
Impediments to expansion of Bank credit to small 
Farmers in Ssi Lanka 

Apart from the problem of loan defaults which had been the major problem 
upto now, an additional problem, consequent to the recent changes introduced 
regarding the eligibility criteria to borrow under the Conlprehensive Rural 
Credit Scheme (CRCS), is the low volume of credit granted to the agricultural 
sector. In a situation where the provision of an adequate volume of credit 
to meet the growing demand of agriculture is an urgent necessity, a contraction 
in the volume of credit, as has been experienced recently, would conlpel the 
small farmer to resort to non-institutional sources of borrowing. This would 
be contrary to the government policy of providing pecirniary relief to small 
farmers whch had been one of the government's objectives in intervening in the 
field of rural credit. Institutional credit hzs not been able to make an impact 
on small farmer credit. The paper examines some of the factors which impedes 
the expansion of bank credit to this sector. 

It is argued in Section 3 that a t ~ i c a l  fslrln household wit11 a holding of 
about 2 acres of paddy is potentially viable. I-Towever, they are currently very 
close to poveriy line, and lending to this sector is therefore, constrained by this 
factor. This situation can however, be improved since the prospect of raising 
the income level of the farmer in this category is good, as the potential for achie- 
ving higher yield is high. Section 4 examines the suitablility of the co-operatives 
to service the farmer. It is argued that despitethe short-comings of the co-ope- 
ratives in the past, small farmers could bebest assisted through the co-operatives. 
This rcquires however, a strong co-operative structure at prinzary, secondary 
and national levels with emphasis on self-help, which had been hitherto neglected. 
The final section examines the personnel deficiencies in the commercial banks. 
It is argued that in order to fulfil the new role expected of banks in helping the 
small farmers it is necessary to reorient the attitudes m d  train bank cedres. 
Similarly recruitment, promotion policies as well as performance criteria of 
employees engaged in agricultural work has to  be changed to reflect the changed 
environment. 

I. Introduction 

Financing agriculture became the responsiblility of the banking system 
only in 1967. Prior to this channelling of credit was the responsiblility of the 
Department of Agrarian Services. Thus, it is relatively a new field of activity 



for commercial banks, especialiy for Bank of Ceylon and Pepople's Bank, who 
have entered this field as a result of Government policy. 

T11c Bank of Ceylon was originally intended ib be a co~ilmercial bank with 
the primary objective of providing credit to  the Ceylonese businessmen and 
entrepreneurs who had very little access to credit from foreign banks.' In 
the fifries, with the emphasis laid on industrial development, it had to adapt 
itself more and more to financing the capital needs of new industries. With the 
nationalisatioil of the Bank In 1961, it was called upoa to play a significant role 
in the economic development of the country. In the seventies, the Bank had 
to move from its knowledge of the fields of industrial and commercial activity 
to agricultural activity. 

People's Bank on the other hand, in addition to its normal commercial 
b.zxiki11g activities, is required by statute to  develop the co-operative movement, 
rural banking and agricultural credit2. In discharging these functions, the 
bank h2s to work in close co-operation with co-operative organisations and 
government departments engaged in national development, particularly in the 
rural sector. 

As far as the business of traditional commercial banking is concerned both 
banks have, over the years, been able to train their ofEcers adequately. The 
expertise and knowledge thus gained and accumulated have been put to 
practical use in developing the services of the two banks. 

With regard to its new responsibilities towards agriculture there has been 
a number of significant developments during the decade 1967-77. During 
this period, there was a rapid expansion in the number of bank branches serving 
the rural sector. For example, Bank of Ceylon opened about 400 new Agri- 
cultural Service Centre (ASC) branches in rural areas during a short spell of 
two years (1973 - 1975). Until 1973 for more tha-n fifty years of its existence it 
had only about 100 branches, practically all of which were located in urban 
ccntres. The People's Bank on the other hand opened about 340 rural banks 
during the period 1968 - 76. 

The expansion in the Icnding'network of the two banks also brought about 
certain changes in the systems and norms of these credit institutions. For 
example, the two banks now provide finance to genuine cultivators, without 
insistence on tangible security. Secondly, unlike in the past both banks attempt 
to provide some degree of supervision over their farmer clientele. Thirdly, 
the two banks are now willing to consider any economically viable activity to be 
bankable, provided that it is technically feasible. At the beginning of tlie decade 

- - 

1. Rcport of the Ceylon Banking Commission 
2. People's B d  Act No. 29 of 1961. 
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the two banks, specially the Bank of Ceylon were generally reluctant to 
finance activities that did not relate to the creation of tangible assets. 

These attainments and lessons learned, viewed against the near zbsence 
of institutional credit outlets in the rural sector in the early 1960s appear to 
be impressive indeed. Oile has however, to keep ia mind, the circumstances 
under which these attainments were achie~red. 1x1 late 1960s the Government of 
Sri Lanka was engaged in a "production war" and production of food was the 
primary goal. It was in this context that banks were called upon to provide 
agricultural credit which was a major deprtare from the hitherto accepted 
practice of government departniests providi~lg agricultural credit facilities. 

This situation hzs however changed today. ,fie present concern is not 
merely increased food production, but also, the development of the mrzl 
community and specially the small farmer. But after years cif state sponsored 
credit programmes (Table 1) and despite the large number of credit outlets in 
the rural areas, the lending institutions are now switching back to the practice 
of selective lending (Table 2) . This has not only resuItzd in drastic reduction 
in the volume of agricultural lending, but a10 denial of credit to small farmers. 

TABLE 1 
Cultivation Loans granted under the 

Rural Credit Scheme -- RF '000 
Cultivation Loans granter1 Recoveries An~ouni in Percentage 
Seasolr Am )r~?t Amount Drfnult of default 

1961 - 68 M ~ h a  61,424 5 ~ ,  8,8 8,566 13.9 
68 Yalx 11,288 9,901 1,487 1 3 . 2  

1968-69 Mdhn 45,802 28,495 17,307 37.8 
69 Yala 9,867 8,103 1,764 17.9 

1969-70 Mnhs 39,367 20,617 13,730 47 ,(. 
70 Yata 12,358 8, i 7 3  3,585 29 0 

1970- 71 Maha  23,456 12,883 10,573 45.1 
7 1 Yala  5.817 5.07C 747 12.8 

1971 -- 72 M2ha  
72 Ya'a 

1972-73 Mahn 
73 Yal i t  

1973-74 Maha 
'74 Yala 

1974-'72 Mahn 
(3 Ya la  

1075 - 7 6  Mahn 
76 Yala  

1976 -- 77 Maha 
77 Ya!a 

1977 - 78 M a b a  
75 Yalz 

Note : Loans upro 1913 were granted under New Agricultsral Credit Scheme (NACS). 
Since the5 loans have been n r a n ~ r d  under CRCS which replaced the  former - 
scheme. 

Sorrrcc : Cen t ra l  Bank of Ceylon -Review of the Econcmy P. 47 



TABLE 2 

Y. A. Piyatissn 

Cultivation Loans granted for Paddy under the -CRCS for Yala 1978 & Maha 
1978/1979 

Rs. '000 

Cultivatiotl Loans Total repayment D~tes not in defcult Defaults 
granted Amount % of amt' Antguilt % of amt. Amor~izt % of an~t .  

Sea~orr Amount granred granted granred 
- - - . . . - - (Rs) (Rs) _ (Rs) (Rs! 

*- 

Sources : People's Bank, Bank of Ceylon & 
Hatton National Bank Ltd. 

Even when credit was granted liberally under the existing schemes of NACS 
2k CRCS, institutional sources of credit remained a very small proportion in 
relation to the non-institutional sources. According to the Report of the Sur- 
vey of Rural Credit and Indebtedness 19713 non-institutional sources supplied 
as much as 75 per cent of the borrowings of the farmers of which, the most 
inlportant were friends and relations (25.8 %), semi-professional and professional 
money lenders (28.8 %) and traders (10%). Institutional credit on the other 
hand supplied only 25 % of their credit requirements. This low share is likely 
to decline even below this amount with the stringent application of eligibility 
criteria which is now being applied by commercial banks in lending under the 
CRCS. 

The vast production potential which has remained as yet untapped in 
Sri Lanka is accounted for however, by the insufficient use of resources at the 
command of much larger majority of small farmers. It is here that institutional 
credit could not make an impact and it is this segment that remains dissatis- 
fied with the services provided by -the formal credit agencies. Obviously, 
some of the pre-requisites which could ensure the efficient working of the 
existing credit system appear to be absent in the context of small farmers' 
credit. 

11. Lack of Clearly Defined Credit Policy Towards the Small Farmer 

In Sri Lanka despite the fact that it has been the objective of the Govern- 
ment to "provide pecuniary relief to smaIl farmers who relied heavily on non- 
i~lstitutional  redi it"^ there is no definition of the term "small farmer". Hence 

- 
3.  Central Bank of Ceylon - Report of the Survey of Rural Credit and Indebtedness 1971 
4.  Report of the Committee on Agricultural Credit (1966) unpublished. 
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agricultural credit at concessional rates are available to all farmers as per app- 
roved scales upto 10 acres per farmer. 

An essential requirement for ensuring the success of efforts of the agencies 
responsible for implementing sma.11 farmer development, is the definition of the 
small farmer. This would enable the agencies concerned to  identify and direct 
their eforts specifically towards them. The absence of a clear definition rc- 
garding the small fzrmer has resulted in the ineffective coverage of the small far- 
mer as well as the richer farmer taking full advantage of the benefits provided 
undcr the scheme. The investigations into irregularities of sugar cane loans in 
the Amparai District5 confirms the view that unless the small farmer is clearly 
defined and identified, it is the more influential and well to  do  farmer who will 
benefit from such schemes. 

In defining the small farner it is possible t o  make use of either the income 
criterioh based on appropriate norms and standards of living in terms of nutri- 
tional factors or adopt a definition based on the size of the holding6. For 
reasons of operational convenience the latter may be more useful. In adopting 
a definition based on size of holding however the two important aspects would 
be the type of holding and the classification of land according to  aveilability 
of irrigation, quality of soil, crops grown etc., which determines the agricul- 
tural income. 

111. Potential viability of the Peasant farming Unit 

An important pre-condition for successful agricultural credit is the viebility 
of the farming unit as an enterprise. The term viability is used to indicate 
that the economic activity which is to be financed from a loan is likely to gene- 
rate an adequate surplus for repayment of a loan. Hence, it is necessary to 
examine whether farming itselfwill generate a surplus and the amount of money 
loaned could be recovered. If for instance, within a given production structure 
farming itself is i n  uneconolnic venture, then the chances of launching a suc- 
cessful agricultural credit programme would be meagre unless simultaneous 
measures are taken for reforming the production structure. 

Table 3 summarises the distribution of agricultural holdings reporting 
paddy cultivs-tion according to size groups. 

5 .  Ministry of Plan Implementation - Investigations into irregularities in granting of sugar 
cane loans in Amparai District. 

6 .  Report of the Regional seminar for Asia on Agricultural credit for small farmers, F.A.O. 
Rome (1975). 



TABLE 3 

Distribution of Holdiegs * 
Reporting as Asweddmised Paddy by size and by 

number of parcels 

.$ " a, 9 
Size class of paddy 9% : ,.. \91? : ... Acres unit %.=-- - t) 3 

5 i: s $ g  L 

e2.5 2 -T&Y 

All classes 
Less 118 
118 - -  less than 2 
a -- L 

, r  2 

3 -- $ 9  1 
i - 9 ,  2 
2 - ,, 3 
3 - ,, 4 
4 - > 5 
5 - -  3 ,  I(! 

10 - ,, 15 
15 - ,, 20 
20 - ,, 25 
25 - 5 c: 
50 and over 

Source. Census of Agriculture 1973 - Department of 
Census & Statistics Colombo 1976 - Tablc 
12 p. 17. 

A holding has been defined in the census as a single tecl~nical unit operatcd or  
managed by one person alone, or with the assistance of others without rcgard to 
title, size or location. 

As the above table indicates, 67 per cent of paddy holdings are less thall 
one acre in extent. Holdings less than two and half acres account for about 
60 per cent of the total number of paddy holdings. This signifies the yrepon- 
derance of small holdings and the importance of the small farmer in the 
traditional agricultural sector. 

In a recent article, Lee7 has pointed out that the available evidence indicates 
that there has been an increase in the inequality in size distribution of paddy 
holdings between 1962 and 1970. This study shows that tlie percentage of 
paddy holdings of less than one acre increased from 34 % to 65 % between 1962 
and 1970. Lee also notes that between 1962 and 1970, rural population increa- 
sed by 20 % ~~~f.lilst paddy cultivated area increased by 12 %. Further the 
number of paddy holdings increased by 42 per cent in the same period whilst 
the average size of holding dropped from 2 acres to 1.5 acres. 

7. Lee., E.L.H. Rural Poverty in Sri Lanka 1963 - 1973. Poverty and Landlcssness in 
Rural Asia - I.L.0. Geneva. 
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Given this predominantly snlallholder Iznd ownerslzip of our fcrming 
pop~llation it is necessary to have an understanding of their problemsfcharac- 
teristics in order to see whether provision of credit vrould benefit t!~en~. After all, 
credit can only facilitate tlii: bringing together of avzilrble menns of production 
in an ongoing activity . An ongoing activity hov~ever, sssumcs the existence of 
two vital conditions. Firstly, there should be a productive opportunity and 
secondly tke existence of enterepreneurship. If credit werc given to those 
who did not either have the requisite entrepreneurial talent or \+rho were not 
capable of identifying viable opportunities, it could contribute =very little to 
production. 

It is interesting to note in this connection that the report on the Bank 
Committee on Agricultural Finance (1978) considered farms below 1 acre in 
extent as "non-~iable".~ Although the report d m s  not define the term "non- 
viable", in this paper non-viable farmers 2re defined as those \hose  resource 
base would not be capable of producing adeqzate earnings to sxp3ort their 
family, even if these resources were put to optimal use. Typically, psddy 
farmers in this group have less than an z,cre to cultivate. They frequently culli- 
.Y;ftt, - c l q  WR ~ 1 ~ 4  , ~i;v,t~r~e~~~&zi~~ m~Jhedr~, nfr orlti.va$jnn_ a n d  have no otls~,., 
gainful activity to engage in. Their i n c o ~ l : ~  falls short of theirliving require- 
111cnts.~ 111 their cace t l~ert  j s  hardly ar:y Sistinclion betimen prccludion and 
conr,umption credi.t. They compromise 03 ths optinltl use of prod:~ction credit. 
This compromise lends to lov,er output, thereby widering the conszrrr,ptic?n gap 
n~ad leading to a cycle which repzets iteeli. F;om ths dEta on paddy hnldinp i t  
might Eppear that the majority of p d d y  r2.rmers owned vccconomic sme11 
l~oldings which are ~ncapabla of yielding even a srtbsistence income. I-Iowwer. 
~nc?jo~ity of these operators are oniy cnzagcd part-limz or- padc!y f~rr i~ing aild 
have otller sources of income from l:ig!~ land holdings as well as orri,side pzrt- 
time employment. I"n view of this, production crcdit given 5y formal institutions 
to this class of borro~v~r  v~ould not be e k t i v e  either from the point of view of 
encouraging increased production or from ths lender's point of view of rstrievin~ 
the loan. Therefore, so long as these firmers remain non-viable, commercial 
banks would not be able to recover credit provided to this sector. 

In order to hclp those farmers who are not viable, but wile could be mzdc 
viable Ihrough :,doption of programmes, possibly fin.anccd by corn~nerciai 
banks, it is necessary to identify potei~tislIp viable f~rmers so as to cxcludc those 
farmers wl7.o are too slnall to bec0m.c viable even with externd zssistance. 
Far~ners who own bgtween 2-24 acrcs could be considered . s  pcstc~~tiafIy viable 
i.e., those who ~ u l d  make a reasonable living if their existing resursrce base is 

8. Report of tile Coln~nittee on Agricnltural Finzncc (1978) niipnSiishcd 
9.  Tcnnakoon M.U.A , Towards a Prcignlalic Rura! Crcdi:, Policy in Sri Lanka (mirnoc- 

graphed) Tablcs 5 2nd 6 .  



more productively employed but at the moment are making earnings below 
subsistence due to ineficicnt use of resources. 

The average annual income of a holder of two acres of paddy land, who 
is engaged as f111l-time paddy farmer would be approximete!y Rs. 8;480.0010 
a ;suming an averege yield of 53 bushels per acre, which is the current all island 
average, and a crop intensity of 1.6. This income will be further supplemen- 
ted by other garden produce and s~bsidiary food crops if he possesses a small 
plot of high land. Therefore, an annul income of Rs. 9,000.00 for a typical 
lam1 household would not be an over estimate. 

 he "average cost" of pzddy productio~ per acre in Mahaweii Development 
areain Maha 1973-74 was Rs. 1,297.18-Rs. 1,037.62in villages 2nd Rs. 1,334.65 
in colonizalion tracts". These figures are considerably low compared to 
Rs. 1,526.63 which is the estimated average cost per acre for the same season 
in the A~uradhapura district, furnisl~ed by the Government Agent, Anuradha- 
pura. Slnce there have been significant increases in the cost of tractor hire, 
labour and other materials since 1974, it may not be unrealistic to assume 
the current averzge cost of production per acre to be approximately 
Rs. 1,600.00. Thus, the cost of cultivating two acres of paddy per annum 
would amount to cipproximztely Rs. 3,2@).00. The net cash income available for 
consumption and other household expznditure would therefore be in the region 
of Rs. 5,800.00 per annum for each ho~~sehold'~ or about Rs. 480.00 per month. 
Bascd on these ligures one might conclude that a typical farm household with a 
holding of about 2 acres of paddy and yielding 53 bushels of paddy per acre, 
by taking 1.6 crops from thc land is very close to poverty line.I3 

Studies on cost of production and farm prices in different parts of the 
country appear to support the view that the income generating capacity of paddy 
cultivation is linited and that tenant cultivators had a negative income in certain 
districts.14315 

'0. This is based on Rs. 501- a bushel of paddy which was the prevailing guaranteed price 
in December 1980. 

11. Central Bank of Ccylon - Survey of Economic Conditions in M%havcIi Development 
Area 1974. 

12. According to information contnined in th= locality studie;, the average number of family 
rangzs from 4 to 8 persons. Rice Revolution in Sri Lanka - United Nations Ressarcll 
Institute for Social Development - Geneva, 1977. 

l i .  In terms of the Food Stamps Scheme of the Government, introduced in S:pism4er, 
1979, households receiving an income of Rs. 3001- or less per month are eligible to 

receive food stamps which e~ititles thein to receive a spxificd b~ske t  of commodities. 
Rs. 3001- could therefore be regarded as  poverty line. 

1 4 .  Izumi and Xanatunga A. S. - Cost of Production of Paddy Yala 1972 Research Studies 
No. I, ARTI, 1973. 

15. Ranatunza & Abgsekara N.  A. T. Profitability and Resources Characteristics of paddy 
farming, ARTI, 1977. 



Impedirnerzts to expansiorz of Bank credit 119 

The current low earnings of this class of farmer may however be attributed 
to incfficient and sub-optimal use of resources. Tlus is due toa number of reasons. 
Firstly, quite apart from the much more demanding requirements of the new 
technology which most of our farmers are not accustomed to, the farmer must 
depend on many factors beyond his control if he is to perform this coillplex 
operation successfully. Getting fertilizer poses many problems. Inefficiencies 
in distribution, inadequate storage capacity and liquidity problems at  the local 
co-operative store may prevent the farmer from obtaining his Iertilizer require- 
ments oil time. There is evidence to show that farmers adopt recommended 
practices wluch are necessary to achieve a higher yield either 'pai-tially or im- 
perfectly. For instance farmers are not sufficie~~tly appreciative of the timely 
application of fertilizer and agro-chemicals so that benefi'~s from zpplications 
are reduced. Despite the current low earnings however, their potential for 
increased earnings appear to be substantial. This is because they have an ade- 
quate resource base which could be developed further with proper guidance 
and help. The task of the commercia.1 banks would therefore be to con- 
centrate on this sub group of potentially viable farmers with provision of ade- 
quate and timely credit facilities so that they could be made viable. 

IV. The Problem of hTmbers and the Suitability of Co-operatives to Service 
the Farmer 

The problem of reaching the small farmers who number approximately 
about one million16 is a task of considerable magnitude. The magnitude of 
this task increases several-fold in loan disbursements, in view of the fact that 
loans have to be disbursed before the cultivation season commences. The 
time period available for credit disbursement is therefore relatively short. 
Within this short period, it is almost en impossible task to deal wit11 a large 
number of prospective borrowers on the basis of traditional banker-customer 
rel~tionship. Hence, institutional structures such as the village co-operatives or 
new groups or associations would have to be considered. The Committee on 
Agricultural Credit (1966) considered that the Co-operative Societies should 
continue to be the institutional devise for the distribution of agricultural credit 
at the village level. It was their view that " . . . . . .where village level co-operatives 
function satisfactorily, the advantages inherent in their constitution for opera- 
ting a credit scheme for the small cultivators are so conspicuous that to replace 
them with any other institution organized on a different basis will be fool- 
l~ardy". '~ 

Tlze co-operative network Itas, of course obvious advantages over any other 
organisational system, in view of its widely dispersed network of branches with 

-- 

16. Report of the Royal Co~nmission on Co-operatives - Sessional Papcr II 1970. 
1 7 .  Rcport of the Committee on Agricultural Credit (1966) unpublished. 



ezsy access to most cultivators. This brznch network could be made use of to 
ensure that smal! farmers receive all requisite supplies necessai-y for production. 
With the rapid increase in inputs for modern farming and the sophisticatio~l 
called for in the selection of the requirements appropriate to his needs, it is 
obvious that the farmer .&-ill nepd much guidance. Where this has been 
provided by tllc Agricultural Extension Services, some agency must be ready to 
stock the requirements in the village or procure them at short notice. The 
obvions agency is the local co-operative and it is wasteful and duplication of 
efTort to call upon the importers of essential agricaltural supplies such as agro- 
cllemicals to establish an island-wide cl~ain of distributors at the village level, 
when the co-operative network is already there. 

The pri~~ciplet hat the snail farmer is best assisted throughthe co-operatives 
has long been accepted. aThc major role the co-operatives must play in national 
development is equally well understood m d  accepted. It is the implementation 
that has fallen short of both what is necessary and fezsible. 

From the inception of the co-operative movement in Sri Lanka, credit 
was provided to the small fzrmer by credit societies of unlimited liability and 
it is undoubted t11a-i the operation of this type of society was generally successful, 
though both the scale and scope were Limited. The membership of each society 
was small andthe policy of the authorities had Jways bcen thattheyslrould stay 
small on the principle that a small number of members who know and trust each 
other would co-operate with greater confidence. If there was a demand for 
membership by a large number, these were usually organised into a separate 
society. On acco~~nt of the unlimited liability factor, whichthe members knew 
the autllorities were quite ready to enforce if necessary, loan recoveries werc 
excellent, ror it was pointedout by the Registrar in 1948 that over Rs. 14 million 
had been lent and recovered from these small societies with a loss of only Rs. 
4,0001- an almost incredible record in view of the subsequent develop met it^.'^ 

With the reorganisation of the Co-operative Movement in 1957 and 1971, 
the multipurpose concept replaced the single purpose concept of co-operation. 
This also led to the replacement of the voluntary character of the co-operative 
movement by a government orgznised movement intended to achieve govern- 
ment's objectives, such as fair distribution of consumer goods- in short supply 
and the provision of credit and necessary apriculturd inputs and services for 
the production of rice and subsidiary foodstuffs. The newly created MPCS 
also had an enlarged membership. This brought about complications in 
management and accounting. Further, it destroyed the principle that members 
must know each other if they are to co-operate viith each other. Th.e net 
effect of the reorganisation in 1957 2nd 1971, was to bureaucratize a voluntary 

IS. Report of the Royal Commission on Co-operatives - Sessional Paper I1 1970 
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movenlent rend alienate it from popular participation. Further, although the 
multipurpose concept was advocated, relatively few societies proved capable 
of fulfilling multipurpose respoilsibilities. Many societies proved too small 
to be viable and others merely confined themselves to consumer goods parti- 
cularly in the urban and sub-urban areas.19 

The failure of the GO-operathe movement to serve +he interests of the farmer 
is well documeilted. The survey of Defa-ults in the Repayment of New Agricul- 
tural Loans obscrved, that "the image of the bulk of the co-operatives from vrllich 
loans had been obtained does not fare ~ e l S ' . ~ V h e  principal defects of the 
co-operatives are 

(a) the misuse of monies repaid bg members through the co-operathe 
societies and diverted by the latier for consumer actiwities ; 

(6) tile indifference of co-operative officials ; 
(c) rising trend in the incidence of lozn defauks ; and 
(d) general incompetence and poor management of co-operztives. 

It has to be concluded therefore that the contribution of co-operativcs 
has lagged far behind expectations. In the light of this situation, how is it that 
an institution which has given rise to so much frustration and disappointment 
is still considered to be a valuable instrument for swio-economic advancement? 
Witness for example, the statement by the Royal Commission on Co-operatives" 
whatever the shortcomings of the existing organization, it remains abundantly 
clear that in Ceylon, with its depeildancc on small holdings for production of rice 
and subsidiary foodstuffs, and for about half its coconut production co-opera- 
tives must play tllc major role in agricultural development which in this context 
is synonymous with national de~elopment.~~ The only reason why it should 
succeed is that without mutual self help and without an organisation in which 
individuals are grouped together on a voluntary basis, it would be very difficult 
for any government seivice to implement effectively its development program- 
mes. If co-operatives are to succeed however, it is imperative that the domina- 
tion of government inffuence with its paternalism should be replaced by volun- 
tary and strong co-operative structures at primary, secondary and national 
levels, with emphasis on self-help character of co-operatives which had hitherto 
been neglected.22 

19. ibid 
20. Central Bank of Ceylon - Survey of defaults in the Repayment of New Agricultural 

Loans, 1972. 
21. Report of the Royal Commission on Co-operatives - Sessional Paper U, 1970 
22. See also, Piyatissa Y. A. - Towards a participato~y, tis distinct from paternalisecl 

approach to agricultural credit in Sri - Lanka Agricultural Administration Applied 
Sciencc Publishers Ltd , Englaad (forthcoming). 
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V. Personnel deficiencies of Commercial B d s  
The efficiency of credit ins~itutions depend not only on the technological 

and econo~nic cnvironment in vJhic'n it opcrates but also on the quality of its 
staff. By "quality" it is meant the suitability of staff in various positions to 
fulfil adequately ths requirements of these positions. For exanlple, highly 
"molivated" staff are required for credit supervision work which is very necessary 
in dealing with small farmers. Supervised credit is an educational process 
related to the use of credit. The bzsic idea is that the combination of agricul- 
tural credit and technology if prol>erly applied czn be moi-e effective than either 
credit or education alone. Supervision in relation to credit requires the banks 
to :- 

(a) Provide assistance to the cultivator to estimate and assess correctly 
on thc various types of loan and tile quantu% of credit for a particular 
farming season ; 

(b) Advise him to use such credit effectively to the best advantage ; 
(c) Suggest improvements in his farming techniq~es and induce him to 

follow improved farm management practices. 

It was the awareness of thc effectiveness of Supervised Credit that pronpted 
the recruitment of field omcers such as Development Assistants (DAs) by the 
People's Bank. 

Provision of supervised credit, however, requires the availability of field 
officers trained in extension and crop production. What are the qualities 
that would go to make a successful field officer ? 

Firstly, lze should have an intimate knowledge about the borrower, his 
skills 2nd his needs and should be able to readily distinguish the prudent from 
the extravagant. He should be able to make a fairly accurate assessment 
of his client's ability to bear debt both in the short and long run and of which 
sources could provide emergency funds for repayment and what kind of follow- 
up might be effective. He should be able to regulate the sizc and maturity of 
lending to suit such repayment capabilities. Further since he is in direct contact 
with the farmer, he should be able to report intelligently, not only by monthly 
return of figures but on difficulties as well zs opportunities. 

However, the supervision by field leveI officers do not appear to have had 
the desired effect for number of  reason^.^' In the first place most of the DAs 
are not technically qualified either by education or experience. They are junior 
level officers whose time is nlostly spent on routine day to day administrative 
work of rural banks rather than developmental work. These officers are expect- 

23. Piyatissa Y. A. - Lending Agencies and th? Problem of Dsfaults in Agricultural Credit. 
A Case Study of Sugar Cane Loans in the Amparai District - papcr pmsented at  the 
Ceylon Studies Seminar / Conference on Post-war Ecmomic D:velopm-,nt of Sri Lanka . 
16 - 20th Dccember 1980, University of Peradeniya. . 
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ed to deal with large number of cultivators who are spatially distributed. 
They have however not been provided with adequate transportation facilities. 
As a result, not only do they spend less time with the farmers but they are able 
to cover only a handful of them. Moreover, there is no evidence to show that 
they do any real development or field work. A perusal of the field note book 
maintained by them revealed that the entries related to the time of errival and 
departure, for purposes of claiming travelling allowance. It did not give any 
information as to the number or neme of villages visited or thenumber of village 
cultivators contacted etc. Basically, however, the Development Assistants 
have neither the time nor the orientation for developmental work. 

Secondly, the officers of the two coinnlercial banks have acquired their know- 
ledge from routine work relating to their trnditional commercial banking acti- 
vities. The knowledge and experience of the bank cadres acquired in the past, 
therefore, are of little relevance in financing the small farmer. In fact this 
knowledge and attitudes that g o  with it may well be a barrier to  the effective 
discharge of their new responsibilities. To f a 1  the new role it is very necessary 
that the required changes in aptitudes and attitudes are forthcoming. This 
could be achieved only through regular courses of training and re-orientation. 

Thirdly, the performance criteria of these officers are lergely assessed at 
present by management criteria carried from an earlier era when the attitudes of 
management to the role of bank credit in furthering national economic objectives 
were radically different. Under the 'British Banking Tradition' inherited from 
colonial times lending has been security oriented. It, therefore, follo\ved that 
the performance criteria were also based on security of loans rather than cus- 
tomer build-up oriented to future profitability. 

Fourthly, rural areas need personalised banking service and therefore 
banking in these areas should have a local character to command the confidence 
of the local people. The reluctance of bank personnel who are still essentially 
urban oriented to serve in rural or even semi-urban areas,the frequent changes 
necessitated in the placement of staff and the resultant lack of continuity of 
personnel who are coliversant with the area adversely affect the services rendered 
by banks to small borrowers in rural areas. 

In order to overconle these problems incentives must be provided taking 
into account the practical problems the employees h ~ v e  to face in serving in 
remote or difficult areas. In these areas the Bank staff have to work in conside- 
rable isolation and without the amenities that they may have been used to. 
Employees having children of school going age may be faced with the problem 
of lack of educational facilities locally. A method of meeting these problems 
is to recognize service in these areas for promotion by attaching weights to an 
employee's service in these areas. 
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