i AGRICULTURE '

Cultivation Loan
Disbursements Decline

The agricultural loans granted by the
banks under the Comprehensive Rural
Credit Scheme for the cultivation season
1978/1979 were only a fraction of those
granted in 19771978 with more stringert
criterie being applied in judging loan-appli-
cations, A re axation of eligibil:ty criteria
for the Maha 1977/1978 season resulted in

the largest expansion in cultivation loans -

granted under the Comprehensive Rural
Credit Scheme. It z)so saw the highest rate
of default recorded for any single season,
the rate of default reacning 78 percent.
The loans granted for paddy cultivation
alone amounted to Rs. 453 million and re-
coveries were only 21.5 per cert. The total
amount of paddy loans granted by the
baoks since the inception of these Credit
Schemes in 1967 has amounted to Rs. 1089
miilion upto Maha'1977/78. Of thisamount
Rs. 617 miliion or 56 per cent was in de-
fault as at the end of 1978.

The uaprecedented expamsion in culti-
vation loans granted in 1977 and early 1978

and the very high rate of default associated .

with it compelled the Government to re-
structure the Comprehensive Credit Scheme.
In order to abtain loans for Yala 1978,
farmers were required to pay their Maha
1977/78 loans in full. In the case of loans
taken prior to Maha 1977/78, a minimum
of 10 percent down-payment of the out-
standing loans had to be paid. These con-
ditions continued to be effective for the

Maha 1978/79 season as well. In addition,
farmers were required to pay. their Yala,
1978 loans in full to obtzin loans for the

Maha season. These requirements were
a complete reversal of the previous year’s
liberalizedl scheme of losns. The with-
drawel of the 75 per cent credit guarantee
operated by the Central Bank was another
major change in the Comprehensive Rural
Credit Scheme. The gaurantee was intro-
duced along with the New Agricultural .
Credit Scheme in 1967. Under the Guararn-
tee scheme, 75 percent of the amount in de-
fault of cultivation loans granted by com-

mercial banks was reimburred by the
Central Bank on behalf of the Government.

The Central Bank comments that *‘the
scheme facilitated the expension of culti-
vation loans over the years; but it is prob-
able that such a high rate of guarantee also
made lending banks less concerned abour
loan recovery, The absence of the guaran-
tee will-compél the banks to be more
cautious about lending, and is likely to
catvse a significant contraction of agri-
cultural credit perbaps to pre-1977 levels.
Undoubtedly, the sudden liberalization of
agriculturzl credit in late 1977 was an in-
advisable move. Naturally, abuses of agri-
cultural loans were legion, But. the re-
action to such abuse by subjecting egri-
cultural credit to the criteria of normal
commercial bank lending, as has happenet
appears to be too drastic. It may have been
preferable if the guarantee was withcrawn
in stages, enabling the banks to develop

credit supervision facilities in a shert
period®’, (A detailed analysis appears
in our next issue)

Cultivation Lians Granted under Rural Credit Scheme.

(as ot 31st December 1978)

Rs, Million

Loans Granted Recoveries Percent of Recoveries
ivation

Cugear’ Other  All Other All Other All
Paddy Crops Crops  Paddy Crops Crops Paddy Crops Crops
67/68-€9/70 180.1 194 1995 1286 155 1441 714 799 72,2
70;71-72;73 882 24.8 1130 572 19.0 76.2 648 766 674
1973/74 il 26,2 13713 58.7 153 740 528 584 539
1974/75 85.6 27.3 1129 436 15,5 59.1 509 56.8 523
1975/76 722 364 1086 424 165 58.9 58.7 453 542
1976/77 98,8 78.8 177.6 436 213 - 649 . 441 270 0365
1977(718 4527 814 53..1 97.3 184 1157 21.5 226 217
Total 1,088.7 294.3 1,383.0 471.4 121.,5 5929 433 413 429
1978/79* 233 2.1 254 03 . .. 1.3 13 .. 1.2

| Sources: People?s Bank, Bank of Ceylon, Hatton National Bank Limited.

* Incomplete data, Maha season orly

« Economic REVIEW,  MARCH 1979



