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FOREWORD

Agricultursl Credit.in Sri Lanka has had’'a long>and‘chequered_history.
It has been a pérennialproblen fo the Governments in power as weil as to
the bangs which have been trying to have a stable system of institutional
credit nerticularly for the small farm sector. Durinp the past few decades
numerous attempts have been made to improve credit delivery mechanisms,ﬁ
redefine objectives and simplify procedures through various credit schemes.
However, the problem still remains as grave as ever.endlthis is testimony

to the complex nature of the problem of agricultural credit.

The present study approaches the problém in terms of farmer efficiency
and productivity with special reference to pdddy- cultivation The scale
of operation has emerged as a major variable in this study and therefore
variations of input use, yields and farmer behaviour in the rural financial
market are sought to be described and explaired. The report seeks to
highlight the fact that there is a process of social differentiation in
the paddy sector and therefore a universal policy of credit would not
cater to the different farmers in the same way since the credit needs are

not homogeneous. The analysis of farmer behaviour in the rural financial

market has brought into iight that the bie farmer operating more than five

acres dominates low interest institutional credit as well as the interest
free non-institutional credit market while the small farmer oneratine less
than three acres is mostly dependent on non-institutional commercial sources
of credit, It is suggested that the small farmer should be encouraged by
way of differential rates of credit to form into farmer ‘proups operating
more than five acres and adhering to productivity yieldiné stratepries such
as land consolidation; land improvement etc. This seems all the more
relevant in the light of the economic analysis concerning costs and returnms
in paddy farming which demonstrates that naddy farming is economically
remunerative for- the big operators whose methods are less labour intensive
and who contributes the ninimum amount of own inputs such as family labour.
He has been able to reduce his average cost of production concomitantly
gaining the highest comparative returns. All other types of farms are
family farms and the report indicates that for these farrers, as individuals,
participation on a long term basis in financial credit market for obtaining
institutional credit may not be feasible. Especially in these family

farms, paddy production i3 pursued more as a socio-economic activity for

subsistence and the prevalence of non-monetary relations of production may



not permit the banks to operate through individual customer approach for
instituting viable formal credit arranpements. In the context.of:general
poverty among small farmers perhaps a speclal institution for their -
development ‘may be set up.- Bowevef,“due to the specificities involved, it
'seems necessary that considerable ‘flexibility is allowed at the "local

level, while only broad policies may be formulated at the national 1level. :

This study was undertaken as a sub-study under the Gal Oya Water .
Management Project which was funded by USAID. The researcher was-
Mr. G. Wickramasinghe, Research and Training Officer of this Institute.
My thanks are”due to him for his effort and USAID for ‘making financial

assistance available t6 make the study possible. R

. T.B. Subasinghe
" DIRECTOR S

12.1.87,
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CHAPTEIR I

IHNTRODUCTION

T \
1.1 Justification and Scope

It has been recognized that Credit is often a key element in the moderniza-

tion of agriculture. Not only can credit remove a financial constraint but

it may accelerate the adoption of new technology. It is an integral part
of the process of commercialization of the rural economy (World Bank,

1975: 5).

Aécordingly the unavailability or lack’of supply of credit may have serious
repercussions’oh‘the de%elopnént of, agriculture in the couhtry.' The '
present study however, is not based on the assumption that credit is
unavailable in sufficient quantities in the Sri Lanlian rural econony. There
are many sources for the supply of credit, both formal and informal, public
and private. It is acknowledged that giving more credit may help increase
the production from a given unit of land and labour, However, it would be
naive to assume that credit, éveh when it is offered at the most reasonable
rates to the small farmer, can guarantee higher productivity. Unlike in the
developed agriculture of western countries the small holder paddy farming in
Sri . Lanka operates within completely different parameters. There are

various forms of exchange relations which nray have implications for credit,

and the productivity as well as the attractiveness of credit depends on
muny'factors, such as its cost, its flexibility, and the increases
attainable from the technology e¢mployed through the facilities of credit.

It will be nécessary to carry out studies to refine the genéral statement

thhat credit 1§>a determinaanoflinput'dse.

Cultivators are not an undifferentiated mass, Theif behaviour or performénce
with regard to credit seems to vary according to the soc%o-ecohomic variation8
within the farming populace. Our assumption is that credit ié important for
certain types o: farmers at certain times due to the type of agriculture they
pursue and that they go for different sources of credit for different reasons,
The beneficial or adverse coﬁsequences are also presumably different in

relation to the different farmer types., These consequences are crucial for



those types of farmers who are unable to generate enough surplus due to

the relatively low level of capital and labour-intensity of the agricﬁlture
that is.phrsuod by them or the low quality and the quantity of lahd. Low
fncome and its seasonality entangle-these p1fticu1nr cultivators in a

subsistence level,

Thus, somé farmers can be jdentified as credit-dependent farmers, .If is
bofh interesting and necessary to probe igto‘this phenomenon, Some farmers
are dependent on formal sodrces of credit while others on informal sources
of credit, Some of the farmers operate both in the informél finanéihl
market as well as in the formal financial market, “he informal sources of

r ded
credi% fngo two .categories, 1, €, Commercial and HNon-Commercial, based on

vmether cred1t‘obtu1ned‘shou1d be settled with interest or without interest.

/

Sri Lanka has had a relatively long history of extending formal credit to
paddy agriculture in particular through state intervention, in addition to
providing for infrastructdre} Yet attcmpts to provide formal credit ~on

a long-tern basis to tne small farmer have not been successful.

This is because of delinquency or de¥aulting, which. is another dimension. of
the credit problem in the formal sector. It has been saird that as defaults. .
increase, the amount of loans advanced by thé banks to the rural econony:
decreases which in turn would retard the development process in the rurai
sector (ilinistry of Finanpe‘ofz?lanning,_1984). According to a contrary
‘point of view, it. is an oversimplification ;fwnot a misconception to |
describe the:problem of agricultural credit as a problenm of lack of

recovery (Gilletee and Uphoff, 1073). Even a onc hundred percent rccovery

rate by lending institutions does not always demonstrate success, "Success'

should be defined in terms of developnent:increasing nroductivity and social

wealth acconpanied by nositive attitudes. Uevertheless it must’ be'

recognized thut the hlgh 1ncidence of default is a problem.

The reasons for defaulting have been well docunented (Central Bank, 1974;‘38;

Than & Gunadasa 1974: 30; Ganewatte, 1874: 14: uanderathna, 1977 2;



%

Gunawardana, 1981: 4~5; Carr i Wanasinghe, 1982: 37-4Z; Siripala de Silva,

(5]

1682: 34-308). They include crop failures, defocts in the agrarian structure

seasonality of income, attitudes not conductive to repayment of loans,
defects in the institutional set-up nnd procedures, and a host of other

reasons,

The defgctsvin_the agratign.gtructure include a vqriety,og,tghqrial
afrangeménts.‘~ltwis said that ‘due to the existence o6f tenahcy, many

farmers default in the repayment of bank loans, But, it has also been shown
that, although tcnancyAis prevalent nore aﬁong the defaulteis, tenaﬁéy by
itself ‘cannot be comsidered as 'a constraint to lban repaynmenit given that the
occurrence of: tenancy among the non-defaulters was also comsiderable
(Wanasinghe and Carr, 1982: 58). In another study by the People's Bank
conducted in Polonnaruwa district, which is a major rice producing area

ana a good performance area as far as loan recoveries are concerned,: it was
found that even where. incomes and assets are identical, there were variations
in defaulting (8ilva, 193Z: 36).

Since the reasons: for defaulting have been documented and the implications
of land tenure for agricultural credit ‘have been already. studied, the
prescnt stwdly does not intend to give a repetition;v It attempts to
understand the phenomenon of credit performance in terms of farmer types
which are defined in téfms of thie type of agriculture, pursued by them within
‘the sector of small-scalé paddy production. Size of operational holding is
‘taken as-'a key variable detcrmining the intensity of capital and labour : -
employed, - Accordingly, the variations within the Gal Oya farming confuiity
are identified and the analysis is based on four such different farmer
types,fi.e; th¢ 'micro farmer' operating less than one acre-of paddy, the
'small farner' operating more than one acre but less than three acres, the
‘nmiddle farmer' operating three to five acres and the 'big farmer' operating

nore than five acres.

1.2 Objectives
(i) ~ To 'identify different sources of credit and their censequencés on

difforent - farmér types in addition to investigating the reasons



for the use of particular sources of credit by farmers.
(i1) To explore the implications that the type 61 agricultural operation

may have upon'the credit performance of the farmor,

(iii) To ascertain the relationship between farmer type and the formal

and informal credit sectors, and to seek ways of improving such

connections with a view to contributing to thegdevelopment°of the

food producing sector,

(iv) * To dompare situations where formal credit institutions have been
successful in expanding small farmer credit and to study farmer

perception towards such schenes,

. 7/
1.3 HResearch Procedure

The reseafch procedure adopted involved the following:

i) nroview of literature

ii) Housghold survey .
1£1) Interviewing officials of the formal creédit institutions

iv) Interviewing non-formal credit sources

v) Participant obsefvation
The sanpling procedure adopted for the survey was based on the simple +'+ -
randon §umpling technique using randon tables. The first stage of sampling
in the Anpara District concerned itself with the selection of colony units,
For this purpose, the original list of colon& unifé in Gal Oya Left Bgnk
nuﬁbering forty which is maintained hy the Kachcheri, was up-dated by : -
including the subsequently repgularised hanmlets nunbering fourteen -(14), .
From the total size of the sample population which stood at fifty four (54)
villages or colony units, a sample of fifteen percent .was drawn, The
assistance of the knowledgeable officials in the Kachcheri of Ampara was
sought in this conmection., The second stage of sampling was the selection
of households fron the randomly-selec;ed Villages for the detailed survey,
For this survey, a'éamplé'of twenty percent of the households from each of

tiese units or villages were selected using random tables., A sanple of



this nature and size was considered to be of sufficient magnitude to cover
the second and third generdtions and the different farmer typés which were

mentioned earlier,

The decision to have a larger size sample (20%) was also prompted by
considerations on the possibilities of suhsequent drbp-odts and deleiipns
for deliberate under-reporting due to for instance, the incidence of -
informal tenancy arrangements and sub-division of land among the membérs

of the second and third generations,

The following table gives an idea of the gample villages and their

proportional distribution.

Table 1,
Details of the Sample Selected for the Credit Study of Gal Oya Left Bank,

1284/85 “laha Scason.,

Colony Village Nane of Total number Sample
"unit number Colony of Farm Size
Households
19 Tissapura 209 42 .
31 Gonagolla 1438 33
03 “ vijaYapura 165 35
- LBC 11 _ Himiduravwa 228 45
iC , Kotnale 185 22
! Hunmarigana 200 41
24 Udagirigana C 172 34
30 Hlayadunna 202 53

Due to security rcasons the Tamil colony units were deleted from the

sauple.

Fieldworl: was conducted from December 1934 through liay 1995 in Gal Oya

Left Bank. Each rospondent was visited at least four times during this



/

period for collecting infermation relevant te the study.

‘

1.5 Organization of Report.

The organization of this report is as follows: What folloﬁe 35 basicalif
an analysis of the processes and mechanlsms of financlng paddy farms in

the 1rrigated set»lement of Gal Oya As spelled out in the nreceedinp
sectiong, the maln thrusf o€ bhlS reno t is on. the aspect of financing the
small farm Spec1a11y, the dlffere;t LYDGS of farmers in the farning
nopulace in the irr1pated seftlenent of Gal Oya, ano the different mechanics
of financing socught by the different farncr tynes, are 1dentified in '
addition‘to examining their workings and consequences. Chapter Two is an
overview based on ‘the review of literature of farm credit at national level.
It deals with trends in credit, savinps, defaults, production and
productivity. The intention of this chapter is to provide the context for
the analysis that follows thug going from the general to the specific.
Chapter Three is on paddy agrscalture in the planned settlement of Gal Oya
Irrigated Seutlement cheme It deals w1th the processes at work relating _
to the production of paddy in the specific situation of Gal Oya.- Chapter
Four deals with the way in which rural finenc%al markets operate in Gal

Oya and “the consequenceﬂ 1t nag‘unon d1ffe*ent ‘types of farmers. Chapter f
Five bnngs out the conclusmns and recommendations "‘houph the conclusions
arrived at from one stdv done at one »oint of_+1me at one particular place“
naturally suffer from 11n1tqt101q on wider ann11cab111ty, it is hoped that

at least sonn of the vecomp ndations have wider implications.

One of the objectives of the present study, hamely the one which;relates_
to the provision of institutional croedit to small farmers elsewhere in Sri
Lanka, is not addressed to in this report..'ft will be the subject of a
separate report wh’ch includes dota from the Matara district where
reportedly succassful and innovative credit schemes have been in oneration

for a number of cultivation seasons.



-8

Chapter Two

'
rs

NATIONAL SITUATION b///

This Chapter describes and analyses the general situation related to
the credit question concerning paddy agriculture in Sri Lanka. It deals
with such aspects es the small scale nature of paddy cultivation, trends
in paddy productioh, productivity profitability, adoption of new technology,
provision and recovery of credit, savings and socio-economic status of

the farming population,

2.1 The_Small Scale Nature of Paddy Cultivation

-

It may be relevant to consider the national situation of the

distribution of paddy holdings as it is related to the queétion of the

 viability of small holder paddy agriculture on the one hahd and the credit

question on the other. When there ave too many t1ny holdings characterised

by low yields, it may not be worthwhile from a commercial bank's point of

view, to give priority to extend credit ¥or paddy agr1Cu1ture, for the hxgh

transaction cost involved as well as the rlsks and uncertalnties associated

with the type of agrlculture pursued. When agrlculture is characterlsed
by low yields, it does not lend itself to the inflow of capital. On the
other hand, it raises the problem as to who would be willing to invest in

this sector of tiny holdings.

Accordlng to the Agrltultural Census data, the average size of a paddy

holdlng has declined from two acres in 1962 to 1.7 acres in 1982. The
average size of holding per operator is about two acres, well below what

was seen in the census of 1952, which was 2.5 acres.

Table 2 shows the distribution of paddy holdings by size. The
decreasing of the average size of paddy holdings may have been preceded by
ptogressive sub- division and fragmentation of paddy lands 1nten51f1ed by

the 1nc1dence of share tenancy and the JOlnt ownershlp.



TABLE 2 DISTRIBUTION OF PADDY HOLDINGS BY SIZE

Size Class Number of R Area y4
\ Holdings

Less then 1/2 140,687 191 _ __ 350,70 2.8 |
1/2 -1 179,069  24.4 107,351 8.8

1 -2 174,555 23.8 210,267 17.3

2 =3 0o 1144325. . .- 15,60 .0 . 250,760 i ...20.7:i

30 =5 .o 86,1160 . 1L5 .. . 278,865 - 22.9 -

5 =0 L o 7 257,695 .. . . bl i -. 193,229 . 15.9°
10 and over .. - - .8,878 - t:' ..}.2..0 . .-137,364 - 11.3

TOTAL : " * " 9734,505% 777 UU16000 C 1,212,906 '100;6_.‘ "

Source: Adapted from the Department of Census and Stat1st1cs, Census of
Agriculture, 1982, Coldmbo, 1984

~ The' small’ scale: ‘naturé of" Paddy farms is clearly illustrated in the

distribution of’ hold1ngs. It ¢an be ‘séen from the above Table that . 447 of
the paddy holdings ‘are ‘bélow oné acre accountlng for 12% of the area. Thls'i
has occurred desplte the opening ‘up of new land settlement schemes under f
vhich each settler gets ‘two acrés of paddy land. 'As one wrlter puts 1t |
’"hold1ngs of 1/500th of ah dcreis not unknown in Ceylon" (T11akerathna,'
1963: 38). ' About 397 of ‘the holdlngs are betWeen ‘onie to’ three aéiés -
covering nearly 387 of thé’ larela, A little over 677 of the hold1ngs are
below 2'‘acrés and they accouht ‘for 307 of the area. It is 31gn1f1cant to -
note that the bulk of the paddy holdings, ie. almost 507, and the area, i.e.
about 617 are concentrated w1th1n the 51ze class of one to f1ve acres.

Only 5.6% of the holdlngs are above f1ve acres although in terms of the A

_area the1r share 1s 27.67%.

The continued sub-division and fragmentatiOn of land is ahnhenomenon '
which seems a natural consequence of the lack of non-farm employment
opportunltles on the one ‘hand and the’ perpetuatlon ‘of the social value of
land ‘ag a’ “symbol of wealth and status in the agrarlan soc1ety of Sri Lanka
where ‘the numerlcally most: preponderent pOpulace come from the hlghest caste

of Gov1gama or the cultivator caste. The social practlces concerning equal
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rights to inheritance of parental property for all siblings continue to
prevail. Further, with the contempdrary practice of cultivating for the
market, a new dimension, capital-value, has also come to be attached to
land. As a result of all thesé processes, today there is a fairly
widespread 1nc1dence of complex forms of land tenure including Thattumaru—
Kattimaru systems of land tenure or rotat1ona1 tenure (Moore and |
Wickramasinghe, 1978) and Ande systems or systems of share cropping, the'
actual extents of Wthh are not exactly known. The Agrar1an Services
Department which is charged with the implementation of the Paddy Lands
Legislations has however published the following data, while the 1982
Agricultyral Census revealed that 337 of the paddy operators cultivate

land belonging to others.

TABLE 3 TENURE OF PADDY LANDS
Form of Tenure  Extent 7
Share-croppers 368,511 28.2
Owner-cultivators ' 840,838 - 64,4
Owners cum share croppers 82,994 6.4
Others 13,021 1.0
. Total : o 1 305 364 100.0

Source: Weerawardena, I.K., ( 1977) Land Tenure Data, Department of
Agrarlan Serv1ces.

The small scéle nature of paddy cultivation and the other complexities
in tefms of tenure relations have consequences for agricultural pianning,
credit, extension, markeﬁing etc. It implies that agricultural development
strategies have to go hand in hand with those of rural development. Such
a process would produce conditions for a eonsiderable sectxon of the labour
force to move out of agriculture to non—agr1cu1tura1 enterprlees on the one
hand and make available different packages of agricultural development for
different types of férmers rather than expecting every farmer to adopt thé

same package which yields what may be called over—-adoption.
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2.2 Trends_in Paddy Production and Productivity - =~ = o ivsidcs
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Achievement of self-sufficiency in paddy has been adopted as a goal..
by all successive_govérnments of Sri_Lanka.since.political'independence.
As. the Table 7. indicates. total paddy output has increased from about. =
67 million bushels. in 1970/71 to about -116 million bushels in 1983/84, ., .
Similarly, the -average. yield per acre has also .increased from 46 bhsheiguﬁ;;
in 1970/71 to 70 bushels in 1982/83.. According to the available data, the

district averages have also generally ‘shown upward trend in respect of

output.

fon

The extent under High Yielding Varieties has 1ncreased from 1,2 o
million acres in 1970/71 to 2.2 million acres in 1983/84. This constitutes

about 907 of the areas cultivated with paddy.

Cropping 15&5&51&9; defiﬂedeaeveeﬁn afee as a bereeﬁtage'of.“
asweddemizéd area, hewevef; has’ remdined relatively stagnant. It has
changed from 120.4 percent in 1951/52 to 122.9 fercent in 1981/82 while in
the case of 1rr1gated settlements this has rarely exceeded 140 percent

(Wickramas ekere, 1984)

Extent under paddy culti&%ﬁioe”increased from about 1.8 million acres
in 1970/71 to 2. 4 m11110n acres 1n 1983/84 wh1ch 1s reflect1ve of the
Government pollcy of openlng up of new 1and settlement schemes prov1ded
with 1rr1gat10n The unit of land holdlng a11enated‘as]et ;resent is 2 5
acres of which 0.5 acres is allotted for homestead. It is reasonable to
assume therefore that the physical expansion of paddy productioh'base,;
sﬁquldfbe'more evident in the size. classes of two to three acres and .one
to two..acres, having made allowances for fragmentation and sub-division
of holdings. 1In fact, as the Department of Census and Statistics points
out, the number of holdings in .the size groups of -one to two acres 'and .two
to three acres, has increased.by 25 percent and 31 percent respectively . .
during the period between ‘1973 and 1982. . The area in these.holdings has
also been increased by-25 percent and 29 percent respectively.

However, the important point to remember is that output growth has

resulted from both the expansion of physical area and the yield increase.
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Apart from the adoption of high yielding varieties, other dimensions
of new technology, such as the use of chemical fertilizer, weedicides and’
pesticides in addition to tractor power, tranmsplanting, greater attention
on water management have also been progressing élong contributing to the
increasing production and productivity.

‘

" Mechanization of land preparation and threshing in particular has
progressed rapidly and there is evidence of a power surplus in terms of
tillage capabiiities of the available stock of draught power, according
a study carried out by the Agrarian Research and Training Institute
(Farrington & Abeyratne, 1980, 1982). The extent ploughed by tractor was
only 0.87 in 1946 and this has increased to 57% by 1983 ( ILO/ARTEP,

1986 ). An estimated 10-15 mandays per acre is lost due to mechan12at1on.-

" Another ARTI study has revealed that while hand-weeding has dec11ned ,
weeding by chemical means has been increasing. Traditional systems of
labour mobilization have also been weakened, further reducing the rate of

labour absorption in paddy agriculture . (ARTI, 1984 and 1986).

Rate of transplanting has .increased, although it has been moderately
low (less than 307). Given the context of small holdings, the rate of
transplanting can be described as low. (ILO-ARTEP, 1986).

Thus, the national level statistics indicate a roséngufgiation to
agricultural modernization. Both the volume of production and yields have
increased and the modernization of paddy agriculture seems to be well
underway. All this has been taking place in the.contéxt of small holdings
which continues to be subject to the processes of sub-division, fragmentation
and various forms of tenure, some of which are complex, which in turn
indicate the dynamics of the social relations that occur in the process of

paddy production in the specific context of Sri Lanka.

2.3 Profitability in Paddy Farming and Rural Poverty

Growth in output and yield coupled with the modernization of paddy
agriculture needs a re-examination in terms of economic returns to the

paddy producers as opposed to the cost incurred in the process of production



of paddy, since it leads us to identify the confributiqn that creditffpuld
possibly make to the process of paddy farming. It will also help assess
the viability of paddy farming. )

First, it 1s necessary to identify trends relating to. the producer L
income. The guaranteed price for a bushel of paddy which stood at Rs.12/-
in 1971 1ncreasedAupto Rs.70/~ in 1985, while the open market price: per
bushel of paddy increased from Ps.53/- in 1971 to Rs. 79/- in -1985. Thus,
it appears that the higher volume of production and higher prlces:fetched~m
in the market have resulted in increasing the income of the paddy . ..

producer. . ..

Howé&er,iﬁhe cost of production as well as of living has considerably
increased. In Polonnaruwa district, which is one of the well performed
areas in terms of :achieving a high volume of producfion and high rates of
crop loans. recovery and where a farm family has three acres of paddy lands
on the average, the total cost of production per acre increased from coae
Rs.1970/~- in 1978/79 Maha (Mlnlstry of Agricultural Development and .
Research, 1981)to Rs. 4430/- in 1984/85 Maha (Agriculture Department, 1985).

In l984/852§¥ﬁe average yield per acre of paddy in Polonnaruwa was
87.32 bushels and the selling price of a bushel of paddy was Rs.80.11. The
net’ return from an acre of paddy was as low as Rs.825/— per season. The
following data taken from a publication by the Department of Agriculture (1985)

illustrates this incidence.
TABLE 4. . = COST AND RETURNS IN PADDY FARMING, POLONNARUWA
Average income .~ = Rs. 5254.82

Average total cost -~ Rs. 4430.32
Profit - Rs. 824.49

Even if it is made Rs.1000/- and assumed that every farmer has three
acres, his saasonal income from the three acre paddy holding would be only

Rs.3000/~., 1If a'season is taken as four months, his montly income would

‘be Rs.”750/-, but since only two crops a year is cultivated, on the

'aséhbptlon that the identical situation prevails in Yala as well, his



general monthly income for the year would be only Rs, 500/-, if he is
dependenf‘solely'dn paddy cultivation. This is well below the official
poverty line, which is Rs.700/- a month., If the farmers have larger
families than the average family size of six persons, which the farmers
generally have, their condition can be described as serious, even for the
district which giveé the highest average yield. The {mﬁlication is that
gerierally the farmers live below the official poverty line, if they are

totally dependent on paddy farming.

In fact,‘these observations on the general context of poverty'in~the
countryside are supported by other survey findings. The following Table

gives the details.,

TABLE 5 PERCENTAGE OF TOTAL INCOME RECEIVED BY EACH 207
RANKED INCOME RECEIVERS IN THE RURAL SECTOR

Ranked Income Receivers 1973 ‘ 1978/79 - 1981/82
Lowest = 20% 5.4 3.5 3.7
Second 207 11.6 3.6 8.8
Third 202 17,0 14,1 13.5
Fourth - 203 23.4 20.8 19.9
Highest 203 42.7 53.0 54,1

Source: Central Bank of Sri Lanka, Consumer Finance Surveys, 1973
and 1981/82,

Iﬁése data suggest that the income disparities in the rural.sectors
where the farmers live, have worsened in 1978/79 and 1981/82 as compareé.
with 1973, It cah'be noted that the top 20 percent of ranked income
récei&ers, earn an income which is fifteen times greater than what the

lowest 20 percent receives.

Labour Force andvSocio-ﬁconomic'Survey of 1980/81 conducted by the
Department of Census and Statistics in association with the Ministry of
Plan Implementation, in their report on household income and expend{ture
has shown that the mediun income of a rural household is only Rs.600/-

which is Bs, 81/- less than that of the estate sector.

Y
<
£
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When dealihg with the credit problem in paddy agriculture, it is very
important to bear in mind, therefore, that the general‘ﬁontext within °
which the farmers are located is one which is characterised by general’
poverty. It does not need any reiteration that in the open-market; ﬁricé
of locally produced rice ﬁas been rather stabilized over the past several
years at a:moderate level amounting to about Rs. 8/- a kilo, which is
affordable to the great majority of the consumers. From time to time rice
is imported when local prices of rice are high. In this context, ohe could
argue that the farmers may have been subsidising the consumers, However,
in the general context of poverty, resource flow may not be allowed to be
determined by the price mechanism for its harmful consequences on social

stability.

2.4 Savings and Credit

One of the natural consequences of low incomes is manifested in the
incidence of low rate of savings. In fact, the Consumer Finances and
Socio4Ecoﬁoﬁié”Survey of‘l981/82 did reveal that the low income gféuﬁs' :
earning iess than Rs.2000/- a month display a dissavings tendency (Central
Bank, 1984: 273). Savings are an important source for raising funds ,
necessafy for extending credit facilities. The capital intensive.strategies.
of development require a progressively large investment per umnit and this
can-be sustained only if the economy is successfully mobilising a larger
volume of savings. The lack of savings make it necessary for the external
agencies to intervene in the form of pumping in necessary funds. But as a
recent study has ﬁointed out foreign assistance for capital formation may
not be so readily fo;thcoming;in view of changes in attitudes and policies
of donor governments and also of economic difficulties experienced by them .
(silva, 1984). Therefore, the importance of domestic savings must be

stressed. : . e
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TABLE 6 DOMESTIC SAVINGS AS PFRCENT OF CGROSS DOMESTIC
C PRODUCT OF SRI LANKA

Year » Domestic Savings ~ Domestic Savings as 7%
(Rs.M1,) of GDP.

1977 . 6591 18.1

1978 : . 6517 15.3

1979 7218 4 13.8

1980 7443 4 1.2

1981 9944 1.7

1982 | 11519 11.5

1983 . 17698 ' 14.5

1984 _ 31476 120.8

Source: Central Bank Annual Reports.

However, domestic savings, defined as the sum of investments less
external resources, when taken as a percentage of Gross Domestic Product,
have declined from 18.1 in 1977 to 11.5 in 1982 although in sbsolute terms -
it has increased from Rs.6.591 million to Rs.11,519 million during the
reference period. The absolute figures however include inflationary effects
experienced during the period. It must be noted from the above Table that
the savings have increased in the subsequent years. However, later the
Central Bank has redefined expenditure on consumer durables to be treated

as savings. Therefore, these figures will have to be treated with caution.

" The other important dimension regarding savings is the question whether
the savings are re-invested in paddy agriculture or whether they are
extractedto the urban centre. This is all the more important in the light
of the fact that the state has been making all the capital and recurrent
expenditure 'in regard to infrastructural development, roads, communication,
irrigation, housing etc. In fact, it has been shown that savings from the
rural sector are not being fed back to the rural sector but channelled
elsewhere (People's Bank, 1983:10),



2.5 Institutional Changes

The contemporary”hlstory of 1nst1tut1onal cred1t for the domestic @
sector of Sri Lanka dates back to 1906 when the first Co-operative Credit
Society was established in‘Dnmbara ln the Central Province. This was .
followed by another important step of the colonial government, namely,
the appointment of an Agricultural Benking Committee in 1909, which high-
lighted the gravity of the problem of rural indebtedness in the peasant
sector of the economy. The committee advocated the establishment of
~ Co-operative Credit Societies, which would enable the small farmer to
borrow at a reasonable rate of interest for his agricultural needs while
offering him an inducement to invest money in his lands, in manure, and in
providing agricultural machinery etc., all of which could bring the farmer
a return higher than what was commensurate with the expenditure he had
incurred. Consequently, the Co-operative Societies Ordinance was enacted
in 1911 and this is considered the beginning of organized credit for small
" farmers 1n the trad1t1onal sector of the economy (People's Bank, 1983:3).
The Banklng Comm1s310n of 1934 however observed that the Co-operative
Credlt_System catered only to_a small strata of the rural soe1ety,.1e._

the land owning class, while the peesants at large suffered from indebtedness.

Direct government 1ntervent10n in thls Sphere of activity dates back
to 1927 with the app01ntment of the Land Comm1ss1on in pursult of the new
land pollcy, ie. the creatlon of a mult1tude of prOSperous peasant ,
'proprletors (Land Comm1ss1on, 1958: . 118). Granting loans from a state-ll
aided bank was seen as one of the foremost means to achieve this end. The
earliest settlers of the colonles ‘at Nachchaduwa and Tabbowa created before
the Land- Development Ord1nance No 19 of 1935 for example ‘were granted
financial- ass1stance in the form of loans. The Govetnment s 1ntent10n was"
to free the peasant from- theclutchesof the money lender by maklng avallable
to h1m loans at Low 1nterests enabllng him to market ~ the . produce
and fetch the best poss1ble pr1ce in the. open market . Another 1ntent10n o
was to ellmlnate inheritance of real property in und1v1ded shares. Imp11c1t
in this pol1cy and the programme was the understandlng that the peasantry
lacked capital ard that the system of the transmission of property in
undivided shares was inimical to the establishment of peasant proprietorship.

However, the failure of these colonies themselves resulted in the failure
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of this system of credit. Subsequently, after the promulgation of the - - _
Land Development Ordinance in 1935 when major colonisation schemes were

commenced, the state undertook not only the financing of infrastructure

development but also items of work on individual allotments. A subsistence
allowance, until the first crop came in, was also paid. All these were

outright grants, Since all expenses and investments relating to land

development and production were met by the state in this manner, the

necessity for agricultural credit did not - arise, according to the policy

of the state.

~ This génerous policy could not be continued for it proved to be very
expensive as the volume of land development on this basis increased annually
and numerous other problems arose on account cf the limited availability

of capital. Therefore, revisions were made from time to time.

At the time of Independence in 1947, agricultural credit was granted
thfough cbﬁperatiVés and thére were cértain restrictions-on the purposes
for which credit was given. The government offered credit facilities to
the cooperatives. Agricultural crédit which was originally a function of
the Land Commissioner, was given ové?fthe Department of Fobd.in»IQSLfand
became the responsibility of the Depa;Ement of Agrarian Setvices siﬁég‘
1957. In 1958 with the enactment of the Paddy Lands Act, a new Iﬁsfitution
called the Cultivation Committee was set up primarily for the organisaﬁion b
and the management of paddy cultivation, which had a responsibility in the
sphere of agricultural credit. ‘Between the two institutions, ie. the -
Co-operatives and the Cultivation Committee, there'was an overlapping of -
functions to some degree. The cooperatives eventually fell below expectations
with both the farmer members and th§73§gpgégpi§gf failing to repay their

loans.

Then a decision was made to transfer the responsibility of agricultural
credit to'the commercial banking system., As a result of this step, the
People's Bank was established in 1961. However, actual transfer only
took place in 1967 when the People's Bank commenced its lending operations
through its network of branches. The People's Bank 'in a very short -

period of its operation realized the high cost of extending banking and



agricultural credit to:'remote rural areas where there were a large number
of small farmers and’a‘very: limited volume of banking business. The -~
?eople}s'Bankathereforexintroduéed and sponsored the extended credit: scheme
and- continued to work-through the multi-purpose éooperative network. “AL. .
specializedvinstitutioh“called the Co-operative Rural Bank was set'up in
1964 in selected:cooperative.societies to: cater to.the overall financial:
needs of the rural sector as the extended credit scheme did:not perform

in the manner-it was expected.  Then in 1967 the Government introduced a:.::
Refinance Scheme whereby it undertook to advance money to be used for
issuing agricultural loans. The commercial banks were expected to pay

back the amounts thus advanced by the Central Bank within aspecified
ﬁétiod-of time‘irrespeCtive:of the amounts of loans recovered from the
farmers. - Upto thls date the Central Bank under the Ref1nance Scheme lends
at 14% to the Commerc1a1 Banks who are allowed a margin of 74Z. In 1972,
with the reorganization of the Malti-Purpose Co-operative Societies there
was a.rapid expansion of Rural Banks some of which were later converted

to special branches. In the following year; a more-éffectivé'scheme called
the Comprehensive Rural Credit Scheme was introduced. There are ‘several’
features of the Cemprehensive Credit Scheme. Under this Scheme the
Department of Agriculture, the Co-operative Department ,the Marketing
Department and the Department of Agrarian Services were provided with
inter-linkages for the common goal of agricultural development. ' According
to the procedures of the scheme, the first step was pre-sanction inspection
by the bank- off1c1a1s to establish or verify that the farmer had -1and, the .
extent of land, its’ su1tab111ty for cultivation of the crop proposed and.
that he was not a defaulter in respect of loans granted previously. Secondly,
-vthe banks-were expected to advance loans in accordance with the crop-wise-
scale of finance laid down by the M1n1stry of Agricultural Development and
Research and the Central Bank of Sri Lanka together. Thirdly, credit - -
guarantees and collaterals were also less demanding while loans were given
fOr;prOdﬁétion and' consumption as well. Fourthly, any péréoﬁ who operated
paddy'lands,firrésbectiVe“of'the-S§a1e‘and tenure, was entitled for an .« -
agro-identity card and is eligible to receive institutional loans on
furnishing this' card. Conceived as they were the procedures Seemed to

be fine, when viéwed from the point of view of the commeréial banks. Yet,

as thé'pentfél‘Bank:repbtts evenl the adoption of stricter criteria by thév“»
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banks to give credit to the most eligible farmers also did not result in

any significant improvement in.the recovery of loans (Central Bank, 1980:27),

This scheme however was never fully implemented. It nevertheless
brought another sté;e.Commercial Bank, namely, the Bank of Ceylon, into
the rural credit scheme, and even today the crop loans are issued under the
Cemprehensive Rural Credit Schemg.:Aq present, in addition to the three
state banks, ie. the People'é Bank, tbe Bank of Ceylon, the Hatton National
Bank, two other foreign banks, ié. the State Bank of India and the Indian
Overseas Bank have been invited in Sri Lanka to play a role in agricultural
credit owing to their expertise in this sphere of activity in India. The
Central Bank. of Sri Lanka has alsb been decentralized and Regional Rural
Development Banks have also been set. up as a new institutional mechanism
with a view to training bank officials in what is called 'Development
Banking'. Loan defaulters have also been made eligible to receive further
loans under the previous loans rescﬁeduiiné scheme.

It is relevant now to examine whether banking facilities are available
adequately in the rural. sector and whether the formal credit institutions
have been able to cover the rural population adequately. A recent study has
noted that in the rural araas, the number of commercial banks increased
~from 122 in 1970 to 475 in 1982 making an average annual increase of 12%
while the rural banks managed by multi-purpose cooperative societies
increased from 90 in 1970 to 804 in 1982 representing an average annual
increase of 20 percent. According to this study, the population density
per bank branch in rural areas in 1982 was 8567 (Silva, 1984). It must be
remembered however that ;heliqcidence of increase in the number of bank
branchesAwas'a result of-pdiicy decisions by the government.and not a
spontaneous move by the commercial banké themselves in response to any - -
u§Surge in the rural_eéonomic activities. One must also see if the banks'
activities reflect an.interest in ag:o-eéonomic activities after sétting up
. of these {nstifutionéf?it is more important_thén the number of banks. The
population density per-iank branch in rural areas remains much less than in
the Colombo City, where thare are 1000 persons per branch when banks and
finance companies are taken together. The increase in the number of financial

institutions in the city in contrast to the rural areas is more in response
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"~ to grow1ng economic act1v1t1es in the c1t1es. Thus, 1t 1s clear that the
low level of agrlcultural credlt performance by the 1nst1tut10ns cannot be

totally attributed to lack of institutions.

Yet the fact remains that the commerc1al banks g1ve low pr10r1ty tofr
agrlcultural ‘credit wh1ch is a gross dlsproportlon con31der1ng that nearly
- 80 percent of the population of Sri Lanka l1ve 1n rural areas and that .
Sri Lanka s non-export agrlculture contrlbutes 207 of the GDP In fact,
agrlculture accounts for only 122 of the total nat10na1 credlt portfollo

and of the total portfol1o of the banklng system, 1t 1s we11 below 12

(Mlnlstry of Flnance and Plannlng, 1984: 7) The entlre bank1ng sector -
advanced loans to about 16 000 borrowers for paddy cultlvatlon in Maha
1980/8| while the number of operat1onal hold1ngs of paddy was nearly _
650,000 (Rasaputram, 1982 14), As Table &4 1nd1cates, the agrlcultural -
credit schemes have accounted for onlv 0.4% of the loans, wh1ch means that
only a minority of the peasants are served by the formal credit -

institutions.

_ Commerc1a1 banks w1th tralned personnel 1n banklng and f1nanc1a1
_management would not have rural development orlentatlon though they have
branches 1n the rural areas and have excess 11qu1&1ty problems at the
centre. It may not be reasonable to expect the commerc1al bank employee ,
whose career development depends not on the promotxon of small holder
agrlculture and the rural deveIOpment but on other cr1ter1a to be geared
to providing agr1cu1tural cred1t ' Participation in Government Sponsored
credit schemes for commerclal banks is costly because reportlng requlre-v.
ments, targettlng, sunerv1s1on etc. make adm1n1strat1ve costs hlgher than
vhen they lend tbe1r own money . On the other hand, the banks have to lend '
at low lnterest rates Speclfled by the _government, Other proJects Sponsored
by donor agencles, ie. tractor loans, also requ1re the banks to offer

relat vely low rates of 1nterest ‘even on such capltal 1nvestments thus
re-ozlent1ng the commerc1a1 banks from the farmers to the government and
otber donor agencles.' . )
Furthermorc, 1n those famlly farms where outputs are Small by any ;.

" standard and where all cap1tal developments are undertaken by its labour,
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they are not pure economic concerns that provide justification for the
continuation of these apparently economic systems. A recent study conduc-
ted in the wet zone where small holder paddy cultivation is prevalent, it
was found that all kinds of concerns were centred around the small paddy
farm. (Moore and wickramasinghe,’igsb), In such situapioﬁs the 'credit
needs' recognized by the bank and those recognized by the participants in
the-family farm are at divergence. It becomes difficult to separate
economic interests from others and as a result 'production credit' in the

economic sense of the term loses much of its meaning. ;

When agricultural credit is strictly defined by the banks to certain

. specific production activities therefore, the demand for such credit from
this type of farms would be adversely affected. It has been shéwn-ﬁhat
this factor in combination with several others, particularly, the
procedural requirements of security and collateral, has the effect of
turning the small farmer away from the bank on the one hand and developing
attitudes undesirable for a healthy relationship between the banker and the
small farmer in respect of credit (Wanasinghe,1980). It could also be
stated that where agriculture is not fully commercialized and complex
.social relationships are involved in crédit transactions, it is doubtful,
whether the commercial banks could operate effectively in the production
process. of small farms and eventually replace the socially institutionalized v
informal financial arrangements.

In the light of the above observations, a case could be advanced for .
the establishment of a specialized institution to provide credit for
agriculture and rural development rathet gﬁan requiring the. commercial banks
to play this role in the presently preVéiiing specific situation Qf,SIi_:
Lanka. It also underlies the importance of the differeﬁces that exist in
the paddy farming situations which suggest the impracticability of
translating'one universal credit‘poiicy conceived at the centre into

implementation countrywide.

2.6 Contribution of Institutional Credit

It could be observed from the preéeding section that the govefnmentpolicy

has resulted in the intensification of the delivery system and the refinement



of procedures.

It is therefore relevant to examine whether there has been )

a dlscernlble 1mpact on the product1v1ty front as a consequence of this

N.A* ='-Not,Availa‘ble.

Stat1st1cs in columns 2 5 are taken from[the Dept of Census and _

process.v @
TABLE 7 “TMPACT OF INSTITUTIONAL CREDIT ON HE PADDY -
SECTOR ‘OF SRI" LANKA
1 g 3 i 4 5 6 7
Culti— ' Total - Extent Agric. Total Average Fertilizer
vation extent under per acre of . output Yield . Use
Year - under _HYV cultivated '000 Bu./Ac. Kg./Acre.
paddy '000 paddy (current (Acres) '
'000 - (Acres) value) :
(Acres) _
70/71 1794, . .. 1205 - 16.33 66895. - 45.90 48,23 .
71/72 1795 1252 CNLALK 62901 46.86 . . .45.56 .
72/73 1792 N.A. CNLALK 62900  -44.58 . 54,88
73/76 2038 .. . N.A. N.AL* 76794 45.87 60.15.
74175 1719, 1285 . . N.A* 55315 . 44.09  25.46.
75/76 1789 ... 1381 . 41.52 60034 . 44,97 . . . 41,17
- 76/77 2046. 1710, 48,48 80424  48.94 ..  39.71 *
77/78 .. 2162 1750 207,20 90517 . 50.76 . 52.39 °
78/79 . 2072, 1649 . 35.69 91106  53.46 . N.A.% )
79/80 2087 .. - 1740 28.73 101603 56.91° 271,37
80/81. 2165 . 1977 44,75 106217 . 58.12. 166,91
81/82 2086 2048 58,27 103270 - 63.30 N.A*
82/83 2036.. . 2105 . 75.14 118871 . 69.85 NLALK
83/84 2447 2241 C71.94 115609  59.48 . N.A.%
Notes: -

K

Statlstlcs, while those 1n column;B and 4 are from the Dept. of Agr1cu1ture

and the Central Bank of Sr1 Lanka, reSpect1ve1y.
column 6 is calculated.
the Administrative Reports of the Commissioner of Agrarian Services and

the Department of Census and Statistics.

Average y1e1d 1n

Data in column 7 are adapted from those 01ven in
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It is discernible from the above Table that the total output as well
as the average yield and the adoption of high yielding varieties have A
indicated an upward trend and this trend does not correspond to the amounts
of agricultural credit .disbursed. It is ironical to note that productlon
increases have occurred along with a decline in the vpluﬁe of agriéultural
credit disbursed through goverﬁment institutions. Fertilizer use also
does not seem to have been_gffected by the variations in the amounts of

agricultural credit disbursed. ‘

The question of finding a correlation between credit and production
on the one hand and credit and productivity on the other becomes a little |
complicated.in the Sri Lanka case as there has been an increase in the area i
under cultivation. In any case, one is kept from making a direct link
between credit and productivity due to fungibility, or interchangeability
(one unit of money is just like any other unit of money whether it is
borrowed or owned) which makes it difficult to control the use of the
additional 11qu1d1ty provided by a loan. A borrower could substitute
borrowed funds for owned funds already committed to the activity or dlvert
the borrowed funds to some other activity not intended by the financial
intermediafy. In the case of family farms, wherein economic and non-
economic factors are entwined-it is very difficult to distinguish produc~
tion credit needs in the economic sense of the term. It must be stated
here that a farmer would take a loan and use it for the intended purpose
only if he perceives the existence of a potential for the increase of farm
‘income which is desirable to him and if the realization of this potential
requires capital in excess of the financial resources he has within the
family. Therefore, one could point out that even if credit is compieteiy
withdrawn, farmers would still cultivate. It is very difficult to establish
the particular relationship on account of the incidence of informal credit

" on which reliable data are not availahle.

2.7 Formal and Informal Credit

The trend which was described above depicting a decline of the amounts
of credit disbursed through institutions ‘in the face of increasing produc-
“tion and yield may be used to SUbstantlate the argument that institutional

credit could only be a minor factor, if at all, in the overall increase.
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Then the’ argument that cred1t has not ‘been supplled 1n adequate quantities
loses much of its effect. ‘This however, does not mean that credit as such
is not lmportant at all, It only ‘serves to reinforce the importance of
1dent1f1catlon of the types of agr1culture prevalent in various different
parts of the ‘island whlch requlres transformatlon, a process which could

be Supported by var1ous forms of cred1t facilities. For example, there is .
a great potent1a1 for 1ncrea31ng product1v1ty from a glven unit of land as
shown by the fact that the current average yield ‘of new h1gh y1e1d1ng
Varlet1es remains at 2 tonnes per hectare whereas the potentlal y1e1d of
new h1gh y1eld1ng varieties is 4.6 tonnes per hectare. With the prospects
of new land to be brought under Cu1t1vat10n comlng to an end, now the '
product1v1ty con51derat1on w1ll aSSume graater s1gn1f1cance, thus prompting
a pollcy Shlft from phy51ca1 expan31on to 1ntenS1ve forms of farn1ng and
thereby transform1ng Sri Lanka domestlc agriculture into a more developed
form. At a more locallzed 1eve1 there is a case for the introduction of
dlfferent packages for d1fferent farm types such as popularlsatlon of
'var1et1es among the small farmers whlch g1ve low but stable y1e1ds and '

whlch 1nvolve less cash 1nputs.

However, it appears then that the farmers may have - resorted to other
sources or types of loans to ‘finance their farmlng ‘activities. Even as far
back as a decade” ago, the majorlty of the farmers have entered certain

productlon relat1ons wh1ch prov1ded at least part of the inputs necessary.

[N

TABLE 8  OCCUPATION OF LANDLORDS: PERCENTAGE TO TOTAL NUMBER
District  While col-  Traders Land-: - Priests . Farmers Others:
o lar profes- = = . owners

sionals ' o
Hambantota 26 1 22 13 : 13 N 15
Kandy 11 8 21 14 - 22 14

Colombo 26 i1 4 12 28

Source: .Agrarian Research .and: ‘Training Instltute, (1975) The Agrarlan
Situation Relating to Paddy Cultivation in Five Selected
Dlstrlcts of Sri Lanka"Comparatlve Analysis; Colombo.
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The fact that a significant number of non-agriculturalists have
entered paddy agricultnre'this way could be interpreted as a result of a
new dlmen51on, the cap1ta1 value, that came to ‘be attached to land. Though
in one sense paddy agrlculture is a Dart time act1v1ty glven the technlcall-
ties of productlon, it 1s still relevant to note the p01nt that part of the
income derived by paddy’ operators from other sources may be expended on
paddy agriculture while the landlords may also share the cost of production
with the tenant cultivators in certain situations. In the case;of family
farms in particular, expenses connected with paddy production are not

necessarily justified on economic grounds alome.

Informal lending is thus a very important source of credit. in the
rural financial market. According to reports on Consumer Finance and Socio-
Economic Survey of 1978/79, doné. by the Central Bank, informal sources '
accounted for 79 percent of the loans in the rural sector. The same survey
done in 1981/82 indicates a figure of 607%, showing a declining trend in its
relative importance. However, 607% is still a high figure. The followingi"

Table gives the details.

TABLE 9 ' AMOUNTS OF LOANS TAKEN ACCORDING TO SOURCES OF LOANS IN

SRI LANKA

Source - Percent age -

1978/79 1981/82
Agricultural Credit Schemes 0.7 0.4
Rural Banks , 3.5 65.1
Other Banks 16.0 33.1
Co-operatives 0.5 1.7
Money lenders 18.7 20.3
Friends and Relatives¥* 26.8 29.2
Others - 33.8 10.2 .

Source: Consumer Finance and Socio-Economic Surveys of
1978/79 and 1981/82 Central Bank.

* In the 1981/82 survey, this category has been redefined
as” sources of credit without interest. The category
"others" has remained but - the redefinition might have
resulted in some "friends and relatives' getting .into the
category of "others" and vice versa, thus maklng a
comparison less meaningful. o
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Another feature relates to the pattern of borrowings of income groups...
. As the Consumer Finances and Socio-Economic Survey of 1981/82,inéicates;

the lower income groups rely heavily on informal sources for financial .
assistance while the banks increase in importance as income increases.

For instance, the highest income group obtains approximately 947 of its

loans from banks.(Central Bank, 1984:298)., Understandably the higher income
groups_saﬁisf& the criteriallaid down by commercial banks in connection

with loans. It is small farmer credit which is problematic.

2.8 The Default Problem

The default problem has already been-discussed to a certain degree in
the preceding sections and the first chapter. Here statistics relating to

the incidence of defaulting is presented to allow a rather unconventional

interpretation.

TABLE 10 PADDY LOANS AND RECOVERIES

Year Loans Granted Loans Recovered 7 of Recoveries N
‘ ('000 Rs). .- .. ... .('000 Rs.) _

1974 111057 60846 54.8 .

1975 85921 . ' 46995 54,7

1976 74544 . 47514 . 63.7

1977 102016 o 51980 - 51,0

1978 451952 129191 ' - 28.6

1979; ' 59643 50122 : 84,0 -

1980 ' 60358 ‘ 52775 . . . 87.4

1981 , 84920, - 71892 84.7

1982 1011520 - 83877 N 8.3

1983 148714 T 118047 : ; 79.4

1984 . . 172391 S '115015‘ L 66.8

Source° Central Bank of Sri Lanka, Agrlcultural qtatlstlcs, Vol. III, .

December 1985

Notes : The'statxstlcs contained in this Table réefer to the loans N
granted under the Comprehensive Rural Credit Scheme by the
People's Bank, Bank of Ceylon and the Hatton National Bank,
The year 1982 experienced adverse weather conditions.
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As shown by the above Table, there has been some variations in the
repayment of.lbans. This has takgp,élace in the general context of
increasing output and_yield (refer'Table 7 ). However, the default rate
has-not been all that bad, ;opsidering the vagaries of weather and lack of
irrigétion in certain areas and the low prices of paddy. In most years,!xi
the recovery rate has been above 557 of the loans;digbursed, whilé in the
years after 1980, it has improved considerably. Even if :his is much lower 
than.ﬁhat it actually has been, in the context of lpw prices not commensurate
with the rising cost of inbuts paid to-the paddy producer, it might be
argued that the direct paddy producer has been cushioning the effects of
inflation on the non-producers to some degree, thereby subsidizing them.
Seen in this»lighpﬁ.it is debatable whetﬁef loan.defaulting by the paddy

farmer could be considered a problem needing serious attention.

2.9 Experiments on Rural Credit

Various '"pilot projects'that have been conducted and are being carried
out at present in various parts of the island form another important
dimension of the credit question for the valuable insights they have
provided. The People's Bank, the Agrarian Research' and Training Institute,
Participatory InstituteAfor Rural Development and numerous other Non-
Governmental Organizations have been doing such "pilot projects”. These
small scale pilot projects launched on an experimental basis have been
described as successful. While it may denote that the credit question
may be best tackled at micro-level, there is still a need to synthesise ‘
these experiences on the one hand and explore how the 'institutions' which
are controlled by formal bureaucratic procedures emanating from the centre
could édapt themselves -in the light of the insights gained from instances

of successful pilot projects concerned with agricultural and rural credit. ..

Several trends are discernible from the above discussion and analysis.
Firstly, the paddy agriculture has emerged as the most dynamic sector in
_ the economy and its achievements, yield and output growth have been achieved
in the context of small holder agriculture. Secondly, these achievements
have not corresponded to amounts of agricultural credit disbursed through
institutions, although many changes have been made with regard to procedures

in addition to the intensification of the delivery mechanism. Yet, it is
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not an indication of diminishing importance of agficulturai:cfédit'for‘
there are many other non-institutional sources of credit and there is a
potential role for institutional credit, Thirdly,'édnsidéring’the domestic
sector's contribution to the Gross Domestic' Product and employment
generation, institutional credit éﬁppdtfs td'fﬁe‘domeétic agriculture
represent a gross diSprdportibn. Fourthly, Cpﬁmércial Banks are not

géared to support small holder agriculture while savirgs mobilization and - -
‘giving ‘agricultural credit at low interest rates remain problematic in the
context of general poverty, low prices for agricultural products and other
factors suggestlng a case ‘for the’ establlshment of a specialized agr1cu1tura1
development bank Fifthly,' although domestic. agrxculture has performed '
well in terms of growch in. output and y1e1d “the’ income - 1nequa11t1es in

the rural sector have w1dened : S1xth1y, 1t is doubtful whether the
default problem could be cons1dered as a seriois problem part1cu1ar1y
because of the relathely low pr1ce paid to the paddy producet: -

One important implication is that attempts to extend.agfiéultural
credit are being made or have to be made in the context -of general poverty, -
Even in the case of paddy cultivation which has performed remarkahly well,
the net returns have been less attractive, suggesting the'importance-off‘
non-economic factors behind the continuation of this supposedly economic
activity. There is.great diversity for a small island like Sri Lanka
so far as its agriculture is concerned and one agricultural credit policy
for the ‘island as a whole may mot work and there is a need to. tie up.
agricultural development strategies with those of rural development.
Further, there is a need to synthesize the experience of agricultural.
creditfexperiments'that are being conducted in various parts of the

country. -
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AGRICUL?UTF Ll PLANMED SETTLIMINTS

Thisichhpter gives a brief account of paddy farming in Gal Oya and the

characteristics of the sample. It will wvresent some of the tonidencies

which are inportant in Gal 9Oya paddy farming while bringing into question

somne of the goenerally accepted views anil giving the conclusions.

3.1 (Paddy Farning in Gal %yn Irrigated Settloment: An Overview

Paddy-farming'in ial Oya is practised on its Left Ranlk, the Right Nank and -
the River Division, On the Right Bank about 16,000 acres are cuitiyated.
with sugar canc, An estimated extent of 17,5 acres of paddy is also
cultivﬁted adjacent to the supar cane estate, Towards the tail ead of_thé
Loft Bank, a systen of dry farming is prncfised in the Yala season. In
wans this area is also cultivated with paddy. In a normal ‘laha season an
estinated extent of ©N,000 acres of the Left Bank is cultivated with @addy;
In the [iiver Uivision an estinatod extent of 30,000 acres is cultivated
with paddy each season., The Hiver Division howvever outpro:sduces the Leff .
Dank since its productivity is higher. The cultivation of paddy on lowlands

during the yala is possible only with irrigation while in ‘iaha, irrigation

is needed as a supplcementary source of water.

The unit of lowland alienated unﬁé: the Gal Oya resettlement scheme has heen

progressively ‘decreasing over tine from 4 acres of lowlan:d at the beéinning
to I acres at present, Tals occurrence shows the impact of increcasing
population on linited land available. 1In the recent past, new villageé have
also heen created and encroachnents on rescrvnd'landé and_ﬁrninage areas '
have heen regularised. . -These new villages are settled wifﬁznomhers of the
seconi] and the third genéggﬁions of the 6r1g1nal allottees of the Gal Oya
schene, The gottlers here have snaller families, Some of these villares
have what they call 'their .own tnnkg'which’ﬁp actually fed hy Senanayake
Samudraya Small tanks such as ilavagiri, Himidurawa, Aligalge, Weeragodé.gre
proninent amonp these, It must bLe: mentioned that although Gal Nya is a
planned settlenent scheme. based on irrigation. and pre-determined equal
sizes of holdings, it‘sharesunany~socio-econoﬁic characteristics found

elscewvhere in the unplaincd .villagoe settlements, 1.0, tepaney, indebtedness,

fragrnentation and sub-division of land, Turther, .during the 'aha season,
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it-is a rule rather than an exception that there is hardly any ‘'irrigation’
for land preparation: there is no necessity for farmers to depend entirely
on irrigation for all activities in cultivation during this narticular

period in the year. In the 'lalia season therefore, a greater extent is

cultivated under paddy than in the Yala season as rain 19 5§ai1ah1e.
Irrigation wéter is usnd when the neer! arises for suppleméntafy water,
Thé problems such as pest attacks, diseases, weeds ote,, cxnerienced here
are also of varying magnifud¢5”depending on the scason of\cﬁltlvatioﬁ"hs
in othor parts of the country; Pest problems and diseases are said to he
‘greater in the rainj ﬁdhébn;‘ Accordingly, thé'éxpenses incurred in the
tiaha cultivation are generally greater‘while the‘yields are hlso somewhat

lower than what is gained in Yaia.

3.2 The Sample Characteristics: The .Digtribution of Paddy Lands

N

Table 11
Percentage Distribution of Sample Households According to Operational

Holdings of Paddy in Gal 9ya Left Bank, 1284/30 laha.

S ™ ———

Size Class Youseholds Extent
.Less than one acreo 13 ¢
l to 3 57 47
3 to 5 18 24
Ylorce than five acres 7 v 24
: All Classes 100 100

It is clear from the ahove table that ncarly a half of the ‘total
operatfanal arens in the shﬁbié‘ié cultivated by nearly one fourth of
the saﬁpie.i.é;'fhé'fhrher population in the size class operating more
than three héres. Although four acres of paiddy land were dr@ginnlly

- alienated, 1t is more inportant to note that some of them have increased

theif operational holding with some of then operating upto five acres.
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In fact, a small minority of 7% of the farm households helongs to the group
ﬁperating even pore than five acres and thoy account for 24% of the. -
cultivatoed area. Tiic majority of the farmers are in the catepgory operating
extents of one to two acres. This situation shows the predominantly small
scale nature of paddy cultivmtion prqctiscd 1n Gal Oya. "his fact hecomes

even clearer when the firqt two cntogorieq are tnﬁen toanther. They account

for 75% of the oample houscholds hat cultivate 639, percent 02 the total
extents operated, When tabulated to f£ind the extent of opérntioﬁnl holding

under two ncres, wa found that 53% of the holdinpé ﬁefb‘being cultivated by

28% of the samplo houscholds. It must be mentioned that 1n our original

sample 7.6 percent or 26 out of 34! farmers did not have 1ny operational

paddy holdings at all. They had mortgaged or lcased out their land and -

lost control ovor it, ' Thoy were natuf111§;exc1uded fron the credit s tudy

bgcause they did not cultivato paddy thongh they wore 1nc1udad in the

sample,

3.3 Sample Population- Activities

The 342 farn houaeholds had £ total population of 2061 which made the

average sico of a family to bo €.9, Thig figure is hirchor thnn the
national avorage of 5.3 persons for the rural scctor according to the
ACensus conducted by. the bepartmenf:of.ﬂensua and Statistics. This nerhaps
indicatos the need for labour in the context of paddy farming in Gg;lgya.
The percentagq_@}sf;}bqﬁion of the total populatinn of the samﬁle_agcording

to the activities people axciengaged in, i3 piven in the following table,
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Table 12

-

Percentage Distribution of Activities Pursued by “lenbers of Farn

Houscholds in Gal Oya Left Bonk, 1284/30 ‘ingha

Activity ‘ ’ ﬁercentage'
Farning ' . 234D
Helping in family farmg 2,5
Labourecrs ST ' 1,6
Public/Private Sector enployees 2.8
Pusingcss ;‘”- S R O,S
Self enploymont iéxclud%né business) 0.6
" Housewives : : B 17.2
Students o _— . 31.92
. Infants ' . ' 8.2
Others (old and disablod) 3.0

HUnenployed

As the Table indicates thc majority of the people are depehdentvon.
agriculture, a fact which also refleéts on tho otlher hand, the limited
opportunitics for non=-agricultural cnployment. dost of the labourerq

given as 1,6 percent of the nonulation are ngrriculturul labourera.-
Housewives, students, infnnta, old and disablod plus the unenploypd

constitute G2,5% of the population vhich perhaps indicates a hich level
of dependency.

3.4 Gal 9Qya Econony: Social nifferentiation

It ia 1npnrtant to note that thero is a process of qocial differontiation
in’ pro"ress in the Gal Oya connunitj which has pernmeated in tho way in
which production is orpanized, In paddy farning in Gal Oya, it was seen
that while some people héve becone landless, some others have been able

to cnlarge their operational holdings, It is also relevant to recall
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that some of the original allottees have illegally sold out their
allottaents and left the schere at an early stage, The Gal Oya
agricultural oconomy Hds hany faéété”ihéiuding_ofnlivestécﬁ farming
(buffalo and cattle), paddy farning, sugar cane farming and hirhland
cultivation done in sane areag with water and in sone other areas without
water, Gal Oya society includes the purana villagers (from purana
villapgas incorporated within the schena), the original settlers whose

lands wore developed by the Tiver Valley Development Board, and young ‘

fZarnerg (the second and third gonerations of the original settlce¥g) who

have encroached upon reservation lands but.whose scttlenents havo now

been rogularisod and who were given no asgistance by the state.

That paddy farming in Gal Oya cahnot bhe understood in isolation fron the
other constituént  parts of Gal Oya econony is cvident in the casc of the
- pelationghip botween paddy anf sugatr cane., Both cropping systens receéive
water fron the same source and distribution of water can therefore be a
major gource of socinl- conflict and power. - Thoge who control water or
1nfiuonca the control of water cither directly or indirectly affect the °
rate and the type of improvement in the socio econonic standing of the
community as a whole or in part. Tor a lony time the parddy farmera in the
Left Bank have percoived the sugar canc growers in the Ripght Bank :as
farners noro articulaste and powerful, due to a cabinet decision nade in
1273 which gave priority to sugar cane cultivation. Vhen decisions on
water allocation were nade, the Irrigation Deportnent rqﬁorted to the
practico of issuing the. full or nost of the allocation to sugar. cane
plantations. (lurray and Hick foore(1983: 26) have obgerved that if
- storage was below the level of 300,000 acre-feet, water deliveries to the

Right Bank would be reduced but the percentage reduction. had always been

far less than what was nade for the Ndver Division orvthe Left Bank,

. The sugar cane farmers in the Right Bank. are rcporteuly those who conduct
their farming on an eptrepreneurial secale, ”hoy have larper \oldings of
paddy and sugér,chne_whi}g sorc of then have ‘both crons. The paddy
cultivation in fhe Right Bank gats drainnpe water also from the water that
is issued for sugar gané éultxvation. Thus, ‘when rore wator is issued
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than what is required by the sugar cane plant, it works to the advantapae
of pad%¥ cultivation in the >1nht Banl:, A fair anount of interest in
the members of the state bureaucracy is evidenced in the fact
sugar cane farnming shown by the- oliticiana of the aroa/thqt they are
engaged in the surar cultivation in tho Zight Sank in contrast to their
total nr'almast total non-involvement in patdy farming in the Laft 7ank,
“The Diver Division; the noat prosperﬁus paddy pgrowing arca of the Gal’
Oya Scheme, gets water from many sources in addition to thé nornal

allocation.

The Right Bank's sugar plantations‘and the factory have not nrovided
enploynent opportunities for the. Left 3anlt'y growing ponnlation, perhaps
partly due to the incidence of stagpered cultivation of naddy in the .
Left Bank 1tself., However, thé farmers in the Left Ban!: complain and
raise the question vhether 1t is fair to issue water on a priority hasis
for sugar.cane upon which a relatively snaller nunber of farmers in the
fght Dank are dependent thus depriving the thousands of paddy farmers of
the Left Bank fron'getting wateri  Another quention_faised hy then ig -
rclated to the contribution of sugar cane plantation of Gal Oya to the:
national production, This neang thdt the Sugarvﬂurporation~i? not
raking profits enabling the state to justify the priority given to sugar
cane growers , The farners of the Left Bank are of the view that their .

position of huinp~diqadvantaged in‘COntraqt‘ to the fqrnersvnf the 'ight .

Bank who havv received the state priority nny he juqtifivd if the atqte
’ could gain good returnq throuwh such ﬂxjcritios and roinvth them in or

subsidize the farning 1n the Left Bank for the hencfit of such disadvantaged

~ gectors,

The process of soclo-cconomic differentiation nentioned above does not
seen Fo'ﬁé directly'relatgd“tb'fhe nnddy £iolds well located in terna of
-aceess to watpr.>'Fron the ensuing deqcrintion, it.will hecons elear that
the perfornqnco of sona ‘of the villarna hus been nnt that qati@factory .

cven thouph they are well located in terns of nccosq to water, Theée aid
some uthcr areas whicu have nerforned w011 ecnnonically though thny arpﬁ‘ -

not wcll locatod in tnrnq of acenss to wator at all '




Some villages such as Vijayaphira, Jayagana and Tissapura situated in

the niddle part of the schene, have nade striking progress in terns

of uaking inprovenents to the houses, oﬁhership o€ farm equipnent,
cducational achicvenents, access to government ennloynent, ete., Tt

does not howevér noan that the farmer here is more progressive than his
counterpart clsovhere in the scheme or tiae island, Unrdoubtedly hoth the
highland and lowland allottnents in Gal Oya wvhich have irrigation water
facilities nay have contribute:dl to enhancing their incorme and peneral ¢
gocic=ccononic standing. Dut one nust refra;n,from making meneralisa-.
tions as there‘are.instances pqinting to dif;erent tendegcies. Colony 28
for examﬁlé,which‘is also located in thg nidd}e arca having nore or less
the sanc level of irrigation water facilities, has not natched the
aroduction perfornance of the colonics nentioned above. However tho
settlers there have surpassed their performagnce in educational achievements,
governnent employnment nnd trading activities cernared to the econonically
better off villages or units in the scheme., Sone of the orirsinal settlers

here huve sold out their land while some others . have leased:out or

nortgaged their lands,

The fact that acceés to water aloune dbes not determine.the unliftneht of
the peasantry is alsd illustrated by the ecnronic perfornhnce.of villages
Asuch as Wavinna and Paragahakele (Colony Units bné hnd Two). Though these
villages are situated nf the head end and have ansﬁred supply of water,
the settlers in then are relatively poor with a cbmnaratively loﬁ‘pnddy
production. Their houses renain in the sane’ condition as they were when

the schene was firast opened, The explanation offered to the outsidé
observer. is that the gettlers here liave a farming background in chena
cultivation whiéh oparates under completely different conditions than
settled, irrigated agriculture, and even aftér so many yaars of living in
a paddy bagsad settlenént, the paddy farning nractised here is not done

with o sufficient degree of seriousness,

The new scttlers in the regularised encroachnents have heen given only

laud. They never received any subsidies as thelr fathers or grandfathers



got., They have been requiroed: to put up. thelr own houses and conplete
other land developnent work on their own, Yowever, they are not new:
settlers or evacuees since they have not heen uprooted from their social
and ecological syasten. In their activities they are often asgisted by .

their kith and kin who are also reciprocated as the case nmay bhe.

Goenerally, in a ' colony there are 10 tractor oviiers on the averapge vhile.

a fanily vay have a pair or two buffaloos. !oweVCr, it is not wncommon

to find even trnctor owners usinr buffalooq and neat cattle 1n their
farming operations. Lxcnanpe rclations in tho uqo of draught anlnqls in
aw;icﬁlfuré“afe iivo prevalent here, Sich rolations are nncessitnted
owinp to the inadequacy nf the draught powver availoble to individual
ownera, while their axistence is facilitated by the settlers identity of

belonging to the sane connunity.’ “ithin the axtended family, owchqnno

relations occur in a wide variety of activitiea, includinp lahour.

At least four big+tiné businessmen have emersed in the town centre‘nf
Anpara having strong linkages with the niddle level husincssrien in the
Gal Oya scottlonent achcne.‘ These middle lcevel businessnen are  well
ccnnécfed_w;th farmers and villago level officials by meaﬁs of the, 
prov;Siqn of agr;ccltuxgl_;nputs and the pcrchasn.of producc.  Fcrﬁers
generclly sharo.the opinion that it is convenicnt to pget agricultural

inputs fron tho privnte trader who offcrs quick service anﬂ cre(it

facilities,, The seasonality of farnor 1ncone and the insufficiency of

the net rcturns coning fron agriculture hnve prompted the farmers to-
resort to such credit arrangenments, Linited avallahbility of non=farn
employment seens to réinforce socinl cuatons such as dividing nroperty
equally anong the siblings and piving dowries at narrinses ate,, thug
regulting in infornal Jub-division of lanﬂ If the origiﬁal settler 1is
living, though he 1is too old, gonetincs ho ig still naintained as the
farner of the original unit of land allotted. Sone guch farmers ret
agriculturaI“Credit'frnﬁ the han® and distribute it anons his children
who cuitivate the land, vTﬁus, it is evideﬁt,thntAeveﬁ within onc
1rr1yated settlenent scdenn ther@ 19 grcwt diversity in the socio-

economic conditiuns. Thore is a process of gocial difforentiationq 1n
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progress and the sociowecononic relqtionshiﬂ?thﬂt occur: gnd get shaped in
the process denonstrate.a conmplex character.. This hetarogenelty has
implications for the credit question as well as the perfornance of the

econonic activity of paddy production.

3.5 Cocts and Peturns in Paddy Farning

That no onc has becone rich through naddy farning is a connonly held
opinion by the maJority of the paddy farmers in Sri Lanka, ‘It inplies that
naddy farning as it is practiséa in Sri Lanka, is not an attractive

ccononic proposition; - slotwithstanding the fact that therc is nrobably gome

under-reporting of incone, the continuation of the aétivity of farning

to '
seens to he“relgted/amsubs;stence. Hlence it is a soclio-econonic activity

than a counercial ‘or purely econonic activity (ifoore ©:" Wickramasinghe,
1980: 98). " Even the state policy of settling ncople on snall landholdings
demonstratés an analgan of gsocial and econonic objectives. In the context
of lack of'other enploynent opportunities for available lahour, naddy
cultivation beocomes a gsocio-econcnic activity in nost cases other the
ninority of big fﬁrnern._ This situation ganorall& kﬁnén to he evident in
the countré'is not c¢xceptional even to the Gal.ﬂyn Ifrigated Settlenent

Schene.

The distribution of sample farmers and their farms according to the types

jdentified and described earlier has been shown in Table 11. #s participants

in the rural Zinancial narket, their hehaviour will be analyzed in the

next chapter. TFirst we need to throw gone light on the rclation hetween
people's c&ntinuation of paddy farming as an cnterprise and its profitability,
as this hag~éie$riin§lica£16hs for the credit-worthiness of the farming
gector and raisihg.ifs.pfédﬁciivify; It will aiéd:eiénihé the validity of
the above mentioned popular nerception about naddy farning, ‘lowever, it

rnust be.said at tﬁe Quﬁsef,fhét_the fqiiowing analysis on costs of and

returns on paddy farming is only -a rough one and not a precise accounting

exercise or a pure econonmic analysig.
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The followlng tablé:gives a breal:down of the average cost of production

Y,
i . » :
inclusive of the 4{sputed value of own inputs, such as fanily labhour and
!
exchange labour in our sample, v : S . -
Table 13
Average Cost of Production of Paddy per'Acfé bnd 1ts“Distr1but1nn in Gal
~<ya Left Bank, 1984/355 ‘Iaha,
Input ’ Average cost ‘Percent
; per acre distribution
(Ns.) ‘
Labour 71515 48,5
Fanily 743 23.8
- " Hired 503 19.3
Exchange A , 169 5.4
Haterials 11047 33,5
Seed paddy © @53 8.1 : )
Fertilizer 513 16,4
Pesticides 13 ' 3.5
Weedicides 173 . 5,5
" Draught pover 563 13.0
Tractor =~ 174 : 5.6
Aninal ' 333 18,5
A1l S 3125 3125 100,0 100.0
Note: Family and FExchange labour are valued at
the prevailing narket wage rates. Cost .
of seced paddy includes interest paid for
. ‘ A .-~ the particular item vhere it is obtained
* on loan, -
% -
> Exchange labour 13 also considered as an 'own input' on account of

the reciprocity involved
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An extent of 8560 acres was cultivated by all respondents in the sample.

(316 farmers), naking tho average size of an operational holding per
farner household 2.7 acros. mhiq however cnnceals sone renlities .

concerning the distribution of farns. Data given in Table 'show that

only 25% of the farm householsds onerate rorec thﬁﬁ three acres. The
average cost of production of paddy ner'acrv in"Gal Oya Left Bank in
1984/35 laha wns considerably lover than the official figure given for
irrigated paddy in ;hc distrirt of Anpara which is Ns.3,994 (Central
Bank, 1985: 52). The district as a whole includes the River Nivision
which is quite capital=intensive in its nethods of nrocduction. The per
acre average yield for the sarnle is 1331 Ig. or £3,7 hushels of paddy,
eported

wvhich is above tFe/qveraﬂo of the digtrict., The digtrict's per acre

average yield is 61.0 bushels while the national average is 53.8 hushels.,

Fron Table 13 it is apparent that labour is the highest input in termsb

of value, Total 1abour input'conés to 48,.5% of total inputs used and

‘thc average cos t of labour per acre worlis out to he Bs.1515/-. The type

of paddy agricultu:p purgued in Gal Dyn is clearly chqractorisod by the

intensive use of labour., This fcature is quite typical of the family

fatns.‘lT&e,majority of farmers use nmostly fanily labour‘while:resorting
to such nechanisms as, exchange labour. Hired labour is also a significant
factor, thouyh it is used only somewhat legs than family labour., . The.

following table gives-a breakdown of lahour use in terms of different

farn typncs.
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Table 14

Value of Labour Use per acre by TFarn 0ize in Gal Oya Left Bank,

1984785 tlaha.

Size class. Own labour VWired Total )

_ . labour idbour
(acres) . (Ba)) Ms,) | (Pq.)
N - 1,0 1422 524 . 1%4n
1.1 = 3/0 1001 436 1577
3.1 < 5,0 - 930 Kikis) 1600
5.1/ 415 775 1103
A1l sizes 012 603 1615

Notes: "an labour" includes exchange lahour on
’ account of the reciprocity involved,

Where fanily labour is abundantly nvailablo. its very availability nay

discourage product1v1ty congsiderations in the use of such lubour,

especially when other employnent’ opportunities are lacliny As a result

it may be plausible to sugpest that the number of units of own 1abou

expended nay excoed the technical requirenents per unit of land but

whou hired labour i3 used, the tendency is to hire the nininun nunbe
selected from anong the prine labour so that higher output is assure

Dne uight nrrua that in such a situation neople nipght he connolled t

sell their';abour at sub-narket rates and for this reagson impating ¢t

value of fanily and exéhunge lahour at the prevailing market wames for

hired labour,.ﬁay not reflect the real cost of lahour. Yet, it is a
equally truc that vqluation of the opportunity cost for fanily lahou
is beget with the problvm tnat tha alternntives for such' lahour are
known, In the absence of hetter nethods for the purpoae therefore,

labour is valued at provailing market wages. Data piven in Table 14

r

rl
a.

0

he

1so0
r
not

own
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indicate the intemsive use of own.labour by the majority of the farms,.

Talg shows the lack of alternatives for painful.enploynentAon the ono
hand and the ava11ability of lahnur nn tbe othpr for ﬂnqt of the fﬁrn
1n111e€. It apnearg that except ‘the bip farrs, all nthpr farmq are

fanily £: arms .

Table 15

Value of Draupght Power uae per acre by Marn Size in Gal 0Oya Lé?trnnnk;
1384/65 ilaha

Size class  Tractor Aninal Total
draught draught draught

(écreéf ) (3.) ns,) (Ns.)
0 - 1.0 aa5 . A28 . 853
1.1 = 3.0 1657 413 578"
T "3.1 = 5.0 163 431 sm
" s.1/ 10 283 473
All sizes 174 330 A3

Note: Toth tractor draught and aninal draught
are valued at prevailinpg narket rates
for hiring such draught power,

It begs explanatinn as to why more peoble prefer the use of aninal
drauzht power to that of tractor power. One plausible explanation is
that the payment ia settled in kind at the end of sanson in the case of
aniral draught power., Secondly, many people would have a pair or two
of buffaloes and some neat cattle which are used in some 1nsfances in
an exchange relation frameworl, Thirdly, it is also connected to the

small scale type of paddy farming which does not give way .te

mechanisation., Fourthly, the condition of the soils and tractor

owners' reluctance to plougﬁ muddy fields also matter in this connection,
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‘Paddy farning in Gal Oya does not take place in a completely monetized
econony, Use of own draught nower and exchange relations in the use of

then are observabie. Use of exchange labour ahq fhe fami1y l1ahour
together conétitutes 299 0f the total cost of inputs used in paddy
farming in the Gal Nya Left hank,'and this alone indiéatés thé nagnitude
of the existence of non-nonetary procuction relationsd, .In case where
ail the farmers do not have their own seed naddy, the reneral vnractice
is to ohtain then from a fellow farmer on anreemént to settle it in

kind after the season's harvest at the rate of 150 percent,

During th; tine of the Buryey, the narket nrice of paddy in_the harvegting
tine ranged fromrné;ﬁléﬂ to 88.3;30.ﬁer.k116; ﬁvéragina ﬁa.ﬂ.aﬁ per kilo,
However, in fact, nost people sold pdddy at Rs;SI&Iper kilo., Mn this
basis the averugé fﬁte of returns from an aéré of padd& would come to a
seﬁsonal gross incone of Rs.4d$2/- par fartier provided the averape yield
in 64 biishels ner acr¢, Less the average total post og production of
£8,3125, it would give a net return nmounting,to 28,907/-. However, to de
defivo conclusions fron this analysis would he mlsleading. . Therefore,

furthor analysis is nade on the basis of the data presented in Table 16,

’



Table 16.-

Farn Inconme  and Expenditure

Left Dank, 1584/35 'inha.

43

ney acre of Paddy by Farnm Types in Gal Qya

H &) 3) (1) () T () 3 (&5
Size  Value of Value Value Total Gross  llet farm
Class - grosg of of ' value ‘profit incone’

produc~ - . cash own . of all . (2=5)  (ecash).
tion . inputs inputs inputs (2=3)
(Acres) (Rs.) (ns.)  ("s.) (Ms.)  (78.) (7s,)

0 < 1,0 4733 1474 1955 34329 135D © 3314’
1,0 - 3.0 370 1647 1507 3244 536 2133
3.1 - 5.0 13908 1637 © 1443 3090 926 0269 -
5.1 4473 2030 8lz 2851 1682 2434

Hotes: Column 1;

Column 3:

o Column 4: -

Columb 7¢

Gross production is valued on the assurption
that pricc is equal, as the hajority farmers

-sold paddy .at Bs,3/- per kilogran which works

out to Rs.63/~ per bushel.

Tractor draught nover is valued at the standard
narket price, for it has alternative

opportunities in the narket,

Exchanpge lnbhour ane own family labouryincluded
in 'own inputs', are valued at narket prico,

Y¥et farn inconc refers to value of gross
production ninus total cost, except for value
of owvn inputs,

Several fecatures are digcernible frorn the data presented in the ahove -

Table which are of relevance to the question whether paddy farming-is -

renuncrative for all categorics of farmers, and if credit should be

given, who ‘should be proviided with credit and on vhat basis. Average

production per acre is highest on the snallest holdings and the next
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highest are the largest ones. It is not surprising that the miéro.\-

holdings record tho highest avera ¢ production because they recoive -
nore attention and greater care by the micro fnrmor in whose fanil*.
labour is available but for which altornative opportunities are lacking,
In fact, as Table laindicntes, investnent in the lahour component is

43 percent of the total cost of all inputs, 1nd ag nuch a3 .29 pardent
of the total or over GO percent of the total vnlue of labour hns cone
fron a combination of fanily labour and exchange labour, That nicro
holdings erploy mo;c of family labour is coufirmed hy the idata piven in
Taﬁlc 14 which 1ndi¢ates that they have used ownlabour ‘to the value o€
ng.114%/~ per acre in contrast to the corroapondinp figurc of the b;g
fﬁimér which 1s.ns.4lo/-_ digher avernre prnduction in the micro-holdinpa

therefore is to be considercd as returns to labour , Wowever, this should

not be taken to nean that this sector gives the highest productivity”for
one has to consider the returns rolative to the cost of inputs used on

the one hand and constrainté of labhour absorption within a given unit of

- micro holdings on the other, Production figures for the cntercries of

small farmer ‘and the niddle farnor do not indicate nipnificqnt diffnrences,
but, as can he exnected Ae hiﬂ farner has recarded nroduction fipuresl

which are well above thosc of the snnll farner and the nidlle farmer,
Howover,_the volune of the difforent farnor types alone wnuld not indicate
whether pnddy farninp 19 actuwlly renunerntive unlesq their respectivo
production levels are conpared with the reqﬂertivo ox nenditureq incurred

by them in the process of production, Such an analyqis would help identify
the types of farmers for whom paddy prouuction is worthwhile and who

should be given credit facilities, and on what basiq.

As colurm 3 of Table 16 sugg ests,‘fotnl cash inputs per acre have
prowressively 1ncreasad as tho size of operational holding increases, and
the big farner has 1ncurred tho hizhest cash Pxpenditure. The difference
coupled with data presgnted_in Table 14-indicqtes_tbat the big farmer ig
capital-iﬁtensive and is able to afford the high cash expenditure
involved 1n.the‘u5e éf_such technology in paddyvproduction..}The
differcnce botween the average farmer and the middle férngr is not

significant, : Lt '
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According to-data in column four of the same Table which sets out the
value of the :own-inputs used per acre by different farm types shows that -
the amount of own inputs used declines as the operational holding increases
in size. The big farmer contrasts sharply with the other types of farmers
in the use of own inputs indicating a significantly low level of use of

such inputs. s o a

Data given in-column five of Table 16 suggests that as the operational T
holding increases in size, the total value of all inputs per acre decreases,

although somewhat marginally.

One thing which is clearly dlscernlble from the data relating to production

-and input: use acoordirg to dlfferent farmer types is that- the di fferences

between the category of the small farmer operating more than one acre but
less ‘than three ‘acres and that of the middle farmer operating more than
three acres but less than five acres are not very'signifidant; Such -
differences contrast with the ‘greater :di fferences ‘occuring between the
middle farmer and the big farmer on the one hand and between the small
farmer -and the micro farmer on the other. A similar pattern can be seen
also  in relation to returns and profits. ‘ . |
Oolumns 6 and 7 of Table 16 give the breakdown of profit according to
different,categorles of farmers. Gross profit is cal culated by subtractlng
the total value of all inputs from the value of gross production whilé the
net profit is the cash income which is the di fference between the value
of gross production and total cash inputs. Highest gross profit is
recorded by the big farmer and he has a very high margin of profit which
is-almost twice as much of the middle farmer and thrice as much 'of the

small farmer. It is also somewhat above that of the micro farmer which is

‘however not quite significant by itself. If these’ figures- are ccmwaqfd with

reference to the value of all inputs used by different categories of

farmers, 1t 1s/ Hat the total expenses of the big farmer is the lowest ™’

in per acre ‘terms but he has got the highest gross profit. - Considering

the fact that he has also ‘made the highest ‘cash expenditure per acre, it
may be shown as theé gross returns to his capital and management. The micro

farmer has recorded a significantly higheér gross prdfit ‘than theé small "



46

-

farmer and the middle farmer but he has also recorded the highest total
value of all inputs to achieve this gross profit. Gross ppogit between
the. small farmer and the middle farmer does not show a significant

variation just as the total value of all inputs used by thenm.

Data presented in column seven of Table 1¢ indicate that thQZEarm income
(cash) per se is the highest for the category of micro farmer. It has
decreased then and increased again as the size of the operatidnal holding
increased. The margin of the ﬁet-farm cash income between the small

farmer and the middle farmer is narrow.

To get a clearer picture, however, ' thé net cash income
gained by different categories_qf farmef%?%&tgetﬁ%ﬂggéggpecﬁive expenditures.
In terms of the net cash income gained relative to the total value of all
inputs made by different farmer types, it appéars that paddy farming is
economically remunerative only for the big farmer, who is the least labour-
intensive. #as the Table 16 indicates, his expénées have totalled

Rs.2851/- per acre and he has gainéd a net cagﬁ income of Rs.2434/- thus,
_comiqg,very«close to the value @f hig'total inputs. All other farmer types
have recorded negative retu:r?so/l“%ffglgfel ymicm farmer only has marginally

' épproximated his level of expé;ses; .Had a sub-market rate been applied in
the calculation‘of_family and exchénée labour used by different farmers,
the picture would have been slightly altered perhaps with the micro farmer
just crossing the break-even point. However, it would not make his

enterprise economically, remunerative.

Thus, it is appareht that paddy farming in Gal Oya does not take place
within a completely monetized economy. It is more a éocio-economic activity
than a pure economic activity carried out by individuals. It can be
surmised that although paddy farming seems not so attractive an economic
enterprise for,moét farmers, a deeper analysis shows that it is

remunerative for certain types of farmers in the farming community. The
big farmer has been able to afford the cash expenses involved in the process
of paddy production. The share of cash inputs borne by the big farmer

is the highest among all the different farmer types. He has been able to

reduce the cost of production concomitantly gaining the highest returns

\
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relative to the cost of inputs. This type of farmer is characteristically
di fferent from all other types of farmers in the sense that he employs

the minimum amount of family and exchange labour. He is more capital
intensive and can be described as the capitalist farmer, who is in a
position to operate in the institutional credit market on a long term
basis, and whose management capability contributes to the high réturns he 4
gets from his paddy ‘enterprise. Higher production may be expected to

come from this type of farmers. For all other types of farmers (the
famlly farms), given the present level of 1nput use, paddy farmlng 1s not
qulte remuneratlve, a fact Whlch has negatlve 1mplicatlons upon the credit
questlon 1n so far as the commerc1al banks are concerned, eSpecially '
because the productlon relatlons here are not completely npnetlzed.' The .
micro farmer in partlcular, ‘stands out as the most labour-lntensive farm.t
Although such a farm explains the hlgh ylelds achleved, the labour .
intensity cannot be expanded beyond a certain point in proport;on to the
size of operational holding. Still it is the big farin which'brings the
highest returns relative to the input use. Conversely, for all other
types of farmers participation in the financial credit market for obtalning
credit from-.commercial banks on-a . long term basis may not be feasible. -
For these farmers a stable yield which may be low but.less costly mattera%
more- than a high yield. Therefore, a differential approach for technology
seems more appropriate rather. than driving all different types of farmers,
to adopt one technology, causing in the process what may be described as .

‘over~adoption' and contributing.to the credit problem..



Chapter Four
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Y

FARMER BEHAVIOUR IN RURAL FINANCIAL MARKET

The preceding discuSSion revealed the process of social differentiation
and the product1v1ty differentials in the different farmer types that

were 1dentified. These di fferences should have implications for the
credit question, and the foregoing analysis aooordingly focusses on farmer
behavxour in the rural financial market.

4.1 Borrowers and Non-Borrowers

Bank officials of Ampara estimate that about 90% of the allottee-farmers
in Gal Oya are former defaulters while tnere are many other farmers who
operate land without any legal title for land. The latter category is
obvious‘l‘y-v exclnde'd» from ‘thf‘e"Agri'cultural Credit Schemes'of'the formal
sector. -The former category is also excluded if their accounts are not
rescheduled. Further, if the farmEr'SPends most of his earnings on
consumption, he has very little financial resources for the procurement
of inputs needed for production. In such a situation how does he finance

his enterprise?

TABLE 17 o PERCENTAGE DISTRIBUTION OF BORROWERS AND NON-BORROWERS

ACCORDING TO FARM SIZE IN GAL oYa LEFT BANK, 1984/85
~ MAHA
Farm Size Borrovers Non-Borrowers Total
Under 1 70.2 29.8 100
1.1-3.0 79.0 ) 21.0 100
3.1-5.0 75.0 25.0 100
5 72,7 . 27.3 100

All Sizes 76.3 23,7 100

As seen in the above Table, 76.3 percent of the sampie farmers operate

-_—
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within the rural financial market and 23.7 percent of the sample farmers. '
operate outside the financial mafket. The variation is not significant
although the majority of the farmers depend on borrowing to finance the
farm production activities. However, it is clear that both the big farmer

_and the micro farmer use less credit.

The author has no data to fully explain the incidence of non-borrowing.
However, it could be due to such factors as the availability of other
inconmes, reéources, and other forms of assistance including labour and
material in addition to some fields needing only a limited amount of

inputs by virtue of the smallness of extents.

4, 2 Farmer Behav10ur in the Commerc1al Credlt Market

An attempt is now made to analyse the incidence of borrowing in Gal Oya.
Table 18 gives details on the percentage distribution of sources and
amounts of_égricultural loans according to differént sizes of farm which

we describe as different farm types.

The financial market has been identified in terms of several dimensions
taken into gonside;rat_:ion: a) the nature of the source, and b) whether any
interest is charged:' Accordingly} three dimensions of rural financial '
market have been identified. They are a) the commercial institutional
sources of credit, b) the commercxal non-lnstltutlonal sources of credit
and c) the non- commerc1al sources of credit. The non-commerc1al sources
of credlt charge no inte;est on the credit disbursed and they could in
fact be deséribed as dharging negativé rates of interest under inflation.
‘It must be borne in mind that most of the farmers who participate in the

finaricial market obtain credit from more than one source.
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TABLE -18 PERCENTAGE DISTRIBUTTION OF SOURCES, AMOUNTS AND
BORROWERS OF AGRICULTURAL LOZNS ACCORDING TO FARM
SIZE IN GAL OYA LEFT BANK, 1984/85 MAHA 3 , .
Férm Size © Commercial NonfCommercial Total .
-Institutional Non-Institutional Non+Commercial
Amount No. Amount - No. Amount No.
1.0 . 56 7.4  65.4 55.6  28.9  37.1  100%
1.1-3.0 34.8  17.0  49.0 54.1 16.2  28.9  100%
3.1 - 5.0 48.6 27.1 29.0 40.2 . 22.4 32.2  100%
5.1 - - 44,9  31.0 9.0 27.6 . 45,9 41.4  100%
All Sizes 38.3 18.5  37.4 49,7 24,3 31.8  100%

It is clear from the above Tablé that the ndnéiﬂstitutional SOurceé.are

still the dominant source of borrc@ings. The ihstifﬁticnal sources have

accounted for 38.3% of the total borrowings resorted to by a majority of .
farmers, amounting to 18.5% of the farmer operators in the financial

market. The non-institutional sources have provided 62% of the total .
amount of agriculturdl loans té as many as. 81.5% of the total number of

borrowers. ' e

However, in terms of our clasSification based on whether any interest is
~charged or not, ‘the institutional ‘sector 'records thevhighest share as far
as the amounts disbursed are concerned, though the numbers thus served

are limited. This shows that the relative size of the loénsbgranted by the
institutional sector is high. Sinée the size of the loan depends on the =
extent cdltivatéd, it could mean that the mindrityvbigbférmers stand tgs
gain from the institutional sector which gives agricultural credit at low

interest rates.

Although the institutional sector contributes most to the financial
market, it has only a slight edge in terms of the numbers served, close
upon 1 percent oﬁly, over the non-institutional commercial sources of

credit. During the time of the field survey, it was found that these sources
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..charge an”iqtereet“rate“pf'2Q4percent per month irrespective of the

activities involved. Though the interest rates are -high, this sector has
served as many as 50% of the borrowers. This is perhaps indicative of the-
existence of ‘a multitude of non—institutioeal lenders with a limited
clientele as well as a limited capital, given that.the farming populace in
the sample is scattered over a wide area. - It is relevant to note here that
nearly 32 percent of the farmer borrowers have obtained interest-£free credit
and have satisfied about a quarter of their production credit requirements

this way,. -

It is striking from the data presented in the above Table that the degree
of ‘farmer dependence on the commercial non-institutional lenders decreases

progressively ‘both in- terms of numbers and amounts, as the size of the

-operational holding increases.- AS many as 65 percent of the micro farmers

depend on-the -non-institutional commercial sources of -credit for 65;percept
of their,credit;requirements.w The majority of the:smallffarmers too il
(54 percent) appears .to be dependent on the non-institutional commercial:: :
sources for meeting 49 percent of their credit needs. ‘A considerable .. i
number of the middle levei,farmers (41 percent) also:seek credit .facilities
from non-institutional commercial -lenders, but as a percentage of .their ...
total credit requirements, they account for only 29 percent. The big-
farmer is the least dependent on the non-institutional ccmmercial sources
of_credit,..Though 22 percent of the big farmers have sought credit from -
non-institutional commercial sources of credit, it was only for fulfilling

a meagre -portion of their credit requirements, namely 9 percent.

Distribution of institutional credit also moves in the same direction. 2s
the size of the farm igereases.progressivelyifan increasing number-of
farmers have resorted to institutional lending. Only a fraction of the
miicro farmers (7 percent) have sought lnstltutlonal credlt show1ng that o
they have been able to cover only 5.6 percent of their credit’ requlrements.
This shows that the micro ‘farmers hardly meet the criteria to be ellglble
for receiving institutional credit ‘The reason for thls,'as dlscussed '
in the prev1ous Chapter, is that there is no v1ab111ty ‘ipherent in the™
type of agriculture pursued by them to att¥act capltal and fit in w1th

the bank's ‘credit programmes. Thus, for the micro farmer w1th’no other T
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substantial income, the availability of(institutional credit at low interest
rates, is only a theoretical possibility.

Some of those in the category of the small farmer (17 percent) have .
resorted to institutional credit. The fact that they have been able to
finance 35 percent of their credit needs by way of institutional credit
indicates the relatively large size of the individual loans on the one

hand and their skewed distribution with a large number of those farmers. ..
grouping to the lower half of the category' given the close association
between the land size and the size of the loan.

In the case of the middle. level farmer and the big farmer, it is clear
that institutional sources of credit contributed substantially to fulfill
their credit needs. ‘It is seen that 27 percent of the middle level farmers
have managed to cover 49 percent of their credit requirements through
institutional means, suggesting the relatively large size,of theirui’
individual loans, thus favouring the larger farmers within the cateoory._
It is also clear that 31 percent of the-big farmers have got institutional
loans to cover.as much as 45 percent of theirJcreditMrequirements, thus:
suggesting that a relatively small number of the big farmers are dependent
heavily on the institutional sources of credit.

These figures depict a situation-where“the smaller farmers get pushed_away
from'the institutional credit market, while the bigger farmers operate in
it. The small farmer and the micro farmer are dependent on the non-
institutional commercial sources of credit.

N

4, 3 Farmer_ Behav10ur in the Non-commerc1a1 Credit Market

In the case of farmer behavlour in the non-commerc1a1 credit market, again
the pattern descrlbed is conflrmed except in the cESe of the small farmer.
It is clear that as the size of the farm 1ncreases, so increases the'
percentage of farmers getting loans as we11 as the percentage of ‘the loan
amounts glven as a share of the total loan requirements. However, it is
still lmportant to ndte that although as many as 37 percent of : those

in the category of micro farmers have obtalned non-commerc1al credlt
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they vere able to satisfy only .29 percent of their credit requirements this
way, .suggesting the relatively small size of the loans given and the _
existence;of;sources willing to help out these farmers, whose individual .
loan,requirementsﬁcould-be fulfilled with a limited amount of capital at
hand. The tendency.that an increasing number of big farmers have been able
to secure.a subsantial amount of interest-free credit from the non-
institutional credit market could be interpreted as a reflection or a
function of the economies of scale of the type of agriculture pursued by'

the big farmer.

All in all it is apparent that the credit requirements of different farmer
groups are at variance and even the same farmer would go for different
sources of credit.: consequently,_thig?gfge to different implications. .
While the micro and the small farmer are dependent on the non-institutional
commercial sources of credit, the middle and the big farmer dominate the
low-interest institutional sources.of credit as well as the interest-free
non—instltutional or the non-commercial sources of credit. Not all the
farmers need credit either, although the need for credit _appears'acros',s

the different farmer groups in the farming community. This is applicable
even for the entire island given that farmers practising agriculture live
in different agro-ecological zones which are many'lnrnumber and wherein .
agriculture itself is diverse. One universal credit policy conceived at
the national level may therefore be less attuned. to the social realities..
Accordingly, the agricultural credithuestion will have to be and is best
dealt with as a very much localized. situation. .. . SN

4.4 Small Farmer Credit

The complex1t1es described above should not preclude consc10us attempts A
almed at the formation of 11nkages between the small farmer and the banks.>:
It really underscores the need for a spec1allzed agrlcultural credlt bank :
replacxng the present policy of relying on the commerc1a1 banks to pr0vide'f
small farmer credit. Whether the tyoe of agrlculture pursued by the mlcro i
farmer lends 1tself to 1nst1tutlonal credlt supported production process onf
a long term ba51s must be thought out before decidlng on credlt pollcies.' ‘

and programmes. Necessary conditions will have to be made avallable in
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sufficient ‘measure to:encourage_small farmers to organize their: production
processes so that economies of scale may be achieved which would attract
bank credit.. They would include a number of activities involving land

. consolidation, gronp'production, on—farm research and extension, appropriate
technology, formation of cooperatives; linking'the cooperatives with other
agencies such as barks and the state machinery. “Some of these factors
involve the role of the state as well Various activities in the production
process may be directed 'S0 as to achieve higher productivity. - Short of
these, ‘tHe micto farmer may not be able to participate in the institutional
credit programmes.{ They ‘can instead be supported by subSidy programmes. It
is only suggested that a blanket policy of givihg cheap éredit to. all
farmers for all activities in all their farm enterprises is perhaps not the’
best policy to help small farmers, micro farmers or agriculture. '

The whole Gal Oya Scheme demonstrates a wide range of s12es of operational
holdings of paddy extehding from 0. 25 acres to even more than 50 acres. In
the Left Bank per ge the range is not so great.: Yet, the fact is that
there is a process of social differentiation and it i's the better off
farmer who is in a position to operate ih the institutionai credit market."*E
Higher productivity can be expected to come from this type of farmers.
However, evén in this case, blanket credit policies do not seem to be
appropriate. Instead, certain production and processing actiVities and
suitable methods of adoption in carrying out such activities'need td ‘be
jdentified for the“promotion of provision of credit at differential rates
of interest Tt wiil'contribote to transforming agriculture, making it"
viable in the process by which people andihe banks will be motivated to

invest in agriculture.

In order1hat differential rates of interest on loans be made possible fbr f
lending institutions, it is necessary ‘that the latter encourage sav1ngs in
the form of bank dep051ts among the farmers. Interest paid on saVings w111
have to be SuffiCiently high to attract the farmer—saver to ‘the bank. .
However, keeping interest rates on saVings deposits high is not possrble
if the’ interest rate on loans is kept at artifically ‘low levels.v Interest
levied on loans should cover the cost of loan administration, profits for

the lending institution and profits fOr ‘the depOSitors. Therefore, interest
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rates on loans for agriculture should be kept at realistic levels.‘ This
will reduce the dependence on the Central Bank's refinance facility on the
part of the banks on the one hand and perhaps paper work on the other. If
need arises, State funds could be made available .at differential rates of -
interest for different activities in agricultural production to the lending

» institutions .

The present institutional framework does not seem to allow for proper

credit supervision. An 1nstitution which orqanizes ﬂ:\e farmers and manages
their farms and acts as a go-getter processing and guaranteeing loan .
applications as well as reoeiving deposits at the grass root 1evel is 1acking
at present. This seems to be one factor which negatively affects the
performance of both the banker and the farmer. Provided that such an
institution is there, the greater part of the hidden cost that the farmer
has to 'bear in obtaining the so-called low interest agricultural credit may
also go down considerably. In addition, such an institution could either

: provide necessary inputs or at least facilitate their provision.

At present, ‘the supply of 1nputs 1s done by many institutions and agencies.
part of the institutional credit is supplied in terms of materials while -
the cheques are written in favour of suppliers of inputs. Although such
measures have been introduced to ensure that the farmers use such inputs

in théir fields they seem to have brought about inconviencies, thus’
complicating rather than ﬁca.litatinc the input supply. With all the )
so’.lcalled safety measures, farmers have little difficulty in selling Sud‘l o
materials. The rural 1evel State agencies charged with ‘the responsibility ]
of supplying inputs are not permitted to ‘supply those materials on credit .
This inefficient system will have to be replaced by a 'one window policy!’
through whic?ln/{r}arious institutions and agencies could approach the farmer .

and the vice versa.

Because of the important role played by the private money lenders in the
paddy agriculture, comments must be made upon the option that the services
of the private money lender could be further extended by giving him refinance
facilities and making him the link between the farmer and the banks. The

option was discussed with sample farmers as well as others in the general
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conversations. No one acéepted it was a practical propoSition.“'The->

respondents feared that if finaneial support came from the government to ‘f“ 2
the private money lender,'he would invest it in other lucrative ventures

such’as transport sérvice “and ‘so on. They also alleged- that given the e
option, he would: buy up the Small’ farmers' land. ' Whi'le Ehese fears may be

justified, the mechanisms at work, the variety of sources and the parameters

within which they operate being so different, it ‘is doubtful whether link-

ing the institutional sector with the ‘private money lender is feasible and

would yield the desired results in the specific context of rural Sri Lanka.

Besides there are‘différent“sources"ofﬁnon-inStitutbnal commercial credit -

“which also include public sector employees whose “‘terms and conditions are

different from those ‘of the tradex-cum-money lender whose hold is very great

on the farmer. The latter category ‘does not always glve credit directly

to the farmer. The farmérs needing ‘credit will have to ‘come to the trader

through a mlddleman who ‘ensures repayment of credit. For’ “the sake of.
inconvenience,!ih the - circumstances that the farmexrs find themselves, they

seem to value ‘it as an enduring social relatlonship. Accordingly, it will:

be practically difficult to incorporate all the different money lenders ' ) .
into such a programme ‘on the one hand and break this relationship ‘an the
other. In any case, the ex15tence bf a multitude of non-institutional
commerc1al lenders is a function of the type of agriculture ‘that is |
pursued. Therefore, as long as these condltions prevail in agriculture,'
the informal sources of lendlng can be expected to persist Lack. of -
capital alone is not the’ major reason or the whole ‘reason for the prevalence
of a multitude of prlvate nnney lenders in the farming community and wvhy

they remain in a semi-monopolistic position. ' .2




Chapter Five : &/////
- CONCLUSIONS e

Modernization of paddy agricdlture identified primarily in terms of
growth in output and yield, extent under high yielding varieties and
the adoption of management practices that go with them, and the rate

of mechanization has proceeded within the framework of small paddy -
holdings. However, this growth performance has shown no correspondence
with the amounts of apricultural credit disbursed by the institutional
sector. On the other hand, such growth has been accompanied by
worsening inequalities of income distribution and poverty in the rural
sector, a fact which has policy implications for the credit question:
It is important to bear in mind that attempts to promote agricultural

credit have to be made in the context of general p0vert§ and smallholdidﬁs.

Credit policies seem to have been based on the assumption that the
peas#ntry is homogeneous. Every farmer, vrovided he has an agro-
identity card, is entitled to farm credit, and credit is given at a
uniform rate of interest irrespective of the nature or scale of

operations involved in the process of naddy production.

The study revealed that such assumptiohs are fundamentaliy'erroneous
and would not yield desired results in a satisfacfory manner. The
farming community cannot be identified as an undifferentiated mass.
Theéy also live in different apro-ecological zones where agriculture
itself is diverse. There is a process of social differentiation at
work resulting in unequal distribution of social wealth’ ‘in ‘these
environs. Whether an increase of production and productivity can be
expected from all these different farm types and whether they could be
induced towards this end as desired by way of the present credit
policies is debatable, It should be remembered that paddy farming is
a socio-econonic activity for the majority of the farmers and not a

pure economic activity

It became clear from the sfudy that. the higher sfrate of the society,
in this case the big farmer, dominates the low-interest institutional

credit as well as the'interest—free non-commercial credit narkef; and
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he is the least dependent on the private commercial sources of credit.
This is because of the viability of the type of farm in which the big
farmer is engaged Even in suoh cases, credit nolicies with differen—

tial rates of interest can play a positive role in increasing

different type of a producer who will gain fron a saecial nackaae
hlgh prices for produce, high interests on credit hiph interests on
deposits, rather than from being included ‘in the nresent policy which

treats every farmer alike

The small farmer inclu51ve of the micro farmer on the other hand

emerged as the type of farmer who is in the vrip of the non-institutional

. commercial sources of credit This is apain due to the lack of

viability of the type of agriculture pursued by this narticular group

If the credit policies and prbgrammes are continued in their present '

form it is unlikely that the small farmer will be benefitted ~ Here

too, therefore _credit policies and nrbprammes with a differential

rate of interest which would encourage land consolidation, land .
improvement etc may be pursued For this type of farner, the low-

interest institutional credit is not attractive on account of the . N

,hidden cost involved 1n obtaininp such credit - Thus, givinp credit at

*'low interest rates" in the way 1t has been imnlemented is not the _
best vay to help the small farmer ) Instead of benefiting the intended h
target group, it helps strengthen the nosition of the middle farmer
and the big farmer For the small farner inclusive of the microiv
farmer & stable yield is more imnortant than a high yield which _
requires modern technology as. a precondition Given also the social
heterogeneity and the prospects for self- sufficiency in rice in the
near future indigenous technology which is suitable for these farmers
should receive greater attention

(
Evolution of credit policies with differential rates of interest for. <
different activities in the process of production‘and ways of | ‘
organizing them is perhaps relatively easy at the national level At .
the grass roots 1eve1 howeve the Specific local conditions and the '

variations are likely to impose difficulties in this connection The

)
small farmers' holdings may be scattered over a wide area and the
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:conditions nmay. be different. Labour intensive nethodsnmawaeAinw,??m

.....

conflict with farm mechanization. It might be difficult to organize .

the :armersﬂtouget_themﬂto ‘go ahead with a common schedulg,,ﬁﬂqwqxqrﬁf

. it is not altogether impossible While there is a need to organize

the farmers into an institutional franework there is also the need

for resolving at the .national level various holicy .issuyes -involved.

_‘other;problems,involving even_the_role of thevstate.> At;the;national?

level only broad policies may be formulated allowing‘gorAflen;bilities
at the local level. Further, especially given the context of general
poverty it becomes necessary that agricultural credit be made part of

rural credit.,

Although the delivery mechanism has been intensified there is still

a gap between the farmer and the bank The commercial banks are not

geared to provide credit to the small farmer ) Nor are the prevailing

”conditions favourable to these banks to have such an, orientation. It

i

_seems to be a more practical nroposition to handover the function of

agricultural credit from the commercial banks to.a specialized . .

_agricultural development bank charged with provision and recovery, of.,

credits. The gap that may exist betveenhtheiiarmer_and this bank,mayh
be bridged by way of a stroné organizational set up institutionalized
betveen the farmer and the bank. Conditions and services must be made
available for every farmer to become a member of this institution.
This institution may act as a credit guarantor, a credit supervisor,

a savings collector and a credit giver, as well as an organizer of
market of produce in addition to acting as an intermediary between
various other departments and agencies. The banks should not entertain
direct individual applications for agricultural credit, but channel
credit through the institution at the farmers level. These institutions

must be modelled on the line of more societies and less members.

The credit problem is associated with the problersof the small holder
agriculture. Transformation of small paddy- holder agriculture into a

TeMOVINE \ther constraints on the free

more developed form would require
flow of capital into this sector. However, farmers as political actors

rather than as economic,receive attention of the policy makers which
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is understandable in the framework of the contemporary society. In the

context where subsidies are beinp propressively cut, cost of oroduction

inputs is going up,price of rice is beinp keot at a low level creating . »

an environment where the urban consumer aonears virtually subsidised by

savings are being extracted by the metropolis » the provision of credit
may to a certain extent serve to cushion these effects on the rural
populace. The "problem" of lack of recovery of credit from farmers in
such a context may therefore be considered as nart of the "cost" that has

to be borne by the economy

A preliminary observation m5} be.made'regardina the garmer behaviour in
the informal financial market . At its production base, the agrarian‘
society of Gal Oya is Characterised by the ‘use of family labour and
exchange labuur pooling of res0urces, payments in kind at the end of the
season etc. The persistence of theée practices corresponds to the type of
agriculture that is pursued. The existence of a multitude of in!8rma1
lenders (most of whon are also traders) with a limited clientele each -and
having various types of arraneements with the farmers is also a reflection
of the type of agriculture that is nursued So lonp as the agriculture is
not nore develcped it is likely that the informal lender will continue

to remain at a semi-monopolistic position.
teo




ARTI, (1974)

61

. .REFERENCES

Agrarian Situation Relating to Paddy Cu1t1vat10n 1n F1ve-' &

Selected Districts of Sri Lanka, Colombo.

‘Carr, J.L. and Wariasinghe, A., (1982) : o
Kirindi Oya Irrigation and Settlement Project: The Pre-Project ' -

Situation Relating to- Agr1cu1tura1 Credit, Research Qtudy No 50

Agrarian Research & Training Institute, Colombo.

Central Bank of Ceylon, (1964)
© . Survey-of Ceylon's Consumer Flnances 1963, Colombo
Central Bank of Ceylon (1971)
Survey of Rural Credlt and Indebtedness, Colombo. -

Central Bank
Annual

of Ceylon (1971)
Report Colombo._ B

Central Bank
Survey

of CQYLOH, (1972) : . o
of Defaults in the Repayment of New Agrlcultural Loans,

Colombo.

Cent ™ Bank
Survey

‘of Ceylon (1973) IR U

of Sri Lanka's Consumer Flnances, Colombo."

Central Bank
Annual

of Ceylon.(l976)
Report, Colombo:

Central Bank
Annual

of Ceylon, (1977)

Report, Colombo

Central Bankﬁ
‘Report, Colombo.

Annual

of Ceonn (1978)

Central Rank

of Ceylon (1979)
Report Colombo

_ Annual

CentfaI'Bank

Annual”

of Ceylon (1980)‘
Report, Colombo.

Central Bank
Annual

of Ceylon (1981)

Central Bank

Report, Colombo. -

of Ceylon (1982)
Report Colombo

Annual

CentraI Bank>

Report

‘of Ceylon (1983)

on Consumer Finance and Soc1o-Econom1c Survey 1978/1979,

Sri Lanka, Colowbo.

central Bank
" . " Report’

of Ceylon (]98&) . .
‘on Consumer - F1nance and Soc1o-Econom1c SurVEy l98l/l982

Sry L.

Central Bank

rka, Colcmbo.

of -1 Tnka (1985)

Agriculturel Statistics; Vol. III, Colombo.




62

Department of Agriculture (1985)
Cost of Cultivation of Agr1cu1tura1 Crops, Maha 1984/85
Paddy,Peradenlya.

Department of .Census and Statistics, (1962) C Ty
Agricultural -Census, Colombo. . o . .

Department of Census and Statistics and the M1n1stry of Plan Implementatlon,
(1984) '
- Sri Lanka- Census af Agrlculture 1982, Small Holdlng Sector,
Pre11m1nary Report, Colombo.-

Department of Census and Statistics (1982) _ .
Labour Force and Socio-Economic Survey 1980/81 ;Sri Lanka Household
Income and Expenditure, Colombo. - : '

De Silva, G.M.P. (1983)
Rural Sav1ngs Mobilisation = Sri. Lanka (Monograph)

De Silva, S. (1982) ‘
Rural Sector Agriciultural Credit (with Spec1a1 Reference to
People’s Bank) Research Department People's Bank, Colombo,
(Monograph)

Farrington, J. and Abeyratne F. (1980),
Farm Power and Water Use in the Dry Zone, Part.I, Agrarian o=
Research and Training Institute, Colombo.

Farrington, S. and Abeyratne, F, (1982) | o
‘Farm Power and Water Use in the Dry Zone, Part II, Agrarianm -
Research and Training Institute, Colombo. (

Ganewatte, P, (1974)
Socio-Economic Factors in Rural Indebtedness: A Case Study in
Tract 2 Kattiyawewa Special Project, North Central Province.
Occasional Publication No./, Agrarlan Research and lraining
Instltute Colombo.

Gillette, C. and Uphoff N (1973)
Cultural and Social Factors Affecting Small Farmers Participation
in Formal Credit Programmes, Rural Development:Occasional Paper,
No.3, Centre for International Studies, Cornell University, USA.

Government of Ceyloﬁ.(l958)
Report of the Land Commission, Sessional Paper:X
Department of Government»Printing, Colombo.

Gunawardena, P.J., (1981)
Agricultural Credit Schemes under the Kurunegala Rural Development
Project::An Evaluation, Research Study No.49 Agrarlan Research
and Tra1n1ng Instltute, Colonbo.

Harmond Murray - Rust and Mick Moore (1983) ~
Formal .and: Informal Water Management Systems: Cultivation Meetings
..and Water Deliveries in Two Sri Lankan Irrigation Schemes, Cornell
~“-Studies In Irrigation,No.2, Cornell University, lthaca, USA..




63

Khan, A.A. and Gunadasa, J.M., (1974)
Small Farmer Credit: A Case Study of Edanduwawa and Talagamwa -
Attapitiya Grama Sevaka Division in the ARTI RT1 Field Laboratory.
Beminiwatte, Kegalle District, Research Study No.3, Agrarian
Research and Training Institute, Colombo.

ILO~ARTEP (1986)
Employment and Development in the Domestic Food Crop Sector,

Sri1 Lanka, New Delhi.

Ministry of Agricultural Development and Research (1981)
Agricultural Statistics of Sri Lanka, 1951/52 - 1980/81, Colombo.

Ministry of Agricultural Development and Research (1985)
Annual Implementation Programme, Colombo.

Ministry of Finance and Planning (1984)
Rural Credit: Trends and Prospects - National Agriculture, Food and
Nutrition Btrategy, Special Report 4, National Planning Division,
Ministry of Finance and Planning, Colombo.

Moore, M.P. and Wickramasinghe, G. (1978)
Thattumaru Kattimaru Systems of Land Tenure, Agrarian Research
and Training Instltute, " Colombo.

Moore, M™P, and wlckramasmghe, G. (1980)
Agriculture and Soc1etz in the Low Country (Sri Lanka), Agrarian
Research and Training Institute, Colombo.

People's Bank, (1983)
Economic Review, 9(9)

Rasaputram, W,, (1982)
Role of Banks in Rural Economic Development in Sri Lanka,
Occasional Papers No. 4, Central Bank of Ceylon, Colombo.

Qandarathna, N. (1977)
"The Problen of Defaults in Sri Lanka's Small Farmers Loans" .
Staff Studies, Central Bank, 7(1). '

Senanayake, M.S., (1986)
"Rice Market" in Govi Janathawa, Agrarian Research and Training
Institute, Colombo. Vol. 13, No,2, June 1986 (Sinhala Publication).

Tilakaratne, W.M. (1963)
~ Agricultural Credit in a Developing Country, Central Bank of
Ceylon, Colombo,

Wanasinghe, A., (1982) -
Small Rice Farms and Agricultural Credit in the Wet Zone of Sri
Lanka, University of New England, Armidale.

Weerawardena, I.K, (1977)
Land Tenure Data, Department of Agrarian Services, Colombo.

Wickramasekera, P., (1984)
"An Analysis of Cropping Intensities in the Paddy Sector of Sri
Lanka".Sri Lanka Journal of Agrarian Studies, 5(1).




