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ABSTRACT

Th[S'theSls Is concerned with an econom[c epprajsal of the
‘ role of prfnary credft coeoperatrues rﬁ Indren agrtcultural development
with specfa4 reference to a case study In tﬁe state of Andhra Pradesh
In South India. With the advent of the "green revolutuon”, the need
for viable supportiye Instltuttons such‘as credit co-operatives was
recogn!zed:' However“ the hroader ouestions of the role and of the
timlng of institutional change in the development process have been
controvers!al and unde} researched

A major objective of co-operative credit institutions fn
lndl? Is their role as ‘an agent of adoptfon»of lmproved‘agrjcuthral
technology, A related conCernioﬁﬁprimary credft‘co-operatives is to
‘ ensure.thaththe additiona] production end'income Qenerated by new
- technology is more equitably d!stributEQ:/ In'the lfght'of'these
objecthec, this study focuses on en eve]uation of a particular
society (the Palmakul Co-operative Rural Bank).

A hfstoricaljreview‘and analysis of the’development of co-
operative credit societies in lndia revealed two maJor problem areas:
| first, the policy of open- membershtp which has generally led to the
‘dominatlon of the co-ooeratnve society by the rural e]nte—~landlords,
moneylenders, and merchants, second the inadequate utlllsatlon of
the co-operatives for credit in condttlons of an unassuf;d water supply
These problems affect the operatfon of the Palmakul Co;operatlve
Rural Bank, although ‘on the basis of several flnanCIal performance

cr!teria. the Bank can be judged to. be Internally eff:caent A

,dellneatlon of the power structure of the Palmakul CO*operative Rural

&

>
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Bank [nd(cate’ the ¢ roi of the spc[ety by a rural elite.. This may

anation for a Blas in.the d[shursement of loans (especialiy
loans for purposes of irrigat[on) towards the large farmer. Another
possibie expianat!on for thfs inequity in loan disBursement may be
that the society operates in an Imperfect rural system, that is, im;
perfect -factor and output markets A ma]or conclusion of the study

Is that the co-Operative society could not affect the imperfect *

market structure of the rural economy but could only absorb the biases

of. the system. As a consequence, although the society might dusseminate

new technology, an equitabie distribution of . the income generated by

institutionai framework which eliminates the imperfections of the

rural system‘

this technoiogy might not be reaiised until there develops an integrated
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CHAPTER 1

{NTRODUCY [ON

Agricultural development In dévalOpfng countries Is not only
dependent on the adoption of I(mproved technology but also on a supporting
Institutional framework. This study [s concerned with one particular
institution--the primary credit co-operative society--and its role in
the modernisation éf agrlcufture in rural India. After a presentation
of the historical development éf credit co;operatlves In Indifa, the
study w{ll focus on the agricuitural scene in India and the [mpact
of the new cereal technology on foodgrain production. Following this
dlScussIon; ;he study will be concerned with an evaluation of the
Impact of primary credit ¢o-operatlve societies on the Tpdernisatlon
process of agrlculture. -“In particular, a case study oflthe role of a
typical prfmarj credit co-operative in Hyderabad District in the south
Indian state of Andhra Pradesh will be undertaken. .A theoretical model
of the structure of input and output markets in_the rural sector in
India will be introduced :o\ald,fq the explanation of the performance
of the co-operative creﬂit/sdéieties. The primary credit co—opefativé
////// ,//”s6§1é%y"f§<3;e type Qf tnstituttoﬁ; together with improved technology

- which can aid In modernising agriculture in India.
A dliscussion of the nature ;nd scope of the problem, -an
outline of the‘research objectlves; and a discussion of the nature and

format of the study will be the focus of this chapter.

Nature and ‘Scope of the Problem

in the nineteen sixtles, technical change came to be viewed



as the predominant force hehind rapid modernisation of-agriculture
in developing countries. When the application of new techniques did

not yleid the expected increases in production, attention once again

. . . . i S
turped to Institutional constraints. The complex questions of the
rcle of Institutions in agricultural modernisation and the precise
nature end timing of institutional change in the development process
"remaln controversial, unresolved, and comparatively under-researched.
For exar>le, there is a difference of opinion with respect to the
timing of instituticnal change. One school of thought postulates that
institutional change occurs as a consequence of technical change. As
Hzyami and Ruttan note: ''In our view, institutional reform is appro-
priately viewed more as a response to the new opportunities for the
productive use of human and material resources opened up by advances
. - ST . . 12
ir techrnology than as a precondition for agricultural development.
Hyrde i, who is in opposition to this view, says:
The major thome of our analysis will be that
the success of technological reforms, designed
primarily to increase the cultivated acreage and
raise agricultural yields through variations in
technicues and the input of capital, hirges largely

on the extent of prior, or at least simultaneous,
L « o R 2
instituticnal changes.?

Jujirc Hayami and Vernon W. Ruttan, Agricultural Development:
cernational Perspective (Baltimore: The Johrs Hopkins Press, 1971).
notz:  "One of the bhasic premises of the agricultural development
cachnical assistance programs of the late 194C's and early 1950's
was that instituticnal constraints represented the major barrier to
techrlca: change znd to modernization in agriculture.®

2., . e
ibtd, p. 258.

“u

5 R R %
Gunnar Myrdal, Asian Drama: An Inquiry into the Poverty of
Voi. 11 {New Yorie: Panthebn, 1968), p. | 260




No matter which eositien will bear the test o# reality, the crux of the
matter is tﬁat institutions are just as crucial tovthe modernisation
processlas technical innovations.

Based on this premise, the primary credit co- operative in
india has been envisjoned as p]aylng a key role in the modernisation
‘and development of the rural economy. The major objectives of the co-
operative are .to reduce the dependence of tﬁe small farmer on money-~
Ienders] and to encourage and aid the use of new imbroVed technology.2
Of the voluminous emount ef literature on co-operatives in Indja, a
significant portion of that literature probes the questton of - why co-
operatives have been relatively unsuccessful hlstorically as a. cata]yst

¥
of agricultural development in the Indian context, |

Myrdal gives a geeeral criticism of the‘primary credit ce4
operative and concludes that they have been unsuccessful in e?lminating
rural'disparities.3 Other researchers have delineated some of the
variables crucnal to the failure or success of the primary credit co-~
operativas. The power structure, rainFall, and nrrlgatlon facilitles
are some of the variables most frequently mentioned. Other'wraters
focus on the fundamental question of the demand fer credit, Their’
conclusion is that the problem is not one of‘ah inadequate supply of

credit, but one of lack of effectiye demand due to the lack of eredit-

B A M B0

IDani’e? Thorner, Agricultural Cooperatives in lndia (BOmbay:
Asia Publishing House, 1965), p. 8. :

2R N. Tewari, Agricultural Planning and Cooperatives {Deihi:
Sultan Chand, ]972), p. 2.

3 R [
Myrdal, Asian.Drama, Vol. I, p. 1335,

3



worthiness on the part ofithe méjorlty”of farmerg. A further, and not
unrelated/factor affecting the performance of primary crednt co-
operatlves is the structure of the input and output markets in the rural
‘sector. Consequent]y, there are many possnble factors underlying the
problems of the primary credit co~operatives in India and this study.

Is just a continuing effort to delineate those factors uore precisely.
\2‘ Though co-operatives are beset by problems, they potentially
have an important role in the transformation of Ind:an agriculture.

The slgnlflcant contrlbutlon they can make is with respect to the .
dlffu;Ion of new agricultural technology. In lndia»today, ‘agricultural
development is still(a vi tal and‘importani4problem if India is‘to'
lmprove Its level of performance in agricu&Q%%a], and particuParly
foodgrain production,v The primary credit co-operative society can aid
In the resolution of this problem by béing an active agent of diffusion,
with respect to new technical innovations and of provision of the
additional credit requirements created by these innovafions. Conse-
quently, this study will attempt to shed light on the problems of
primary credit éo?operatives and make policy recommendations with
'respect'to the improveﬁent of the performgnce of the primary credit

co~operatives so they can better fulfill their role in the modernisation

process of Indian agriculture.

\\—
Research Objectlives

The general objective of this study will be an economic
appraisal of the rolg of primary credit co-operatfves in Indian
agricu!tural developﬁent with special reference to a cagé study o% the
Palmaku] Co-operative RuraI‘Bank in Andhra Pradesh (see Figure 1-1).

[

Specific objectives are:



"FIGURE - 1-1
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1. Jammu and Kashmir

2. Himachal Pradesh

3. Punjab

L. Haryana

5. Rajasthan

6. Gujarat

7. Maharashtra

8. Mysore (Karnataka)

9. Kerala

10, Tamil Nadu

13. Andhra Pradesh

12, Madhya Pradesh

13, Orissa

14, Bihar

15. West Bengal

16. Assam

17. Uttar Pradesh
Hyderabad District

Source:’ Adapted. from U.S., -Department .of Agriculture; Accelerating
- India's Foodgrain Production, 196768 to 1970-71, by
‘William B. Hendrix et.al., Foreign Agricultural Economic
Repert No. 40 (VWashington, D.C.: March, 1968), p. ii..




1) to trace the hlstorical dévé]opmént ofvcredit‘cp—Operat[ves in
Iindia thrqugh an examination of the'recoﬁmendatipns of var[qus n§tional
committees formed to study the question of co-operation;

2) to cursorily examine the Béﬁfs for thé émphasis placed by govérn-
ment planners on co-operatives as a veﬁiclé for chaﬁging ag;fculture;

3) to briefly describe the'agricﬁltural economy of thé area under study;

 ‘4)'to examine the performancé of the Palmakﬁl Co-operative.RUral
‘Bank on the basis of certain'efﬁiciéncy and equity criteria;

5) to delineate the power.structure of the Pa]makul_Co-Operative
Rural Bank and to_¢iscuss generally its rélation to the power structure
in the area;
| 6) to briéfly discuss -the rolé of institutions in the_modernisétionr
proceés, the dynamics of insﬁitutionai change, and the'relationship of
insitutional changg fo technical'change; | |
7) .7) to formulate a model of ;he factor and product markets of the

0
rural economy in order to delineate the constraints faced by the primary

v

credit co-operatiVe; and
8) to summarize the maJor conc]usuors and holucy recommendagxonc\

of the study with respcet to the role of prlmary credit co-operatives

¥

in agricultural development.

Background and Format of the Study

fleld work for this study waS carried out in June;~July, and
August of 1975 in Andhra Pradesh. [nltlally, trips were made to the
'Agricultural Un|versnty of Andhra Pradesh (AUAP) , Ra)endranagar, to
. collect’lnfqrmation and llterature'with.respect to the problém and to
dIscﬁss the problem with staff memBéfsigbecializfng iﬁ co—opérative

studies. The choice of the Palmakul Co-operative Rural Bank was made



on the basls of the nearness to the city of Hyderabad and its
afflliation to AUAP. |
| _ Thé [ﬁttral trips to Palmékﬁl wéré concérnéd w[thfméeting
the officlals of the 3ank and discussing and outlining the problen.
Suﬁsequénf trips were madé té Intéeréw férmérs. Most of the inter-
Qlewlng'was dqné_at tﬁé cb—épérét[vé sob[éty ét-thé timé of thé dlg-
bursemént of the fer;iliser componént éf théAcrop loan. The chéice pf‘
farmers Qas comp]etély arbitrary--that is, those farmers wi]liﬁg.to
talk and to sparé the time wefe”intérviéwed; Most of the interviewing
was subject to the constraint of lack of brivacy; the building wés
struétured in a way that théré'weré onfy two offices,‘witﬁ'no_doors.
Unfértunately,'thé intefviéwee'was<usually surrounded bY'five or six
farmers who may or may not have been potentiél rgspondents but who
entered into a discussiopﬁpf the quéstidns.“ Sometiqgs the only-reSpdnse
received Qbuld be an excffed discussion by all the farmers Inclhding
the respondent. -A§ a consequencé, the data is subject to certain,
.constraints and biéses4and must.be viewed with some cfrcumsbect!on.‘
fh!s study has the following formaf; VCéapter Il presents the -
hlstorical deVe]opment of credit co-éperatives in India. ‘A:related ap-
pendix describes the détails of the crop loan system. Chapter |1l focuses
on the béSlS” for increased production ‘in Indian agricdlture;.the Eon-
cluslon Is that productivity is the crucial variable.A The study turns to
-a descrlpf[onvof the Increase in thé consumption of inputs’and the role
of co*operatffés in the %Estribﬁtion of thése inputs. ln'Chapter‘[V,
the study is more narrowly focused upén the Palmakul Co-operat!vg Rural -

Bank and the area served by this institution. First, the agricultural

<«

economles of the district and the villages served by the co-opqratfve

<



soc!et* are described. ‘The study fﬁen focuses on anj“\\econdml.c evaluation
of the .performance of ;hé Palmakul Cc’r-oper_atvive Rur'a.l\“\ Bank. The powerﬂ
structure of the co-operative sociéty is also delinveat\ded. Chapter V js’
concerned with \éa discuss_ion of institutfonal cﬁange; as well as an
ex'am;nation of a model 6f _the rural economy.  Finally, \lg Chapter VI,

the majo‘r conclusions and policy implicati_ons of the stu y are

sUnmarl.zed._

Y



CHAPTER 11

THE DEVELOPMENT OF CREDIT CO-OPERATIVES IN INDIA

The major objective of this chaptércwill bé to frace the
historical development of credit co-operatives in India. Such an
analysis will éentre on an examination and criticism‘of the recohmenda-
tfons of various national commi ttees férmed to study the question of
‘co-operation in India. ’As.a result, this analysis will shed l1ight on
the areas thch Have been problems for the crédit co-operatives sincé

thelr inception.

Hlstorical Development of Credit Co-operatlves in Indna]

) Co-operatnves are not sndlgenous instltutions of the |ndlan
rurai system ‘There may have been some pre- existing tendencies towards
co-operation in the areas of public works and cultivatnon, but the
_ areas of credit and marketlng were. functlons of certain castes
historlcally.zi The ngce55|ty of lntroducing this basically Westerd'
4lnstltu;ion.was, In part, the consequence” of British domination. thn
“Mellor points out'thqf increszng Brftish domination ''was in many

respects causal and iIn any‘caéevcoincideht with increased monetization

in rurahlndia.“3 Those Indians who became debtoﬁs due to thé>increased

]This discussion draws mainly upon the material in R.B. Tyagi,
‘Recent Trends in the Co-operative Movement in India (Bombay "Asia
‘Publishing House, 1968); .and M.M. Bhalerao, Agricultural Cooperation in

India (London' Plunkett Foundatlon for Cooperat|ve Studles, 1970).

2' J. Catanach Rural Credit in Western Indla, 1875-1930,
(Berkeley: Univer5|ty of California Press, 1970). p. 229.

3John Mellor, 'The Evolutlon of Rural Development Policy',
in gevelqglqg Rural India (Ithaca Cornell UnIVerSIty Press, 1968)
p. 1 , .
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monetization also faced stricter enforcement of debts. The British

¢entral Ized the enforcement of agreements; in particular, the money-

lender could appeal to British law to uphold a case agalnst a cultivator.

As a conseauence, there was an InéreaSe.fb land transfers to the money=
lender especial]y in the late nineteenth century.I In fact, this
situation was the major cause of the Deccan riots in 1875 In which the
moneylenders_were the focus of anger.2 Though one can not say that the
co-operative movement was a response to the Deccan rlots, the riots did
in fact Increase awareness of a ver? basie problem in rural lndla.3;

By the late 1800;s, the beginnings ofla co-operatlve;movement

could be dlscerned.' A major proponentiof this'movement was Frederick

Nicholson, Collector of Tfnnevelly in Madras Presideﬁcy. In 1892,

10

he was asked by the Madras Government to write a report on the feasnbillty

of co-operatlve lnstltutions It was publlshed in 1895 and with a
shift of the persons in power in the'Madras Government, the report was.

rebuked quite abusively. Unofficially the report circdlated in the

”nOrthern°provinees of India but, on the whole, the matter seemed to

have been dropped; Nevertheless, due to the interest of certain

officlals in the Qpper echelons of the Government of India, the

»

Mb1d, p. 61

2Catanach, Rural Credit,_p. 10.

3In fact the Deccan Riots CommiSSIon recommended legislation
to stop the transfer of land to moneylénders and began discussion on the
Idea of introducing "‘agricultural banks''. But the Commission concluded

that such banks should be left to private initiative since success was -

doubtful because peasants were still engaged mostly |n transactions of
kind rather than cash. ;
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,N(chéison repoft as well as a bookbby H.E.L.P Dupernex, a civilian,
on the pbsslblilty of Co-pperatives'in India, were circulated to the
‘provinclal goverhments In late 1900; The reSponsg;.on the whole, was °
very negative with many offfclals ;it]ng examples bf mistrust betweeﬁ
various factions, thereforelimplying;that the co-operative spirit could -
not be fosteréd.] Further support was received for the c0*opera£ive
movemeht by the Report 6f the-Famine Commission jn_lSOl Which>urged-
measurés calling for the implémentation of a co-éperative sécietles act.2
Slﬁte in the upper reéchés of the'90ve;nment there was support for the
movement, little time passéd before the Co-opekative Credft Societlies
BI11 of 1904 was enacted. |

The Bill éalled~fqr a épetfalibfficer in each pfovincial
government to act as the Registrar of Co—oberative'Soclet}es. The
Registrar Is still an active functionary in the co-oberative Sysiem
todéy. The Bill also called forlbpeﬁ membership; the moneylender then,
was Included in thé sys?em. The societies were to provide short-term

3

loans” and the liability of the societies was to be unlimited. Loans
were to be'advénced only on the basis of personal or real security; to
make advances against crops was considered quite unsuitable.k Grants

erm the. government on a rupee-to-rupee basis up to Rs. 2,000 would be "

4;;tended-bnly when the society had managed to Cpllect some deposits.

s~ e ———s

]CatanaCh,:Rural Credit, p. 47.

2ibid, p. 18.

3Loans for consumption, then, were left to tHe purview of the
money lender. ~

hCatanach,‘Rural,Credft, p. b4, o )




12

This final restriction Sevérly limited the number of socleties that could
be formed in the'lnltlél years. At the end of 1906,‘there were thirty-
one societies registered in Bombay and sixty-five in Punjabﬂ'
To‘encourage further'growth of co-operativeISOCIeties, the
Act of 1912 was passed which “contained provisions for the registration
of all types of co-operative societies, Including central financing
agencies and supervising unions.“2 The Act specified that: the
llab{lity‘of a central bank was td be limited; the percentagé of share
capltal held by an individual could not exceed twenty per cent‘of tdtal
share capltal in a limited lnab:lity society or the value of Rs. 1,000;
prlorIty was to be glven to the claims of the soclety as against other’
,credltors, the society could set off the shares, deposnts, and other
holdings of the member against his overdues, societies could receive
deposlts and loans from non- members, and one-fourth of the profits of
the soclety had to be used to: constitute a fund called the Statutory
Reserve Fund. It also'extended the powers of the Registrar to in-
vestigate thexconstftutlon, working, and fiﬁancial conditions of the
soc!étiesvand'to‘liquidate the sbcieties.‘ Though this Act infused some
enthuéiésm into the moVemen: and there was a growth of co-operative
societies, later repbrts found that there was a lack of a truly co-
' oﬁerative spirit and a danger 6f1p0werful.interests controlling the
 prlmary-societies.3, There was also a recognftioh that the co-operative

failed to meet the consumption needs of the farmer and fhap it should

ibid, p. 58.

2Bhaleraq, Agyicultufal‘tooperation in India, p. 43.

3ibid, p. Ub.
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have stronger tles with marketlng.l

In 1915, a cdmmlttee headed by Edward Maclagan, Secretary of
the Revenue and Agriculture Department, was formed by the Government to
Investigate the working of the co-operative societles, One of‘the
reasons for the formation of this Committee was that the co-operative )
socletles were Increasingiy relying on mortgages of land to extend
loans. This practice limited the expansion of the co-operative movehent

because many peasants did not have land to mortgage.2 The major recom-

i
; /

mendationsAof the Committee were: loans for produciive purposes only :
should be extended- joans should be’given oniy to members.(in opposltlon
to the Act of 1912), the area of operation should be small SO that the
‘prlnclples of co*operation——mutual help, social cohesion, and mutual
knBWIedge--could”be effective there should be periodic audlts to

insplre confidence in the societies; and there should be organisatlon
of sale and purchese eocieties.% The policies of oben membership and a
reserve fund were neaffirmed. But fhe Cdmmittee.did not_SpecIfica{ly
mentlon the very serious problem of what shddld be the besié for the
extension of loane.‘t_ : : . -

Despite the fact that the Committee made no fecommendations
'y '

on this major nssue, the co-0perat:ve movement continued to grow In

1919 under the Montagu Chelmsford Constltut{\\?l Reforms, co-operation

. ~
S, X . \\

~

IThese two points were made in the Report of\;;e\KEFTEﬁiture~m\—~ewe~wre
Finance Committee (1944) and Report of the Cooperative Planning :
Committee (1945).

<

?Catanach, Rural Credit, p. H3.

3By sale and purchase socleties, the committee meant
,consumer and marketing co-operatives,



came under the Jjurisdiction of the provincial governments. Numerous
conferences were held and commlittees were formed, but nothing of major
Importance occurred until the formatlon of the Central Banhlng Enquiry
Committee in 1931. Th!stommlttee's recommendations led to the

s

creation of the Reserve Bank of India and Its department, the Agricul-
' ) C .
tural Credit Department, which began to supervise the co-operative

movement and its development.

The next major committee to be formed was the Gadgll Comm!ttee .

/‘

(or the Agricultural Finance Committee) in 1944, This Committee

" recommended that there should be stronger ties with marke%ing societles
It also recommended the creation of a central agency:in each province
which would be alded by each,State and whjch would provide credit
through sub-agencies (district co-operatiye banks) to the primary co-
operatlve soc!etles. The logic behind this recommendation was‘that |
"'the entire problem of agricultural credit could not be solved by co-
operatlve institutions alone, single handed and that State assistance

‘ LA

was but essentlal and lnevitable 1 One should mention here that this

“

recommendatlon vuewed the central agency strictly as-a lendlng agency
- (l.e., there was no mention of subscription of share cap'tal of the &
primary co-operative society by the(central agency) .  The concept of a

central agency wasvrevolutlonary and It shaped the presenthtructure of
. - , /.
co-operative fnstitutions in India. ' } ' /

A year later), in 1945, the Cooperative Planning Committee or

the Saraiya Committee was formed to "draw up a concrete plan for the

>

lTyag!, Recent Trends, p. 14,

-



future development of the movement on systematic and sound llnes ...“]

The major recommendation of the Committee in the area of agricultural

‘ production and agricultural credit was that the credit soclety should not
only extend loans to flnance crép productlon~Qyt also ald in selling
produce to a co-operative marketing society. ﬁhe soclety should also
supply agricultural inputs (seeds, fertlllsersé pesticldes, and farm
implements) ana try to supply basic consumptiob needs (cloth, sugar,

salt, and other necessities). This recommendat]| arose out of a_

i
o

v S—

recognition that as long as congumptton finance wa /}n th "gqrvlew of
the moneylender, smalf farmers could not/would not use ciz;lt for
production purposes and therefore could not better their low income
level and break the:lecioﬁs circle'". Other recommendations were that
atl socletlés should have Timited 1iability except those societies which"
had been successful with'un]lmitéd llabllity and that the State (i.é.,
Government of India) should provide a large percentage of the share
.‘capltal of the provincial co-opératlve banks. The Committee also
reaffirmed the idea of open membership and decl;Eed that the minimum
membership for'agﬁﬁtiety was 50 members. The Committee made recommenda-
tions In man& other fields of;cp-operation'(for example, marketing and
Industrial co-operatives). |
The most Important committee of ail was appointed in 1951 by
the Reserve Bank of India and was known as.the All-India Ruraj Credit
Survey Committee (Gorwala Committee). Thfs Cémmittee was specifically
apbointed to undertake a comprehensive sdrvey on a natlonwide basis.
fhé survey covered 127,343 families in 600 villages in 75 districts.
istg, b 17,
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Almost all literature on the co-operative movement in India refers to
the findings of this Committee.

Expanding upon the recommendation of the Saraiya and Gadgil
S

Cemmittees with respect to State partnership, the Gorwala Committee

& nCw sChReme Ca:ied tne integrated Rurai Credit Scheme.

s

This schems was compcsed of three aspects:
[ tate partnership at all levels;

. Linkage between credit and other processes (for exampie,
marketing and storage); and

=~

5

The training of efficient and responsible personnei to
" - administer the plan.
in this scheme, the principie of State partnership was revciutionary

end created the most furor. State partnership meant that either the

fieserve Bank or the provincial government could subscribe to share
caepital of the primary co-operative socc d thereby have a savy in

the running of the society and also nomination of individuals o the

Ecard of Directors of the society., This is a vastly different propo-

{t

o

cition from the recommendation of the Gadgii Committee tc c.ocate e

provincial egency and the recommendation of the Carziye

is never cefined and one ic
of india or the provincial

in question s the provinciai
Ly IT State means fGovern~

is mentioned

iU osutomaticalls =Ters to the Reserve Bank of
et in the % nip, Sta -
GOVErnmen
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for large-sized societies with a mjnimum membership of 500 and a
mameQm membership of l;OOd. This was in opposition to the recommenda;
tion of the Maclagan Committee which Fecommended that fhe area of
cperation and %he size of the society shoudld be sma I and tc the recom-
mendation of the Saraivya Committee that minimum membershib should be 56.
The Gorwala Commitfeg hoped, However, that-a larger society would be | -
a more viable unit and could prov;de services (i.e .; supplying agricul-
turai Inputs and providing links with marketing societies) more )
consistently. The idea of open membershlp was reafftrmad once agaln.
Other recommendations were: there should be @ minimum share capital set
for each level of society and that it shquld be raised to some optimum
level; members shou]dibe‘obligated to try and retire the State share
while reaching the optimum level; loans should be extended in the form of
crop- -Toans (a major recommendation that was not acted upon for a long
period of time); the village artisan should be.extended some form of
. consumption loan; and all societfeé (apex, district, and primary).
should héva an agriculturél credit stabilization fund. TheAcreation of
Sfabiiization Funds was the other revclutionary step taken by this
Coinmi ttee dnd this LCtlon met with wide zpproval. These funds were
encouraged 'to be maintained so as to tide over the societies (and
members) in times of‘heavy arrearéaand natural calamities. |

The debate that took place because of the recommendations of
the Gorwala Committee was most intense at the Conferenre of the NHational
Deve]cpmgnt Council headed by Prime Hinister Nehiu in.November; 1958.

Here it was resolved that the co-operative should take the villzge

-
el

98]

the primary unit of operation unless tre village was so small that the

4
v .

society could not be a viable unit. Even then, it should not go beyond
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two miles. This is a'reaffirmation of tﬁe_recommendatjon of the
Maclagan Committee and based on a similar logic that a small society
would better fulfill thevprincip]es of co~operation. Also, the member
‘of the conference felt that thevco-opérative society should work with
the panéhayat {local unit of self‘government) as much as possible. The
Council further resolved that -the co-opefati?e should be reSponsible'for
carrying out prégrams to use existing irrigationrfacilities fully, to
apply new farming techniques, and to produce green and organic’manures:
‘Targets for coverage éng amount of credit to be extended were aléo set.
To study what changes were necesSéry to implement these resolutions,
a Working-Grodpvon Co-operative Policy (Damle Committee) was forﬁéd in o
Decehber, 1958. |
This Coﬁhittée recohmended that the primary co-operative

- ‘\. .
society should not ‘'combine the credit function which was of primary

\ -
. importance to all théfpeople in the village with such othgr functions
in which only a few p%op!a might be interested ...“] (for example
marketing or prqgrams;for soi |- e?osion). It also recommended that
Fimited Iiabiiiéy should be'adopted. " However, it recommended agaiﬁst
State parfnership in the primary societies until the experience of the
targe-sized co—operativeé wés‘evaluated. It made other recommendations
concerning how to reach the target membership.

in September, 1959, the Mehta Committee was formed fd study
the question of th to expand credit for agricultural production. Thig
Comml ttee recqmmended that a viable society 5hbuld no% extehd over four

mlles or over a population of 3,000. Viability was defined in terms of

lTyagi, Recent Trends, p. 122.



the co-dperative having '‘the abllaty not only to command the service

of competent" personnel but at the end of the stipulated period of three
years it should be able to meet fully the expendlfbre incurred on such
personnel as well as the expenditure on rent, audit and supervusuon and
to prov:de.ror education fund, reserves and -reasonable return on share
capital.“] Other important factors were the linkage between credjt and
'marheting, the extent of supervnsnoh over credit use, the exteht of
mobilisatlon of rural savtngs, and the extent of distribution of
essentlal commodities. State partnershlp was accepted but a maxuoum '

\
limit of Rs. 10, 000 and a minimum limit of Rs. ],OOO were set. In the
area of determlnang credit for the borrower the,Committee recommended
that the effect of cultlvatlon methods on_ :ncohe, and thEFEfoFEAon
repaying capacnty, should be taken into. account. In addltnon members
should be given loans whether or not they owned land, especially if two
sureties could be produced.2 Maximum borrowing capacity was set at teh
times the paid-up share capital of the member in the ;ocietfﬁ “For loans
above Rs. l »000, mortgage of land was recommended. fhe Committee alao
made other recommendatlons concerning the credlt limit of the society
(eight times its owned Fundsz the role of State partnership, and the -
problem of how to nncrease depos:tale, ‘

The final commlttee to beveonSIdered in this study was formed
in 1966 by the Reserve Bank of India--the A?l—lndia Rural Credit Review

e et ch St

"lbrd, p. 187.

s Y

2Thls Practice is subject to possnble abuse, especially when
one member of the society can pressure another member to recejve g
loan which would flow to the first member (highly probable in the case
of landlord and tenant) : ‘
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-

Commlttég; The task of this Committéé“ﬂas to lreview the supply of
Eural credit jn the context of the,Fburth Five Year Plan (1969-73)
generally and, in particular, of the requirements of the fntensive
programmes of agricultural production in different pafts of the T
' country.“? Field studies were condﬁctéd‘in 16tensive Agricultural -
District Proérammé (hereafter known ;s 1ADP) areas under the High’
Yielding Variety Programmek(HYVP)i* Studies were-afsb conducted on
primary ]ana development banks (long term‘credit);‘ The major recom-
meﬁaation&in regard to crédit co—OperatiVes~was>that.thé crop loan
system be(?mﬁlemented in all areas’ as soon as feasiblg.v Al qther

L

recommendations were corollaries of this major recommendation. A

rather_ugfque recommendation was that cultivators below a.certafn.min-

'imum fa?&-size should be given the Furf amount of the crop.loan while

'thoSé ahove a certain maximum farm sﬂée should be given a smaller

. amant than those th fall in bebgsgg the two limizs (the latter would
rgcei;e a cgrtain proportion of the full amount) . This hopefully would
encodrage large farméré to finance production to a greater extent out of
.thelr oWn. resources. Unfortunate]y,.this recommendation has not been

- wldely implemented. AnotHer importang recommendation was that in ﬁolicy
with respect to loaning and recoyering, seasonality sgould be obsérved.
Due dates shpuld bé some time after harvest so ag to allow discharge of
" the produce at a reasonable price, the logic being that immediately
after hqrvest prices would be low. Loan procedures should be eased so

. that the cultivator recejves aid when he needs it (i.e., at the start

of production and during the period of transplanting). Alsé the
B ' » SN

. 'lRonrt of the All=india Rural Credit Review Committee.
(Bombay: Reserve Bank of India, 1969}, p. &.

et e AP BT+ e
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Committee reaffirmed the principies*that the loan shouid not Be based
on the farmer's abllity to mortgage; The Committee made many .other
recommendations concerning.recoveries and overdues and the promotlon of
vlable units. The Committee also recognized that the primary co-
operative societies cou]d not ‘meet all the needs for credit in tﬁe rural

areas and therefore called for the extenslon of the commerclal banks

into the countrySIde ~The banks, it waS'suggested, should concentrate

on viable cultivators (presumably large farmers) and co-operatives whlch

provide services (for lnstance, marketing co- operatlves, proce55|ng
co-operatives, and land bank§). Their recommendation that large
farmers not receEVe the full amount of a orop loan was intended to
push Iarge‘cultiyators to the commercial banks for their finance.

Overall, there was an emphasis on a mul ti-agency aoproach, so that

‘the primary co-operative societies would be primarily concerned with

»

the_provisfon of credit for smail’and'marginal farmers.

| ' Manyvof the recommendations made by the various’committees_
were similar in character though worded differently. Thet many have
been adopted can be substantiated by looklngyet the present credit co-
ooefative strUctofe in India. |

The pPresent co-operattve system in India consists of three

levels of adminlstratlon The basic units are the primary co-operative
socleties which vary in size and purpose and have open membershlp
Above them are district co-operatlve banks and at the top, is a state ]
co—operattve bank which provides the link with the Rﬁserve Bank of

Indla. Most of the soc:etles are of Iimlted liability; there is State

"partnership at all levels; and the Reserve Bank of Indua aids the

C%rlmary socleties indirectly through the apex banks. In 1966, the

21



Reserve Bank of India issued the dlrectlve that al] prImary co-operative
socletles should operate on- the basls of the crop'.loan system. More-
- over, at the village level, there now exist some branches of commercial

" banks.,

A Critique Of the Recdmmendations on Credit Co~operat|ves

There are several potnts on whlch all the committees are.
sllent. One is with respect to the constant reaffirmation of the |
princuple of open membersh:p This is qU|te curiods ln view of the
fact that many have stated the basnc problem of- the pramary co- Operatnve
soclety is that lt is'in the control of vested anterests ThlS point
is neatly made by Tyagi who has summar i zed the feelings of the Gorwala
Commlttee as follows o

The Co-Operative credit Structure has to face
the strong and forceful opposition of the
village trader and moneylender and similar other
vested interésts, very often found inside the
society itself in the form of d:rector

Sarpanch [president of Panchayat] or an in- ;
fluential member using all hijs influence and |
energlies jn sabotaglng the, organisation itself
from within.

Catanach points out that the early co- operatives also faced thls
problem of control by’ moneylenders and large landowners 2"He concludes
that thfs is a consequence, to some extent of the policy of open
membership. Daniel Thorner polnts out that the Ieadershlp of the co-

£

operatives is in the hands of those~°the money]enders ]andowners, and

|

]

————

'Tyagl, Recent Trends p. 49

2Catanach Rural Cred:t, p. 66
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merchantsl-fwho\use such Institutions to reinforce the traditional
power structure, In a recent article; Sib Nath Bhattacharjee'contends:
""The men of vested Interests have been domlnatlng most of these

socleties to serve. their own interects at the expense of the maJorlty n2

Dantwala confirms this when he notes that “many well ~to-do farmers

borrow from.institutional agencies to avall of the subsidy element in

lt (eSpecially co-operative credit) and use thelr own funds for other

t ll3

purposes It has also been found that large Farmers relend the
co-operative loan at a higher interest rate to non-members. But this
abuse of and bias of the Co-operetivef sdciety is, as V.M, Jakhade
states, ''the result of ‘the éecio~economic conditions and power
stfuctufeiin the v{llages and not of any Biés of the agricultﬁraf’

pollcy‘mekers."k The All-1India Rural Credit Survey Committee reaffirms

this when ‘it says: ''the main causes Cof the ‘bias of the co-operative

‘socletjesj are much deeper. They are largely socio~economic in

character,gnd are relatable to certain fundamenta].weakneSSes which

o

]Thorner, égrlcultural Cooperatives, p. 33

' 2Slb Nath Bhattacharjee, “Leadershvp in Rural-Cooperatives on
Cross- Roads'', Indian Cooperative .Review, VIl, 3 (1970), p. 356.

: 3M L. Dantwala, “Preface'3 in Agricultural Development in
Developing Countries--Comparative Experience (Bombay: The Indian

Soclety of Agri=vlreral Economics, 1972), p. 32.

ﬁy.mu dit Policy and Agrlcultural Development't,
In Agriculturs! i Developing Countries, p. 400.

ce
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have developed in the rural structure.”] Howevef,'Jékhade misses an

- essential pbint with réspect to the connéctions between.ﬁhe rural elite
and agricultural planners, It is highlylprobable in India that there
arélélose ties between these two groups tﬁrough a nexus of caste,
education, and wealth.? Dantwala hints at such a possibi]l:xu»when he

states: ''The suggestion that the cooperative credit shouTd be
R . . 3

avallable only to the 'small' farmer for creditworthy purposes and by

Implication should not be available to the 'rich! farmer--who’may

borrow from the commercial banks--has however not found favour with the
cooperatives or even the policy maker 713

’Although,,ih 1966;‘the All-India Rurai Credit Review _

i

QOmmittee did recommend the entrance of commercial bank; into the area -
of‘rural finahce; prpéress has beén slow. Only~recently~have thefg
‘been renewed calls for é‘multi-agency approach to rural credit. As
Jain $ays: |

- In the present situation of changing agriculture
and the emergence of significant developments in
the area of term-credit related to the new techno-

* logy, viz phenomenal increase in the demand . for
credit shift towards long term-credit and the:
need for providing credit for the small and less
privileged cultivators there is ample scope for .
functioning and active participation of other

]
’ ]Reserve Bank of India, All-India Rural Credit Survey, Report
- of the Committee of Direction, The General Report, Vol. Il (Bombay)
p. 4, quoted in V.B.R.S. Somasekhara Rao, "'Crop Loan System through
Cooperative Central Banks in Andhra Pradesh', Indian Cooperatlve
Review, VLI, 2 (197Q), p. 224.

y -

2Catanach approaches this point tangentially when he
delineates the castes of those in power in both rural and urban areas.
‘See also Keith Griffin, The Political Economy of Agrarian Change: An
Essay on the Green Revolution (London: Macmillan Press, 1974).

3

Danfwala,w“Preﬁace”, p. 33.



other Institutional agenclies in the sph?re
meeting the enlarged demand for credit.

This point hés been recently emphasized by Sarveswara Rao, et. al.
In a recent article.2 These authors show that as aértcultur$| pré*
ductivity changes dge to chaﬁging téchnology, the inétitu?ioﬁa] frame;
work must also change. Thereforé; an akea with low agricultural produc-
tivity and traditional methods of cultivation may have/should have a
different institutional framework than an area with high productivity
and new methods of cultivation. .
Despite the call for a multi-agency apprbach sinqe 1966,
"commercial banks héve come into. the picture for the last three years
only C]969-7]]”.3 }Literature is now emeréing on the successes and
prpblems of commercial banks. Studies have §hown that bank; have in-
Cfeasea farm returns and that there are no erréués in the villages
serQed‘by the banks.h However, a similar problem appears with banks as
~with co-operafives--small farmers are at a disadvantage in obtaining

loans. Thi$ may be a pgrticularly crucial problem in areas with
2 '

modern cultivation methods where emphasis may be on non-government

agencies to provide credit.

A ]H.C. Jain, "Sources of Credit and Changes in their Relative
- Importance', Indian Cooperative Review, IX, 4 (1972), p. 507.

B. Sarveswara Rao and others, ''Institutional Framework for
Agricultural Development'', in Serving the Small Farmer: Policy Choices
in_Indian Agriculture, ed. by Guy Hunter (London: Reading University/
Overseas Development, 1974). . '

3A.S. Shah, ''"Rapporteur's Report on Institutional Credit for
Agriculture'', Indian Journal of Agricultural Economics, XXVI (0ct/Dec

: !97]), p. 455, : ‘

Mbid, p. k55, =

r———
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Another area on which théjrecommendatlons of the committees -
were éompletely silent, though it Is a major restriction on the growth
and working of co-operatives, concerns thé provision of an adequate
water supply. The Nagpur Reéolution (Conference of National Develdrment
Cqunci? in 1958) mentions that the co-operativé should oversee the- full .
vutilization of available irrigation ﬁaéilitiés bat .this is néver men-—

tioned agéin by any committee. Catanach reveafsithe Importance of this
factor when he notes: "That in Dharwar a more.reliablé rainfall;than_'
that of the Deccan provided the basis of»a'reasonable'prosperity which
was so often lacking'amongst the peasantry to the north and southf“]
Dharwar on the whole had more successful co-operatives than the Deccan
region. Frankel in her discussfon of the crop loan makes the point
“that small farmers do not borrow to the limit because of inadequate
’water supply.2 The farmér at the mérgin is especially unwilling to use
the fertiliser Combonent because thé berefits of such use are uncertain
with an unreliable water supply. This pofnt is supbortéd .by both Desai

3

.and Desai and Thiesehusen Other wrlters are beglnntng to recognize:
that infrastructure such as irrigation facnlltaes is a necessary pre-

condition for. credlt institutions to have a semblance of success.

.]Catanach, Rural Credit, Pe 65.

2Francine Frankel, India'streen Revolution: Economic Gains
and Political Costs (Princeton:. Princeton Univ. Press, l971f7 p 68

38 M. Desa| and D.K. Desai, Farm Productlon Credlt in Changrng
Agrnculture (Ahmedabad: Indian Institute of Management, 1971), p. 98;
and W, Thiesenhusen, ''What Changing Technology Implies for Agrarian

vReform'!, Land Ec0nom1cs L (Februrary 1974) .

P

hSarveswara Rao, ""Institutional fru swork for agricﬁltural//f// :
development“, p..56. o \(,
”’)L
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To»SUmmarlze, in the historical deVelopmegt of co-op;rativeu,
certa!ﬁ probiém aféas were [nadequately dealt”wltﬁwﬁy the variéus
national committees. - These areas, as we have seeh; are the policy of
open. membership and thelprovisidn of an adéquate‘water supply. The
policy of open membership Is crucial because of the consequent control
of the co-operatives byAvested in;érésts as has beeé detéiled in this -
chapter. An adequate water supply has béén détermine& to be iﬁﬁortqnt
in thé’adoption of new. technology and ;onsequentiy the utflisgtion of

the co-operatives for credit, ~These two problem areas are crucial to

the success of co-operatives in fulfilling thefr~objectives.I

]See Chaptér I, p. 3.

~



CHAPTER 11

" ROLE OF CO-OPERATIVES IN FOODGRAIN PRODUCTION

The focus of this chapter wilf be to demonstrate the inportance
of the co—onerative credit institution In a situation of changing
agrleulture. It will be shown that productivity change has become the
major contriputor to changes in agricultural production. As C.H.
Hanumantha Rao says: 'Capital, together with scientific knowledge, has
already become a najor source of grewth, and Its significance is
répldly increasing.”] lndeed,‘the significance of the application of
science and technology to the transformation of,trad{tional agriculture
is seen empirically in the "green revolution' and seen theoretically in
a dominant modei of‘agrleultural deVelopment--Schultz's hfgh’pay-off
input model.z ’The modernisation of traditional agriculture requires
modern inputs--for example, the emp]oyment of high yuelding varieties
iand the application of fertilisers and pestlcndes Government planners
iFn India have viewed the co-operative credit institution as a prime

- agent for the dnstrxbutlon of modern inputs. If it can be shown that
the primary co- operatnve societies take an active role in the distri-
bution of these inputs, one can conclude that the societies have some

effect In changinéﬁagricultural production.

‘The Agricultural and Foodgrains Sector in India
Beginning with W.A. Lewis in 1954, theorists in the field
: 'C H Hanumantha Rao, '"Farm Size and Credit Policy'", Economlc
Vand Polatlcal Weekly, v, 52 (1970), p. A-158.

v 2For further dISCUSSlon of this mode{ see Hayami and Ruttan,:
A rlcultural Development P. 39.

o
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of economic development have emphasized the importance of the role of
agrlcu\ture.l Thls‘emphasis stems not only from the fact that agricul -
ture Is the largest contributor to the GNP of most developing countricsz
but also from the bei!ef tha; an efficient and productive agriculture
will release resources and provide income transfers to the other sectors
In the economy.? Following this line of reasoning, it is essential to

evaluate the growth pattern of agriculture to predict the qrowth

potential of a developing country.

Agricultural Output: An Appraisal of Foodgrain Performance

SIhCe foodgrain production is the most importantlcémponent of
agricultural production in"india, the growth performance of foodgréins
can be regarded as an appfoX!mate barometer of overall agricultural
performanéé. The historical_growth in foodgrain output in India has
not been §teady nor particularfy high. During the First-Five Year Plan

(1950-51 to 1955-56), food output increased at'fhe rate of seven per

cent per annum whereas by the end of the Second Five Year Pian.

]w.A,_Lewis, The Theory of Economic Growth (Homewood, 111:
R.D. Irwin, 1955).

2ln India for example, agriculture's share of the GNP was
approximately 45 per cent in 1970 and its share of the labour force was
69 per cent. See T.S. Veeman, Economic Consequences and Policy Impli-
cations of the '""Green Revolution'' in India with Particular Emphasis on
Water Resources Policy in Punjab, Ph.D. Thesis (Berkeley: Univ of
California, 1975), p. 14&. ’

_ 3For a further elucidation of the role of agriculture in
economic development see Hayami and Ruttan, Agricultural Development; and
Bruce F. Johnston, ''Agriculture and Structural Transformation in :
Developing Countries: A Survey of Research', Journal of Economic
" Literature, 8 (June 1970), pp. 369-404. ’ '
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(1956-57 to 1961-£2), fcod output . increased only at three per cent par

=

-
11

annum. = In the early sixties, the performance was nnt much better zg

seen by the fact that in 1963-64 foodgrain production was 8C.5 million

H e s o e ey 1T T e o T T e A
o to &= crezse over e 1933-3k Fiogpe oe 72 24 mio1ion

metric tons. The recerd production in 1964-€5,
[

iution, wes due to unusually good wSatRer (i.e., rainfail that was

. neither too little nor too much), In the mex: fwo vears, 1S65-66 and

1666~67, there was widespread drought and producticn dropped near to fth=

w

e 3-1, recent experiznce From 1268~6S to 1273-74 s

TABLE 3-1

PRODUCT 101t oF FQUDGRAINS, |968-69‘T0 1973*74, !ND!A
Hitlion Metric Tens)

by
i

Crop  1968-65 1969-70 1970-71 _1571-72  1972-73  1¢73-7k
! Rice 39.76 KG.h3 42.o% £3,07 3€ .63 k3.7
2 Yheat 18.65 26.09 23.83

-

3 L5 5.10 € .21

£ 7.7 . b

: 7.72 (- 93,
£ 5.2 380

3

‘ .06 571

. s G .49 Sy
L 165,17 95 90 1650

G g Commiscior
(Kew Delni:
Sicueticn:
L
Gz con observe thot n ot crops, except melize, ther s wog o cteady

Hopper , '
55 (4

Prior to the green ravo-
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Increase up to 1972-73. In that year, there was widespréad drought and
production in all crops except maize dropped near to the 1968-69

level. The growth rate for total ?oodgrains in this period is 1.02 per

i

cent ser annum. The conclusior T2 that the g-owih 'n food-graids pro-

{

duction has been neither steady nor significant since the First Five
Year Plan and-the major setbacks have been due to bad weather (i.e.,

dfought),

. . i 1 ‘
0f greater relevance would be an analysis of the contribution

of growth in area sown and growth in productivity to growth in pro-
duction. John Mellor has shown that in the first two plans (13951-61},

nearly two-third:s¥ the growth in production was explained by increase

- )

In area cultivated.  That such is not the case for more recent years

Is substantiated by the data presented in Table 3-2. Table 3-2 shows
thé All-india compound growth rates for foodgrains for the periods
194950 0 1964-65, 1964-65 to 1970-71, anc 1949-50 to 1970-71.

| A qulck g?aﬁce af the table shows that in all Féodgrains
except pulses, the Encréase in productivity hgﬂ%contributed a greater
percentage ﬁo the growth in producticn than the Eﬁcrease in area sown.

it ts important to note that growth in {roductivity contributed 8C.7

(0]

oF

per cent to the growth in production during the seriod 1964-55

1870~71. t: is in this period that the goverrment began to actively

encovirage the adoption of the new technclogy. The intensive Agriculture

Bistrict Programme had started -in 19€0 and by the beginning of the

R S -

]John Fiel for, The Economics of Agricultural Development
(Ithaca, N.Y.: Cornell Univ. Press, 1966), p. 3.2, quoted in Uma Lele,
"“The -Pules of Credit.and Marketing in Agricultural Development'', in
Agricultural Policy in Developing Countries, ed. by N. lIsYam (London:
Macmillan Press, 197h4), p. k15,
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period under consideramion had begun to affect the productivity of food-
grains. By 1964-65 in three dlstr{cts under 1ADP, for Instance the
yield increases of the prnnc:pal crop were of the order of 55 per cent
(Aligarh), 64 per cent (Mandya), and 95 per cent (Ludhiana) compared
to_the prepackage period.] ?Inally; by 1967-68, '‘the yield of all
Important crops showed 3n upward trend and the increase in. the average
yield of paddy ranged.from 6 per cent to 52 per cent and that .of wheat’
from 40 per cent to 60 per cent in the IADP distr:cts 12 Even(;ifh o
the qualnf:cat:on of bad weather (nnadequate rainfali;, there had been
a.definite increase in productuvuty due to the employment of the new
technology. . R |
This .trend (the growing importance of productnvnty or yield
Increases to growth in production) can not be seer: as clearly in data
for varicus states in India. Singh and Slrohi'present Statewise com-

L}

poﬁnd growth rates for area sown, pfoductivity, and broduction for fhe
perlods 1956-57 to 1964~65 and 1965-66 to 1972-73.3 'jt is crucial to
note that 1965-66 and 1972-73 were both years of widespreed drought;

consequently, the production growth rate over this period is measured

en a ?*rough to trough' basis. For our purposes, it is relevant to

calculate the percentage of growth In production due to Increase In
i T S

IR C. Dwivedi, New Strategy of Aqucultural Development,
{(Meeruz: Loyal Book Depot 1872), p. 28.

Z'b'd, p. 30. A ,.5/,:(1',' \\

3C B. Singh and A.S. Sirohi, "Disparities in Agricultural
Grmﬂth and Equity in india", Indian Journai of Agricultural Economics

XXX (July-Sept 1974) , pp. 23k-247.
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productivity as opposed to increase in area sown. This was done for

, Andhré Pradesh and India; these figures are presented in Table °3-3.

CONTRIBUT ION OF GROWTH iN AREA AND YIELD TO
GROWTH IN PRODUCTION FOR SELECTED CROPS .

"
y

TABLE 3-3

CALL=INDIA
Rice Bajra Wheat Maize
Prody Area Prody Area Prody Area Prody Area
1956-577 | | - |
to 55.6 33.3 92.5 . .76 58.7 24.8 55.8 38.3
1964-65 " . )
1965-66 . . .
. to  85.8 13,4 110 - -10 47.6 . 49.0 19.6 79.2
1972-73. :
-ANDHRA PRADESH 2
Rice Bajra Wheat Maize
Prody . Area Prody Area Prody Area Prody Area
14
1956-57 ' - ‘a3 :
to 43.3  48.8 105 51.7° 23.7  89.1 95.4 .66
1964~65 : ~ : ' :
1965-66 a . : _
to 232 209°. 56.1 45.7 - - 67.8  31.1
1972-73 ' ' ‘

" MHotes: a.

Source:

On the All-Indla basis in paddy and bajra the share of productivity

increased between the two periods.

There seems to be some inconsistency in the data as growth
In area sown plus growth in productivity does not even
roughly equal growth in production fer bajra in time period
one and for rice in time perjod 2 at the Andhra level.

€

Compiled from Singh and Sirohi, ''Disparities In Agricultural
Growth'', pp. 238, 241, and 243. '

Contrary to earlier data in

Table 3-2, the share of productivity for wheat declined between the

34



35

two perlods.] Since there seems to be some ‘inconsistency in the data
at the Andhra level, I have calculated linear growth rates for the .

perldd 1964-65 to 1970-71 from indices inMEhe Statistical Abstract

of Andhra Pradesh, 1973; these growth rates are presented in Table 3-4.

TABLE 3-4 >

LINEAR GROWTH RATES OF PRODUCT ION, AREA, AND .
YIELD FOR FOODGRAINS IN ANDHRA PRADESH,
1964-65 TO 1970-71 ‘

Crop . . Prod.- - Area ¥4 {P}ody ) '%‘
Rice - ' -.7h L3 k1.3 . -1.0: 135
Jowar 2.5 49 19.6 -2.9 -116
Bajra : o .69 . =52 -75.4 1.3 118 '
Ragl -3.6 -2.4  C 66.6 - -1.3 36.1
. Wheat 22,7 .56 2.5 21.4 94.3
Foodgrains -.60 S .08 <133 . -.67

Source: Compiled from Government of Andhra rradesh, Statistical’
Abstract of Andhra Pradesh, 1973 (Hyderabad: Bureau of
Economics and Statistics, 1973), pp. 75, 77, and 79.

\\ » ‘ ) : ’ t
‘A cursory'glance at the the table reveals that ‘Andhra agriculture has

beén fairly stagnant;'AThere has been a decline in'production {H-qlmost
all crops with decrease in productivity being the major céhtributor
to thls trend in all crops except ragi. ‘

. A COncIusion of this analysis is that change in productivity £

has been the crucial variable in change in productioh rather than

L4

]Thls statement is not a true interpretation of the data .
because the increase in production in wheat was due to a great
Increase in area cultivated. Consequently, productivity may not
have actualLy declined but was offset by the increase in area
cultivated.



36

change In area.sown, yef productivity chénge has not seemed to_havé had
a positive effect on growth iIn productioﬁﬂ The‘whole discussion on
wﬁether there has béen‘a "green revolution'' may be worthwhile to
mention at thiS'péint. The crucial point as mentioned'by‘T.N.
Srinivasan is that, as paraphraséd by Dantwala; ""the tfend“rates.of
growth\in produéfion as well .as productivity before and after the
'Green Revolution' (1964-65) do not differ materially, except for
wheat.“] Griffin, extending Srinivasan's data, comes fo a similar
conclusion. He concludes that though thére m;y have beén raﬁ?d‘ex-
pénsfon|invsome areas of the wérld, on the whole,»there has been ho
widespread green revolution.z: One must keep 'in mind, however, as
Lester Brown pbintsnout, that without the new cereal ﬁechnology, growth

3

rates in foodgrain prodhction may have been even léwer. Though there

may not have been the revolutionary increase in agricultural oufput
‘as forecasted by the exclted proponents of the ''green revolution'', one
can not deny that the new technology has had an ‘impact on agriculture

on the input siae, particularly in those areas of India where the new

seeds have been adﬁpted.: - _ iy

The Agricultural [nput Sector

Dantwala would argue that there has been an-''input

revolution' " in Indian agriculture (i.e., increased use of modern inputs).h

¢

"Dantwala, 'Preface'’, p. 35

2

Keith Griffin, The Political Economy of “Agrarian Changg; p. 10.
3

Lester Brown, By Bread Alone (New York: Praeger, 1974), p.-145.

hDantwala, “'Preface', p. 40.



To encdurage‘such‘a revg]ption, the f[Qe yeér-plans beginning with the
Third FiVé Yéér Plan~(1962;63 to 1967-68), bégan to place greater |
emphasis on such inpuf; as fertilisers; high-yiélding variety seed,
and»frrigation. What progresé has there béen in the consumption of
these Inputs to substantiate the claim of an ”inpﬁt révolution“?

‘ %he-input that may be considéﬁéd the cénter qf‘the new
\éechnoldgy is the high-yielding varietyvséed. Crucial to the diffusion
of the new technology is tﬁe extent of acreage under the high-ylelding
varieties. The increasé'ih the area éovered under_the High-Yielding‘

. Variety Programme has been satisfactory. | In the Fourth Five Year
Plan, the increase was to be\from a base- leve] of 8. 55 milllon hectares
to a target of~2h.l ‘million hectares. Tablg 3-5 shows the actual

4

versus the targetted acreage.

{\ TABLE 3-5
. PROGRESS OF AREA UNDER HIGH YIELDING VARIETIES, INDIA
(mllllon hectares)

- Fourth ‘ : ‘
Crop 1968~ Plan 1969~ 1970- 1971~ 1972~ Likely
. 69 Target 70 - 71 72 73 1973~

. ' Estimated 7L

Rice  2.60  10.10 &34 5.5 7.4  8.64  9.50
Wheat 4.80 7.70 4,92 . 6.48 7-86 10.24 10.80
Malze bo 1.20 - .h2 .46 by .50 .60
Jowar .70 . 3.20 .56 .80 .69 90  1.10
Bajra . .70 2.80 1.16 205 1.77 2.25 3.00
Total . 9.20  25.00 11,40  15.38 18.17 22.53  25.00

xSource:’ Draft, Fifth Five Year Plan, 1974-79, Vol I}, p. 1

Except for maize and jowar, the area has exceeded or cldsely

‘appfoached the plan target. Though progress has’been Satfsfactory,
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the Impact of using more acreaéé in h[gh-xtelding‘varieties‘on production
has not been prqportionate to.the'amouﬁtiof land under this progfamme.
This hés heen dué to probléms with tﬁérvarfétiés themselvés aﬁd the
Jack of availability of otﬁér rélétéd fantS:

| Parthasarathy<présénts'data on thé progress of HYV in Andhra
Pradesh.] His Findjhgé are that“theré was significant érogress in the
rabi (winter).ééasbn compared to the kharif (monsoon) season. For
‘examplé, in kharif 1970-71, thé pércentagé,of area undér HYV paddy com;
pared to the total atea.undér-paddy was 9.67 whereas in rabi ]969—70, the
'pércentage was -35.44, This is in keeping‘with a general trend néat:ion-~
wide.2 Under the crép loan system, prfmary credit co-operative
soéieties have entered into‘the distribﬁtidn»df these seeds.

Thé benefits of sQwing HYV seeds depends greatlynon the

correct employment of %erti]isers. The performance of fertifiser
copsumption is shown in Table 3-6. Though thére has been a steady
increase in fertiliser consqmptioh, the ach?evemgnt has been below

- the expectations of government planners. For example, the target for

]G; Parthasarathy and D.S. Prasa$; “Season—Wiée Progress of
High-Yielding Varieties in Andhra Pradesh: Role of Economic Variables',
Economic and Political Weekly, V1, 39 (1971}, pp. A-117-122.

i 2 Factors contributing to this trend are environment conditions
are better in rabi season (i.e,, more assured water supply) and product
prices are lower in kharif season. See Randolph Barker and Mahar
Mangahas, 'Environmental and Other Factors Infiuencing the Performance
of New High Yielding Varieties of Wheat and Rice in Asia", Agricultural
Development in Developing Countries, pp. 225-236; and Parthasarathy

and Prasad, ''Season-Wise Progress', p. A-122 respectively.

38



39

TABLE 3-6

AL.L-INDIA CONSUMPTION OF FERTILISERS

o

b Fertiliser

thrdgen ' 'Phoséhate Potassium Total
. lakh tonnes®

196667 2.h 2.5 S 6.0
196768 - .10k - W ' 2.0 16..8
1968-69 12.08 3.82 .70 17.60
1969-70 . 13.56 k8 2.09 " 1983
1970~71 BRUNEE - 5. 2.36 - 22.56
1971-72 - 12.98 5.58 13.00 26.56
1972~73 18.40 5.81 3.48 27.69
1973~7k - 19,70 ' 6.20 b.10 30.00

Notes: a - lakh tonne is 100,000 metric‘tons.

=t S

‘Source: Draft, Fifth Ffve Year Plan, 1974;79, Vol. I'lt, p. 4.

total fertiliser consumption in the Fourth Plan was 55 lakh tonnes]
whereas the actual consumption is anticipated to be 30 lakh tonnes.
This discrepancy between targetted and actual consumption figures is

due to many problems. The more serious fertiliser problems have been

»

shortacas in productioh, distribUtiohal lags, and the fact that ''the

application of férti]iier has been.around halﬁfof reéommended»dosage

J

in terms of nitrogenous and about 1/3rd in tg}ms of phosphatic and
/ .

ilz

potassic Tertilizers The Fifth Five Year Plan envisages an expansion

. / '

of distributional Facilities from the port to the village. The co-
operative society Is seen as playing a q#ucial role in encouraging
this expansicn of Fertiliser consumptjon by being the primary retail
— /

3 . . . .
- .- Government of India, Planning Commission, Fourth Five Year

Pién; 969-74 (New Delhi: 1969), p. 121.

-ZDrafplrfifph Five Year Plan, 1974-79, Vol. 11, p. bh.
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depot for ferti]lsers}
Another important and related input to the success of high-
yielding varieties is frrigatfon. Although,mosf of india is still dry¥
land, progress in irrigation has been relatively successful. Table

3~7 shows the irrigation .potential and the development up to 1970-71.

TABLE 3-7

DI - DEVELOPMENT OF 1RRIGATION
" (000 hectares)

Andhra Pradesh ' All India

Total cropped : ‘
area In 1968-69 12,456 . : 159,160
Ultimate irrigation
potential : :
major & medium _ 6,475 4s, 557"
minor ' : 3,846 . 36,440
total 10,321 . 81,997
- Development up to ' '
1970-71
major & mediu 2,539 18,877
'‘minor : 1,690 : 20,092
total . h,229 38,968

Deve lopment on

completion of all : ‘

major and medium L, 995 . 49,271
project under )

construction

1~

Source: . ‘''Green Revolution or Grey?"', Eastern Economist, Annual
Number, 1973, p. 1394. - '

Andhra Pradesh has Fea]ised 41.97 per cent of its potenfial (i.e.,
4,229,000 hectares developed 'n rzlation to 10,321,000 hectares
p§téntial); whéfeéé, at the nafiénal level, 47.52 per cent of.the
potential had baen realised (i.e.; 38;969,000 hectares developed fn

relation to”81,997,000‘hectares-potentia}). Table 3-8 shows the
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sources of irrigation for the years 1967-68 to 1971-72 in Andhra

Fradesh,

TABLE 3-8

LAND IRRIGATED BY SOURCES .OF iRRlGATION
(ln hectares)

Sources of Irrigation

1967~ 68 1968-69 _ 1969-70 1970-71 1971-72

Canals 13,05,866 13,95,063 14,88,169 15,78,825 15,20,888
Tanks 12,20,16  7,73,368 10,70,815 11,12,171  8,12,760
Tube Wells 37,312 . 55,787 62,146 . 65,723 75,52
Other Wells 4,20,245 4,10,989 4,40,381 443,599  4,95,075
Other Sources 1,05,505 82,303 1,27,935 1,12,699 96,324
Total  30,89,34k 27,17,510 31,89,446 33,13,017 29,97,568

Source:; Statistical Abstract of Andhra Pradesh, 1973, p. 29.

In most statistical tables, major irrigation-is definéd as irrigation
by canals. This soﬁrce of irrigation has contributéd on the'average
h7,6'per~centlof total irrigation iB fhe_period 1967-1972. Minor
irrigatipﬁ¢i$ defined as tanks,rweiis (tube and other weiis); and
other sources (culverts ana channels). On the average, these sources
héye contributed over half of total irrigation. Primary credit co-
6perati§e societies give medium-term loans for tHe purposes of con-
structing chanﬁeis and culverts and installing diesel éngineé and
eiécffic motors.

Thé conciﬁsioﬁ.of this analysis is that Nof f-Farm'" inputs
have beén increasing in importance; éssociatedkwith this, change in
productivity hasfbecoﬁe-the crﬁciai variabie for changes in pfoduction;‘

‘Con5umpt|on of these 1nputs has been increasnng but whether the

'performance has been sufficnentiy PmpreSSive ‘to be labelled as an
’ £
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“Input revolution" is debatable. The government plans have
recognized the importance of primary credit co-operative socletles not
only in the distribution of these inputs but in meeting the addltionai

credit requirements which are a result of the use of these inputs.]

Role of Primary Credit Co-operative Societies

\ by .
~ Ih the Distribution of Modern Inputs

That coldpe}éffﬁés aré incfeasing in importance can be dis-
cerned by Variduskfactors; such as increased outlays in the Five
Year Plans as well as growth in the number of co-operatives, the
»AﬁUmber gf villages covered, and the number of loaﬁs disbursed. The
first indicator to bé’examined is the amount of outlay allocated to
the'co-operativermovementvjn the‘fivéﬁFive Year.Plaqf. Table 3-9
preseﬁts thé outlay on agricultural and allied sectors and on the
co*opefative';ectof'at-the national aﬁd stateblgvel.

The relative or‘;::centagé outlay on co-operation iﬁcreasgd
slgniflcantfy during the Second Plap and decl?nea sli§htly ig{;he
Third Plan. One possible exblaﬁation'is that the plans to introduce.
the lADP»(which was bégun.fn 1960) were befng cemented in the Second
Plan and so outlay on co-operation was‘lncreased to strengthen.the
co-operatives. Though the targétted expenditqrg share\for'the'Fourfh‘
Five Year Plan was 6.8 per cent, the actual.expenditure 0n'co*
operation was 254 Frofes compared to an expendipure.of 34é6 cro}e§ on

agricultuyral and a]lied>5ectofs-—a relative share of 7.4 per cent.

Co-operation at the natlonal level has been of consistent impdrtance‘

e e (S . .

TFourth Five Year Plan, 1969-74, p. 158.

Rl
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in the plans. For Andhra Pradesh, data previous to the Fourth Plan

were not available. One should note that the outlay in the Fifth

-3

Flve Year Plan decreased slightly.

TABLE 3-9

OUTLAY? ON AGRICULTURE AND' CO-OPERATION IN FIVE
YEAR PLANS AT ALL-INDIA AND ANDHRA PRADESH LEVELS

Outlay on Outlay on Pereentage
agriculture  co-operation share
Plan and , 3/2

allied sectors

(Rs. croresb)

o ALL-INDIA '
lst Ff&e Year Plan - 290.0 5.0 ‘ B A &
2nd Five Year Plan - 530.0 38.8 v7.3
3rd Five Year Plan 10680 711 6.7
bth Five Year Plan  2217.5 1514 6.8
5th Flve Year Plan h730.0  423.0

ANDHRA PRADESH

bth Five Year Plan 65.48 1.9

oW,

5th Flve Year Plan = 159,97 ™ 25.0

Notes: a - -outlay is defined as expected expenditure, not actual
‘ expenditUre
b ~ crore is defined as ten miltion rupees.

‘Sources: Third Five Year Plan, 1963- 68; Fourth Five Year Plan, 1969-74;
‘ Draft, Fifth Five Year Plan, 1974 70, and Government of
Andhra Pradesh, Planning. and Co-operation Department, Fifth
‘ 1Flve Year Plan 1974 79 Draft Out]|ne (Hyderabad: 1575).

The general progress of the co—operatlve movement is presentec
" In Table 3-10. The number of societies has declined steadily from a
peak of 212 OOQ ln 1960- 61, prlmarlly due to the need for rationalization

'and enhanced vnabll;ty Progress in the number of villages covered
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has not been very significan: with 86 per cent of the villages being
covered by the co-operatlves in 1972-73 compared to a figure of 85 per
cent in 3969.g The rise in-membership has been quite significant, but

the percentage of borrowing members has actually declined from the

)

peak of 52.5 per cent in :960-61, to 38.9 per cent in 1972-73. Related
‘to this problem is that, though the absolute figures on loans extended
shew a significant ircrease (Rs. 2L crores in 1951-2 to 776 in 1972-3),

co~operatives only met 30 to 35 per cent of the credit requirements
of the farmer.® The Fifth Five Year Plan envisages an increase in this
share to 40 per cent by the end of the plan in 1979. Despite increased

emphasis on thz importance of the cc-operatives in the field of ag-

riculture] credit, the performance of the co-operatives in this area

ceems to ve substandard. fAnother area in which the perfeormance of the

co-oberatives ~as been unsztisfactory is the percentége of overdues to
foans outstanding: in 1951-7 it was Zoout of 3b while in 197273 it i
368.2 oux éf.978.7 crore rupees. Thougi tﬁere has been a drop from
1971-72 to 1972~73, the overdﬁe:»ﬁercen:age'of 37.6 is still quite

wigh i7 co-coeratives want o achi’eve any reason:bl: standard of

internal efficiency.  An ercouraging pont is that che absolute fevals

©

¢ chare capite. and ceposics have ircreased signiiicentiy; moreover,
government's share capital hacs stayec Teirly conscont (.o, at | ;
creres in 1952-7 versus 1004 i 1572-3).

LF omarcicular relevance to thic study is an examinatior of the

Dartwes o, YR evacz', n, 3.

v 9l ,
)A B
4
. ,
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role of the,primary:credif co-operative societies In the distribution
of various modern inputs. In Table 3-11 data are presentéd for the
following four inputs: feriilisers, seeds, agricultural machinery and
Ehp}ements, and pestic}des and fnsecticidés.

ot

TABLE 3-1%

VALUE OF INPUTS DISTRIBUTED BY CO-OPERAT IVE SOCIETIES

! tem | 1960-61  1967-68  1968-69  1371-72 1973-74% .
' (Lakh Rupees)
Fertiliser 28" 138 200 300 350
Seéds 3 26 23.48 L5 60
Agricultural '
impliements and - 6.82 6.563 i2 15
mach}nery : ‘ ' ' .
Pesticides and o : o e
insecticides ,26'28 22.13 0 25

Hotes: a - Anticipated

Source: CcmplIed Torm Draft, Fifth Five Year Plan 1974—79, Vol. |1,
p. 97; and Dwivedi, New Strategy, p..252:

Distribution of thesc inputs by co~operatjwv been steadily in-
, v i

A

creasing. The share of co~operatives in,;h‘aﬁotal fertilizer trace in
India has been fairly Steady at 60 per cent. A more detailed table,
Table 3-12, for the netion and Andhra Pradesh also inciudes the lcane

given for irrigation purposes. Loans given for trrigation forme 17k

Porocent of the medium torm {oans extended in Andhre and 5.2 Lur cens

in India.” For minor irrigation during the Fourth © co-operatves
E 1 Andhras P ;3dn (‘h Je o =d -~ s 28 7 ~ eoe
it andarg Pradesh were =Upposed to provide 28.7 par cent Che

i i . gy

i, o. 97,

[N e ' et
Draft, Fifth Five Year A, 1974-79, vol. |

2 ' . . e :
Reserve Bank of India, Statistical Statements, Part L. p. 103,

ez



TABLE 3-12

VALUE OF INPUTS DISTRIBUTED BY

PRIMARY CO-~OPERATIVE SOCIETIES IN 1972-73
(thousands of rupees)

Seed | Andhra Pradesh India

Seed 6315 , , 8,54,80
Fertiliser 1,43,61 150,13, 31 R
Pesticides ) 8,30 - 6,58, 26
Implements _ 3,93 1,23,83

Others . 18,83 : 9,88,79
Sinking.of wells . ,

and repairs 24,60 <11,k 30

Purchase of. machinery . v
(pumpsets for irrigation) - 25,25 - 13,50,31

Source: Reserve Bank of India, Statistical Statements Relating to the

Co-operative Movement in India, 1972-73, Part |, pp. 99 and 103.
7

expenditure through lcans. In the Fifth Plan, the figure dropped to

28.7 per cent.r Nevertheless, co-operatives play a substantial role

in the financjgg}o% irrigation projects.
A fhe %act that co-operatives have entered into the distribution
of modern inputs is undeniable. The crucial question is how significant
such progress has been. A clear cut answer égh not be derived because
the data are inadequate. The one inbut in which the primary co-
cperative society has o significant share with respect to distribution
is fertiliser. &ven with incomplete data, however, one might postulate

that the share of Zhe credit co-operative society in the distribution

of the Yof f~farm i-puts" (except for fertiiiser) has not heen significant.

This insignificant progress may partly be explsined by prohlems in the

L L U
'Fifth Five Year Pian 197L-79, Draft Qutline, p. 266.

k7



structure of thglco-operatives themselves, prohlems in the structure

of the rural economy leading to an unwillingness to utilise the co-

operatives, and problems in the production of these modern inputs.
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CHAPTER IV

" AN ANALYSIS OF THE PERFORMANCE
‘ OF THE PALMAKUL CO-OPERATIVE RURAL BANK

¢

Thé main purpcse of this chapter will be tc ewvaluate ihe
perforhance of the Palmakul Co-operative Rural Bénk. The discussion
will begin with a description of Hyderabad District, in whi;h the
Palmakul co-operatfve society is located, and its agricultural economy.
In addition, the characteristics of the-vil]ages served Ey the Rural
Bank will be delineated. The pérférmance/of the co-operative society
will be evaluated on the basis of certain eFffciency and equity criteria.
Finally, an attempt‘will,be"made to de}inéate the power structure of
tHé co-operative society and to define its relation to the existing
power structure in the area. Such an analysis will hopefully shed

light on the problems facing co-opérative societies.

The Agrfcultural Economy of Hyderabad District

vaderabad ?Est%}ct is Pocéted in the wéstern portion of the
state of Andhra Pradesh (seebFigure 1-1). The district is unique as it
is dominated by the twin cities of Hyderabad-Secunderabad. The-urbaﬁ
characéer.of the district can be discerned from the fact that with the
smaf!est area (7,707 sq. km.) of all the districts in Andhra, it has
the highest numbér of towns (17), the hiéhest population density
(362 people per sq. km.), and the highest percentage of populaf}on in

an urban area (63.8 per cent).] Therefore, any analysis of this dis-

trict must be sware of the essential urbar character of the area and of

1Cc‘:"ig‘)iled from Statistical Abstract ¢f Andhra Pradesh, 1973
Table 1.3, p. 8.
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the effects of the metropolitan area on the rural hinterland.

Geographucally, the district is .situated at the eastern end
of the Deccan Plateau. ! Though in this area there are no mountains,
the plateau slopes are not condUC|ve to cultlvatron due to poor soils
.anc a highly variable rainfali. In as%essing the agricultural

economy, therefore, two important varrables to consuder are soil and

rainfall. Much of Southern India, including Hyderabad Dlstrlct has

’

. red sand or gravel]y soils whlch are deflc1ent in organic matter and

- plant. nuxrients. Slnce these soils are»of such poor quality, fallowing
Is requfred at least twice every three years. .Furthermore; these soils
are best suuted for the<cultivation of inferior careals such as sorghum
fand mn?lets. |
The other Qariab]e, rainfall, is also not'very,favourabla
in this districr. ,The normal rainfall in this district is only |
778.5 mill imetres (about 30 inches) compared to 890.3 millimetres for
the state. In Hyderabad District, there is a high variabllity in rainf

fall as seen by the fact that there were 1010.3 millimetres of rain in

1970-71 whereas in 1971-72 there were only 586.3 millimetres.2

A factor that may explain the variability in rainfall is the

dépendence in most of India on the south-west summer monsoon for a
large portion of the annual rainfall (in Hyderabud District, the south-

west monsoon provides 70.7 per cent of the annual rainfall). Conse-

R e S —

2

?The discussion in this paragraph is based on materia:
presented in Jasbir Singh, An Agricultural Atlas of India: A Geo-
graphical Analysis (Kurukshetra Vishal Publications, 197h).

2Statistical Abstract of Andhra Pradesh, 1973, p. 4b.
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quently, when the south-west monsoon is erratic, the consequences on
‘agriculture in this diétrict may be disastrous.I |

| Coméounaingbthis problem islghe lack of irrigation facilities
to'provide an adequate and assured water supply. This problem is‘
“crucial in view of the fact that only 13‘per‘centiof'the gross sown
aréa In Hyderabad District for theiyear 1971-72 was irrigated. n
'otherFWords, 37 Szr cent of the totaT éropped area wss completely
depéndeﬂt oﬁ rainfall. Furthermore, the irrigation faci]itieé available
were mostly of tge type that depended directly or indirectly 6n rainfall
as shown in Table L-1. .This tablé_presents the sources@of irrigation

for the year 1971-72 for Hyderabad District and Andhra Pradesh.

TABLE 4~}
SOURCES OF IRRIGATION FOR 1971-72

(per cent)
Type . ’ Hyderabad Andhra Pradesh
Canai'irrigafion 7.3 50.7
Tanks , 26.9 27.1
Tube-wells ' ; neg ' 2.5h
Other wells 61.5 16.5
Other sources L.3 3.2

Source: Compiled from Statistical Abstract of Andhra Pradesh, 1373,
p. 93.

EA major problem is that since a large portion of the rain
ccmes in such a short span, much rainfall is wasted as run-off. More-
over, since the distribution of rainfall is uneven over time, there: is
a great likelihood that water will hot be available when needed. This
Is especially crucial as agricultural functions are dependent upon a
rellable source of water. ‘



Canals, tubewells, and other sources are not very important
Irfig;tion sources in Hyderabad District whereas in the state, canals
are very definitely an important source.. The major source of irriga-
tion In Hydérabad District is ‘'other wells! {(61.5 per cent) which are
heavily dependent upon monsoon rainfall for recharge.

In short, Hyderabad District faces the préblems of poor soiI;
highly Qariable (in absolute tefmé) rainfall, and inadequate irrigation
facilities, The agrfcultura] economy. of such a district can not be

1

expected to be very exceptionalyéxéept for whatevervbositiVe influence
the urban area has on th;\agrlcultural ecoﬁomy of the hinterland.

Mény variables can be considered wheh evaliating the agricul-
turai ecénomy of an area. For our purposeé, the crucial variable to

consider‘is the cropping pattern. The cropping pattern for Hyderabad

District and Andhra Pradesh for 1971-72 is denicted in Table 4-2.

TABLE 4-2

PERCENTAGE OF TOTAL AREA CROPPED DEVOTED TO PRINCIPAL CROPS,
‘ 1971-72 '

(per cert)

Crop ' : - Hyderabad State
Rice - ' ., 10.5 25
Jowar | - 33.3 20.0
Bajra Loo2.7 b,
Wheat | .95 6
Malze 2.1 A 2.14
Ragi | 2.15 ' 2.15
Jotal Foodgrains 56,3 . 58.1
Pulses 13;1. 10.6
iergetab}es 4,7 2.8

Source: Compiled from Statistical Abstract of Andhra P,iﬁeshj 1573,
Tables 4.9, k.10, .and L.72.
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The percentage of cropped area devoted to foodgrains for Hyderabad
Dfstrlct is 56.3 per cent which is essentlally the same as the state
Figure (58.1 per cent). Jowar (sorghum) is the most important crop for
Hyderabad District as seen by the fact that the area devoted to fowar
@S percentage of the total cropped area is 33.3 per cent comﬁared’to.
ﬁhe state figure of 20 per cent. The area devoted to rlce (10.5 per
cent) issignificantly less that the state average (24 per cent) due
to the poor soil and inadequate irrigation facilities of this distr}ct.
For vegetables (4.7 per cent) , wheat (.95 per cent), and
pulées (13.1 per cent), the area under cultivation is relatively
higher in Hyderabad Distrigt;fhan in the state. An explanationiwhy
pulses are of greater importance in the district thanlin the state
is that the soil is better suited for this crop.' Th percentage of
area devoted to wheat is surprisingly high and a pos? ble exp]qnatton
Is that farmers who are acqu:rung pumpsets are changéng their cropping
pattern with bias towards wheat in this area becauéetﬁf”th
potential profitability of high yl=ldnng varieties of this crop
Flnal?y, the reason why the area devoted to vegetabies is higher in
Hyderabad District than the State is the inffueﬁce of the Hyderabad

3

metropolitan area.

]Slngh, Agricultural Atlas, p. 36,

In my research | found that farmers who acquired pumpsets
changed cropping patterns with an increase in the area under wheat.
See Appendix B for greater detaijl, :

3Sa,e S Manzoor Alam, Metropolitan Hyderabad and Its Regions:
A Strategy for Development (London: Asia Publishing House, 1972) for
@ more detailed discussion.
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In additidn‘to the cropping pattern, it is also important to
study the yields of the crops in the district to make any jﬁdgement on
‘the agricultural économyvof the area. In 1971-72, the vields in nearly
all crops in the district were among the lowest 'n the state. Evgn in
Jowar, the most importaﬁt crop in this district,'the‘district.yield
(354 kg. per hectare) was the four+h lowest in the staté,] Overall,
Hyderabad District can not be considered as one of the more productive
égficu1tura} areas in Andhra.
| This point of view 55 fu;the; sﬁbstantiated when gne(?ooks
at other variables such as intensity of cropping, intehsity of irriga-
tion; seeds used; and the availabl]ify of modern Farm'implements.
Intensity of cropping is well below the state level (an index number
of 103 compared to 112); similarly, the proportibn of net sown area
which is'irfigated is 11.96 per cént Fbr'thé district compared to the
state average of 2b per cent; Cultivation in this area is largely
depeﬁdeﬁt'on tFaditionaI.implements;. The high yielding vafiety of
paddy used in this district is one of the lewest yiefdfng} By ail
standards, Hyderabad bis;rict is a relatively underdevelobed area.

To cbncluae, our ana]ysis has shown that Hyderabad District,
though influenced by the ﬁetropo?ifan area, is not hjghly developed in
terms of agricultural productiveness due to the difficulties caused by
pobr"soil, climate, and the lack of adequafe irrigation facilities.
Because of the urban infiuence, infrastructure such as roads and pawer
may be well developed but from our analysis, we can conclude that the

agriculturatl economy of this district is lagging behind that of most "

iStafistica'&‘ Abstract of Andhra Pradesh, 1973, p. 82.



othe- districts in the state.

Description of the Villages Served by the Palmakul Society

The Palmakul‘Co-operative‘Rural Bank is situated in Palmakul
and covers eleven villages within a radius of five miles. The actual
d]%té;mc of Palmakul fr~r dyderabad is 20 miles or 32 kilometres; the
journey from raimakul to Hyderabad by bus takes just over one hour.
Paimakul is ~ituated or the HyderabadTKurnoél highway and, therefore,
there is frequent bus service td tEe village. There is also train
service but the most.frequent]y used methods of transpcrtation are
\ !
bus and bullock cart. Marketing faci]ities are availab]o at Shadnagar
(16 km.), Shamshabad (18kkm.) or Hyderabad (32 km.). Palmakui also has
a weeklygmérkef. et is important to note fhat Sﬁadnagar has such
important facilities as a hosﬁital,hdigpensary, health centre, and

“gh‘school. Pa&makul and its surrounding villages have the benefic:
a variety of services'at not too great a distance.

Ail the  l'ages in this study are in the‘Hyderabad West
ta?uqa.] The soil «..! climate of the eleven viliages are not fun-
damentai]y‘different from that of Hyderabad District. On the other
hand, the sources of irrigation in the villages vary somewhat from
that of the district. Table 4-3 pfesents irrigation and other agricul-
tural particulars of tﬁe eleven villages. fanks are an important source
of irrigation in ;almakul (73.3 per cent) and Madhanpally (59.5 per
cent). Vells have the greatest importance in Timmapur (78.9 per cent),

Mallapur (69.0 per cent), Jukal (72.7 per cent), and Nanajipur (79.2

£y
* 3

.. "A taluga is a subdivision of the district and has tradition-’

ally been a revenue collecting unit.

e

~y
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TABLE 4-3

PARTLCULARS OF THE VILLAGES SERVED BY
THE PALMAKUL CO-OPERATIVE RURAL BANK

Total Total % of % of ¥ of No. of
area iirigated area area area  agricul-
{acres) area ;under under oil under - tural
(acres) tanks engines wells families
(%) ((%) (%)

" Palmakul 2501.14 578.55 73.3 - 16.2 10.4 293
Madhanpally  1534.08 126.00  59.5 1.9 28.6 185
Muchintal 1300.00 84.00 50,0 = - ©  50.0 154
Pedda Thupra 1726.00 164. 01 43.3 14.2 42.7 300
Timmapur 1484 11 190.0 - "= 2147 78.9 189
Kothur 2315.29 184,00 32.6 19.0 48.4 176
Teegapur 1131.18 73.19 51.2 2h.6 34,2 96
Mallapur 94118 145,00 = - 31.0 69.0 120
Gudur 1553.00 103.00 35.0  21.4 43.7 139
Jukal ~2000.00 165.00 9.1  18.2°  72.7 200
Nanaj ipur 1200.00 53.00 - 20.8 79.2 135

Source: Pa]makul Co-operative Rural Bank.

per é; ). -0il engines cdnt%ibute ardund one=-fifth of total irrigation
! : )
In a:jiikgaiI villages, excgpt ithuchintal whefe there are no oil
'engines;: Tﬁgse ffggreﬁuare b?sicé}ﬂy consistent with the figures shown
for Hyaerébad B?stricf earl?grff The oné sﬁrpfféing fact is that oil
engines are of greaplihéqrtaﬁée‘in this area buf do not show up in the
data for thé dﬁstrfct in 1971-72.:'A reason is that most of the loans
fof‘oilveﬁgines were isSued'in 1970-71 and f97]-72 in the Pélmaku]
5%fea.w lf would appear that the society;‘thrf\ 1 its actions, has

' 'éffécted the importahce of the sources of irrigation in this area.

Detai!s on the cropping péttern were not available for these °

t

k villages. Table h“h? which is based on the details of loans given to
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interviewed members, shows the percentage of ciropped area devoted to

princlpal crops. This table is a close approximation of the cvopning

pattern.

TABLY e

CROPPING PATTERN OF THF V i‘LL/\GESa

(per cent)
Crop : Percentage :
Rice ' 17.6
Vheat » | 7.7
Jowar o . 33.3
Bajra . 3.2
Pulses - v 3.
Groundnut : : 4.y
Castor ’ ' : 3.1
Safflowers 2.7
Vegetables = . ) 5.0
Sesame . .9
Maize . A ;
Dhania 1.3 -

2.2

Chilies

Notes: & - rotal cropped area was 220.66 acres,

" Source: . Palmakul Co-operative Rural Bank.
, p

VWhe_ﬁercentage of paddy is 17.6 per cent which ié shigher than the
district average of 10.5 per cent. For wheat, the dfstrict figure of
.95 per cent ‘is much tower than the figure of 7.7‘per cent for the

~villages. The figures for vegetables (5.0 per cent) and bajra‘(3.2

'pef cent) are a?so higher than the district figures of 4.7 per cent
land 2.7 per cent respectively. For jowar, the fféure (33.3 per cent)

Is the same for the villages and the district. The area devoted to



Suices and oii sesds is significantly leower In the viliages tharn in the
dicirizt. ConseqguenZily. the cropping pattern of the viilages based
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Palmzikul and the surrounding ten villages essentially have
the general agro-economic characteristics of Hyderabad District. MNone
of these viilages are highly developed and the agricultural economy

of these villages ié essentially the sams as that of the district. As
& ~onsequence, the co~operétive society has had to operate in an
economy which depends mostly on an unassured water supply and which
grows mostly low-yielding sorghum and éoarse millets. [Its members zre,
on the whole, farmers'who can not meet their egpenditures with fhe
income fhey receiye frc. the Iénd. A resuit of operating .. =z
relativeiy low productivity area is that the co—operétive society

faces many difficulties in its functioning.

Zvaluation of the Performance of the

Palmakul Co-operative Rural Bank
The Falmakul Co-operative Rural Bank was registered in-1956
e fegistrar of Co-operative Societies of Andhra Pradesh. its
¢ purpose was to promote ths economic'intérests of the members in
acecordance with co-operative princfpiesﬁ Other major purposes were tol

Faice Tunds by receiving fixed deposits, subscribing share capital,

0}

©r borrowing From cther sources (mostly from the Ceriral Co-op.

Canld); to lend o s members st & low rate of interest to Yulvi:. the
.agriculiural production; to grant pcity ioans on the
zeeurity of gb]d and other ornaments; to aect as a ceodission agent
the Central Co-operative Bank (CCB) and receive savings deposits; to

“ct as a cumitission agernt for the associated marketing sociaty;

a
“
o

as a supply agency of fdnputs such as fércilisers and of corsumer

coods such as cloth, suger, kerosene, and oil. All of the PUFrpOSC o

o “ r

ortance cven today except the giving of petty loans on the

m




security of ornaments, a practice which was discontinued in the early

'

1970's. The socieﬁy has not been a very active agent of the associated

(1]

co~gperacive marikei. ng soci

(%2}

ty since there &re noC many comnsicial/casa
crops grown in this area. With the advent of the crop loan system,
the ro]é of the co-operative in the distribution of fertilisers has
increased sharply. The only type of lToan that the society gives for
séasonal agricultural operations is the crop loan on the security of
land or else a surety loan of Rs. 500 for those without mortgagable
land. 'Medium term loans are given for the purpose of sinking a weli,
buying a pumpset, or buying a bullock. |

There are severai bylaws wﬁ?ch requiate the functioning of
the society. One share has a value of Rs. Z5; anyone can become a
member by paying the full amount and an entry fee of Rs. 1 or by
paying Rs. lb and the entry ftee and subsequehtly payfng the balaiice so
~the value of Rs. 25 is reached. Thé maximum share capital that can
be held by & memger is one~tehth of the share capitail of the society.
Funds of the society can be raized by: share capitai; entrance nd

- .

transfer fees; deposits from members =nd non-members; share capital
- , i . - o - . - ,
from Government; share capitel Trom the €CZ; borrowings 7rom the

Govermnent and the UOB or any ocher commercial banl; donations; and

) -

suusidies and grancts. Fixed deposits~=for amounts not fsss than Rs.

4o

N

and for time periods of at least 6 months-- can be received., The

o

paximum credis Vimit is set at Rs. 10,000 where there aire irrigation

i

facilities end Rs. $,000 [n dry areas. Other bylows deal wich the

reasons for cessation of memby + Lip, the powers of the lManaging

t,. . - ) . .
Government here refers fo the state apex bank.,



committee (to be discussed later), the aliocaffon of profits,‘the
types of !oané to be disbursed, and the role of the society as a
Commission agent. |

At the time of registration in 1956, the membérship of the
Palmakul socfety was 194, its share capital was Rs. 2,675, and the
amount of loans disbursed in the following year was Rs. ki,460.
Table 4-7 shows the growth of membership, share capital, andicrop

loans disbursed from 1S64-65 to 1974-75. The membership had reached
\ : .

TABLE L-7

- GROWTH STATISTICS OF THE PALMAKUL
CO-OPERATIVE RURAL BANK

Year Hembers Share Capital S¢®/member Crop Loansb
(Rs.) (Rs.) ~ (Rs.)
1964~65 716 - 29,315 V3
1965-66 726 31,056 5..8
1966-67 721 31,398 43.5 |
1967-68 695 . 33,013 L7.5 208,686
1568-69 688 39,617 . . 57.¢ NA
1969-70 797 64,573 | 6.0 A
1970-71 . 793 24 7ot 108. 1 L42,576
1971-72 861 164,229 121.1 536,682
1972-73 930 122,073 137.3 340,300
1973-74 932 119,624 1284 | 17,9186
1974-75 938 141,718 1511 524,072
Hotes: & - Sc stands forlshare capital.
*b = figures for crop loans disbursed were available only from

196768 when this program was firs: instituted.
¢ = ‘this low figure can be explained bv the Tact that 1973-7L
wWas a drought year.

Source:  Palmalwl. Co-operative Rural Banlc,
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710 by i964-65 and then steadily inefeased (with a slight drop in the

yearé 1967-68 and 1968-69) to 938 Yn 1974-75. The total number of

agricultural Families in the Palmakul area is 1,987 (refer to
Table Q-B)_and, therefore, approximately 47 per cent of the agricul-
tural families are covered by the society. Nearly 77 per cent of the

members are borrowing members. Shzre capital has grown five fold

from Rs. 29,315 in 1964-65 to Gh],;?S in 1974-75. One can also see

\ )

that the share capital per»mem r has ncarly quédruple m

Rs. 41.3 in 1964-65 to Rs. 15141 in 1974-75. The value  crop loans
disbursed has risen from Rs. 208,686 in 1967-68 to Rs. 524,072 in
1974-75.

That the volume of transactions has increased and the

Finéntialqﬁaﬁition of the society become stronger is undeniable. The
crucial question, however, is to evaluate the performance of the

society. The evaluation wil! be based on efficiency criteria, equity

criteria, and an assessment of the power structurc of the society.

e i
Efficiency
The criteria of efficiency for most lending institutions

are wsually the strength of the financial resource base, the per

iThe fcllowing discussion on efficicicy is a narvow
analysis of the co-operative society based on internal pe:rformance
criteria. The more significant question is the impact¢ of the alioca-
tion of credit by the primary co-operative on increased agricultural
production and efficient usé of agricultural resources. Since suf-
ficient data was not available, such an analysis could not be under-
taken. A side issue is examined in Appendix B--the effect of medium-
term loans for the purpose of irrigation (spl MTO) on the cropping
 pattern of the recipient farmers. Though this analysis does not
answer the .. .ader questicn, it does give scuwe indication of the
effect of loans by the co~operative society on farming methods.
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centage of.internai financing in the operations of .the agency, and the
récoverQ rate of loans issued (i.e., percentage of loans éverdue to
loans outstanding). Usually the financial resource base is déf?red

as the working capital of a co-operative society. Working capital is
usually defined as owned funds énd borrowed funds. Owned funds con-
sist of paid ué share capital and‘reserve'funds; bof}owed funds are
defined as deposits mgbilised from members and non—ﬁembers and othe%
borrowings, mostly from the Government and the CCB. Table 4-8 cshows

the financial particulars of the Palmakul Co-operative Rural Bank.
Wofking capital has increased f;om Rs. 364,470.26 in 1965-66 to

Rs. 968,338.09 in 1974-75 with a peak of Rs. 1,467,400 in 1971-73. Other
_ borrowings (CCB) increased from Rs. 251,072.01 fn 1965-66 to Rs. 546,078
in 1974-75 with a peak of Rs. 1,106,666 in 1971-72. Deposits nearly
tripled increasing from Rs. 52,967.25 in 1965-66 to Rs. 156,523.03 in
1974-75 with a peak of Rs. 185,404.87 in '1972~73. Share capital quad~
rupled, increasing “rom Rs., 59,856 in 1365-66 to Rs. 262,327-in
1974—75.‘ it is interesting to note that reserves rose from Rs. 575 in
1965-56 to Rs. 3,420 in 1968-69 and thereafter stayed constani. HReserves
ar2 25 per cent of zhe pfofits according to the by]aws; as such, one

cén conclude that either there were no profitsvmade after 1969 or the
ﬁanagement altered the Ey]aws and no additions to the reserve “und were
made.

1

N A S e et

One can notice that in good agri-ultural vears there is an
‘icrease in working capital and other borrowings. For example, 1971-72
was a good year agriculturally and the peaks in working capital and
borrowings occur in that year. The*peak in deposits occurs in the
following year (}972-73), indicating that rural savings are :being"
mobilised. Share capital does not fit in the pattern, indicating that
a good year does not affect the decision to join the society.
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A typical criterién of success, self-reliance, or efficicncy
is the proportion of owned funds £o thé toté] working céﬁita? of the
financial {ﬂSiitUtiOn. in most years, tnis snare for the Paimakul co-
éperatiyevhas been approximately 20 per cent as s, >wn in Table 4-8.
in 1973-74, the percentagé was 36.8 per cent--~highest in the period
under diécussion. The corresponding proportions’for all primary
~agricultural credit societies in Andhra Pradesh for ]370—7], 1971;72,
ard 1972-73 ware 25.8 péi cent, 28.5,per cent, and 27.7 per cent
respectiveiy.] The performance of the Palmakul bank was definitely
below the average in t ese tﬁree years. One cannot make an accurate
appraisal of efficiency based on this criterion, however, because of
two fundamental qualificationﬁ. Avhigh percentage of owped funds, far
frdm indicatihg Se]%~re1iance5 may indicate a higher level of bbrrowfng
since borrowing is‘limited by the amount of owned funds. The other
criticism is that paid-up share capital is owned funds in name only
because it is usually an aﬁount deducted'from a member's loan.2 For
farmers with holdings above 3 aéreé, the Palmakul bank deducts three
per cent from a member's loan as share capitai. As a consequence,
this amount would represent other borrowings and it is incorrect to
include such an zmount in owned funds .

Johda contends that d=posits as z proportion of total working

]”A Brief Ncite on the Working of the Andhra Pradesh State
Co~operative Bank, Ltd.!", Hyderabad, 1973, p. 16. (iimeographed).

“n.s. Jodha, "A Study of the Co-opcrative Shert ~term Credit

Movm%nt in Selected Areas of Gujarat', invServing the Smali~Farmer,
;p_?n .
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capital is a more reliable indicator of efficiency.T The percentage
of deposits to total working capital was highest in the years 1569570

(26.9 per cent)and 97274 (éS,E per e ©) and in the other vears
\rangéd'From 10.4 per cent to 1611 per‘cent : De§05|ts as a percgntage
of total worklng capital for a]] primary agrucu]tura] credit soc»etres
‘ln Andhra Pradesh for ‘the years 1970-71, 1971472, and ?972—73 was 7.2,
6.8, and 6.6 per cent respectlvely 2 ln those three years, the bank's
perrormance was 12.6,°10.4, and . 13 5 per cent'"srgnlffcantly above the
state average. Consequently,ﬂlf.thns criterion is taken as an in-
d[cator of perform?nce, the Palmakul bank can be considered to be more
efficient than the average primary §ociety 1 Andhra P}adESh.\ A
criticisu “hat can be made of';his criterion is that it doé§ not really
indicate the extent of moblllsatton of rural savings becaUSe of the
tendency on the part of the Managvng Committee to deposr£ recoveries
as varlous Forms of depOSlLS, conseque nt?y, an increase . in deposité may.
indicate improvement in the repayment of loans rather than an increase
infrufal savings. In other words, the deposits may not realiy indicate
self-reliance. The extént of this practice is not ku!]y known but
figures provided by the society must be viewed with semsz suspicion.

‘Table 4- 9 presents the annual growth rateé of share capital,
deposits, reservés, and.working capital for the Palmakul co~oderative
bank, Share capital has been consistently growing with a decline only

in 1973-7h. Deposits on the other hand hay= declined in 1973-7h and

e T o e

?. PR - ' .
“UA Brief Note'', p. 16.



TABLE 4-9

ANNUAL RATE OF GROWTH OF WORKING CAPITAL,
'SHARE CAPITAL, DEPOSITS, AND RESERVES

aniage)
Yaar o Wofkfhg Capjt53 Share Capital Deposifs Raserves

1966-67  -28.0 .1 ~36.0. 45.2
1967-68 | 25.2 5.1 51.6 208.0
1968-69. 48,8 20.0 - 26.3 7.5
1969-70 -27.8 62.9 ‘ L6.2 0.0
1970-71  189.7 32.7 36 0.0
1971-72 - 1436 21.6 19.0 0.0
1972-73 . -6.8 7.0 20..} 0.0
1973-75 - -52.8. 19 18 0.0
2 0.0

197475 50. R L

Source:- P& maku] Co-operative Rural Bank.

1974-75.. Reserves gré@rup'to 1968-69 and then remained cecnstant. ' The
rate of growth in working capitél has fluctuated widely'with‘fhg

high- growth in 1970~71 (189.7 per cen?) and with.the lafgest de-
cline in f973~74 (52.8 per cent), The average annuaf growth rate in
this period for working capital was 18.4 per cent, sharc capital wéi
37.0 per cent, angd déposits was 21.7 per cent. This soci;ty viould f%ll
intq the category of‘socie%ies'where owned funds have ou:- own workiﬁb
cépital (as indicated by the growth in share capital) and, therefore,
can be cbnsidered to be a society which is financially sounq.] Another
indicator of soundness is tHe extent of - ance on government
fihanCing. The share of the Government (the state go?ernmént) has

e 7, 5 i

: “ational Council of Applied Economic Research, Effectiveness
of Cooperaiive Credit for Agricultural Production {(New Delhi: National
Council of Applied Economic Research, 1972), p. 50.
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declined from 16.7 per cent in 1965-66 to 3.8 per cent in 1974-75.
This tndicates that the society's dependence on the Government has

declined; the society is relying increasingl> on {ts members Vor
\ ,

internal finances. |
The other major criterion of banking efficiency is thé per-

' centaggidf loans overdue to loans outstanding." On June 30, l975,>the

overdues fo;‘the society were Rs. 195,925.03 compared to Rs. 995,5&1.56

loans outstan'ding”7 i.e.,.l9.7 pef cent of loans outstanding are over-u

due. Tthpércentage 6f ovérdUe‘loaps which are demand loans is 27.8

per ceﬁt.] MTACoﬁversion loans are 68.2 per cent of the overdues and

special«MT0 IQan§ are 3.8 per Cent.2 %he probability of MT Conversion

loans being repaid is usually extremely low; therefore, about 13.5

per;cént Qf all lpans outstandfﬁg will mogt Tikely ;ot be reCOVered.3

In 1972, the proﬁo}tion of ovérdues to loans oufsfanding‘for all

" primary égricultural credit societies in Andhra Pradesh was.52,17

':per cént.b Though £h2§ is the mbst recent figure avai]abfe,'one

' might assume that the figure for 1975 wou]d not be siagnificantly Tower.

Therefore, the performance of the Pa]makﬁl society is considerably

better than most of .the other societies in the state.

T Tt i 5 s e

]Demand leons are defined as short-term loans such as a crop
{can.

2, ... \ “ N

“HT Conversion loans are short-term loans v - are converted
to medium-term loans due to drought conditions and i w: . t-ral cat-
astrophes. Special MTO loans are medium-term loans -iver - the pur-

poses of irrigation and buying a bullock,

. , .
“The percentage of MT Conversion loans to total loans out-
standing is 13.5.

) v
fig Brief Note', p.’16.



- tn concluslqn, the Palmakul c6~0perative credit society is more
ueffICIEnt‘and”self~rél[ant than the average society in Andhra Pradesh.
The percemtaqélof owned Fuh&s tc tolal working capital is smalle: -han
the average statg;ffgqres in the yéars 1970-71 to 1972-73, but the
percentage of 4épésfts‘to total working capital is signi%lcnnt]y higher
for the society than‘the state average in those years. Also, the |
percentage of Government shares in share capital has definitely de-
clined, a tendency which is not true for the state. Finally, the
society has a.significantly better record in recoveries thagfthe

average society in the state, One ciaturhing'Fagt, however, Is that

reserves have:npt grown sfnce 1968-69. Sinc: v ofit and loss
statement was not provided, one cannot sav i e soclety has
been opérating at a profit or loss SinCeA 4 . gvértheléss;
looking at the overall financial soundnec - JEothe >uiety,-i£ 1;
impossible to imagine that the society ha- ar srating at a con-

sistent loss.

.
Equity

In the minds of government planners, one of the purposes of
the primary agricultural credis to—o;erative societies is to afé
small farmars. The socjetiés are gupposed to actiyely encourage small
farmérs to join the schety and provide'them”With production credit.

In Table L-10, the landholdfngs of borrowing members in 1975, by

,]The subsequent discussion of equity is limited to a breakdown
-of the loans disbursed by the primary co-operative on the basis of
farm~size. The wider question of the effect of loans dishursed by the
primary society on income distribution is not dealt v ere but is
approached tangentialiy in the discussion of the struc .2 of the ‘rural
economy in Chapter V,

70



TARLE 4-10

DISTRIBUTION OF MEMBERS'BY‘LAND HOLD INGS

SILLAGE -V 'S FOR THE YEAR 19 7h-75 ™

Village - Below 3 acres ‘ 3 to 8 acres \\\> 8 acres
, v Kf!above
Palmakul 53 hhy _ N
Madhanpally 3 16 1
Muchintal 3 18 © 15
Pedda Thupra 0 i 36 15
Timmapur .'5 14 16
Kothur 28 \ 33 25
Teegapur ‘ 5 . o 1 11

- Mallapur 370 27 31
Gudur : 23 o 23 : 31
Jukal : _ 29 31 ' 39
Nemajipur 1 31 23
Total - 767_ 28L ?Eﬁ?

T

Source: Palmakul Co-operative Rurai Bank.

village and size of holding, are illustrated. There is a fairly even

distribution of farmers among the three size ciagsification- Orrow-

s

& .

ing members.] The percentage of farmers in the three classiiications
to borrowing meﬁbers is as %oi]ows:v 8 acres and above--32.3 per cent;
3 to 8 acres--39.5 per cent; and below 3 acres--21.2 per cent. Hhe{
evaluating the share of loans disbursed to each of these groups, o. -

must remember the respective percentage of the number of Ffarmers in

L

i

~Approximately 73 per cent oy total members are borrowing
members. ’ i ' -
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TR3LE 4~17

SREAKDOU: OF LCANS D SBURSED 2Y LAHDHOLDI G

Sizs of holding Crop Inar Special HMTO KT Conversion
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3 acres & above 229.476 (7h) 138,796 (%5)

L Teeel v Hhe,s76 (oo, Z1k,450 0 o0) i
1971-72

C o~ -res ©159,825 (30) 2,500 (17) . -

3 ecres & sheve 376,85¢ (70) 14,552 (85)
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acres classificaﬁian feceived only i3.8 per cent of the tota] MT

Conversion loans dlsbursed.

i

4

Althocugh small farmers may receive an equitable share of
shori=term production credit (i.e., crop ioans). the facilicy of
"o . 1

turning a short~term loan intc a me” fun—t=m FOEN 20 s oo defzy oa -

e & ;

3

ment in times of drought is not equally availabie. For example, Tarmers.
with 0 to 3 acres received 30 pér éent of zrop loans in 1971-72 (s
year of inadequ:te rainfzll) and only 14 per cent of the MT”Conyergion
toans ii. 1972~73. This holds true zoain ' 1972-7L in which they.
received 10 per cent of the MT Conversicn loan aﬁ;.28 peé cent of the
«crop loan in ]972-73K(another year of '~y rainfall). ‘ .
tn conclusion, though the situaﬁ%onvof equity‘in shorq—ﬁerm.
loans is not un?aQoﬁfab]e Fér the smzll fzrmer, the situaticn is

definitely unfavourable with respect to the special MTC and H7 Cornver-

w

ion loans. ' The implication is that although the socicty providec -

production craedit for “he smal ] farmei, it does not provide credic -

o ) - Al a - " . - K et - P - - _
(i.c. special MT0 oar o alter the InTrostrociurs: of his frrm
. . / 4 ’r
PN SO N N T e - t ' . - /
thet frrreascs 10 income could be of 4 more pLTENGE :n/wru;

/

V/’
Poler SUCtUr
seciciy nas @ Henagine Commi o+ . - - oird T Llrette s
Gy clecyiy d Slons, ihuomost drocoror g cu Tdin

o, sanciion leans, cad decids rae i

¢ Tt i
dhe dev s funceier in pract! = ic the pel getive of Buo tie
vl twe unclicns o of ntch tmpe ance  ince che poucr o cont ol

7 end th powe - to dicide who gets whe i

che composivion ¢f the sooic

AT 0T 1oan 1o concentiiied in th%/haﬂdg a9 G e Dn o the

cundamental crit!cic s <f the cornevetive Socloiyv i the literstura
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is that {tis under the control of a few peopie .1, are usuall
) peop Y

1
pessons of higher economic status. .

As such, it Ts cruclal to see what type ci men are on the Managing

Commi ttea of the Palmakul Co-operztive "ural Bank. The term of offi e
fooo the Hanaging Jommittes winich 13 cleciec b f-e Zenzrz. Badv s
three yea;s, but this is -ot always followed strictly as the Board of
Directors (Managing Fomml*téﬂ) may nct consist of the same members at

tﬁe end of the term as at the beginning of the term. Table -2 shows
the Board of Directars as of June 27, 1965, June 29, 1968, June 29, 1969,
and June 29, 1973. THe Board of Dlrectors as of June 79 1959 served

unil 1972, and the Bozrd as of June 29, 1973 served untii 197% and

then was disbanded by the Anchra Pradesh government for i’

Y e 2 ) . . .
acTiv ties. In the fell- of 1975, thare was ©o be anothe. :lection i

: 2
. . 3 - - 1
2iect a new Board of Directors. Looking at Table &4-12, one sees that

the nzmes of the same indivicuals appear year after year. G. Lohlshwar-
nath was on the Board of Directors from 1965 ©o 1972. Frem 1968 unti )
the present day, the Bcard ¢ D rectors nas nct =ssentially changed in

composition, only in the Tunctions of the various men, Tiie oniy dif-

ference between the iict »f the Joard of Dieriors a1 1967 and e last

5.0, He hfj end J,C. Bhatie Pattern of Lzadaerchip in the
Aral Ceoperative'', ndian LU operaiive Faview, |, (39 Z2), p. 278.

e divectors were charged with dlack marketing of food-
grains, Tertilisers, and controlle: ¢ obn.

“m government criployee is precanily the Mznagar o the socicty
anc winen asked whiat precautions could be taken to ersure the same
inciv duals whe were on the Tas” Board would rot be re~efeccted, his
sncuc o wes one o heoclessness, "Thoo are sowerful seople and no
arme - i: wilting te stand acairnst them, '




LIST OF THE BOARD OF DIRECTORS,

TABLE k-2
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A. Venkat Swamy
P. Venkat Reddy
Kista Reddy
Narayana Swamy -
Hee raman '

K. Ram ﬁeddy

K. Anjaniah

K. Lingappa

" K. Harsimha Chary

Swamy

7
e

HMadhava Reddy

A. Chinappa lcddy

5. Lokshwarnath
2. Sayanna

S

. Ram Reddy -

7. Venkat Reddy
Yadi B=ddy
%, Jowardham

. Haveyana Sweny
Zandar fkam -

Cherna Reddy

Director
Director
Director
Director
Director
Director
Director.

birector

June 29, 1968
Fresident
Vice-President,

1o2asurer

Cuicecuor

Directoy
Director
Director
Director
Director
Dirccin -
Hractor
director

Divecior

PALMAKUL CO-0; 'VE RURAL BANK
Name Position Village
June 27, 1965
X. Kistappe Pragidant Luthoo
G. Lokshwarnath Vice-President Shapur
M. Rama Rao Treasurer Ghanjmiagude
3. Sayanna Director Pedda Thupra

Mallapur
Jukal
Nanajipur
Ghanimiagude
Madhanpally
Muéhinta}
o | A
7

A

Palmakul

Shapur
Jrekal
Guaur
Shapuv
Pedda Thuyp!

Muchint:

Timapur

Palmalku?
Ghanj imiaqude
LI B [
HEGag

rothur



Tahle 4-12 - continued
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Name. Position Village
_ June 29, 1969
Marhava Reddy President Juka

Sambasivudu

Yenkat Reddy

Direcotr

Divecir -

Source:

Palma.iul Co-operative Rural Bank.

Ha:taour

.G. Narayana Swamy Viae-PFesident Ghanj im:agude

K. Nars?mﬁa Chary Treasurer Potaaku’
Chinnapa Reddy Director fk Gudur
Venkat Reddy Director & Mallapur
Yadi Reddy Director Timmapur
Chenna Reddy Director Muchintal
Sambasivudu Director Pedda Thupra
Ramulu Director Madhanpa]]y

¢). Lokshwarnath Directnr Shapur
Pandarikam " Director Nanajipur
Nééayana Reddy Director Teegapur |

Ramprasad Director Kothur

Juae 29, 1973

A. Madhava Reddy | T;easurer Jukal

K. Naraslimha Chéry Director Palmakul

A. Chinnapa Reddy Director Gudur

B. Narayana Reddy Director Teagapur

B. Chenna Reddy Director Muchintal

B. Ramulu Director Hadhanpally

V. Pandarilkam Director Nanajipur

Ao edi Reddy D. rector Timmapur

Ramprasad D}rector Kathur

Pecds Thupra
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Jist s that two villages, Ghanjmiagude and Shapur, have witharawn
from the society, therefore, the names of thesé two village directors
have been dropped. Esseﬁtially, the same.eleven men have been in
control of the ;OCE;?j zince 1962, and most of them had been on pre=
vious Boards of Direc. . s,

Table 4-13 shows the land holdings o% the 196% Board of
Directors as listed wfth the Palmakul ¢ “zty. All are big farmers
except for Naréimha Chary who has beén “he willage head of Pa]méku]w‘
for the last 30 years. TVhe Managcr'of the sociefy gave .5 of
Fhe mzn he knew on the voard. A._Madhéva'Reddy owns apﬂuox{mateiy‘80
‘acres, is a'véilage head of'Jukai; and is also a faiffy large money =

~

lender. L. Chinnaopa Reddy Trom Gudur owns approximately .60 zcreas and

—a
2]

10 a wiilage head and moﬁey]ender. £. Yadi Reddy owns approximately
60 serer and is the poiice chief of Timmapur. B. Chenna Reddy cuns
apprceximatel 70 acres ;nd is alieged to have political .ties with the K
Andhia governmzny., Finally, G»° Lokeshwarnath Cwns.appréfimau:]y 8¢

¢z and is & big moneylender. About rei o7 the Tarmers intervsieviad

‘said Thoy borrowzd Trom members of the Toar. At least 1H.. ier c:at
(6/?§) of the 1659 3 were individuals with fﬁ%?iy 1-rge land-
hoidings and political and financial power. The degfcc of thuiv Tiaan-

Cciot sover 10 oalso indicnted Ly Tobos G=1h which sace the share casital

noldings o7 oo Do 4 oy Divectors ia 1G74%. Ao of Junc 30, 974, the

i

averoge share caogical per member ot he ciety was Rs. 128,40

the members of ©hie Board except o Narashinhe Chzry anc T. Sambasivudu
Siwwve share capital w2li above this zxuint., In terms of shaves, ch

avarage per cocicial member s five shares whercas A. Mudbvove Reddy,

Chinanpa Reddy, and Yadi Reddy have 27, 32, anc 25, sharcs rosoceijvaelr.
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\
TABLE 4-13
LANDAHOLDINGS OF THE BOARD OF DIRECTORS AS OF
JUNE 29, 1969 LISTED WITH THE CO-OPERATIVE SOCIETY
(acres) ‘ _
Name ~ Size of holding

A. Madhava Reddy 50.10

£ Marasimhe Sharvy 3,20
G.. Narayana.Swamy . 25.08
A. Chinnapa Reddy 12.39
p

%]

[a SR el
o

Ul
IAN

Venkat Reddy.
A. Vadi Reddy 1
B. Chenna Reddy” -

B. Ramuiu - 8.0k

© Rampraszd 21.08
arayana Reddy - AR

V. Pandarikem : ‘ , 3.22

G. Lokshwarnaoth _ , % 15.00

T. Sambasivudu -

Scurce: Palmakul Co-operative Rural Cznk

TABLE -1

SHARE CAPITAL HOLDINGS OF THE
BOARD OF DIRECYGRS AS OF JUNE 29, 1273

w\RS,)

A. Hadhava Reddy 573
¥ {larasimha Chary. ’ i
fo. Chinnape - aoddy Gio
B. Harayana Reddy ‘ Y.
2. Chenna Reddy S
L. amutu _ : ka3
¥, Pancarikam 136

.. ladi Reddy. ~ 629

Ramprasad 763
T. Sambacivurt ' 81
?T Yenkat Reddy o EL

“aurce: Palmakul Co-operative fuval Bani

s i P— .- DRI .
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These Figures may not fully indicate the power of these individuals as
it {s a common practice to buy shares in the names of family membcrs;
It i5 indicative of Warsimha Chavy;s political power that though he
dﬁ?y'h@]ds onc shaie, he has been on the Board of Directors sfncg

A58 e wristocouy lude vhar chers ars deidiries ac Lanhs o and
political characteristics .ich can be ascribed 1o the type ¢i indivi-
dual who ié_electci consistently to the Board of W?reg‘yrs.

The pewer structure that is revealed in this study of the

Beard of Directers is indicative of the powei struciture of the village
in India In much sociological and anchropologic: . 1iteratur@3'the
pover oF the']andibrd and the moneylender has been de1ineated.] In
‘ndia, this economic norar is related %o caste. Agriculurists in
Andhra are usually krown as Reddis. The word Redd. is applied "ic
’semi-private;cd?tfvato;; living in the forests of the ygwcr Godavari

basin 2s ziso to the semi-feudal landlords of thz pialps ...""

Usuaily the assumpiicn in Andhra Pradesh about a man -

that he Is from an agricultural Tamily with Carge dandhoidings, Tairly

7

.

luential. Andhra politics is mostly the

., -~
i

vealthy, and politicaily inj

i ; . ., .
Sec vor erample, Andre Beteillz, Caste, Llassy and Power:

Char- ‘atterns of Suclal Stragifi&ation in_a lanjore Village (Berkeley:
Uni "ifornia Press, 1965); and F.G. Bailey, Caste and Economic

Fiy A Village in Highland Orissa (Manchester: Manchaster Univ.
Pres. 357).

s} .
Tlrawati Kerve, Kinship Organization in india rd ed.;
Londen:  Asia Publishing House, 1968), ». 266.



purview of the Reddi caste. Reddis are powerfui in the Telangana area
(tn which Palmakul s situated) and parts of the Andhra region. In
certain parts of the Andhra region, another agricultural caste, Kaﬁu,
is the more influential caste. »Most of the Reddis nré not unwilling

.

‘o undertake monevlending activiries. The importarce of e Raddis ip
the Palmakul area can be seen b? the fact that six out of ¢he eleven
directors in 1973 were Reddis., Four out of the six men discussed as
having power are also Reddis. ..& can see, therefcre, that the power

structure in the co-operative is not radicaliy different from the

pewer siinciure generally in the reciun or in the state.
o\

“Lonclusion
The analysis of the firs: section in this éhapter supports
the point that the agficultural economy of HQderabad Djstrict and thea
particular viliages in the study is beset with the croblems of soor
soil, variable rainfall, and inadequaté irrigation facilities. These
res&f?ct}oqs hzve haﬁperéd'the productive capacityv of the arzar tie
emp]o?ment of the new cereal technr legy does not viald the expect.

results because basically s technoleogy is suitabie oniy for areas

tn assured water supply.
Uithin this low producsivs arez, the primary credi: «n-
cperative society has undertaken the cac . ~F providing production

. 3
cyreac

it to farmers. % the socliety can be judged to be evficient
on the basi  of cer zrnal performance c-iteria, the distribution
o7 lozns by the co-operative society has been unequal. In the case o

medium~term loans (spi MTO and MT Conversion :~ans) the data s_iongly

indicates an inequality in their distribution. An important point to

o
@
3
o}
ot
®
=8
%)
-
gy
a5}
s
e

-he majority of loans overdue are MT Conversion lcans;

81



onc can then draw the implication that a large porcentage of loans
overdue can be attributed to thé medium and large formors.] A va?}d
conclusion, therefore, is that althcugh production’crcdit tends to be
provided equally to all farmers, credit to alter the infrastructure of
ciiv farm and credit to overcome natural catastrophes such as drouchrs
are not equally available to all.

One explanation for this bias o the distribution o7
loans is tha naturé of the power Ziructure in the co-ovncrative society.
An ex;mination of the Board of 3irectorsAhas shown that certain in=~
Fleencial ingividuals have been in positfbnsAoF power consistently.
An alternative explanation provided by the offi .ais ci the co~

opzrative society is that small farme- s .7 the whoie, ars less cradic

worth “har other v mers ant conszquently uedium-term loans are
to iien.  Jrediteworthiness becomes 7 ~rucia. variable =5 the
the loan Increases. The size nf the crop loan for the small

varmer tends to bz much-smallar than a med um-teirn loan., The credit-

worthiness oF the small Tarmer the is the cruciz, * wriable detarmining

the literature. See for
", p. b2z, '

whéther the Jarmer receives 2 med:um~torm ioar .  dofh *?T3‘53e5~~t\3’
o oF tin@ power siructurz and Sredifeworthiness of the farmer;--
ccziner zxniein the bias of he ciropertiive socieiy. But the
crucisl point Is b Lo co-opergfive sociely by iis loaniang r>licies
staverels Cne dmperfeccinons of the rural zcoromy such that a carrain
230 of van 5o Cannol oirzor re Zattern of Capredvciivenas
. . . . o ‘
This -« ti~ular =0 that tdrge Tarmers have thea highest
percentage .V oveirduss has L 1 Sften made in i
i

a
example, Uma J. Lele, "The k. .¢. ., Cred
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CHAPTER Vv

) A MODEL OF THE STRUCTURE
| OF_THE RURAL ECONOMY .

Th. icst objective of this chapter will be to discuss the
ele of dastitutions in the mﬁdérni:ntfom process of ags liure.  Any
such discussion must necessarily include an analysis of institutional
change and the relationship betweén.institutiona1 change and technical
change. A second objective is to dolineate the st;ﬁcture of the
rural economy., The anaiv.is wiil be concerned with both the input
market and the output m Fet, for as K.N. Raj says, there is an
"srganic inter-relationship'' between tHe two markets;] The study of

the irout markets wili focus on the land, labour, 2nd capital markets.
b 3

The discussion of these mar.:ts will primarily fol]oﬂ\thc I ne oF

J
. v oces 2 co { .
tnought presented by Gri7fin. His thesis is tnat‘faqﬁor marke - in

develop ' ng countries are not only highly imperfect—~but also inte, -

!

dependent. He makes {he Turiner. point that these imperfect factor

-
-

markets

Y

3

2ct tne choice of methods of cultivation. ' -~ome i. rof

only dependent ¢ the method of cultivation chosen but also on the

. . . o : ,‘\/‘\‘,\._ - v , ) . . N
selling price in the product maries, The produsi market in the rura’
sector " -analvsad in zerms of a model Tirsc devalened v Fowe to

ayxaols

tiv selling prices in th= fanadizn crain narket 7oom

e}

HAagriculiura
ings'', 'ndian Journal o
r 1975), p. T10.

Jevalopmaent and Disc-ibution of

(VAYAYS

Agricaltural Economi~s, /X
ez AT EConomt

1
f

n, The Political. Economy cf Agrarian Change.

Py

+7 i .
. B AN
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. a1 . ' :
approximately 1900 to 1954, This wodel reveals some basic insignts
into the situation in rhe developing countries. » A picture of a less—

than-perfect rur' s+, s ture in India will emérge from this discussion

of facior and ~uct warkets.  This less-than-perfect rural structu-o
O L cotivoness o the coroperative sociciy and in las .
part explaine 0 olasedness of the primary co-operative society.

Dynamics of Institutional Char-a

comley's assertion that economic yrowth must take place

SR

before i .»titutions can be eifective. in eliminating inequalities in_.—
q S |

-

the rural economy highlights the issue of what role an jnstitution

) . , EE - , ' 2 . i C
plays in the modernisation of agriculture. What is the interaction
betwgen institulional chande and technical change? -Does one precede
the other or, more importantly; is one a neccssary precondition for
the oiher .to occur? Perhaps agricul tural piroductivity is a bird

which neods two wings to take off--one wing being technical change

¢
'

and the other institutional chinge.

discussion on institution:

|

cnange 1o Schuliz's paper Minstitutions and chz Rising Zconcnin Yn

il T
o H ) 5 Sy 3 - - e I SR i w3z ST e - PPN
a7 Han't, i Inds paper, Schultz =rcues hed inscitutior o oovid

services and, therefors,

vark oo oor oanaivois

e e TR 1

by - N . v . . . -
V.U, Fowke, ] Hational Poiicy and the Vheat Zconomy
(Torento: Universitv of Toronto Press, EEVAR

2
‘Anthony Bo.. 'mley. Fa
~Underdzcloped Areas (London: Crosby Lockwood & Sons,. Ltd..
207 . T :
s AV

ctor Pricing and Economic Growth i
19/7o>

RN
'

American ournal of Agricultural Econorics, 50,
(December, 1968). , v

’
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institutional change is that of supply and demand. Equilibrium is
reached when the rates of return for institutional services and other
services reach equaiity. His final point is that growth alters demand

for services and, consequently, changes in institutions occur. He

ilTustrates this onint by postulating that agriculture scauires o

L3

growth momentwum. This momentum, he implics, will induce Farmers to
demand changes in i3stitutional arrangements. The possible demands

as envisioned by Schultz, are more flexibility in tenancy contracts,

more frrigation facilitiesy and a larger supply of credit with better

; \.. } . ’
timeliness and terms (i.e., more co-cpcratives). A-question that is
;?efg unanswered by Schuitz is: What - :he implication for institu-

N - .
tional change when growth ‘declines?

logic from ncoclassical

- e
1ther analysis that derivas

P

zconomics s the model presinied -y Uavi. ood North.”  “Beiv woe

del

attempis to pradict the timing and level of institutibnal change .
’ !

variabic ziogencus o the modz! . dabelled the ins-itur onal

.

=
1§

snivenmenT whicn (3. 7the set of fundamenta: pa%iticél? social, and

that establishes ti. hasis For pidduction. cxchangn,

A soe o0 ondogéraus variables s ¢ (20 the
gameno winichois devined 25 Yo svrarcooant ba
: ]
. i
seonoric i nAat ogovern Che ways in oaoick thess unics can co;op;ratv
e //
/.
) .
Tuone o Vet of Huel oL 1420,
N i |

-
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and/or compete.“b Davis and North also ctontend that the institutional

arrangement must enther produce a structure that can reallso exturnal

proflts or prOV|de a mechanism vhlch will brlng about a changc In the

b %,

Taws so that new rules can be esrablrshed and externu1 profits

realised. ‘This arrangement can be at three levels--individuai,
’ ‘ |

voluntary, or governmental. The unit which makes'%he éctuaﬂ decisicn
\ . ’ |

about change in the insfitutjonal érrangementmis called thelbrimaryi

action group., The unit which oversees_the ?mpkemzntation,cflthe

chaenge is called the secéndéry actidn group. ' | ‘\

A’ fundamental - question relates to why the primary action
group might want a change in the status quo. The answer thal Davis

. \ |
and North give is that there are external profits to be inte?nalized.

/
/

The external profits are due to either a change in the exogenous

. , . |
" variables or the usual neoclassical reasons: gconomies of s§ale,
<

externalities, over-coming risk aversion, market failures, anc

improvements in .imperfect markets (primarily reduction in ?nﬁarmation

& . . L 1 }
cost’s and transaction costs). Given this generak framework as to why
' 1
change may occur, the authors go on te describa the actual prPce ss of

tltutfonal change .
Davis and ‘North postulate that there will bevseveraé time
lags in the process of change. The first lag is the tag of 'percep~

ticn and orqanizatlon”. This lag depunds on the certainty anc trk

size of future proflts, the number of iIndivi duals involved, . the

|
-

number of alternative arrangements (if a possible arrangement already
exists}, and the quality of the conwmunication and transport systems.

o S i P

1bid; p. 7.
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1 AO/

The iag ofdinventhn depends cﬁ‘fhe.§ﬁze and certainity of prcfits,

“

the number oF'possible arrangeménts which are aiready in éxistgnce SO
they cén-béfeasily jmitatgd, the stabllity of the legal and political
enyironment’ana the restrictions of the econoﬁic envi}ohment ag to
whaiyis leg?! and illegal. Another lag Is thehlag of '"menu selection"
which dqpe;é§ on the number of possible arréngeménts, the t%véjbath of
beneFits and costs associated with eaﬁh arrangement, and ihexb(opo}_
tion of fixed costs in the totpl cost of ex}sting arrangements. {hé
final lag is the ”start;hp time" lag which depends on the certainty
and size of profifs; the ngmber of fndivlduals’iévolved, the area»of

T

disagreement between the‘individuais composing the primary action

group, the frequency of government elections, and the balance of

power between opposing pol!f?ﬁa} parties. The crux of the model is
that at various stagés along the way,'different factors ¢ither help or

hinder the process of Institutional change-~the crucial factors,being*
’ ! £

‘the size and certainty of profits, the évaﬁlability of "arrangemental

technology'', organisation costs, openating-costs\ the cost of
""getting stuck" with unwanted decisions and the time distribution
of costs and revenue. The rest of the book is concerned with whether

this mode! can explain the various arrangemental changes that occurred

‘during the course of economic growth in the United States. In essence,

the analysis of Davis and North is a more sophisticated version of

Schultz's simple demand ahd supply apalysis.
A
Cirfacy-Wantrup is. in opposition to the view that institu-

tional change occurs when there is a change in demand for the

services provided by institutions. His oppdsition stems from the

belief that ''the demand for changes of institutions is always opposed

] . {i’
:\ . ) . . W‘)A .
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by the‘denand’for the status quo or demandkfor change in the opposite
direction.'! thilihrium depends on the relative welghts of-éppoéing
interest groups in the politlcal arena rather than the. marketplace
The power element (| e., eeonomlc "and politlcal power) is the cructal
determining factor in lnstitutional change. Schmid and Randall argue
that any complete analysis of the process of institutional change

should elso include ar* analysis of who dominates who and who has the

~—

N
|

greater say about the form of the instltution.?2 “This analysis gives
~ more depth to Schultz's proposltion that_institutlonel,change eccnrs
‘when there isha changé invthe demand for the services provided by the
institution. |
of gheater Importance to ourlsubJect Is the relat;onshlp
between technlca] change and institutional change. Is one a necessary 3
precondition‘fpr the.other? Bottomley would argue that technfca?
change must occur befpreAfnstitutions can change. An exampie of his
argument'ls that if the demane for credlt‘caflae Increased by the
employment of new production techniques,‘then‘alternative forms of . t
credit institutions will replace the moneyTender or, at least, the
Interest rate wall go down Or, as Schultz would_say, there would be
'é V. Cirlacy- Wantrup; ”Naturai Resources and Economic

| Growth: Role of 5nstttutions and Policlies', American Journal of
.Agrlcultural Economics, 51 (December 1969), p. 1319.

ZA Allan Schmid ”Analytlcal Institutional Economics:
Challenging Problems in the Economics of Resources for a New Environ-.
ment!', American Journal of Agricultural Econonics; 5k, (December - 1972)
.and Alan Randall, "On Appraising Environmental Institutions: ‘Comment'',
American Journal of Agricultural Economics, 56, (November 1974)

<
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an Increased demand for the servf;es of these alternative fastltutléﬁs.
If the dissemination of the néw pnpductlon technlques is taken as a
necessary preconditlonvfér ins;}tutioﬁal change, fhen the question of .
how this disseminatidn is to take place Is‘]eéi unanswered. Bottomley:
and Séhultz both assume that somehow phl; difquion of Enngy;thn |
occurs. But Botiomley'shows that the factor markets are Impeéfect so‘
that {f'dfssemtgation-ls left to fhe mafkét, €hé process may be very

- lengthy and hig%ly blased(toyards large landowners. ’Would éucﬁ

Timited and biased inanat!on‘Eédse sufflcleﬁt demand for institutional
ﬁﬁange to occurf The anéwér must'bé.ho and one is still Ieft WIth the
original question unanswered. For the diffusion of techndlogy\go‘

take place, I would argue that fnStItutlonaI Ehange has to occur; The
answer mfght best be put.in‘tﬁe form of a qUeétion. “How can a small
Fa:mer Ianovate unless the cq-oberative'ormthe commercial bank

supplies him with credit? | ‘ -

Here one must gnte; into a brief discussion of the demand
fof crédtt‘assoclated‘hlth newrtgchnology. Bqttom]ey would c9ntend
that new technology generates an IncreéSe in the demahd for credit.
This contention is.supported by Sharma and Prasad who conc lude: "The )
'empiricgl findings of thisastudy Indicate that even at the current‘
]evels of technology there exists a large potential market of credit
which Is expected to be doubled asba result of'further technological
development in agriculture.“] vln contfastatd”this finding Is the

-

conclusion of Desal and Desal that the new technology did not create

'““\\v)/ ]J.S. Sharma and B.'Prasad, ""An Assessment of Production ,
‘Credit Needs in Developing Agriculture'', Indian Journal of Agricultural

Economics, XXVI {(Oct/Dec 1971), p. Si1.

A
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a significant additional demand for credlt As they conclude: "It was
-only In ,the situatlon of new technology with expanded |rrigatlon re-
sources that one- uhdrd of the sample farmers ‘needed additional re-:
sou;ees.“' They add that this emount was not very large. This givesv
addltlonaP‘support pq my contention that technical chénge may not

’ create sufflcnent demand for Institutional change to occur. fhis
lssue has not been fully resolved but lregardless of phe answer,

credlit Institutlons are seen as having a vital role to play in the

o dlffuslon of fhe newvtechnoloqy. An important finding by Desailabg;

Nalk Is that "owned funds of ‘farmers [mostly large faimeri]-were:the

pfeponderant source of financing current farm expenditure on HYVs and

~ Z&borrowing formed a low proportion of the total Inpuf expenditure‘on

the new varleties of the crops. 2 In contrast, Schuiter énd Mellor

have found that small farmers who adopt the new technlques are very

3

dependent on co-operative credit. This then shows that the Institu-

T

tion‘ggﬂlencourage tgzwadoptldn of innovation.

The'implication of the above conclusion is that institutions
dp havs a vital role to play“fn the modernisation of agrlculture.‘
Hayami and Rutten see the role essentialjx as theione”describgp aboyef-

to encourage diffusion of new technology; however, they fdrther‘add

‘ A
iDesai and Desai, Farm Production Credit, p.<162.

. ‘("‘( ’

« - 5 :
ZM; Desal .and B. Naik, '""Prospects of Demand for Short-term .
Institutional Credit for High-Yielding Varjeties', Indian Journal of
‘Agricultural Economics, XXVi (0ct/Dec 1971), p. 458

; 3M Schul ter: and John Mellor, '"New Seed Varleties and the
Small Parm" Economic¢ and-Political Weekly, vit, 13 (1972), p. A-35.

3 ")
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“ouned 68.2 per cent of the cultlvated area. This pattern [s repeated
‘ . < ‘ .
in the Ph[l&pp[nes where 58 per cent of the cultivated area s owned by

the top 10 per cent} The next step In Griffin's argumentkfs that

"the lmplfclt rental rate of land to the‘landlord tends to be less than
the.sociaj opportunity cost of land, wHile the implicit rent paid by
peasants tends tb e*cqed thé soclalrgp;orfgnlfy cdst.”] i1f fhe land

market was perfectly competitive, these differences in implicit rent

~

would beagl[mfnatedfby thé selling or réntipg of land untl!] edua]?ty

between the opﬁdrtUnlty costs of thg.landﬂprd and peasant was

. réachéd. But ﬁhe landlofd, being éllocaf monopolist, will not sell

| knowing full well thagfsuch an acflon wbu]d‘réducévthe,grfcevof lénd.

. Depending on risk aﬁa costs of production, hbwever, he may.rént the
land and .enter ‘into 6né of the_types‘of lénd]ord—tenant ﬁélatfonships
which Grj%fin elu;ldates (i.e., shareéropping, leasehold, or owner-
operation). | » |

The next market Grifffn deals With s the rural capital

“market., His argument is essentlally the same as that in the case of

the-lénd market. As he succinctly points out:

Landlords are more liquid than small peasants. The
former have idle cash balances upon which they can
draw to finance purchases of material inputs and

v . make wage payments. Moreover, they can obtain capital

« - easily on the organized credit market. They have
' ready access to commercial banks outside the. farming
locality and can obtain loans at preferential interest
' rates since.thelr wealth, income and ‘status make the -
risk of lending to them.minimal. Furthermore, the
larger farmers are able to use thelr political in-
fluence to ensure that government credit programmes
cater to their needs, to the neglect “of the needs of
~  less powerful and influential cultivators.2

e ———————..

ibid, p. 22,

zsg;é; p.

26.

)
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that the only wayatnstlfutlons can fulfllf thls.role'l; to elliminate
the bullt In blasedness towards large fa%mefs and the substitution of
cép!taf for‘labouf.] Turning our attention sbecifically to the pri-
mary credlt co;operatlve society, this institution can ald thé
process of modérnléatiqn by  recognizing the importance of an assured
water SUpbly.to,prdgfessiQe férhing. Lal Deepak notes that with an
assu}ea water.supply;vyiéld yariabf!ity decreases, fértiliser use is -
. better,‘and there Is a change In the croppiné pattern.away from dry
land cropsr2 Schuitér and Mellor a[so‘eﬁphasize that évailabflity of
Irrigation may be the major factor contributing to unéertalnity for
the small-farmer.Bv Uncertainity, they continue;ils t%e binding
consfralnt for credit. Risk is another constraint gor the small
fafmer fof he is ;onSIdered to be more credit unworthy. The co-

. operative éociety, to ensure that moderniSatTon is equélly beneficial
.to all, musp,eradicafe the biasedness aga1nst thé émall farmer.

‘ Though fhe,question of how jnstftgtional éhange occurs is
unresolved, one must fenclude that téchnical changg;is not necessarily
a precondition for»lnstlthtionai change. The re]atlonship ls more
complex than outlined above, but essentnai}y the relatlonshlp can be
viewed as a cnrcular one. Technucal change may influence |nst|tutlonal

change and vice versa. But more impdrtantly, the institution's role

JH_ayaml and Ruttan, Agricultural Developmeht, p. 295.

2Lal Deepak, ''Agricultural Development in Maharashtra'
Economic and Political Weekly, IV, 52 (1969), p.A-208.
See Appendix B for the effect of assured water supply on croppling
pattern In thg Palmakul area. .

3Schulter and Mellor, ''New Seed Varieties'', b.A—36,

&
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In agrlicultural modernisation Is to ald In the process of the diffusion
of néw technology. The fnadeqﬁacles of the primary‘credit co—oberative
soclety in fulfilling this role have been the;subject of thg previous
Chapte;. Hopefully, the delinecation of the Structdru of the rural
,economy may brovide a plaUSibie explanation which can shed 11ght as to.
why these Inadequacies occﬁr.-' |

’

lmbact of Imperfect Factor Markets on
Methods of Cultivation: Griffin's Thesis]

Griffin begins his analysis of factor market stfuctﬁré in
"we rural secfor of poor natlons w{thva discussion of the-land market.
His conclusion i Lo 8y P 1and‘markeé is highly imperfect. He
develops his argument by First showing that in‘mény developing AN
countrlies the'ownérsh{b of lanﬁ/TE\h{gh!y conéentrated.» As he says:
ntﬂe‘majorfty Is dépr!ved Of iéhd becguie most of the land is possessed

by a tiny minofityv Cases can be foun /where 5 per cent of those

active In agriculture posseSs‘GO per gent or more of the cultivable
.surface, and 10 per cent of all‘land wners .may account for half of
more of the land,“2 The argument_is supported by data from India, /

the Philippines, and Pakistan. of India, he shows that in l95h;55,‘
the top 7.7 per cent by fagm size wned 52.5 per cent pf'the'cultjvaied

area. Figures for Pakistan show a similarztrendi the top 21 per_cént

e et e A st

,

]The analysis in this section draws heavily upon material in
Griffin, The Political Economy of Agrarian Change; Raj, '"Distribution
-of Land Holdings''; and, Bottomley, Factor Pricing.

. 2Grlffln, The Political Ecbnomy of Agrérian Chénge; p. i8.

1]



in other words, Griffin. ls ;ay[ng that the sources of credit are

more limited for the small farmer due to a lack‘of assets (prlmarlly
land). The sources which are avallable to the small Farmer charge a
higher interést rate so that the opportunity cost of caplital for the
landlord is smaller than the social opportﬂnfty cost of capital which,
in turn, is smaller thaﬁ the opporthity cost of capital for the small
farmers. Griffin then c!tes d@ta‘frbm the Phjllppiﬁes and Indoﬁesia
to show'that sma{l farmefs pay a rate of Interest any-where from 15
per cent to 200 per cent, usually the sdurce of the loan being a -
moneylender,

The last factor market Griffin: dea]s w:th is the wage mar-
ket. He argues that the control of the landlord In the land and
cépital markets gives him a monopsony in the labour market. With é

, , , , e
control over material resources, the landlord has the capability to
hire a sufflcient amoUnt'of labour'fo affect the‘local wage raté
Government laws on mtnimum wages may force the landlord to pay.a
wage hlgher than the opportunlty cost of the smal] farmer But,
'Griffln notes, other soclal tnstitutlons such as apartheld or caste

may encourage exploitation of a certain class of~1abour, even though’

: | I ' col
no one person has monopsony power, Again, he reiterates:

]Another }nstttutlon that increases the landlord's power is
“his policy of paying .in kind. Almost all farmers need labour at the
time of transplantlng rice and the landlord can attract labour more _
easlly by paying in kind since .most labourers will have run out of
thelr stock of grain by this time. By paying in kind the landlord may
be paying a much lower wage rate than the small farmer. Many large

farmers interviewed in this study sald they did not sell grain because.

it was used to .pay servants’ and labourers. For this point see
Appendix B ‘
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In anvagrarlen economy, control of land,. credit and water enables
landowners to I[nfluence the local lebour market as wél].“] In other
words, Griffin Is arguing that notwoniy are factor markets imperfect

but they are also highly interdependent.

K.N. Raj supports Griffin's view when he notes: '‘The choicee

openbln the Tand labour, commodlty and capltal markets are not
independent of each other.but very closely interdependent n2 In a
prevlous\article, Raj showed that not only Is the ownerehlp of land
. highly skewed but the renting of land\fe'also highly.skewed.3 In

other words, those who owned a smafl amount of land could lease-in a

very small percentage of the land avallable for leaslng His flgures

for 1954- 55 show that though those below 2 1/2 acres were 50 per cent
of those)reporting leased in land they only. received 7.4 per cent of
.the total Teased-ln land. RaJ concludes: 'This |mplie5~that,_lf
owned land Is regarded es'analogous to equity{caplta‘;:and;leesed-in.
: \land‘es similar to debt, the operation of the Jand merkets in |ndie
has exhlbited.featuree yery 11ke thoée foﬂng in.capitalymarkets in“
more developed countries - in particular,~that the'eb%lfty to borrow
is gevefned in general by the amount of own—Capital.”h o

This Is also a feature of the capftal market (i.e., there

s interdependency between capatal and l&nd markets since own- cap|ta1

1

Griffin, Political Economy of Agrarian Change, p. 30.
<2Raj, "Distribution of Land Holdings", p. 7.

I 3K N. RaJ ”Ownershlp and Distribution of Land", Indian
vEconomIc Review, .V (Aprll 1970), p. 25. ‘

'ARaJ, "Distribution of Land‘Holdings”; p. 8. °
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In the capltal market Is also owned' land). The Inter-dependency of the
markets [s extended to the commod[ty market through the use of grain
loans. Raj argues that the effective rate of Interest assoclated wlth
graln loans Is hlgh, usually near 30‘per cent, Most of these loans
are taken by houaeholds with small holding because the demand for

worklng capltal 1s to meet consumptlon requlrements of the household
between hlrvests It is lmport\nt:to remember that agricultural
credlt conslsts of two components-—productlon»and conSUmptlon. As
Rajagooalan says: “Agrlcultural credit may be defined as the amount
of investible funds made avallable ‘for the purpose of development
[productlon) and sustenance {consumption] of farm productlvlty ! It
is'In the area of consumptlon credit expecially, Raj argues, that the
small farmer is explolted most" openly as the small farmer must pay’ a‘
hlgh premium on the loan and has a weak bargalnlng posltlon Raj’h
concludes that the exploltatton need not be as naked as ln the graln.»
.loan ""for such high rates can belreallsed indirectly by the manlp-
“ulation of the prlces at whlch commodltles concerned are bought and
. sold "2 Hence, Raj extends Grlffln s analysis of the rural capltal
o market lnto the area of consumptton crednt and Further strengthens our
i conclusion that thls market is hlghly lmperfect
The 11nks wlth the labour market occur Raj argues, when

loans have\stlp&tated condltlons on the supply of labour to the

creditor: That this Is a ‘common practice, he sgys, can be found by

' : .
! . “ . » ,
B

-

, lV Rajagopalan, "Farm quu&dlty and Institutional Financing
i for Agricultural Development” Indlan Journal of Agricultural Economics,
XXIII (Oct/Dec 1968), p. 26.

2RaJ, "Distribution of Land Holdings'", p. 10.



referring to literature on the labour market in Indlia. The differen-

tlation between thelvarious markets becomes hazy when labour Is pald

in kind or where there are stipulations about the timing of the supply

of labqgr (f.e., the difference between a tengnt and an agriculutral
EE

worker or the difference between a debtor and an agricultural worker

becomes hard to distinguish).

Raj's analysis on the whole extends and supports Griffin's
thesis. }h:the caplital market, he extends Griffin's analysls into:

the area of consumption credit, He lso gives more depth to Griffin's

discussion of the labour mafket §y del iIReating the !inks between
labour and capltal markets; Not onfy does\the landlord affect the
Ioéal wage rate by his actlonspbut he also controls the attu&l supbly\
éf labour by hiéimoﬁgylend!ng actlivities., The maj;r point of the
Griffin and Raj analysfs is thaf factor‘markets are not only imberfect

but also highly interdependent and Raj would extend this analysis to

include the point that factor markets are also Interdependenf‘with the

- product market (i.e., commodity market).

Bottomley In certain areas extends Griffin's and Raj{;‘

analysis. Griffin, when discussing the land market, concludes that

" the landlord will not sell his land knowing that such an action will

Tead to a decrease in the implicft rénta] value of land. Bottomley
extends ;hfs‘a(gument to the renting of land, implying that not only

s there(skewedness In the ownérship of land but also an under dtilisaQ

tion of land. The logic of the model used to derive this conclusion

I's basically one of demand and supply analysis. Since the discussion
Is about a factor, the demand curve is cﬁaracterizedjaé the VMP (value

of marglinal product) curve. This curve, according to thtbook.theory
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represents the marginal physical product (MPP) of employlng one addi -
tTonal unit of land times the price at which the additional produce
can be sold. Econoemic theory tells us that the curve declines for

éwo reasons: the best land Is already under cultivation and marginal
tand wlll have less productivity; and price declines because of in-
creasing produﬁe on the market. However, Bottomley assumes '‘that

the MPP of a landlord's terrain declines solely as a result of its
Increasing appllcationnto a fixed quantity of capital and tenant or
hired labour.”‘ He keeps the assumption of price falling with increased
output. There is also a marginal value product (MVP) curve~-more
common!y known in North American textbooks as the marginal revenue
.product curve. This curve fepresents the MPP of one additional unit
of land times the marginal revenue (MR)'derived from the additional
output. This curve declines for the same reasons as the VMP curve but
declihes faster because MR declines at a faster rate than price.

The supply of land curve is based on the interest charge on the
capital emp loyed to.brepare new land for use and some yeérly maintenance
cost. The curve AMO (annual marginal outlay) is increasing because

as more marginal terraln is brought into use the costs increase,

It ls'also a proxy for the marginal cost curve. This diséussion is
presented diagrammaticaf!y in Figure—l be low. For the landlord, the
equilibrium level of land use would be at 0X where MVP equals marginal
;ost. fhe'social op timum woyld be at OX] (where AMO = VMP) which

Is greater than the private edu!librium'imp]ying an under utilisation

\ .

—————————————

‘Bottomiey, Factor Pric¢ing, p. 47.

.,}:" ‘ .

‘ ~
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Oz weaknecs of this model is that 1t io besed on an assump-

r

ol o bimiced suppiy of iabour and caplital. Previcusiy, Bottomley

mgntioned that meny developing countries face a cituation of un-

ted cupp ity 0 labour. Grifiin would argue thet in such a case,
tandlord beng%%ts more by renting or using the lend because rental

I3

s will be Kigh and wage rates will be low. Nevertheless, it s

—

ibie thet Tandlords may rent below the social optimum due to the

8

tal MPP and price still decline even in the case of unlimited
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supplles of fabour. Itanad

In thé rurai capital market Bottomley concludes that the
major variables contrlbutang to the high rate of Interest are the
opportunlty cost of money, admnn[stratfon costs of Iend«ng, and risk.
He then ;aunches into & discussion of how to cut down these varioUs
costs.so as to reduce the rate of interest. One reason why the | .
opportunity cost of money is high is that the moneylender cannot lend,
continuously and ﬁis’balances must lay idle for certain periods of
time. Bottomley's solution to this problem.is for the gove?nment to
offer treasury bi]ls for the duration of the period when balances\
are Idle. Another interestfng suggestion he makes is that increasing
the money supply may decrease the opportunit* cost of money. But he
says that the relationsh%ps are not at all clear as it is possible
food prices may Increase aﬁd consequently reinfornce the high
opporutnity céstJof money.

Adminiétration costs, according to Bottom!cy,kare dependent
on the number of loans the money]ender can make, the size of a loan,
the duration of a loan, and the cost of supp?ementing his reserves.
The number of loans & moneylender makes is dependent on the number
ofyborrowers, the number of loans negotiated by existing bérrowers, and
the number of lenders. Bottoml ley fee]s that only the development
proces¢ can affect these variables. The number of borrowers and loans
would increase if new techniques’of production were‘interuced and -
demand for credit increased as a consequence. The numbe; of money-
lenders could oniy be reduced if there were more crédit sources and
greater compefition which Bottomley says woufd be a consequence of the

development process. The size of a loan would “only increase if there
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were/greater credit requifements due to new production meihods.
Average length of a loan cannot he reduced until the time horizon of
both borrower and 1ender zs changed by the development .process. Costs
of supplementlng reserves can be reduced if crops can be stored
properly so asvto be a reliable col]ateril for the honey]ender.

Bottomley sees the problem in terms of the moneylender not receiving
-rellable collateral which he in turn can use to receive loans from a

)
(\.

commercial bank or other agencies:.
Risk varies according to whether the loan is secured or not.
‘ 1

The variation in risk on a secured loan depends on the marketability

of the collateral and changes in the marh\rpvalue of the collateral.

Ny
Socnal customs may restrict the buying of property which is foreclosed

(For example, havingvto receive'the permission of the village head to
Buy foreclosed property). Changes in the market value of collateral
may occur when.the prices of crops change. Rxsk can decline if
ste}age of crops is improved sG“fFET“va]ue of the crop due to deter-
foration does not-decline or if there is dlverSIflcatlon in productlon
(i.e., not rely on one crop) On unsecured loans, the degree of risk
Is dependent on the f;rmer's willingness to pay and his ability to
pay. Ability to pay is eot releteq to willingnees to pay. Though much
cannot be done about willful defaultefs, those'unabfe to an could
change their position if they could increase output beyond the |ncrease
in Famlly size. In other words, the conclusion is that risk can
dec!ine_if new pﬁoduction techniques ean be introdUFed.

The éisf of Bottemley's analysis is that "high rates of
Interest are inexiricabl9'bound up with low levels of productivity.

As economic grow{h takes place, interest rates will fall of their own
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accord,.andvse help :o create the surplus_as well as the encouragement
- for investmént.and still further economic growth.”] One point that is
obvieusiy lacking in éott?miey's analysis is the_intecdependency of the
factor markets. Yet the underiying tone. of his analysis is that the
markets are imperfect_and in each market there are two opposing forces.

™

The landlord of the land market may be the moneylender in the rural
capital market. This is never said openly but one is led td believe
by the tone of the analysis fgat there lS a.possible connection.
Though Bottomley iist; various variables that contribute tc high
Iinterest rates, there |s no indlcation that iandiords Face these. hngh
Interest rates. The discu5510n is based on the unstated assumptlon that
xit'is the‘smail farmers who face high |nterest rates: The |mperfectlon ’
of the rural capital market or the lnterdependency of this market and
the land market iS not openiy denied elther One can only say that ’
Bottomiey S dsscussion does not directly refute Griffin's and Raj's
conclusions but gives_deeper understanding to some of their points
(for example, the underdtilisation'of iand and the costs of money-
" lending). |

To be abie.tc accept the Griffin thesis of highiy imperfect
and interdependent tactor markets, one must see supporting data outside
' of that which he presents in his book. To sdpportshis contention

of concentration of fand owhership, Griffin cites data for India for

1954-55. Michie presents.more recent data for lndia for 1960-61.

~

Table 5- i presents the distrlbutlon of iand owning households by

farm size for rural India for 1.960-61. Ome sees that the bottom

‘Bottpmiey, Factor Pricing, p. 107.

.
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54.79 pef cent of househods (fhosq withfjess than 2.5 acres) own

only 7.59 pef¢cént of the land. On the otﬁér hand, tﬁe~top 7.73 per
cén; 6f ﬁdﬁséhélds (thqsévowning IS acrés~or @;re) own MS;SI-per cent
of fﬁé land;. Rélated data is presented in-Table 5-2 Which.shows‘the
’distribﬁtion of household operational holdings‘By farm sizé fqr rura]
‘India; 1960-61. Agéin a skewednéss in the distr?bﬁtibn of hoidings is
~ observed. The bottom 6L.L per cénf‘of cultivating households control
19.8,pér cént of the opérational érea. Another interesting figure in .
Tablé 5-2 is that726.3.per cen; of the households Have no.bperapional
land; lnvall.likelihood, these households are landless agricﬁltural
laﬁourers: 1n a recent érticle,rélating to. Andhra Pradesh, Parthasarathy
and‘Raju ﬁote:»”Ouf of 7 million households more than 30 per cent aré
Iéndless labour househo!ds.]'A They also cite that in the Vest ngavrf'
delta area;'SO‘per cent of{mhe cultivable {and {s poséessed by T4 pér
cent of the households. ?%at'there is a highly skeQed ;oncentration
,éf ownership ofAland;in the hands of a minority is a ;ontention that

\.> ' .
holds true in lndia.2

The next point to consider is what the sources of agricultural

©

credit are and to what extent they are utilised. For Griffin's analysis
lG. Parhasarathy and K.S. Raju, "Is There an Alternative To

Radical Land Ceiling?", Economic and Political Weekly, VI, 27 (1972)
p. 1282, . o '

2A reader may ask what is the relevance of this data to .
Palmakul area. Though |¢4ave no definite breakdown of ownership in
this area, my intutitive“guess is that what generally holds true in
_ Indi# and Andhra Pradesh would hold true in this area. A possibility
fs that since this area is dry-land, the skewedness may not be as
great as in wet land. :
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to have releyance, a slgnlflcant\amount of be}rowing by small farmers
must be from moneylenders. The sourcesvof credit In a village are
usually moneylenders (professienel and égrﬂeulturaf); traders and
cemmission agents, landlofds;.relatfvezﬁend friendé, and the co-
operative'soeiety.= In ]95]?52. the AII:lndla Rural Credit Survey
concluded that 93.7 per cent of all loans were provuded by prnvate
sources (moneylenders, traders and commission agents, landlords
relatlves and others)j} The share of the cd;operatives that year was
3.1 per cenE: In 1961-62, the All-lndla Rural Inves¢ment and - Debt i
SurQey revealed thetrthe shafe of\pfiVateasodrces had declined to 81.3
per cent whereas the share of the-co-operativ&s had risen to 15.5 per
cent. The survey also foudd that in 1960-61, 69 eer cent of ££e
borrowings in Andhra Pradesh were provided By both professiona] and
agrlcultufal,modeyieﬁders. In a further national study In 1963-64, it
‘was concluded that moneylenders provided 73.08 per cent of lqené while
co-opefat{ves provided 16;02~per cent;? In a more recent study,
Subramanian and Nagarajan found t%at inzone South‘indian village
(Chettiepatfy) 85 per cent of the farmers depended on the moneylender

3

and ‘10 per cent depended on the co-operatlives. In the other village

studied (Panjampatty), the situation was radically different with 50

‘H.C; Jain, '"'Sources of Credit and Changes in Their RelatiVe
Importance', ‘Indian Cooperative Review, "IX, b (1972), p. 502. /

4

2Rajagopalan, YFarm Liquidity", p. 27.

R. Subramanian and B.S, NagaraJan, "Sources and Utilisation
of Agricultural Credlt in Selected Villages in Madurai Dnstrlct“
' Indian Co-operative Revnew Vi, (]969) p 431,
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per cent of the farmers depending on co-operatives for credit, 25 per
cent depending on the moneylender, and 25 per cent depending on relatives.
A breakdown of the data of both villages according to size of ho]d[ng
reveals that in both vlllages, farmers with Iess than 5 acres depended
heavily on the moneylender and other sources (excluding government
agencIeS). For example, in Chéttipatty, thirteen out of fourteen
farmers depenaed on sources othér than the co~operative; in Panjampatty,
the;corresponding figure was twenty-six ouf of thfrty-éjx farmers. For
farmers with more than 5 acres, In Chettlpatty four out of flve .-
farmers depended on moneylenders and other sources whereas In Pan;ampatty
tho sp]lt was even between private sources and the co-operative society.
Jain states : “The Private agencies in India are still (1972] ex-
tending 60 per cent of the total credit made avallable to the farmers |
by all sources. ul One observes that there has been a slow decline
of the share of prnvafe sources in total loans from 195} to 1972. A
,poss!ble explanation is that “a substantial part of the co- operatlve
credlt has gone to the well-to- do-Farmers To this extent the de-
pendence of the well-to-do-farmers on the village moneylender might,

have decl:ned ..;”2 Some support For this view is the finding that in

VPanjampatty, half of the Farmers with more than -five acres utlllsed the
) o

¥

co-operative for credit whereas the other half utilised other sources‘

of credit. Frankel emphasnzes an lmportant point when she says that

R e

jJain, "Sources of Credit", p. 502.

28 Prasada Rao and R. M Mohana Rao, ”Regulatlon of Money-
Lendlng--Some Suggestions't, lndlan Cooperative Review, IX, 3 (1972},

p. 353.




mény farmers need consumot[on loans and these are easily provnded by
the moﬁeylender.l " One must remember that agricultural credit has two
components--=production credlt and consumptlon credit. Though the co-
operative mey provide production credit for the small farmer, until
It provides consumption credit the small farmer will be dependent on
the moneylender. |

Additional support for Frankel's and Griffin's thesis with .

respect to the rural capital market is found in the data of this study.

The farmers interviewed were questloned concernlng their sources of
credit for production purposes. Elght out of the twelve farhers with
8 or more acres recelved loans from the moneylender which varied in
amount from Rs. 1,000 to_h,OOO. S1x out of eleven fermers with 3 to
’8 acres borrowed from the moneyfender with the loan.varying in size
_Ffom Rs. 500 to 1,000 with one farmer receiving a loen“of Rs.\§,000.
Finally, three out of eight of the small farmers received loans from
the moneylender,‘the amouot varying froo Rs. 200 to 500. Furthermore,

all of the small farmers, 75 per cent-of the medlum farmers, and 33

per cent of the large farmers Interviewed borrowed money for consumptlon

purooses One might conclude that in the area of productlon credit,
the small farmer does not have easy access to credit especially iIf the
‘loan from the co-operative. is lnadequate 2 However, small’ loans for
‘consumptlon are easily ava(lable, which tends to keep the small farmer

in the bondage oF“fhe‘moneylender, This evidence is in keeping with-

\ .
: ]Frankel lndlan s Greep Revolutlon Economic Gains and
Polltical Costs, p. 133

b

) 20f the thirty-one farmers interviewed; only five said the
loan recelved was adegquate or excessive. ‘
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Griffin's thesis that the rural capital market is imperfect with blased-

ness towards the blg farmers (especially in terms of . production credit).
This imperfect and interdependent factor market structure,

" Grlffin continues, affécts the mefhods of cu]tivation available to

the farmer.’ The previous analysis has. shown that small farmers and

big landlords face different factor prices. Material inputs'are‘;

expensive to the small farmer but relatlvely Inexpensive to the bfg

landlord. The method of cultlvatlon that would be chosen by each of

these groups is illustrated in Figure 5- 2

" FIGURE §-2

CHOICE OF TECHNIQUE OF PRODUCTION

FI

Source: Griffln,'Pd]itical EconomY'of Agrarian Change; ﬁ. 36,
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lnvthe‘dlagram, N is Iahour ahd M materlal resources (i.e., land and
capltalt for exaﬁple, tractors and Irr[gatlon facilities); qq
represents the'aﬁount of N and M needed to produce a certain outout.'

PQ and RS represent the relatlve factor prices faced by the small |
farmer and the landlord respe;tlvely. From the diagram, it is possible
to seecthat the small farmer will choose & (a labour-intensive technique)
and thexlahdiord wi]]rChOQSG‘p (a capital-intensive technique). Griffln
goes on to argue that technical change which occurs in the area REP

wlll be superior for those using & but economncally Irrelevant for
those uslng A?techniquea . The opposite holds true for techniques ‘
talllng Ih’the,area~of QES. He then argues that the techniques of the
""green revoiutioh” are landlord biased (i.e., falling the area of

QE#). .His reasoning“ls‘that'such Inputs as an assured water supply
.and‘fertiiisers'arelnot as easily accessible to the small farmer due.

to factor market imperfections. A rebuttai mfght Be'that the co-

¢

operatlve 50c1ety is dIsbursIng fertlllsers and seeds actlvely to

~

all farmers. Certainly the data ln this study woul-d support such an

.argument (t.e., ln the disburSment of crop loans, there was no 5|gni—v
| f!cant blas) | Yet loans for the purposes of irrugatlon were blased
Griffin: argues that whether there Is an adequate water supply is the

\crucial varlable In determlnnng whether the new technlque is worth-

while or not. He cites data from‘the\Phl]!pplneS to show that on

» lIn Griffin's terms, qq is-a "discontinuous isoquant (...)
which indicates the various combinations of labour (N) and material in-
puts (M) which can be used. to produce a given quantity of rice." See
Griffin, Political Economy of Agrarian Change, p. 35. In Mrs. Robinson's
- terminology, qq is a ''technical frontier' which represents the spectrum
"of production techniques; see Joan Robinson, The Accumulation of

“Capltal, V(London' Macmillan, 1956).
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ralnfed farms the new technology did not pay-off. As he says:

i+ On the rainfed farms In Gapan, for instance, between
1965 and 1970 the area under high ylelding varieties
rose from zero to 31.6 per cent, yet ylelds rose
only from 1.7 to 1.8 tons per hectare. At the same
time the amount of fertilizer used more than doubled,
rising from 9.2 to 20.5 kg. per hectare, and the
proportion of farmers using herblcides, insecticides,
and tractors increased by well over one hundred
per cent. Since output remained roughly the same
while material inputs rose substantially, value
added must have declined. Innovation almost cer-
tainly led to greater poverty on these farms and one
would anticipate that in the future the farmers will
revert to the traditional varieties of rice.!

One can conclude that gﬁé o-operativé‘ghrough its biaFedness and ;he'
rural capital market thro ghAlts imperfection affgct the»choice'ofvthe
method bf”cultivatjon gf the small farmér.

In summgri{/GrIffIn has shoWH<that facfor mafkets In the
rural economy aqé not only highly fm;erfect but also highly inter-
_dependent. He then demonstrates that\these imperfect markets restrict
- the cholce; avaifable to the small farmer in terms of his method.of
cultivation. l‘wou}d add;that»the cofoperative society In itg pracfices
‘is also highly imperfect ‘and also acts to>restrict the sma]l Farmer in
hfs cholice of method of cultivation (to be discussed Iatér); Since the
concfusion'is that on'thg input side of the_systgm, tﬁé small farmer
ié restricted in hiS’act{vitles, one must furn'to see if on the oufput

A . o

side he can participate in a system more closely approximétihg perfect

. ) :/»// T
- competition. ‘ . \

Griffln, The’Polit[cal“Economy‘of Agrarian Changé, p. 58.
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Structure of the Product Market: The Fowke Thes{ﬁ

it -

In the literature on developing countries, the product
market is described as being characterlized by numerous small traders and
a few dominant traders with the peasant farmer not always having periect
choice. Fowke, in his recounting of the deve lopment of grain marketing
Institutions in Canada, gives a very clear description of the type of
market structure that would be found in a developing country. In
his analysis, Fowke examines the ”nationalvpdlicy“~1n Canada and the
cbmﬁltmen£ to competition versus monopoly. His conclusion is that if
monopoly was in direct conflict with the interests of national policy‘
historically, it was regulated; otherwise, the government would take
no action. His major point is that though the agricultural sector grew

significantly, monopoly was tolerated in this sector since there were

.no conflicts with national policy. Hence, any changes that occurred

.

originated due to the agitation of farmers.
The farmer that Fowke deals with is a specialized agricultural
producer--producing mostly wheat. This type of farmer was not self-

sufficient but Qéry dependent on the market to sell his produce and to

"buy his consumption’goods. To better his position, the farmer could

either agitate to.increase tHe price of his product or to decrease fhe
price of consumer éoods. Realistically, he could only attempt to
éffecf the former and” Fowke argues that within the market structure

of the éérly 1900'5- even this was a very difficult step to take.

The market for wheat was characterized by different selling

~Prices at various points (i.e., local price In the local market,, spot

or terminal price In Winnipeg, and Liverpool price in.the overseas

mprket). Local price was further subdiv[déd into "street'' and '"track"
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price. ”Streetﬂ price was,theuprice paid for wheét available in less-
than-carload quantities. On the other:hand; "track" price_was the price
paid Tor boxcar quaﬁtities of wheat. Tﬂe crucial variables in determining
these prices were '1) the nﬁmber of bushels gross weight; 2) dockage -
titfeductlon in gfoss weight due to foreign materiais in the whéat} and-
shrinkage,[reduct?cn En‘grosé weight to compeﬁsate for waste that

takes place in receiving, storing and shipping] ; 3) grade; ..."'

¢ \

Because of the deperidence on the railway for'tﬁansporfing
wheat, the farmer had to deal with one of the elevator companies
within h;s réacH. The elevator companies tended to personffy.three
distinctive typés of functionzl persons: 1) merchant; 2) warehouse-
5an; and é) commission agent.b The merchéht bought gr&iﬁ with the
expectation of profit at a later date and different pace. On the
other hand, the commission agent acted evth@@yfor the seller or the
buyer; he personally did not undertake any risk. Finally, the ware-
housemen only provided storage facilities and equipment for weighing
and trensferring the product.  In short, the farmer had a choice of
three egencies at the local market. But those with less-than-carioad
ities of wheat were restr!cted by their cutpdi te deal onlv w?tﬁ

the mer chant.  Those with boxger cuantities could e thar. sell or ehip

che orain o 3 oterming i solnt, Consequer iy, the d fference berwean

)i

poice and the term! aal price was signif'cantly Jéss than

f“

w “street't price and the term - nal price. The

feit the situation wouid be further aggravated If there was

tisnopols 1 the local market fo - the difference betweer terminal and

;Fam&gg‘fhe'ﬂationﬁ] “olicy and the Vheat Economy, p. 1IC

13



'street" price would he much greater than cost-plus-reasonahle profit.
Another complaint against the elevator companies was that they niixed

and undercleaned grain so that minimum quality was achieved and farmers

s

consequently received a lower price.

Because of farmers' agitation over these type of practices and

‘the spread between "street!' and terminal prices, the)gpvernments of
Saskatchewan and Alberta héld investigations into the actioné of the
elevator companies. The finding was that there was a concentration of
ownership among fhecelevafor companies Ieadingvto a monopoly situation;
the recommendatjbn was that there should Be co-operative elevators.
They were an alternative in:the market structure; their major éonce}n
was to narrow the spread between terminal and "street" price and '
provide adequafe elevator facilities. Though Fowke.wéuld say the co-
operative elevators were schessful, fhere was considerable criticism
that certain }nterests were in control and that the co-operative
management had separate interests from the farmers.

| ‘The next step in‘the hjstoricél deVeIopment of grain
marketing institu;ions was-the introduction of theIWheat pools which
were cqujdered to be a new type of co-operative organisation.
E;seht?ally, the wheat pool was still a co-operative elevetor but with
a dffferent emphasis in objectives. The wheat pooi was mére concerned
with narrowing th;\ga}ead between local and 5verseas price and the
ﬁpréad of séasona? pfices.

The concern with the seasonal spreads was due to the

i °® i * b3 3w .
This charge was particuiarly directed towards terminal
elevator companies.
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speculative activity in the open market.v ln~ the grain futures market,
the speculetor dealt.withtquantities of grain which in reality did not
exist.w A speculator could agree to elther sell or buy a quantlty of
grain in the future.‘ The obJectlve was not to go through with the deal
but to break the agreement according to price movements Farmer;
objected to this practice because: 1) prices paid to them had a close
relation to prices in the futdres market and 2) the influence»of the
fspeculators was seasonal. The implication of the last obJectlon is

that at the tlme of harvest when a Targe quantlty oF wheat is dumped on
the market if speculators did not partlc:pate in the futures market,
prlces of futures and wheat wou]d decline tremendously to the beneftt P
of the speculators. The elimination of this speculative profit was

seen as necessary to better the posTtien of the farmer. The market
Structure of the Canadian grain trade changed considerably wnth .the
rejection of the open merket system and the creathn of the Canadlan
‘Wheat’ Board “but that is not a story of lmmediate lnterest here.,

Fowke, then, has presented a picture of an imperfect output
market structure in the ‘early 1900s in Canada.' The farmers net only
faced differentiated pricee at the.!ocal level depending on ‘the quantity
they had to sell but also a significant price spread between local and
terminal points. They also faced wide seasonal Fluctuattons due to
speculatTve activity in the futures market.

How well does this picture describe the situation in a

developing country? The common -belief about output market structure in

s

India is:

"First, that because of the monopollstnc nature
of private trade, the price spread between the
producer and the consumer is excessively high;
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second, that there are regional variations in
prices which are partly caused by semimonopolistic
elements that try to exploit inefficiencies in the
market structure; and: third, that unduly wide
seasonal price fluctuations-are caused by the
speculative hoarding and profiteering practices

. of traders. ‘ ’

This essentially agrees with Fowke's model even though the farmer in
India is neither a single. crop producer nor dependent on the railway.

-The most important contribution of the Fowke analysis‘is to show how the

farmer is limited, by his economic conditions, in his choice of to whom to.

@

and where to sell. Those farmerskwith less-than-boxca; quantities had
to sell to the elevator company af thé@local.level; thefe wés no choice.
.Taking the Griffin analysis, if a'farmér, due to factor market imperfec-
tions, has to employ a- technique oé‘pfodqction’which produces an output

sufficiently large, he may be'limited in his choice in selling in

the output market due ta an imperfect product market structure.

Uma Lele argues that all pricé spreadé'can not be so easily"
explained by referring to monopolistic tendencies in the local market
or the profit mogivé of speculators. In her article‘On Sholapur, she
examlned f}ve primary wholesale jowar markets in.Sholapur district in
Maharaﬁhtra. All five were yegu]a{ed markets; in a regulated market

. - 3 ‘

thgre is an inspector who grade; the grain and sets a minimum'priﬁe
according to the grade. First, she examfned whether there was com=
petition in these agriculfural markets. After listing the various types

of traders in each market, she concluded that the number of traders was

large enough such that any collusive price policy would be hard to cement.

I3

: ~--r~--lUma'J. Lele, 'The Traders oftShoIapur“, in Developing Rural
india: Plan and Practice (lthaca, N.Y.: Cornell University Press,

1968), p. 239. , ,

1
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One of the types_of traders she discussed was the "A'" type trader who
can sell or purchase anywhere in the market area (1. et, the entlire area
'served by the market). In. other words, this trader Is not restrlcted to
the-market vyard. She states that this type of trader was the most” nmpor;
tant functjonary in the market. For the flve markets she stud(ed fn
all but one the.number oF Al type-traders was very small compared to
-the other types of traders, Lele does not discuss what percentage of
the sales and purchases In the market area and‘the market yard can. be

" attributed to these traderst If their sharevwas-qu}te large, then one

L)

‘can admit the possibility of the "A" type traders undertaktng coliusive
'activtty. - ) ' .\ _

Next she examined whether there was’ sngntf4cant dafference
between prices at the primary wholesale market and the urban market.
: HeﬁQCOnc1u510n is that not only are price movements‘between the local
tand urban markets correlated but also that price mouements between
‘thé 10cal -markets- are correlated What dnfferences there are she feels
can be explalned by the unavanlabllity of transportation faci]ities
and a ban on shipment of jowar to other states. Finally, Lele examined
the seasona] price spread from-lBSénto ]963 . She concludeS' "The
movemen%-of Jowar prices in Sholapur betWeen 1956~ 57 and 1962-63
iliustrates the great year-to- year varlatlon in seasonal pattern shown
by prices of agrlcultural commodities. nl 'der explanation for this
varlatlon is that there is correspondence between changing market
‘condltlons and seasonal varlatlon She argues that price varles
according to what the trader expects crop productlon to be and how

Rt

] ‘....> » ) .
'lbid, p. 281,
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accu?ately.he §redicts the odtput;' Two other variables influencing
ﬁktcé Spread,.aécording to_LéIe{ are thevavaL1abYlLty of tranSpoft and
the gévérnment poliéy'of ﬁénning éxpérts to othere;tates: Evén Pf

the tradér can accﬁratel?_prédict outpﬁt<lf transportétIOn is nét
availablé; thé output'can notnrééch the mafket and“price will vary

accordingly. The same holds true when grain can not move freély.to meet

demand in other states.. Her conclusion is that seasonal variation

o

can be explained by factors other than the profit motive of speCuIatqrs;

The. major criticism that can be made of Lele's analysis fs,
that she studied onfy one type of market. The marketing fgci]ities
5Vallable.to;a‘farmef'in a ;}Ilage-are: trader,’village market,
regulated market.(which'she studied), and unregulated'mérket.i She
does not ihdiéatejthe percentage of Farwérs in the’mérket area who
utilise the market and what;type of farmer utilises the market. The
cruc]él problem is that the small farmer may beblimited by hfé re-

’ souf&es in the &Hoice of matket. Her analysis is based on the tacit
assumption tﬁat everi{farmer h?s a perfect choice. She~menti;ns‘th§t

small farmers sell their produce to the trader who then brings in the

. produce to the Ti:ﬁgt. Nowhere does she compare the price the farmer

>

Ty

, ~The trader in many instances may be -the moneylender. An
unregulated markgt is similar to the regulated market except that there
I's no grading off the grain and setting of a minimum price by an
lnspector, Farmers tend to go to the unregulated market if their main
concern is to dispose of the grain due to a lack of Storage facilities;
in other words; bargaining can begin at a lower level than in the
regulated market, ‘ '

118
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: rece[ves from the trader and the prlce in the market.]. To show that
S

regulated markets are working compet[tkvely lS not suffLCLent evidence
to say that the output market s perfectly c0mpetLtLve

Of the eight small farmers [nterv{ewed in our study, five eaid
,they sell whatever surplus they‘have to the moneylender or trader In
the village. Four of the med fum Farmers Sald they sell to the money=~
lender, and ftve sald they wentwto Shamshabad where there is an un-
':regulated market. Three of the' large farmers sald they sell to the
moneylender or trader.2 Most of the others sald they did not sell
gralns or went to. the regulated market of Hyderabad Th05e who did not
sell gra:ns sold commercial crops such as chllxes in‘Hyderabad itself.
When offucuals at the co- operatlve socuety were asked about the
marketing behavtor of their members, they conflrmed this pattern. They
sald small farmers. sold mostly to moneylenders if not grains,thea
vegetables. Other farmers mostly went to Shamshabad. Large farmers
they aa1d, tended not to sell thelr gralns and commercaal crops on the
whole were sold in the city or Shadnagar (where therevis a regulated
‘market). J -

The eattern that Is revealed, tten,‘is that farmers sell

“to different sources according to farm size. Because of lack of

data, one can not .compare the dffferent.selling prices. A reasonable

]Lele might argue that the d[fference in price will not exceed
transportatlon cost. But one must also consider that such institutional
factors as size of loan from the trader, future credit requirements, and
repayment performance will affect the price accepted by the -farmer. In
that case, difference -in prlce may well exceed traUSportatﬁon°cost.

4

2These farmers had virtually no wet land and what they did
produce they mostly kept for home consumption. Surplus was very little .
and this they sold to the moneylender to not only pay off past debts but
also because he was the most convenlent source.
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hypothesis would be that these varlous prices do differ, though one
cannot say how significant the.differences are. Fouwke's analysis of

”streetf and "track" prices lends support to this hypothesis. A

)

plauslblé Conclusion s that the output market is imperfect though the

degree of imperfection is not known. Fowke's analysis would support

such a conclusion and Lele's anaiysis would not directly contradict it.,

The Impact of Imperfect Markets on the

Primary Credit Co-operative Society

‘]t Is cructal at this poTnt to eQaluate the‘effett'of the
fo}égolhgbmodei of the stfucture of the rural économy on the primary
éfedit co—Operative socTety. There are two key effects: (1) the éctions
of the cd‘Operatlve socuety reinforce the unequal 1ncome distrlbutvon
ln the rural sector, and (2) the co—operatIVe society assumes the
.rigidities of the rural economy.

" The first effect is a result of the léndlng po]iciés of the
credlt society which are not in oppésition to the structufe of the
rural ecoﬁomy Basically, the co- operative takes as glxgg_the ih-
‘perfect factor market structure and bases its actuvnty on this given.
For the medlum-term loan, the so;iety lends on the basis of land. The
smalf farmer suffers ‘in the disbursement of this loan since he does nof
have sufficient mortgagable land due to the unequal distribution of
land anership. This unequal dfstribution, as‘Griffin notes, is a
resQlt of imperfectiohs in ;he lTand market. Basically then, the co-
operative soci ‘s a historically determined distribution of
land ownérshfp . 5 acceptance is iﬁ spite of the knéwledge

that there,’ cy for the land ownership pattern to

o e i 2 e TSN e
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to copéerge to a “leﬁs Impérfect“ equilibrlum.l The soclety attempts
to change this distribution through the market (i;e., giving loans an
éncoufégfng the use of new Innévatiéng); Even this attempt fails dfe
to the Imperfections in the output markef; _Anothér policy whi?ﬁ is

not In opposition to thebimpérfécthféctor‘markét structu?e is the non-
disbursement of consumption loans. This‘§éhds the small farmer into
the hands of the moneylender sincé other sources o# credit aré not
available to him, Thg lending policies of the primary credit cdf
operative society do not altér\the impérfect mafkét structure but

in all likelihood reinforce that structure. |

An Important'result of the pqlicy of the society to lend‘on

“the basis of land‘is that small farmers vefy‘rarely receive hedium-
term loans for the purpose of‘irrigatfon. The implication is thét

most small farmers do not have irrigation facilities. Since the new
technélogy is aﬁ irfigatéd tg;hno!égy,vfhe determiniAg factor in |
reaping fhe full beneffts of employing the new tecHnol§gy is an .-
assured water sﬁpply. The concl;gion is thé; the small farmer who
utilisés.the crop lban without an assured water supply will not realise

the expected thput. Another factor that may decrease the expected

. \
output Is the Inability of the small farmer to procure production

\

]Thls is 'so because the whole process of acquisition of land
Is circular., Initial land ownership creates wealth so more land can
be acquired. Credit for investment to improve production of land and
thereby Increase wealth is available on the basis of land ownership.
Therefore, the convergence in ajl probability would be towards a high
concentration of ownership of land in the hands of a'small minority.



credit from ether seurces. The cron loan in most cases ié inadequate,
therefore, the small farmer due to the imperfections in the credit
market structure must utllise an amount smaller than required.' Both
these factors--Tnadequate water facijities and inadequate credit--
contr}bute to a decreaSe in the expected output. If the markefaEIe
surplus fs.small after home consumption, the small farmer{gue to the
'Imperfections'in the output market will be limited in his cho}ce of to
whom to and where to sell. Consequently, the average price he may
recetVe w1l! probably be below the market price. The large.farmer, on
the other hand, with an assured water supply and alternative sources
of credit, can fully realise the benefits of employing the new

4

technology. Wlth his larger marketable surplus, he has more perfect

ié./‘

choice in the.output market and the average price received by him wiil
be near the market price. As a consequence, the income differential
between the large and small farmer is not only reinforced but also
possnbly lncreased. The pramary credlt co-operative socnety by
operatlng on po]lcies that are not in opposition to the imperfect
market structure of the rural economy not only strengthens. that:
structure but also reinforces the unequal income distribution which'
Is a result of the eaid s;rncture. |

 The second effeCf is a result of the fact the effective rate
of Interest on the crop loan for the small farmer is h:gher than that

for the large farmer..bBasically, the effective rate of interest is

Michael G.G. Schulter, “The Role of Co-operative Credit iIn

1

Small Farmer Adoption of the NeW‘CereaI Varieties in India', Occasional

Paper No 64 (Ithaca: Cornell Univ. Press: 1973), p. 3,
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. higher fér the small farmer because he gets less marketable return
from his~|oan]due to many factors (as outlined above)F—lack of
adedhate irrigat[oﬁ facflttieé, inadequacy o% crop loan, and.lmper~
fections in the outputlmarkét; This jéwér @arketable surpTus.affects
the farmer's repaying cépacity. Thé lower marketab}e surplus and the. ‘
conseqqent difficulty in répayiﬁg‘thé loan increases the cost ‘of the
loan‘beyond thevhormal ihterést,raté charged for Ehe small. farmer. .

-One canﬂbostulate'that there may be some break-evéﬁ point in farm

-slze. Above.this size, the sQrplus will be great enpugh to repay the

- loan prompfly.] Below this size, the probabilfty of non-repayment

may Se great{ this may translate into actual non-repaymégt.: A probable
,'conééquence-woqld be iﬁcreasing dependence on the méneylendér since the
co-operative wfll deﬁy future credit. Another result will be a
deéreqse in the utilisation of co-operative credft in the future by
small farmers because of the ﬁigher cost of a loan F;om the co-
operative. The conclusién ofAthls ahaiysis is that thé effective

cost 'of a crop loan for the sﬁail farmér is higher than the interest
‘rate charged on the loan due to;the imperfections of the market
strUcturéz}n the rural economy. 'Consequenzly, the effective rate
of,interést‘onﬂthe crbp loan is not the same.for all farmers but is
differentiated by farm sfze. .This differentiation iﬁ the interest rate’

-

and the bias towards large farmers in the disbursement of loans on the
. .

‘lt is Important to note here that in reality a large per-
centage of overdues are attributed to large farmers. The non-repayment
- of loans by large. farmers may be attributed not to higher cost but
 to their political power. See Lele, !Roles of Credit'", p. 422, An
additional point is that large farmers use the co-operative society
to avail of the subsidy element;.therefore renaying the loans from
the-;ociety is of the lowest priority. ' See Dantwala, '"Preface', p.32.

“
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basts of land are two r gldities of the rural structure whl;h“thé
éo-opgratlve society assumes. In fact, these rigidities become
fundamental aspects of thé Institﬁtional strﬁcture and policy actlions
of fhé cé-opératfve soclety Itsélf.

The major conclusion of thfs analysis is tha; the primary
credfffCO‘opératfve soéiéfy; thouéh its policies which do not fun-
,damentajly alter the rural structﬁre, not anly strengfhens aﬁd:ré-
fnforces the unequal Incomé digtributfon in the rural sector but dfso
assumes rigidities of the.lmpérfé;t market stfucture jn.the rural

economy .

6onclusion
It has been shown in thfs'chaptér that institutions (the
prlmary credit co-operative society) have é‘vital role fo play in
agricultural modernisataon The primafy credlt co—operatlve society
”Fulfllls this role by engaging in the dlffuslon of new productuon
techniques. But there have been inadequacies in the policies of the

50clety such as a bias towards large farmers.

The contention put forth here is that these inadequacies in

the policies of the society can be largely explalned by an examination

of the factor market structure in the rural economy. Following
. Griffin's thesis, we have shown that the factor markets in India

are not only highly imperfect but Interdependént. The coToperative

1

soclety, as long as it lends on the bais of land, participates in this.

imperfect market structure. In fact, the co:gpé?;tive itself becomes
an Imperfect. factor market with respect to credit.
lmperfectlons in the product market, It is argued worsen

the blas of the factor markets. The argument is that farmers face

< ] . ﬁ .

~

12k




125

differentiated output prices and are restricted by their economic
condltions in the choice of price. tn other words, the farmer, due

. to hls economic condltion, is restricted in the choice of how much to
sell; to whom to sell, and where to sell. The conclusion is that the
Co-operative society, in ordervto fdlffll its role in the modernisation
Process, can not only be concerned with the diffusion of new innova-
tions, | It must also be concerned that the Increase in output leads
~not only to an increase in.income but also to an equitable distribution
of this increased income. To achieve this goal, the co-operative
society must take an active part In the marketihg process. To.this
point in time,uthe marketing co-operatives lniexistence mainly deal
with commercial crops. Many small farmers do ﬁot dfow such crops but
produce elther foodgrains or perishable produce (i.e., vegetables or
fruits); Consequently, theAéo-operative society must introduce new
pollciés so that .the marketing_gi;uation is improved. To play an
adéduatg role in the moderhisation‘process,‘fhe co-operative society
must not only be coﬁcerned with increasing output bdt~also with seeing
that additional output yields a‘tangible increase in income which

is equitably distributed. ) ' ‘



CHRAPTER VI

SUMMARY, CONCLUSLONS, AND POLICY [MPLICATIONS

| Summary

To study the roié of institutions in agricuitural develop
ment , thi;‘study has focused on the primary credit co-operative
society. The historical development of credit co-operatives was
examined to understand certain areas which have been problem areas
since the inception of the credit co-operatives. These areas were
found to be the policy of open membership and the lack of adequate
irrigation facilities.”\The basis of changing agriculfural'production
was studied; this study revealed the importance of ”off-farmﬂ inputs--
for example, fertiliser, high-yielding vérieties, and pesticides.
Once the role of the prihary credit co-operative society in the
distr}bution of these inputs was estalished, the study turned to an
evaluation of the Palmakul Co-operative Rural Bank; The Bank was
found fo be efficient on the basis of certain internal performance
criterfa.. In the distribution of medium-term loans, the co-operative
§ociety was found to bevbiased towards the large farmer. To explain
this bilasedness, a model of the structure of the rural economy
followgng Griffin and Fowke was postulated. This model not only
helped to explain the behavior of primary co-operatives bué gave a
'deeper understanding of ‘the prob]éms.faced by small farmers in rural

India. . \

-
-

Conclusions and Policy Implications’

In the transformation of Indian agriculture, agricultural

-credit has several functféns. As Uma Lele states:
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" bt must finance the needs arising from the |
burgeoﬁing techriological revolution in agricul-
tural sectorsy It must encourage and mob’ i .e.
savings from the incomes generated by the
expanding agricultural production. As an im
portant factor of production, credit must play

a pivotal role in fostering an equitable dis- :
. . -

~ihutica oF the Tncrzasince acricul zurz’ ncome
The effectivenss of agricultural credit in performing these various
functions depgnds to a large éxteﬁonn “an appropriate institutioral
in?'rastmct;t_:re."| Governmént p{anners_have emphas ized the>importance
of such fnstitutio?s as co-cperatives and commercial banks in fulfiliing
scme-cf “hese functions. This study nas focﬁsed on the primary credit
cd-oéerative society and its performancehin fuifiiling the previousi:
memticned'funttionsf

The primary credit co-operazive sociaty of this study hés

been Tound to be efficient cn the bas's cf certain internal perférmance
criteria. But this effic?eﬁcy is ot ét all an accurate indicator of

the performance of the co-operative society in fulfiiling the above

menticned functions. The sociec:y onlv partiy meets the ircreased

zeds due to the employment of new technology as evidenced by
‘thg fezt the crop Toan in most cases ‘s inadeguate. 1t wes alsc pre-
vicus. s tiated thay co-operatives ~ave orly mez 30 to 35 per cent of
the cradl v requirenents of Inadizn Tarrers, The perticuiar scoiety in

g soucy has begun to mobilise sevirgs as revea ed

HEETS Doois ba the area of Most

coirg an equ table dictribution of

: H

incresaing eoricultural

“operat . ve sociciies have not
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heen successful.
The conclusion of this study based on a model of the rural
economy via Griffin and Fowke {s that the primary credit co-dperative

ending policies noz on’y supporis the imperfect marier

Soéfety bv 1.3 g
structure of the rural economy BQt also réinforces the unequal dis-
tribution of income in the rural séctér: The co-operative soclety,
moreover, assumes the rlgldltles of the rural economyv-?or example,
biasedness towards large farmers in medium- term loans and dcfferent:al

‘rates of |nterest according to farm size.

The

alysis has shown that an appropriate institutional frame-

J:op at the creation of a single institution (i.e., the

i

work deces not’

credit co-opergtive society). The prolrlems of the co-operative

society in fostering anbequitab]e distribution of income havé béen due

to imperfections in the market struct?re of the rural economy. Par-

ticular]y, the land ownership pattern and the inadequacy of irrigafion

facﬁiities have been major obstacles for the éo:ggﬁfative societies
since thelr inception.\ Therefore, iand owné4 hip and water rights must

also change so that an integrated institutional frameworl can be

formed. A framework of co&p?ementary institutions can better ensure

an equitable distribtuion of income in the rural sector.

A more specific policy impiicatioﬁ for the co-cperative
secieties is finding an alternative ba;?s for the disbursement of
medium=-term loans to the small farmer for the purpose of irrigation.
fnstead of dfsburSing thé loan only to one perscn, the loan might be
gtven to several adjoining small farmers. Such a policy would sidestep

the issues of minimum farm size for the efficient use of a pumpset as

well as credit~worthiness of the farmer which is usually based on some
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minimum'amount of mortgagable iand} Sane,the primary advantage of a
primary co-operative society Is that it has close contact witn and
intimate knowledge of its members, the sociéty can afford to be Flegible
in {ts lending policies. This stndy-has shown; for instance, that a
maJorlty of small farmers in the Palmakul area own land by the river;
a poss:b]e implication is that there may be groundwatc5 potential so
that the probability of a medium-term irrigation loan being‘a succéss
may be relatively high. Sucn a scheme to improve the infrastructure
;f the small farm might make the‘increasgs in income, due to the

b 4 ‘
employment of new technology, of a more permanent nature. It would
also improye the»credit—wortniness of the small farmer which has often
been cited as the primary cause for the farmer's Inability to procure
credit. Basically, such a scheme ié extremely important in any attempt
to break the rigiditie§ of the structure of the rural economy.

'Another major policy implication of this spudy is the need
to strengthen the ties of the credit co-operative society with -an
output market inst%tutinn such as a marketing co-operative society.

No loans should be disbursed wiFhout a clause concerning the repayment
@f.loans in terms of marketable produce. Some produce pledge loans are
being currently disbursed 'but no action is taken to ensurevthat the
repayment is in terms of produce. Other marketing institutions besides

" the existing ones should be developed which will eliminate some of the

1
[y

present imperféctions in the output market.
Finally, the primaty credit co-operative institutions should

,Te*evaluate the policy of open membership. This policy has encouraged

the entrance into and the control of prxmary societies by large farmers

and money?enders If the co-operative society is concerned with



M

./

giving improved services to the small farmer, the elimination of
large farmers from the séc[ety aay;be imperative. A related implication
is the call fQE'a mu]ti-agéncy apprééch in the area of credit ki.e.,
entrance of commérc?al banks into thé rural area;. Commerciél banks
have begun t§ disburse loans Tn”agricﬁltural aréés but there has been
no clear demarcation that these instftutfo;s will only serve large
farmers while co-operatives will only servé small and medium jafmers.
Essentially, the major policy Impfication of this study is
that there mustibe institutional changes in the inpﬁt and output
markets of the rural';ector so that an integrated institufional
framework can be created. This integrated iﬁstitu£iona1 framework .
(and not one institution alone), together with te;Hnicai innovationé,
can not only ihcrease agricultural production butélso ensure thét the
consequent increase in agricultural income ié more equitably dis-

tributed.
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I : A leLtat[ons of the Study

v

Empir[cal research‘ especmally that hased in field study nn
a developlng natlon, is subject to certain ltmltatlons. A maJor
_lfmitation of field-work conducted in 3 short period of time i% the
| incomplete and sometlmeg unreliable nature of gollected data To
understand the subtle and nntrlcate re]atlonshlps of groups in any
social, economic, or political system, a period of more than a few
months is réquired. Socna] scientists” have often stated that even a
year may not be: sufflclent lf the researcher is still considered to be
an outsider at the end of his stay. Asra congqquence;ffhg‘dataq N
collected may be cursory and must be viewed with circumspection as t?
how closely it indicates the reality of the sntuatlon Due to the
perennlal difficulty of understandlng the nature oF any g;ClaI sysrem;
a tendency of the social scientist is 4o hypothesize with respecf to
the,nature of the'system ahd attemét to collect data which would sub-
stantiate'bis hybotﬁgses. »

Thi5‘thesis also rﬁces the above ‘mentioned difffcu]ties The
time duration oF the field- -work conducted by the author was approx:mately
six weeks. The data as a result, Is by no means complete. Another
limitation of the data is that interviews Qere conducted in a pubTic
area, Sensitive questions on thg financial particulars of an individual,
for "instance, were not answered compietely. In other words, approximate
flgures rather than actual figures were often given. Neverthe]ess,
the data does provnde some insights into the nature of the rural economic
system In a South In&ian setting and the problems faced by a small
farmer. However, it must be remembered that some of the conclﬁsions of

this study are based on general Impressions rather than on rigorous
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statistical Inferences from a strong data hase.

A final qualification that must beimade etthat some of
the research objectives were not fully*met: Althgugh the performance
of'the Palmakul Co-operative Rural Bank was evaluated in terms of
certain efficiency and equfty crfterfa; the wider questfons of
'efflciéncy and equity were not considered. For example, thejmore
interesting questlon of the impact of the Palmakul co-operative society
on the efficiency of resource allocation of the farmer was not studled
Moreover, the quest|on of the lmpact of the. co-operatlve society on
the income of farmers was not dlrectly confronted. rln addltioh, the
discussion ot the power structure of the Palmakul Bank and its
relationshnp to; the socio-economic power structure in the area:Wae not
comp]ete because of»inadequate data. For example; a more complete
de]lneatlon of the power structure of the co- operatlve credlt society
could have been made lf the landholdlngs of the Board of Dlrectors had.
been compared to the average landholdlng of the general membershlp
As\we]l, if the villages had been clasgtfied according to caste,. the
power of the Reddi caste‘could have been more completely documented.
‘Despite these QUalftications, the major conclusions of this.research

8

study retain their basic validity.
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In this appendix, an explénatlon and critique of the crop
?oan.system is presented. The systém has been in operation in
itaharastra and Gujﬁrat sincé 1950, Various ccmmittees (especia?ly the
All India Rural Crédit Survey Committee and the All-Indla Rural Credit
Review Committee) recommended the crop Joan sys@em be implemented, but no
action was taken until 1966 when the Reserwve Bank of India issued a
directive that the primary co-operative gocieties must operate on the
basis of {he crop loan system. Basically tﬁe system consists of:

1) a cash component that méets the needs fer procuct ion with a loan
Timit set per acre equal to one-quarter of the average value of the
gross produce in dry areas and one-third ir irrigated areas; 2

2).a component in kind (fertiliser,:pesticides, new seeds, ‘etc.);

3) 2 cash component to meet the costs of extra labour used'fgr the
appiicatjqﬁ of -the new inpqts,‘a limi t being that the value should not

exceed one-half the value of the inputs; and 4} 2 cash component that

is equivalent to five per cent of the va]ﬁé?gﬁ tha produce scld in the

. LSRR , i
previous year by the member through the marketing co-operative.

[l iF
sopt

1frurage the small fzrmer

Components (2) and (3) are supposed tol

to apply new techrniques but the small Férﬁé“ very rarelv hires labour
so componznt (3) does not defrav any zosts ?of him., Component (1)
which is supposed to meet scme of the farme ='s consumption neads is
@iso of little importance to the small farm=r =ince =“his tvpe of

farmzr very rarely markets his produca through a ¢ cting co-operative.

The creditz ltimit is determined by the repaying caracity +hich i¢ set

T, . . . c .
- K.C. Cheriyan, "Loai. .ng Palicies ir ’Pdlg”, in Agricultural
Cooperatnve Credit in South-east Asia, (Bomiay: Asie Publ: shing House,

47 967), o. 125.
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at one~half of the value of.a farmer‘s gross output; the credit limit
for short tern credit. s one-third of this repaying capacity whereas
the Timit for medium credit is one=-sixth, A F{e]d workers! conference
decides on the credit requirements besed on acreaée cultivated for each

crop and the corresponding expectec gross value., These requirements
are then transmitted to the dlstrlct co-operative bank which, on the
basis of its available resources, adjusts the requirements, compenent
(1) being the first one to be reduced.

The major advantage of‘this system is'thap;it facilitates the
implementation of an agricultural development programme. Thése farmers
willing to undertake improved methods to receive the required ajd
provided by components (2) and (3). ~=However, Cherlyan does note
some problemé.]' Fiﬁst, there may be a tendency to d:sc.lmxnate in

favor of large farmers if credit is based on repaying capacity. Since

credit requirements are calculated on the baslg‘of the value of gross

Y

produce, he wibpé that one must be wary when there is an unusual price

e

rise or fall since credit requirements may not change as much as pr:ce

He also points out that there will be dlfflcult;es in calculation of

*

credit need when an area.lg under continuous cultivation. If the
Farmer grows various crops, repayment should coincide with the time of
harvelt of the most important crop. Fina]]y? Tinks with marketing
societies are Qeak and enforeing the requirement that a certain amount

-
@

] . '
The following discussion is based on material from
Cheriyan, "Loaning Policies in India®



of produce be sold through the marketiné'éqc[ety may be dlfflcult.]
Anoﬁﬁér pfoblem'pointed’out by Frankel is that_there‘is
farmer unwillingness to use the fertilizer component Bécause “they
[tﬁe farmers] were obliged to take ohly the variety available af fhe
cooperative, but alsc hecause pr.vate dealers were wiiling to advance
fertilisers on delayed repayment terms, compared to the cooperétiye's
insistence on a fixed schedule of repayment.”2 This leads to the

criticism that the co~operative society is bureaucratically rigid,

especially with respect to recoveries. Under the crop loan, recoveries

are supposed to be made when produce is sold. The next season's loan is

then SUpposéd to be given immediately. But a member does not gain by

repaying the loan quickly because ''the District Cooperative Central °

Bank grants loans to the society as a whole only after the full re-

covery,.or in some cases at least 75 per. cent recovety, of the previous

loan.”3 Consequently, there is a tendency on members' part to delay
repaying until the recovery level of the society is close to . 100 per

cent. An implication then is that seasonality in recovery and dis-

bursement of the loancis lost due to bureaucratic rigicities. 1In other

words, credit may not be provided at the time that it is needed.

" . . ) .

Myrdal makes the point that sharecroppers and small
peasants produce little for sale as much goes to landlords and money-

ienders; therefore, the crop loan system is of little benefit to them.
See Myrdal, Asian Drama, I, p. 1336.

2 X .
Frankel, India‘s Green Revolution, p. 67.

jSomasekhara Rao, '"Crop Loan System through Cooperative
Central Banks'", p. 227. S

v
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The flnal major criiiciém.that can be made of the crop loan
system is that tﬁé scale of financé ysual ly does not have any refétion»
ﬁship to the costs of production; A.C. Shah reports, the find{ngs of
Hinge; Pétil and Dhongade wére that the acalés of financé.adopted by
co-operatives and others havé no }elatfon fo productioh costs and, also,
they are not uniform among lendfng agen;ies,

This can be substantiated by referring to the Palmakul
data. The scale of finance is determined by a Technical Group con-
sisting of the prg§idents of the co—opéragive societies in the distfict

| and various extension agents. In Table’A-1, the scale of finance for
the year‘1975—76 fo} the crops grown in the Palmakul area is'presented.
In contrast, Table A-2 shows the cost of product?on for theése érops

A

- according to farm size.

One observation that canh be made is that for Qaddy, the
sca]e recommended barely meets the credit requirements of the small
and medium farmers. On the other hand, it is well above the amount
requied by the large férmér. For ragi, a similar trend is obser?ed;
farmers with up to :ight acres require Rs. 500 pé$ acre whereas the
scale of finance is Rs. 400. Farmers with eigat acres and above re-
quire oniy Rs. 200 and yet get a'lqan of Rs. 400.  For jowar, the
scale of finance is adequate for the small and medium farmers andl
excessive for the large farmer by Rs. 50. The cost of production for
chilies which are primarily grown by.large farmers is Rs, 509 whereas
the scale of finance is_Rs. 750, the amount éf creditvbéing excessive
by an amounf\of Rs.>250. For castor, the scale of finaﬁce and cost of
e

’]A.C. Shah, “Rapporteur‘s»Report“, p. 45k,
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TABLE A-1 .
SCALE OF FINANCE FOR_PR[NCIPAH CROPS, 1975-76
: (Rs.)
. Estimated Repaying ‘Cropwise Scale Recommended
Croc - Value of - Capacity -~ Per Acre  Kind " Total
rop . ) . . : 4
, Yield per Acre Cash
- Paddy 1400 700 J 500 . 200 700
“ Jowar 450 225 100 100 200
Ragi 800 4oo ) 300 100 400
Chilies - 1750 875 500 250 . 750 -
Castor 1000 . . - 500 Loo - 100° 500 -
Groundnut 2000 1000 500 - 150 650
" Source: Palmakul Co-operative Rural Bank 7 ' S
TABLE A-2
~.  COSTS OF PRODUCTION FOR - .
PRINCIPAL CROPS BY FARM SIZE
_ (Rs.)
Size of ,
holding/crop: Paddy‘ Jowar Ragi Chilies Castor Groundnut
0 to 3 acres 750 200 500 ST 2
'3 to 8 acres 750 200 500
8 acres & above 500 150 200 - 600 500 100
Source: ‘Farmers interviewed. . '//"
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pro&uction equal each other. For groundnut, the cost of production
was Rs. 100 per acre whereas the scale of finance was Rs. 650.

An explanation fof tﬁé dIscrépancy between scale of finance
and costs of production is that the scale of finance is based on.the
value of yﬁéld per acre. Though extension officers at the Technical
V'Group meefing are suppo;ed to convey information on the actual‘costs
of production, there may bé a break in the communications chain.
Consequently, a crop with greater‘yie]d value will have a credﬁtllimit
not necessarily f@lated to its’actu;} costs of production; this
expecially ho]dg true for cash crops which are mostly grown by large
farmers. A clear interpretation of ‘this data is fhat there,is an -
unequal distributioﬁ of credit, i.e., large farmers tend to receive

R4 - .
credit far above their requirements due to the fact that the crops they

grow have a areater marketable value.

In conclusion, the'crop loan system has definite problems

that restrict the effectiveness of co-operative loans.

5
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Thirty-one farmers were interviewed at the Palmakul Rural

Co-operative Rank at the time of the disbursement of the fertiliser

150

component of the crop loan in June, ]975,] Those automatically excluded

from the sample due to the bartlcular timing and place of interviewing
were landless agricultural labourers who onrthe whole do not receive
loans from the society and protecfed ténants who receive only an
amount of Rs. 500. Those farmérs interviewed were asked particulars
about their famf]ies, costs of production; in;ome and expenditure.
A copy of the questionnaire used is attached at the end of this
appendi x. |

‘Table B-1 is a detailed outline of the particulars of the
land opefated by the farmers who were interviewed. It is interesting:
to note tﬁét 53 Egr cent of the land operated by small farmers was
purchased wherqés the corrésponding percentage for medium farmers was
16. For ]arge/%armers,.the percentage was 48 per cent, close to that
of small farmers. Another interestiné point is thét 84 per cent of

the land operated by small farmers was wet land compared to 29 and

’

15 per cent for medium and large farmers respectively_.2 But the figures

must be viewed with the understanding that most of the wet iand was
land by a river that had no irrigation facilities (i.e., it i5 rainfed
or Inundated land). Small farmers have no land that is irrigated

]Though the sample was "random', it .can not be considered as
random from a strict statistical viewpoint.

‘ 2An important point to be noted here is that small farmers
own land that may have underground water potential, the inference
being that medium~term loans for the purpose of irrigation may be
relatively successful. .
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whereas 11 per cent of the land operated by medivm farmers and 10 per
cent of the land operated by large farmers were ifrrigated. An im-
plication of this data is that the small farmer usually purchase:
land by the river (that has no irrigation facilitfcs) o leased-in
Tand to ex-ond the amount of land he operases.  The modion farmes, @or
' %%e most part, operated ancestral land although 16 per cent of his Tand
was leased—in land; 61 per cent of his operated area was dry with
the rést being wet or irrigated land. On the other hand, the large
farmer had fairly cven proportions of ancestral and purchased - land
with only 3 per cent of his operated land being ieased-jn. The large
farmer a!so_oééfated primarily on dry land (75 per zent) with about
25 per cent o% his land, on average, being wet or'irrigated.

The control of the large farmer is emphasized when the sho .«
of each group of fafmérs in total land is analyzed. Table B-2
presents tHe share ‘of each group in total land operated, purchased
land, ancestral land, wet land. an irrigated laﬁd. One immediately

notices that large farmegs operated 76‘pervcent of total operat%d

k]

arca whereas small and medium farmers operated only 5 and 19 par cent

« . v .
respectively. This uneven control is further emphasized when one looks

at the figures for purchased land. Sma]l and medium farmers have each’
purchased 7 per cent of total purchaséd lénd w?ile the large farmers
have purchased 86 per cent of total purchased Iana. Consequent! -,
the’skewedngss in the figures for ancestral iand is not surprising.
7].pef cent of total ancestral land is the ancestral ]apd‘of larce.
farmers whereas the éhare of small and medium farmers is 5 and 2k per
cent respﬁ%tively; th 50 surpr(sjngly;'the figures for wet land

show a more even distribution. The share of small farmers is 26 per
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Tetal
Purchased
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tc 3 acres 5.0 26.0° 0 7.0
tc 8 acres 19.0 36.0 2.0 7.0
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farmer facing costs near the lower end of the scale and the mediﬁm and
small farmer facing costs near the higﬁér end 6f the ¢cale. In jowar,
the cost of production was essentially between Rs. 150 and 200 for
aimost ail farm;rs. For vegetables, the sitﬁation was the same with
moét farmers estimating cost at Rs. 100. The situation in ragi was

not similar with smal] and medium farmers estimating costs between

Rs. 400 and 500 andilarge farmers estimating near'Rs. 200. For castor,
the large farmer tended to estimate between Rs. 100 éhd 150 while the .
medium.farmer estimated‘Rs. 500. Chilies were grown mbstly by large
‘férmers and the cost was estimated to be approximately Rs. 500. The
one small farmer who grew chil%es estimated the cost to be Rs. 6QO

per acre.

These differences in cost could not‘be definitely attribuped
to economies of scale és most farmers were unwilling to give‘a break-
“down of their costs. Consequently, one could not delineate which
costs varied inversely with increase in size of land. One notable
featurg was that many of the large farmers said they did not sell their
grains, esbecial]y jowar and ragi, but used these grains to pay their
labourers and servants in kind. One cannot fully evaluate how much
jower is the value of this péymﬁnt in kind than the wage rate or how
must it contributes to a reduction in costs of production; Yet it is
a pos$§hi5ity‘that must be consig§¢eda

Akmore important variation to consider is differences in
Income and expeh&ftﬁre among size classes of farmers.. in Table B-4,

a detailed breakdown of income and expenditure for cach farmer inter-
viewed 1is presented. A qual::ication that has to be made is that these

figures are estimated rather than actual figures. Since no account
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B3

books are kept and almost all transactions are in césh,’the figures
on expenditure were usually rough‘est[métes. For income also, farmers
(especially small and medium Farmérsf were not completely sure as to
what their actual income was. Another'qualifiéation‘is that sometimes
farmers were interviewed togethéréi:d theréfore they influenced
each othér's estimates, espécia}]y on the expenditure side. The table
must\bé analyzed with the understanding that the figures férmincome
and expenditure are rough averages rather than actu;l figuies.

The main source of income for all farmers was that from land.
On the expenditure»side,‘fobd and clething w;ré the major eXpénditures‘
for all Farme}s. All of ;he_small farmers except Shivrajan could not
meet their expenditure with their income. Shivrajan had an. income
of Rs, 3,000 whereas his expenditure was Rs. 2;200. For the medium
farmers, the situation was similar. All farmers excepﬁ Laxma Reddy
and P, Chinﬁaya could not meet their expenditures. The diffé}ential
between income and expenditure for Laxama Reédy and P, Chinnaya was
much higher than for the small farmer, Shivrajan; A1l large farmers
except ‘Bhikya and Tharya could meet thejr expenditures. An interesting
ﬁoint fs thata?ﬂ;se two farmefﬁ have no wet or irrigated land. One
observation is that the financfa] position of the large farmers is
significanfly'sdunder than that of the small and medium farmers. This
gives additional support to the contention that the large farmer is in

a more secure financial position- than the small farmer.
A final point to be considered is the effect of mediun-term
loans on the cropping pattern of recipient farmers. Table B-5 out-

lines the cropping pattern of Farmers two vears before and two years

after the loan. An examination of the data leads one to conclude




TABLE B-5
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CROPPING PATTERN OF RECIPIENTS OF SPECIAL MTO LOANS,
BEFORE _AND AFTER LOAN DISBURSEMENT

(acres)
Name U 1968-69 1973-71
A. Yadi Reddy 3.00 ~ Jowar 4.00 - paddy
3.00 - Bajra 3.00 - Vegetable
4.00 - Chilies 3.00 - Wheat
2.00 - Vegetable 2.00 - Jowar
K. Anjaiah 3.00 - Ragi 3.00 - Vegetable
5.00 ~ Jowar. 3.00 - Vheat
2.00 - Groundnut 4.00 - Paddy
4.00 - Sunflowers 2,00 - Till
V. Sheshraj 1.00 - Flower (rose) 2.00 - Rose
3.00, - Paddy 1.00 Sunflower
5.00 - Onions 5.00 - Wheat
2,00 - Vegetable 2.00 Pulses
4.00 - Jowar L.00 - Paddy
Heeraman 5.00 - Castor - 3.00 - Paddy
‘ 5.00 - Jowar 2,00 - Wheat
2.00 ~ Paddy 2.00 - Vegetable
5.00 - Bajra 10.00 -~ Jowar
P. Laxma Reddy .00 - Paddy 2.00 - Paddy
‘ 1.00 - Vegetable 3.00 'h!ggetab]e
. '5.00 ~ Jowar
K. M. Osman 3.00 -~ Sunflowers 5.00 - Paddy
5.00 - Groundnuts 3.00 - Wheat
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Palmakul Co-operative

/
~ Name . .1968-69 1973-74
G. Dasharath Ram Rao L. 00 - Castor 5.00 - Paddy
2.00 - Onions 4.00 - Tumeric
2.00 - Tumeric 1.00 - Arvi
A, Chinnapa Reddy 5.00 - Groundnuts 3.00 - Paddy
| ' 5.00 - Ragi 8.00 - Chiljes
5.00 - Wheat 4,00 - Vegetable
B. Narayana Reddy 5.00 - Wheat 6.00 - Chilies
3.00 - Paddy 2.00 - Cotton
3.00 - Groundnuts 4,00 - Vegetable
P. Venhat Reddy 3.00 - Bengalgrams L .00 - Paddy
beO "Vegetable 5.00 - Wheat
2.00 - Paddy
Kamia, 10.00 - Castor .00 - Paddy
\ 5.00 Jowar 2.00 - Wheat
; 3.00 - Vegetable 2.00 - Tobacco
) ! 2.00 - Jowar (white) 5.00 - Jowar
Qf 2.00 - Castor
A. Kistaiah i.00 Horsegram‘ 3.00 - Paddy
L.00 - Bajra 2.00 - Wheat
3.00 VYegetable 2.00 - Groundnuts
©.2.00 - Pulses - '3.00 ~ T111
Source: Rural Bank
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that the effect of the special MTO.loan is to encourage the farmer

to move away from dry land crops. A striking change is that with

an assuréd wafer supp]y,‘the’écreage under wheat incrcaseA'signIffcantly.
The acreage under wheat before the loan was ten acres and after the

_loan was twenty-one acres. In paddy, as wéll, the acreage increased

from fourteen acres to forty~six acres, Theréiwas also an. increase

in acreage under commercial crops such as cotton, gill (sesame), and
tobacco. A clear interpretation of this data is that the ceo-operative
sdciety through its lééning policies can affétt the cropping pattern.

i

or, in more general terms, the modernisation of agriculture.
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CULTLVATORS SCHEDULE

Village _ Taluk District

i. i. MName of the Ffarmer
2. Native place
3. Present address
L. Caste
5

. Is the present” occupation traditional?
If not, since how long?

6. What are the major crops grown by your Kharif (i)'

, Rabi
7. Size of holdings
Size of holding Acreage No, of plts are
' Owned Lzascd in Leased out

e

Ancestra! Purchased

- e e we M e g e e e me m o W em we omm e e e e e e e em o me e e e ee e e e

1. Wet

.2, Irrigated dry (type of
‘ irrigation when started)

3. Dry v :
Q.IGarden/orchards

. Touul

- mm e s e e o e me e me e o m am o m % e we m em e em mm e me e e e e e ma em e =

Si. Name Relationship - Age Literacy far-_  Mar-. . Re-
No. to head of illite- ning tial marks
the family racy Status status
S : : EHDM U.M.

- om e % e m e @ me e @ wn e e mm e mm M um e um e em e = e = e e

8. Are you.a member of any co-operative society? “
t&gtdate of joining ‘ L
Bid you ever been elected to the Boar. -7 management, Mention the
date. :

9. Sources of credit

Amount sanctioned Individual Other sources

by Bank investment relatives/moneylenders/
traders
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10. For how many years are you enjoining Bank Credit.
How much time is being taken for sanctioning the loan.

11. Mode of payments of loan.
Purpose ' Procedure Amount -of loan
‘ \ © 7 advance

e e o e Mk e Y e e me M e T ar e G W me W e e am WA e o @t me e e = e = e

- e e e er ae me T™ me e M W e TR ee e e MR e e @ e we ™ e w mm e em e em wm m = wm =

Extent of Particulars of Total amount Total amount
land crop raised needed ‘ actually invested

e e e T w wm e e ae m me m mm e e me em me aa e e e e e oma e e e me e e e e e e

Crops raised Total cost Total returns Additional
' ‘ d income

- e o m e e o M e e em e me M me m e Mm ah mm A e mm, = e = wm e e e wm e = e e e

15. Income pattefn.

1. Income fram land
2. Income subsidiary other than land.
3. Income viewed from outside the village

L. Total ‘
16. Expenditure pattern Annual expenditure.
. Food
. Clothing

Shelter (household)

Rent/owned (repairs

Education

Health

Ceremonies and functlons\f

Clearance of prior debts
(principal and interest)

Misc. :

\: - \‘:';:.T 5

< ~ Ovu I W N -
°



