease ‘

- becaus they would be able to generate a sufflClent output surplus:
to benefit from the increase in G. «P.S. price. . But‘ls is very
Q‘fflCth tolassess how much the national yield will fall, because
. there are ‘SO many varlubles. Flrstly_certaln farmers are going

to be bettervoff and ‘they mlghﬁ WCll'incrtase the abplicntion of -
fertilizer‘despite'the‘price inerease.. They might *n fact, b1d
‘jaway fertilizer from those farmers who mlght feel it is not worth
'u51ng it. . In: case of other fnrmcrs whose yleld is below the »
cr1t1ca1 theoretlcal level of 58 bushels per acre, they may be’
able to prevent: 51gn1f1cunt decreases in the yield, deuplte

reduccd levels of fertlllzer appllcatlons by sw1tch1ng to

:varlous paddy varletles that are less fertlllzer dependent _

The pollcy advocatlng a selective switch to HYVV inplies that
fertilizer, technical knowledge, manager1u¢ know-how, agro~ o B
chemlcals7 water COntrol, etca, are really complementary 1nputs ' |

in a puckage. If any one or .more elements of this. pﬂckage is

3




PR

lacking or deficient, fertilizer can be economised by shifting’
to Hb4 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 strategye. Its.manageriai capacities and water

‘control are really deficiencies to be corrected 1n the future,

then switch to older varieties arc benef1c1wl only ‘in a very

static or temporary sense. Also, output potentizal will be

,affected by - fertlllzer prlces that lock: the. non-users into the

5 status-quo. Those who have used it will have an’ idea whether

the increased prlccs would enable them to- generate sufflclently
increased returns to offset the high cost. But in the case of

non-users they w111 have to face the poselbllity of havzng

»to pay & higher penalty for error.

On the crcdlt questlon, even large holdlngs whlch

yleld above the off settlng yleld level that are not required

-to sw1tch back to' less fbrtlllzer dependent varletles, may -

experience lower yields because of ‘inadequacy of cash capital

for investment in fertilizer. The preéeht credit. reqﬁirement

for an average farmér for fertilizer is Rs. 246/~ per acre. But

present allocation is about %.82/—

The possible floor level of'application is réaily about
65% bélow the recommended dosage level.  If the present credlt ‘

allocatlons contribute to a mass switch back to less HYVs,

_decrease in yields is probable and a decllne>1n yleld-potential__

is certain.,

Removal of fertilizer subsidy and increase in

_ fertlllzer and paddy prices arc 11ke1y to contrlbute to a

great increase in the income’ disparitices in the agricultural .
sector, Largor fa rners-who market a larger proportion of the
produce would gaih in rclation to small farmers and at the

expense of lower income consumers.  Small farmers whose
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holdingseare‘beloWFE acres use'only.slightly:less fertilizer

per acre than 1arge farmers; it is 88 p.c. vs 92 p.c. as is the

ev1dence from Kundy and Hambantota° Given the fact that tﬁere - .
is no 51g1n1flcant correlatlon bctween productivity and the

farm 51ze, small farmers who use as much fertilizer as lurge ' - .
farmers will flnd that his fertlllzor ‘cost has 1ncreusea 373 DeCo

but he is unable to benefit commensurately from G.P.S. prlce

1ncroase becwuse his surplus is so nmuch sm‘ller. This factor

1ncreases the 1ncome dlsparltlco. The farm size fcctor is also

~1mportant to explain the: marketqble surplus. Even if a small’

farmers' yield cxcecds the theoretlcgl ratc of 58 bushcls per

‘acre, he must sell it in order that the increase in the G P.S..

offeets high fertilizer cost. But whether he could sell depends

on thelsiZe of his holding, productivity and family subsistence

needs.

- SubsidiSing inputs like fertilizer eﬁsures thatkthe

.-Government expendlture is dlroctly proportﬂonul to the use of. | .
the 1nput, technology, whlle the increase in the guaranteed -
price benefits fermers in proportlon to their markctlngs. Hence , .
the former rgwerds farmcrs ‘because they. arc progressive while -
the iatter rewardslfarmers merely because their holdings are

large.
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" Mr, Olcott Gunasekera '3

Ratlonlng and sub51dlslng of basic consumer needs has- been

in. operatlon for over 30 years in Sri Lanka. Apart from changcs in

quantum of comnodltles, bas1c system has remulned unchanged and. un-

challenged for th1s perlod. This paper outlines a ‘completely

Adlfferent system which should 51mp11fy and reduce administration -
'~cost, eliminate unnecessury food. sub51d1es and drastically reduce

. present malpractlces.‘ It is de51ruble that any ration and subs1dy

schene should be short—term and not lead to any kind of hablt for-

B matxon or 51gn1f1cant1y distort economlc values. Inmedlately the
f'condltlons which necess1tate the schene dlsappears, 1t should be

' termlnated.._

1e ~5-Proposed Scheme. 3

Under the proposed schene, it is. suggested thﬂt H

(1) All 1nd1v1dual entltlements of retloned commodltles

be converted to maximun. fwmlly entltlement.

(ii) Both tax payers and non—tax paycrs be grouped'upan

to family'units.”

“For example if it is de01ded to base the family group

f‘ among the grouping used in the calculetlon 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

(4) Husband and wife with:three or ‘more children

In thc case of non taxpayers the fuﬂlly entitlement

'should contlnue to 1nclude non-paid r1ce component to be issued

on a famlly coupon .end a paid rice component which is not on a
coupon._ It has been suggested that the issue of non-paid rice

be‘continued es‘the benefit of a social relief scheme to a foodf

' subsidy; It is more effective "in a developing nation which has

to safeguard egalnst malnutrition than the grantlng of a cash

allowance, However, such a scheme should be d1rected towards
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. those who are in need of such ass1stance Tax . payers be entltled
to only pald rlce on fumlly ‘basis. ihe maximum entltlement be
) determlned uccordlng to the 51ze of famlly un1t as aforesald.
e I . Paid'rice 5. - L B o , ‘ ool
In the ‘case of both tax-payers and non tax payers there
should be no element of subsidy and the comoonent of rice be

"prlced from tlme to tlme ccordlng to market. fluctuatlons, by the

Food Comm1551oner or any othcr approprlate authorlty.

‘Two key fdctors for.the,success.bf the scheme are @

(1) The - quantum of the P&leum famlly weekly, monthly

: entltlemcnt of the rlce und

(2) _The price.thet should be,determined-for paid rice.

The plan would be drawn on the bDSlS ef - tho co-ops
'draw1ng the nux1num ueekly; nonthly cntltlcment if they so desire. -

' However, the discretion should be.with co- operutlves to draw

|
i
lesser amounts if they alrcuuy have. ample steck, L L
The Plun may not ellmlncte conplet ly the illicit draw _
of rice from co-operatlves to the out81de narket but it could be‘f I
ulnlmlsed. " Even if there is an 111101t draw the effect would be
'to stablllse the out51de warket price for rlcc. By conctant prlce : o
'adaustments this could be further reduced. HOW»VBP,.Wt is not |
'worthwhlle to. have. an elaborato control system for pald rice as
there is no lo 5 to government on its salc. -
» It is rccommended that there. should be & contlnulng
study of productlon cost, local and- world market troﬂds, the
avallablllty etcay by a speczal un1t of the Central Bank. supported : . N

by an eff1c1ent monltorlng ser v1co to ﬂdVlnG the upproprlato

authorlty of the prico that m(y De ennounccd non? hly by the Food
'fComm1581oner uJong with ronthly family entltlumcnt ‘Non-tax

'payers should be allowed to en caph the family rice coupon. The o
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encashable fce ‘should be substantlal enough to encourage furmers or
artisans to convert the‘food sub51dy_1nto e production cepltal
ipvestment.subsidy, Fbr example,,having a marginal or:sub51stenCeA

level frdm‘a holding, he should see the advéntaées of increasing

"ylelds and returnlng his consumption needs, ‘than spend his paddy

and depend on free rice. It is suggested thattheencaohable fee
should be 5 to 10 cents above the market prlce. If a person wants -
to encash a coupon for. fertilizer, a premium prlce &t a still Higher'
rate should be given. Encashment of the rlqo coupon should be -
‘allowed to be done at- cny time. Hewcver, the oncashﬁent should be
lrrevocable and the tOtal balanCC coupons sheuld have to surrendered.

Other: 1tems that have been brought undcr the ration should be made

avalleble to co=-ops at market prlces w1th1n max1mum family entltle-

_ment if-national stock levels rcqulrc‘ fixing of such upper llmlts.»'
For this- purpose famlly ratlon cards should be mainteined. The
famlly coupon cards -for unpaid rice should be printed in dlfferent
colours for . casy identification and each coupon would entltle a

family to a stipulated weekly ration.
' These drevthe advantages of this scheme ¢
(1) - Saving in print cost and statioﬁary inclﬁdingithe'
» 'forelgn exchange elément. - )

(2) Sav1ng of tlme of CO=0p stores und thc 51gr1flcant

reduction 1n the weiting time of consumerss.
- (3) Reduction of food regulation malpractieeedlike,
-pawning of rice ration books. '
(&) Substantlal sav1ng in. the food sub51dy vote as
~ there w0uld not be a sub51dy on the pald rice and ‘

- the non-paid ricé would be dlstrlbuted on famlly

entitlement.

Besides the initial advantages the scheme will have

additional benefits. Trafficking in rice, sugar and'dther

commodltles through co-oper tive branches and the consumer,:
would be minimised due to the pricec facfor’and there will be

family excesses- for resale. Yot the social bénefit accruing
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from the ration scheme will be &lntulnCd as non—pcld rice would
contlnue to be glven to non—tax payﬂrs accordlag to the size of

the famlly unit.’

3, _ It could act as a. dlscouragement to have blgger farllies

and helplng in fnnlly plunnlng._

Ly - _ The varletlon of the paid. r1ce conponents would be .an
educatlon to masses cn the phenomenon of. prlCC ‘fludtuation accord-

.1ng to the world market trends. A

S5 ‘_ The scheme would. operate as an incentive_for productionh
for all farhers whether the holdings are uneconomiCWl or note In
the case of the farmer with an uneconomical holdlng who has en=
cashed hlS famlly coupon, the penalty for not utilizing the subs1dy
- for productlon purposes would be the hlgh prlce he will’ have to

pay for his rice he. purchuscs.

6. : ' Any increase in the G.P. S. ‘price would not boneflt

_ elther the marglnal farmcr or the sub-marglndl farmer unless,therc

- is recycllng of hlS paddy where1n thc farmpr could sell his paddy

-and depend elthor on. non—pald rice or paid ricec from the co-operative,
. Since thls process would be costly and wasteful to the nation in’

~the. ultlmate analysis; the proposed plan would prcvent thlS.:

7 “ ’ The scheme would help in malntulnlng the product1v1ty of
the sub-marglnal subs1stence farmcr who may not be able to oppose
the hlgh pricc of fertilizer etc., as ‘he would soon understand

direct benefit of 1ncreas1ng the. oroduct1v1ty of hlS holding.
8. The schemo would help the natlon to uttaln sclf—suffl

'clcncy in food as it is llkcly to affcct the food hublts of the
people. '
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of rural credit we arc thinking of the totality of rural credlt .

Mr. Mzhinda Silva (Summing'up) morning session :

T would like fo make sone obsar#ations on some of'theu

1ssuea rdised by several speakors, not rcally as’ mcttor of settled

Apollcy but as a kind of ways of thinking which we arc at the

momentlengagea in at the Ministry of Agriculture. .

. We are strongly inclined to the view that there is room

- for mono‘than one lénding institution to. operate in4the rural

sécto: of the’oounfry. In addition toothe Bank of Ceylon and the -~
People's Bank that if there arc any other banks thot arc interééted,
we thlnk thorc is - room and we¢ thlnk it would be very worthy to bring

these scveral institutions into the picture. When we are thlnklng

including for consumptlon and for infrastructure development.
Hitherto we have been of the view that the function of rural credit
should be passed over within a certain porlod to the banking system
of the country i.e. ‘the total ‘banking system as opp05ud to the
nstltutlons of the government. ‘A proposel of this nature was - -,

submltted to the Cabinet and has been approved in principle.. In

view of the very firm fiscal policies’ government 1ntroduced about

two years g0l thore is an econonic and social climate now healthy

‘-for'a very rapld-dlver51f;cotlon in the ogrlcultural sector. ~We

feel that it is not necessary that the techniques of 1onding§'
'methOdology_of'lénding should'be uniform., We fcel that-each .

‘ inétitution'should have its own frécdom'to develop its own

inltlatlve and if neccssary its own arcas of spcclallsotlon. May

‘be that ccrtgln 1nst1tut10ns might llke to handle cortuln types -
1of crops- ard develop an expertise in that woy. Certﬂln types of
‘people may like to .go in and'help particular roglons bocmuse ‘the .

~concept of regional development is also one which is strongly

emerging particulafly in trying to give some kind of order to

~ the land rcform programme, where large number of land is now

."vested in arcas like.the Wet Zone and the Intermediate.Zone.

We.are also very apprc01at1ve of the very cenormcus proe

»blem thc country is f1c1ng now = that is the 1ncroase of ferti-

I
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liser‘prices, Before the price in¢réése‘of,fertilizér_thefe was a

' g?edt deal of deliberations to the effect whether the 50 per cent
subsidy.should.bevcontinued. 'Financiai,qdviscré'of the government ' ' .
obViously fciﬁ-if othorWise. Consideration was dlsc given to'thé |
p0851b111ty whethur uub51dy ‘shculd be. rgtulned at a lower level - .
"di.es 25 Pece | | '

One of the thlngu thht.strongly contributed: to the.
<remova1 of suboldy ﬂltoggthe {as‘that it was beconing incrcas—
ingly dlfflcult to maintain a gubSidiécd scétor ond an ﬁnsﬁbsidised
sectdr co~existing. We werc‘con¢t?ntly havinglthis ﬂréblcm. '
',Statlstlcs regardlng the use of fertilizer show & very hlgh elenent
of.error. It is the furtlllzer drawn 1n the nane of paddy or ‘in '_
. the namé of Wh&teVpr_thb-uub81d1C81 ong possible argument is that
we should have a»subsidylfof'thc whole scctor. Even this was fclt

ur

too hlgh or burden on the govcrnment rcsources, - With the increase
“in the prlcg of fcrtlllzer it seems -that thc dcnund for it has _
declined ‘to a Frgut extcnt. It is not certﬂln whcth T thlS is the
“lnltlal rea Ctl(n to’ the pfiéc 1ncrcasu.f Howevcr, we ma ae rccommendn
ations to tho Mlnlster of Flnﬂnce to enha mee the credit limitse We |
1n51sted that the Crbdlt limits be 1ncrpused to mect the rea 1istib
cost of fcrtlllzer ﬁnd that credlt be glvcn only to those who are
not in defeult° ' ' ' '

Thcré'should be at the off1c1al level a Staﬁding'Committee
re#iewing all the policy problcx rco'rdlng ﬂgrlcultural cfedit and
it shoula include the two banksy respectlve planning m1nlstrles

‘and trﬂde cnd the Central B anke

. The'quesiion‘6f[cr¢dit"which has alrcady been given

-_SQrious considcra tioﬂ is not = nroblen thqt can be easily 1gnored
elthcr by the Ccntral Bﬂnk or by tho Govcrnnent. Any suggestions
to offer 1ncpnt1vbs to co~ Oﬂcratlves or to any conm1531on agents : ' .

or nybne else- where at 1Cust 25 - 30 p.c. of this can . be rucovered

-
>

would be a healthy precedence.
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FAO itself has launched zn Aéian Survey and Ceylon too
hasvparticipated in it by a closer étudy of one APC i.e. Kandupa-
latha in the Manikdiwela.APC;> One of the higﬁlights of this
sur#ey,is that the‘impbrtance of the marginal farmer should not

- be forgéttoh. ‘We have not paid enough attention to. the marginal
fermer.  Credit should Bé ekténded in such a way to help\those o
“farmcrslwho are hoving uneconomic holdihgshor‘hdldings in high

riek arcas. - : -

- LW-
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The Discussion .

' POST-LUNCH SESSION

-

The maln p01nts nade are arranged under'i

[

Ellglblllty and Dlsbursement of Credlt
(i) ‘Place of Inst1tut10nal Credlt ‘-

Instltutlonal credit assumes a s1gn1f1cant role during a utate

of technologlcal advance 1n agriculture when farmers'.requlrements

os purchased 1nputs begln to increase: at a rapid. rate, nece351tat1ng

a corresponding 1ncrease in the volumes of credit avallable to thems

- This will be- 1mportant ‘both 1n terms of the phy51cwl 1nputs like

fertlllzer, agro-chemlcals, etc., and in terms of serv1ce 1nputs

like land preparatlon, etce In- these c1rcumstances it would also

be more profltable to' invest further in agrlculture thus 1ncrea51ng

the

“dry

90%

‘and

(ii) Place of Fon—Institutionwl Credit g

demand for more oredlt.

It Was pointed out that a great proportion of borrowiné in the

zone colonisation schemes was from institutional sources.

Credlt should be v1ewed as ‘a means of 1ncreas1ng productlonc
of rural credit is ‘said to be from non—lnstltutlonal sources

the view: Was expressed that non-lnstltutlonal sources ‘haveé a

51gn1f1cant role to play in ‘the rural economy. It was Felt that-

' there was a greater dependence on non-lnstltutlonal sources in the

wet

(a)

zone due to s

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

. small formers. to undergo the 1nconven1ence of bureaucratlc'

(b)

- the wet zone to borrow a 1ar5e proportlon of credit from

"frlends and relatlves.

'procedures for obtalnlng credlt and,

the fact'that traditional'relationships:enabled farmers in

e
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The view was expressed that the . private lender may not be the_'
usurer he wae generally made out to‘be. ‘Taking into consideration
all aspects of the matter it could even be stated that the interest
rates charged by prlvate lenders were not all -that much in excess.

of those charged by credit institutions. One of the part101pant$~

pointed out that it was not often appreciated that there was a -

hidden subsidy in the interest rates charged_by institutional .
sourcese. It was also stated that as large amounts of loans remain'
unrecovered the social cost o the government was not reflected in

the interest rates charged by the institutional sources. There

were however, some ¢thers who stated that some of the studies p01nted

to non-lnstltutlonal sources charglng high ratesvof interest. ‘which

were very much higher than that charged by institutional sourcese

It was . agreed that the data avallable on thlu subJect was 1nadequate-

to arrive at any firm conclusions.-

It was’ aluo said that for non- 1nst1tut10nal 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

-iaw_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 repéy—f
ment of loane. The question arose as to whether credit should be
extended to this category of fermers. The view wes expressed that -
since a substantial foreign exchange allocation wes:spent on the
import bf_rice, it may be worthwhile subsidising theAlow.income and
subsistence farmer so that he could maintain production until such
time as his enterprise became viable. One way of increasing his
ineome was providing_off farm employment. It was poihted,out'that-

the Japanese-farmer, in spite of small holdihgs (below 1 hecter

ie: 2.27’acres) has a fair standard of living, In this connection,

it was suggested that employment opportunities for subéistence
farmers be organised by Cultivation Committees, by means of seed.
farms, etc., Organisation of cultivation on a "tract or block

beéis" suitably assietedvby Cultivation Committees,.Government
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'grants or: Bank loans may become necessary. However, the utlllSutlon

of thls a351otance should be properly dnd edequately supcrv1sed.
(iv) Supervision of Credit :-

It -was felt that credlt suuerv151on could be done Dy A“r1~'h
Acultural Product1v1ty Commlttees and Cultlvatlon Commlttees and .
Co-operatlve 6001etles. The dlstlnctlon was made between'super-.
vising and 'pollClng' of loans, Real superv1sron shounld aim at
tralnlng dnd educatlng the fermer. Rcference was nade to thc _
'experlence 1n the Hambantota dlstrlct where credlt was superv1sed
b7and the farmer glven the" necessary chwl1tlos and know-how through :
'the co—operatlves. It was felt that future crodlt superv181on
proaects could beneflt from the Hambantota experlence. Lt was

felt that the_Exten51on Service could play'a more effective role

" in this COnnection. It was recognlsed that ‘the "APCs have the legal :

.‘~powers of superv1s1on under the Agrlcultural Product1v1ty Law,

(v)_ Fertilizer Prices t-

The ellocation of credit for fertiiizer-was far lesslthan what

was needed to purchase fertilizer at.the present prlces. FertiliZer

was. Pov1ng slowly and only 25 tons had moved out of CASS Stores in
R August. The auestlon was asked whether thls was due to the un-
profltablllty of uolng fertlllzer at pre sent fertlllzer and G.P.S.
prices. ' The slow movement of fertilizer mlght be due to (a) the
,expectatlon of the farmers that fertlllzer prlces may be reduced
-and/or (b) that the credlt limits for the purchase of fertlllzer

-

' may be 1ncreased.;'

~
. The preuent fertlllzer sub81dy of. 50% to ‘the olantatlon '
Asector came under severe cr1t1c1sms.‘ It was felt that this was ;
a serlous anomaly partlculerly in the case of the small»farm .
sector which{mahes aniimportant cohtribufion to food production.v

2. Instltutlonal Arrengenents

It was 901nted out thwt the Bank of Ceylon Drocedures for -

‘credlt were s1mp11f1ed since only one form was used _The pro=

by

-
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cedure for getting credit through the MfCS however, was more
complicated requiring over 2 months from'fne date of applloation
to the time of granting of credit. The criteria of determining
the ellglblllty for loans were different in the Bank of Ceylon and
People's Bank. The possible danger of a polarization of the rurul
ingtitutions in.grantlng credit was referred to, and thc.need for
thevinstitutions,beooming complementary was specially'emphasised.u
There should'be closer co-ordination between the MPCSs and its

branches, ‘the APC and the Cultivation Committees in serving the

- farmers and the two Banks should serve both the farmers end the

institutions in a complementary manner each developing its own .

speciality.

3, Recovery @

The vien was clearly-enpressed that past loans should not be
waived.p Although loans were not repaid, it did not necessarily
imply that the farmer was wifhout credit in future'seasons. It
was posslble that the capital component that. should have been used
for repaying loans was 1nstead directly 1nvested in agrlcultural
operations without the defaulting farmer having to go through the.
motions'of rcpaying credit to thelMPCS and borrowing once again.
In fadt even though there were low rates of credit dlsbursement

credit might stlll be c1rculat1ng in the rural economy.

‘Default may be an index of the non-creditworthiness of a

farmer. A scheme of crop lnsurence properly implemented nay reduce

"the~incidence>0f default in bona fide cases.

One way of reducing defaults might be.by're-introducing.the
idea of corporate responsibility for recovery of loans. " This was

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

Lanka between 1954 and 1963 where the default rate was only L4 b,

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

People ] Bank und the co—operat1ves as .a whole took respon81b111ty :

‘ for the repayment of . these loans. This procedure enables the

development of a system of social sanctions whereby non defaulting
farmers bring social prcssure on defaultlng nembcrs to rcpay their

lcans. . -
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The p01nt was made uhat recoverles were hore succeosful wnen -
credlt was tied: to marketlng arrangements.» (It is relevant however,
that at the tlme referred to, the guarant ed prlte for paddy was_

higher than- the open ‘market prlce).'

Conclusions :

1. Past dnes should-not‘be waived, o
v 2."?Cred1t was. not means ‘of reha oilitatiné tho subsiStencev
ﬂvfarmer, Insteﬁd a Small Farmér Development Agency shou
" be establlshed to makc v1ab1e thlu category of farming
through a systen. of grants and 1nfra-structure development. ' . -t
Also by providing. off farm employment and supervision of
cultlvatlon througn the Cultlvatlon Commlttees and Agrl—

s

cultural Proddct1v1ty Commlttee

'3; Credlt should be granted on the basis of the borrower s
' capa01ty to rcpay fron both his farm anc off farm earnlngs,

rather than 11m1t his credltworthlness to hlo paddy holdlng.

» 4.'1 There was room for a number of credlt 1nst1tut10ns to f_v . t,. e
| opcrate in the rural areas, each developlng its own o - o »
'spe01a11ty. However, there was need for better communl- S | ]
.catlon in particular between MPCSs, APCc and the Commer01al

Banks at v111age Level. o B o o : .o

5e 'Instltutlonal ﬂnd non 1not1tut10nal sources of crcdlt both
' have a.place. 1n the small fﬂrm sector the relatlve 1mportance
'of each. dependlnv on the varlouu 81tuat10ns perta 1n1ng to the -

dlfferent cultlvatlon practlcos, crops, etce.

6. Present hlgh prlces of fertlllzer oeem “to act as a deflnlte

dlslncentlve to ltu use.';
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